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Q. Please provide copies of the last five annual reports for NLH? 1 

 2 
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A. Attached are the annual reports for 1998 to 2002. 4 







I> Environmental Policy
Guiding Principles

The NewfoundlandandLabradorHydro Groupof Companieswill
help sustaina rich andhealthyenvironmentfor presentandfuture
NewfoundlandersandLabradoriansby maintaininga high slanclardof
environmentalresponsibilityandperformancethroughthe implemen-
tationof a comprehensiveenvironmentalmanagementsystem.

The following guidingprinciplesset out the Hydro Group’senviron-
mentalresponsibility Wewill:

1. integrateenvironmentalconsiderationsinto decision-making

processesat all levels;

2. empoweremployeesto be responsiblefor the environmental

aspectsof their jobsandensurethat they havethe skills and
knowledgenecessaryto conducttheirwork in an
environmentallyresponsiblemanner;

3. usethe Province’snatural resourcesin a wise andefficient
manner;

4. implementreasonableactions to preventpollution of air, water,
andsoil andminimize the impactof anypollution which is
accidentalor unavoidable;

5. useenergyas efficiently aspossibleduring the generation,
transmission,anddistributionof electricity, andthe operationof
its facilities, andpromoteefficient useof electricityby
customers;

6. complywith all applicableenvironmentallaws andregulations,
andparticipatein the CanadianElectricityAssociation’s
EnvironmentCommitmentandResponsibilityProgram;

7. monitorcompliancewith environmentallawsandregulations,
andquantifypredictedenvironmentalimpactsof selected
activitieson the environment;

8. audit facilities to assesspotentialenvironmentalnsksand
continuouslyimproveenvironmentalperformance;

9. maintaina stateof preparednessin orderto respondquickly and
effectively to environmentalemergencies;

10. respectthe culturalheritageof the peopleof theProvinceand

strive to minimize thepotential impactof Corporateactivitieson

heritageresources;

11. reduce,reuseandrecyclewastematerialwheneverfeasible;and

12. periodicallyreportto the Boardof Directors,Executive
Management,employees,governmentagencies,andthe general
public which we serveon environmentalperformance,

commitmentsandactivities.
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president’s MESSAGE

ON March 9th,PremiersTobinandBouchardannouncedthe Framework

AgreementbetweenNewfoundlandandLabradorHydro (“HYDRo”) and

Hydro-Qu~becpermittingnegotiationsto proceedon the development

of the Churchill River PowerProjects. Theseare massiveprojects

totalling morethan$10 billion which will takemorethana decadeto

bring to a commissioningstage. While negotiationscontinuedon a

Memorandumof Understanding(“MOU”), during 1998,we havejust

concludedavery successfulfield seasonin Labrador.

1998 maywell be rememberedas oneof themoresignificant
yearsin theforty-fouryearhistory of TheHydro Group.

All of the 1998 scheduledengineeringstudiesandenvironmental

programswerecompleted. 1998 may well be rememberedasone

of the moresignificantyearsin theforty-four yearhistory of The

HYDRO Group.

AGREEMENT betweenthe two utilities enablingHYDRa to recall the

remaining130 MW of powerunderthe PowerContract,for resaleto IHydro-Qu~becat marketprices,wasalso announcedon March 9th.
The saleis a threeyear renewablecontractwhich hasaddedapproxi-

mately $29.9million to HYDRa’S energysalesreyenuein 1998,which

contributedto a recordnet incomefor HYDRa of $69.6million. The

FrameworkAgreementalso includedan arrangementfor CF(L)Co to

sell 682MW of additionalcapacityto Hydro-Qu~becon a seasonal

basisfrom November1 - March 31, beginning on November1,1998

for a term to expirein 2041. Known as theGuaranteedWinter Avail-

ability Contract (“GWAC”) thetotal additional revenuesover the life

of the contractare anticipatedto be in thevicinity of $1.5billion

which will substantiallyensurethe financial viability of CF(L)Co. In

anticipationof the signingof the GWAC early in 1999, CF(L)Co has

providedthe additionalcapacitysinceNovember1, whichshould

result in the first annual~aymentof $3;4 million. Paymentsareto

escalateover the term of the Contract.
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NEW EnvironmentalPolicy and GuidingPrincipleswereannouncedin I
• July. Our EnvironmentalManagementProgramincludesparticipation

in the CanadianElectricity Association’s.nationwide Environmental

CommitmentandResponsibilityProgram. A first in theprovinceand

for HYDRa wasthe registrationof our HolyroodThermalGenerating

• StationunderISO 14001. The InternationalStandardsOrganization

(“ISO”) setsqualitystandardsworldwideand Canadahasaccepted

thesestandardsto achieveandmeasureenvironmentalperformance.

The HYDRa Group is committedto sustaininga rich andhealthy envi-

ronmentfor thepresentandinto the future.

TheHydro Group is committedto sustaininga rich and
healthyenvironmentfor thepresentand into thefuture.

• PROJECT2000 (“P2000”) systemsimplementationproceededon

schedulethroughoutthe yearwith the installationof new hardwareand

the implementationof newintegratedsoftwaremodules. The installa-

• tion of Human Resources,Payroll, Finance,PurchasingandInventory Imoduleshasbeencompleted. PlantMaintenanceandUtility Customer
Information Systemswill be implementedduring the first halfof 1999.

P2000is oneof themore comprehensiveprojectsundertakenat HYDRa

andit will significantly alterthe wayin which employeesapproachand

perform their work in future. Wewill also begin to seethe,significant

impact that enablingtechnologywill haveon our organizationalstruc-

tures andchangein businessprocessesoverthe nexttwo years. A

Co-ordinatingCommittee,under the directionof ExecutiveManage-

mentwasalso implementedto overseethe HYDRa GroupY2K program

to ensure that all of our electricaloperatingsystemsandfinancial

systemswill beY2K compliant. TheP2000Program,which beganin

1996,wasan essentialfirst stepin our Y2K Program..To datewe are

on scheduleandhaveinventoriedcomponents,completedtestingand

completedany necessaryrepairswith a contingencyplan to be in place

byJune1999.

I
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OUR financialperformancecontinuesto bestrongin part dueto our

successfulfinancialmanagementprogram. HYDRa hasoperatedwith-

out a generalrateincreasesince1992 and,allowing for the impact of

the Rate StabilizationPlan,rateincreasesover thepastsevenyears

havebeensignificantly below theCanadianaverageandthe increasein

the ConsumerPriceIndex.

HIGHLIGHTS of otheractivitiesandeventsduring the yearare dealt

with in the remainderof thisAnnual Report.

Ourfinancialperformancecontinuesto bestrongin part dueto
our successfulfinancial managementprogram.

I would like to markthe passingon July 22, 1998 of Boardmemberand

a greatLabradorianin the personof Harry W Baikie, anemployeeof

HYDRa for 19 yearsandamemberof HYDRa’s Boardof Directorsfor 6

years. Harry wasan outstandingcitizen andgainedtherespectand

admirationof friends,colleaguesandhis fellow citizens.

IN recognitionof the contributionof all employeeswithin the HYDRa

Group.to our successfulperformance,andon behalfof theBoard and

SeniorManagement,I expressmy gratitudeto them for their continu-

ing dedicationand commitment.

@1 WlLLIAME.WELLS

Presidentand
ChiefExecutiveOfficer FIVE





energy PRODUCTION

THE grossenergyproductionfrom the Islandinterconnectedgenerating

plantswas5,624GWh, down 10.4%from 1997.

THE majorreasonfor thisdecline

wasa prolongedshutdownfor

two of our industrialcustomers.

Hydraulicgenerationprovided

4,278GWh, threequartersof the

energyproductionandthermalgen-

erationthe remaining1,345GWh.

Surplusenergywasalsopurchased

from theindustrial customers

whoseown hydro plantswere

dormantduring their shutdown.

beingpurchasedfrom Hydro-

Quebec’sLac Robertsonhydra

plant for the communitiesin the

LabradorStraitsarea..Additionally,

the smallindependenthydro plant

in Mary’s Harboursupplemented

our dieselplant productionin that

community Thesepurchasesrep-

resenta 17.7%increaseover the

• previousyear.

Beginningin Octobeii two newindependently-ownedhydro electric
plants cameinto productionsupplying 29.2 GWh, the

first energypurchasedunder their long term contracts.

Beginningin October,two new

independently-ownedhydro electric

plantscameinto productionsup-

plying 29.2GWh, the first energy

purchasedunder their long term

contractswith HYDRa.

THE grossenergyproduction

on our isolatedsystemsdeclinedto

45.1 GWh, a reductionof 2.0%

from 1997. Thiswasmainlydue

THE CF(L)Co. massivehydro

electricplant in centralLabrador

recordedan 11.1%increasein

grossproduction.thisyear produc-

ing 37,651GWh of power. 1998

wasthe third consecutiveyearof

aboveaverageprecipitationand

thehigherwater inflows produced

thehighestproductionfrom the

plantsince 1984.

SEVEN

p

to a full years’ supplyof energy
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energy SALES

THE Islandinterconnectedsystemrecordeda declinein energysalesof

7.6%from 1997 to 5,480GWh. As mentionedearlier,this wasprimarily

dueto the four monthshutdownfor two of our industrialcustomers,

which resultedin a 23.8%decreasein industrialsalesto 988 GWh.

Churchill Falls (Labrador) Corporationexported
32,793 GWhto Hydro-Qu~bec,an increaseof 8.2%over 1997.

Saleshoweverto our rural cus-

tomersincreasedby 2.0%in 1998

to 335.1GWh. Our salesto our

utility customer,Newfoundland

Power also declinedthisyear,to

4,157GWh, a decreaseof 3.5%

overlast year.

SALES on the Labradorinter-

connectedsystemweredown

9.6%over1997 to 725.5GWh.

Industrialcustomersaccounted

for the largestportionof this

decline, their salesdeclined

17.9%. Also contributingto the

overall reductionwasa 2.8%

decreasein salesto rural cus-

tomersto 427.0GWh anda 3.6%

decreasein secondarysalesto

107.4 GWh. Salesto the isolated

ruralcustomerswere49.1 GWh,

anincreaseof 3.4%from lastyear~

Forthe veryfirst timeHYDRa

exported1,249GWhto Hydro-

Quebec,thissignificantchange

resultedfrom the saleof recall

powerby HYDRa to Hydro-Qu~bec

underthearrangementmadeon

March9, 1998by Newfoundland

andLabradorPremierBrian Tobin

andQuebecPremierLucian

Bouchard.

CHURCHILL Falls (Labrador)

Corporationexported32,793

GWh to Hydro-Qu~bec,an

increaseof 8.2%over 199.7. Sales

to Twin Falls PowerCorporation

were1,903 GWh,down slightly

from the 1,904GWhsold in

1997. However,salesto HYDRa

increaseddramaticallyto 2,182

GWh, an increaseof .1,256GWh

from 1997.

S
I
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mud LAKE

THE picturesquecommunityof Mud Lake, Labradoris situatedon a

tributary of the Churchill River southwestof HappyValley/GooseBay

Previouslysuppliedby dieselgeneratedelectricity,
35 customerswereconnectedto theLabradormain

transmissionline systemlate this yeaic

Previouslysuppliedby dieselgen-.

eratedelectricity, 35 customers

wereconnectedto theLabrador

main transmissionline systemlate

thisyear. A distribution line was

built from HappyValley/GooseBay’

anda submarinecable installed

acrossthe ChurchillRiver to the

community The projectfollowed

an assessmentof .thecommunity’s

electricalrequirementswhich

determinedthecost effectiveness

of this connectionfrom Happy.

Valley/GooseBay

0~

A five yearplan to upgradethe Avalon Peninsulatransmissionline

systemto increasereliability beganwith surveywork in 1997.

Thestartof theupgradingto the.

Avalon Peninsulatransmission

line systemswasdelayedsome-

what by a shortageof towersteel.

The sleetstormlastwinter that

damagedelectricalsystemsin

CentralandEasternCanada

createdan unusualdemandon

@1 manufacturers.Consequently

therewasa delayof approximately

six monthsin acquiringthe neces-

sarytower steelfor this project.

Therevisedschedulewill see

work startin earlyMarchof 1999

with the commencementof the

upgradingof TL 217, the 230 kV

transmissionline from Chapel

Arm to Holyrood.

I
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avaIOrIIcGNNAIGRE PENINSULAS COflt’d

Theaddition ofnewstructuresand strongerhardwarealong
with positioningthe transmissionline closer to thehighway

will reducefutureinterruptionsin serviceto our customers.

THE upgradingandreroutingof

the transmissionline servingthe

ConnaigrePeninsulawascomplet-

ed thisyear. The 69 kV line has

beensubjectto severalsevereice

stormssinceits constructionin

thelate 1960’s. Additionally~ the

ruggedterrain in the areamade

travellingparticularlyarduous

andtime consuming. The addi-

tion‘of new structuresand

strongerhardwarealongwith

positioning the transmissionline

closerto the highwaywill reduce

future interruptionsin serviceto

our customers.

THIS yearsawthe completionof a two yearprogramto refurbishthe

Rameadieselplant. The project involved replacingthe aging diesel

enginesandtheir associatedcontrolswith new, moreefficient diesel

enginesandautomaticcontrols.

Along with providingmorereli-

ableserviceto our customers,

the new installationwill seea

significantreductionin emissions.

The Rameadiesel plant is the

largestisolatedplant in our sys-

tem andthis $3.3million invest-

ment will ensurethe needsof

this South Coastcommunity

well into the future.

I
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customer SERVICE

A Toll ‘free servicefor customeraccountenquirieswasintroduced

this yearfollowing the establishmentof a new communicationscentre

of customerservicerepresentatives.

Hydro customersregardlessof their location will use the
sametoll freenumberwhich will be availableon a 24 hour

basisto report serviceinterruptions.

In 1999 wewill.be activatingan

additionaltoll free servicefor cus-

tomerserviceinterruptionsin all

our serviceareasin the

province. HYDRa customers

regardlessof their locationwill use

the sametoll free numberwhich

will beavailableon a 24 hourbasis

to report.serviceinterruptions.

Notification of thesenewservices

will bemadeto our customers

with their monthlybilling and

newsletters.Additionally with the

newservicein 1999,will be the

implementationof a newUtility

‘CustomerInformationSystem,

whichwill allow usto better

respondto our customerenquiries.

interest EXPENSE L
THE low interestratesin Canadacontinueto provide opportunities

to reducethe interestexpenseon our long-termdebtat HYDRO.

In 1998weexercisedthe call

optionson threehighcouponbond

issuestotalling $105 million par

valueandhadanother$100 million’

bondissuereachmaturity The

interestrateon thesefour bond

issuesrangedbetween10.00%to

10.25%. A single10 yearbond

issueof $200 million with a

5.50%ratereplacedthesefour

issues. Theresultantsavingsfor

1998was $8.1 million over1997.

This activemanagementof our

debtportfolio will continueto

maximizeany similarconditions

that materialize‘in the future.

@1
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environmental

THE HYDRa Group developeda newEnvironmentalManagementSystem I
andhasadoptedan EnvironmentalPolicywith a set of 12 Guiding

Principalswhichare featuredat thebeginningof thisAnnual Report.

TheEnvironmentalPolicy is consistentwith ISO 14001andasreported

earlierin this report, our Holyrood ThermalGeneratingStationhasnow

beenregisteredascompliantwith this internationallyrecognizedstandard.

Coincidentwith this effort is the

involvementof mostCanadian

utilities, including HYDRa and

CF(L)Co, in an Environmental

CommitmentandResponsibility

Programthroughthe Canadian

Electrical Association.

1998 markedthe first year of

annuallyreportingour environ-

mentalperformanceto this

Program,which is independently

auditedandreviewedby a Board

of Directors,comprisedof leading

Canadianauthorities.

pcb~’s

Polychlorinatedbiphenyls(PCB’s) wereusedasan insulatingfluid in

electricalequipmentfor manyyears prior to their identification as a

toxic substanceundercertain conditions. A programwasdevelopedto

testfor PCB’s andremoveall significantPCB equipmentfrom service.

A programwasdevelopedto testfor PCB’sand
removeall significantPCB equipmentfrom service.

Thesewere storedin government-

approvedfacilities at four company-

ownedlocations. With thechange

in federalandprovincial legislation

to allow interprovincialshipment,

PCB’ materialwasshippedoutside

theprovinceproviding for either

decontamination‘or destruction.

Two of our fourfacilities were

retainedin servicein theevent

further PCBequipmentis

identified in the future.

I
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in THE FUTURE

THE negotiationson the Churchill

River PowerProjectwill continue

nextyearandthe signingof the

Memorandumof Understanding

will markanimportantmilestone

for this complexundertaking.

Project2000 systemsimplementa-

tion will be completedin 1999 and.

wewill begin‘to fully appreciate

the benefitsof this integratedsuite

of applications.Additionally we

will continueto improveourenvi-

ronmentalperformanceinto the

futureasa providerof clean,safe

andreliableelectricity The start

of constructionto increasethe

reliability of our transmissionline

systemon the AvalonPeninsulais

a majorprojectwhich will span

five years.Finally, our current

financialindicatorsforecastanother

successfulyear ahead,howeverwe

will continueto bevigilant and

cognisantthat our customersand’

stakeholdersexpectprudentman-~

agementofour resources.

WE look forwardto 1999andthe challengesandopportunitieswe will

encounterin fulfilling our mission.

Project 2000systemsimplementationwill be
completedin 1999 and wewill beginto fully appreciate

thebenefitsof this integratedsuiteof applications.

I
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Ef~~~E HYDRO

financial REVIEW AND ANALYSIS

THIS review andanalysisfocuseson ‘the consolidatedoperatingresultsand
financial positionof the HYDRa Groupof Companies,exceptwherecommentary
is identifiedasrelatingto HYDRa only

1998 Financial PerformanceComparedto PreviousYear

mdlzons of dollars 1998 1997
Total revenue

Total expenses

Net income

Dividends

Retainedearnings

404.8

327.3

69.6

16.8
551.5

385.8

336.9

43.4

20.9

498.7

ResultsofOperations
REVENUE

TOTAL revenuefor 1998was$404.8million, an increaseof $19.0million from
1997. Energysalesrevenuefor 1998was$391.8million, an increaseof 4.0%
or $14.9million from 1997...Themost significantreasonfor thevariancein
energysalesrevenueis due to a threeyearagreementwhich becameeffectiveas
of March9, 1998betweenHYDRa andHydro-Qu~becwherebyHYDRa has
recalledthe remainingpoweravailableto it from CF(L)Coandin turn, sold it to

Hydro-Qu~bec. Salesto Hydro-Quebecin 1998were 1,249GWh which resulted
in $29.9million of additional energysalesrevenue. Thiswaspartially offset by
lowerutility efiergy saleswhich decreasedrevenueby $7.1 million and lower
industrialenergysaleswhichdecreasedrevenueby $11.8 million. CF(L)Cos
energysalesrevenueincreasedby $3.9million. Recoveryof costsincludedin
theRateStabilizationPlan increasedfrom $7.2million in 1997 to $10.9million
in 1998. Otherrevenueincreasedby $OA million.

EXPENSES

TOTAL expensesfor 1998amountedto $327.3million, a decreaseof 2.9%or
$9.6million’ from 1997. The total costof fuelsandpowerpurchasedwas $34.0
million in 1998, a decreaseof $12.4million from 1997, primarily dueto the
decreasein industrial andutility energysales. Operationsandadministration
expenseswere$114.8million in 1998,anincreaseof $7.9million over 1997.
This increasewasprimarily due to’ an increasein systemmaintenanceexpense,
aswell asa settlementof non-utility generatorstart-upcosts.Theamortization

of costsin the RateStabilizationPlanincreasedfrom $7.2million in 1997 to
$10.9million in 1998. Depreciationexpensewas $49.8million in 1998,an
increaseof $1.8’million over 1997asa resultof normaladditionsto fixed assets
in service. Total interestexpense,which includesa debtguaranteefee, was

$117.8million in 1998, areductionof $10.6million from 1997primarily dueto
lower interestrates,the exerciseof call optionson high couponbondsandlower
balances.

@1
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EI~%~~E HYDRO

financial REVIE’Xf AND ANALYSIS

ResultsofOperations(cont’d) I
NET INCOME
NET incomefor 1998 amountedto $69.6million comparedwith $43.4million
for 1997. Theprimarycausesof the increaseof $26.2million wasanincreasein
salesrevenue,primarily dueto the saleof recallpower to Hydro-Qu~bec
combinedwith lower interestcosts.

Capital Expenditures
EXPENDITURESfor additionsto fixedassetsin 1998 amountedto $34.0 million
comparedto $32.0million in 1997. The 1998expenditureswere for various
additionsto plant, transmissionanddistributionfacilities throughoutthe Province.
Major additionsinclude$5.0’million for majortransmissionlineupgrades,$2.4
million for a newtransformerat the MasseyDrive TerminalStationand$2.3
million relatedto thepurchaseof an integratedsuiteof softwareproducts.

THE capitalprogramcan be financedfrom two sources,cashgeneratedfrom
operationsandcashacquiredthroughborrowingin the capitalmarkets.

Thecapitalprogramfor 1998wasfinancedentirelyby cashfrom operations
which amountedto $119.0million, comparedwith $92.0million in 1997.

Dividends
HYDRa commencedpayingcommondividendsto theProvincein 1995. HYDRapays Ia dividend’basedonits netoperatingincomeanda furtherdividendbasedon the
cashflow thatHYDRareceivesfrom its investmentin CF(L)Co,netof debtservicing
costsrelatedto thedebtthatHYDRa incurredto financeits investmentin CF(L)Co.
Thepaymentsmadeby HYDRO in 1998were$12.0 million’ from netoperating
incomeand$4.8million from its investmentin’CF(L)Co.

Consolidated Net Income
MIWONS OF lASS Cash ‘Flow From

Operation
MILLIONS OF DOSAIG

Capital
Expenditures

MILUONS OFDOLLARS

0
95 ‘96 ‘~ ‘97 ‘98’
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Er”,.
financial REVIEW AND ANALYSIS

Debt
THE lower interestrateenvironmenthada positiveimpacton HYDRa in 1998
whencall optionson threehighcouponbondissuestotaling $105 million par
valuewereexercised.Another$100million parvaluehighcouponbondissue
maturedduring 1998. Thesefourbondissues,bearingcouponsbetween10.00%
and 10.25%,werereplacedby a single10 year $200 million ~bearinga
couponof 5.50%. HYDRa is continuingtheactivemanagementof its debt
portfolio in 1999 in aneffort to minimizeour interestcosts.

TOTAL debt is asshownin the following table:

Increase
mulZions ofdollars 1998 1997 (Decrease)

Hydro

Long-termdebt 1,134.4 1,079.8 54.6

Promissorynotes 83.1 209..9 (126.8)

1,217.5 1,289.7 (72.2)

CF(L)Co

Long-termdebt 388.8 401.5. (12.7)

Total debt ‘ 1,606.3. .1,691.2 (84.9)

a,

Interest
Coverage

TIMES GROSS INTEREST

@1
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J~,E
HYDRO

financial REVIEW AND ANALYSIS

SegmentedInformation
Segmentedoperatingresultsareas follows:

Hydro CF(L)Co Total Hydro CF(L)Co Total

millions ofdollars 1998 1997
Revenue

Energysales 304.2 95.5 399.7 292.7 88.7 381.4

Recoveryof costsin RSP 10.9 — 10.9 7.2 — 7.2

.315.1 95.5 410.6 299.9 ‘ 88.7 388.6.
Expenses

Operationsand
administration 81.7 33.0 114.7 75.4 31.5 106.9

Fuels 26.9 — 26.9 ‘ 43.9 — 43.9’
Amortizationof costs
in RSP 10.9 — 10.9 7.2 — 7.2

Powerpurchased 13.5 — 13.5 ‘ 5.7 — 5.7’

Depreciation 32.1 16.6 48.7 . 29.9 16.9 ‘. 46.8
Interest . 98.8 16.5 115.3 106.9 18.4 125.3

263.9 66.1 330.0 ‘ 269.0 6.6.8 335.8

Net Operating Income ‘. 51.2 29.4 80.6 30.9 21.9 52.8
Intereston DebtFinancing

the CF(L)CoInvestment
andOtherDedicatedCosts — (3.1) (3.1) . — (3.9) (3.9)

NetIncomefrom Operati6ns51.2 26.3 77.5 30.9 18.0 48.9

Non-controlling Interest — 7.9 7.9 — 5.5 5.5
Net Income 51.2 18.4 69.6 .30.9 12.5 43.4

Year2000Readiness
THE Year 2000problemorMillennium Bug refersto the inability of computer
hardwareandsoftwarecomponents,andsystemsto operatecorrectlywith
respectto datesthat referencetheyears1999 and2000andbeyond. Th’e Year
2000 issueconsistsof a numberof daterelatedproblems.

HYDRa has implementeda Y2K Programto minimizethepossibilityof
interruptionsin the electricalserviceprovidedto thecustomersand toensure
thatour intemalbusinessoperationswill continueto beconductedin a normal
manner. TheYear 2000 Programhasseveralphasesincludingcompilingan
inventoryof all knowndatesensitiVeequiPmentandsoftware,testingand
verifying that it is Year 2000 readyandrepairingorreplacingequipmentand
softwarethat isnotYear 2000ready A contingencyplan is beingdevelopedand
is scheduledto beformalizedon or ‘beforeJune30, 1999. HYDRa hasassessed
and continuesto follow-up‘on theYear 2000 readinessof third partiessuchas
customers,suppliers~andcontractorsandothersthat could impact on its ability.
‘to provideserviceto its cust6mers.
HY~O has.ao~d continuestb proVide monthly statusreportson its Year 2000

readiness~tQthe Boardsof. lYirecior~ of theHYbRa Groupdi Companies,the

Boardof~ Commissionersof’Public Utilities for Newfoundland(“PUB’~) and to

I
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HYDRO

management REPORT

The accompanyingconsolidatedfinancialstatementsof Newfoundlandand
LabradorHydro andall informationin theAnnualReportare the responsibility
of Managementandhavebeenapprovedby theBoardof Directors.

The financialstatementshavebeenpreparedby Managementin accordance
with accountingprinciplesgenerallyacceptedin Canada,appliedon a

basisconsistentwith that of theprecedingyear. The preparationof
financial statementsnecessarilyinvolves theuseof estimatesbasedon
Management’sjudgement,particularly whentransactionsaffecting the
currentaccountingperiodcannotbe finalizedwith certaintyuntil future
periods. The financial statementshavebeenproperlypreparedwithin
reasonablelimits of materialityandin light of information availableup to

February16, 1999. Financial information presentedelsewherein the
Annual Reportis consistentwith that in the financial statements.

Managementmaintainsa systemof internalcontrolsdesignedto provide
reasonableassurancethat assetsaresafeguardedandthat reliable financial

information is availableon a timely basis. Thesystemincludesformal
policies andproceduresandan organizationalstructurethat providesfor
theappropriatedelegationof authority andsegregationof responsibilities.
An internalaudit departmentindependentlyevaluatestheeffectivenessof
theseinternal controlson an ongoingbasis,andreportsits findings to
Managementand to the Audit Committeeof the Board of Directors.

The responsibilityof the externalauditors,Ernst andYoungLLP, is to•
expressan independent, professional opinion on whether the financial

statementsarefairly presentedin accordancewith generallyaccepted
accountingprinciples. The Auditors’ Report outlines thescopeof their
examinationandtheir opinion.

The Boardof Directors,throughits Audit Committee,is responsiblefor
ensuringthat Managementfulfils its responsibility for financial
reportingandinternal controls. The Audit Committeemeetsregularly
with. Management,the internal auditorsandtheexternalauditors to
satisfy itself that eachgrouphas.properly dischargedits respective
responsibility and to review the financial statementsbefore
recommendingapproval.by the Boardof Directors. The internaland
externalauditorshavefull andfree accessto the Audit Committee,with
andwithout thepresenceof Management.

D. W OSMOND:
Vice President,Finance
andChiefFinancialOfficer

ENTY EIGHT

WILLIAM E. WELLS
PresidentandChief
Executive Officer
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J~I HYDRO

auditors’ REPORT

To theLieutenant-Governorin Council

Provinceof Newfoundland

We haveauditedtheconsolidatedbalancesheetof Newfoundlandand

LabradorHydroas at December31, 1998 andtheconsolidatedstatements
of incomeandretainedearningsandchangesin financialposition for the
year thenended. Thesefinancial statementsaretheresponsibilityof the
company’smanagement.Ourresponsibilityis to expressanopinion on

thesefinancial statementsbasedon our audit.

We conductedour audit in accordancewith generallyacceptedauditing
standards.Thosestandardsrequirethatwe plan andperform anaudit to
obtain reasonableassurancewhetherthe financial statementsarefree of
materialmisstatement.An audit includesexamining,on a testbasis,
evidencesupportingthe amountsanddisclosuresin thefinancial
statements.An audit also includesassessingtheaccountingprinciplesused
andsignificantestimatesmadeby management,aswell as evaluatingthe
overall,financial statementpresentation.

In our opinion, theseconsolidatedfinancialstatementspresentfairly, in all
materialrespects,thefinancialpositionof thecompanyasat December31, 1998

andthe resultsof its operationsandthechangesin its financial position for
the yearthen endedin accordancewith generallyacceptedaccounting
principles. As requiredby The Hydro CorporationAct, we reportthat, in
our opinion, theseprincipleshavebeenappliedon a basisconsistentwith
that of theprecedingyear.

St.John’s,Newfoundland
Canada

February 16, 1999 Chartered Accountants

@1<
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HYDRO

consolidated BALANCE SHEET
December31, 1998with comparativefiguresfor 1997

miUionsofdoZlars 1998 1997

ASSETS

Fixedassets(Note2)

Fixedassetsin service . 2,804.0 2,780.7

Lesscontributionsin aidof construction 142.3 113.6

2,661.7 2,667.1

Lessaccumulateddepreciation •. 688.4 669.2

1,973.3 . 1,997.9

Constructionin progress 16.8 10.4

1,990.1 2,008.3

Currentassets

Cashandshort-terminvestments 13.8 17.8

Receivables. . 90.9 64.4

Currentportion of ratestabilizationplan 17.0 13.1

Fuel andsuppliesataveragecost 39.6 47.1

Prepaidexpenses 2.7 3.9

164.0 146.3

Sinking funds.(Notes5 and7) 113.3 144.3

Ratestabilizationplan 31.7 . 28.3

Investments(Note3) 21.7 25.8

Deferredcharges•(Note4) 202.3 191.8

2,523.1 2,544.8

0

0
Seeaccompanyingnotes
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J\5! HYDRO

consolidated BALANCE SHEET
December31, 1998with comparativefigures for 1997

millionsof dollars 1998 1997

LIABILITIES AND SHAREHOLDER’SEQUITY

Long-termdebt (Note5) 1,398.5 1,334.0

Currentliabilities

Bankindebtedness . 4.7 2.7

Accountspayableandaccruedliabilities 48.0 36.4

Accruedinterest 33.9 36.5

Long-termdebtduewithin oneyear (Note5) . 124.7 147.3

Promissorynotes(Note 5) 83.1 209.9
294.4 432.8

Foreignexchangelossprovision 7.0 6.0

Long-termpayable(Note 6) 1.9 4.8

Non-controllinginterestin CF(L)Co 114.9 113.6

Non-controllinginterestin LCDC 14.8 14.8

Shareholder’sequity

Sharecapital

Commonsharesof parvalue of $1 each

Authorized25,000,000shares;issued22,503,942shares 22.5 22.5

Contributedcapital (Note3)

Lower ChurchillDevelopment 15.4 15.4

MuskratFallsProject 2.2 2.2

Gull IslandProject 100.0 100.0

Retainedeamings 551..5. 498.7
.691.6 . 638.8

Commitmentsandcontingencies(Notes9 and10)

2,523.1 2,544.8

Seeaccompanyingnotes

Onbehalfof theBoard:

DIRECTOR DIRECTOR

@1
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if”.

consolidated STATEMENT OF INCOME
AND RETAINED EARNINGS
YearendedDecember31, 1998with comparativefiguresfor 1997

millions of dollars 1998 1997

Revenue

Energysales 391.8 376.9

Recoveryof costs in ratestabilizationplan 10.9 7.2

Rentalsandroyalties 0.5 0.5

Other 1.6 1.2

404.8 385.8

Expenses

Operationsandadministration 114.8 106.9

Fuels . 26.9 43.9.

Amortizationof costs in ratestabilizationplan 10.9 7.2

Powerpurchased 7.1 . 2.5

Depreciation 49.8 48.0

Interest(Note 8) 117.8 128.4
327.3 336.9

Net incomefrom operations 77.5 . 48.9

Non-controllinginterest 7.9 5.5

Netincome 69.6 43.4

Retainedearnings,beginningof year 498.7 476.2

568.3 519.6

Dividends 16.8 20.9

Retainedearnings,endof year .551.5 498.7

Seeaccompanyingnotes
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J~UE HYDRO

consolidated STATEMENT OF CHANGES
IN FINANCIAL POSITION

YearendedDecember31, 1998with comparativefiguresfor 1997

p

•II

millionsof dollars 1998 1997

Cashprovidedby (usedin)

Operatingactivities
Netincome 77.5 48.9

Add (deduct)items not involving acashflow

Depreciation 49.8 48.0

Amortizationofdeferredexchangeloss 1.1 1.0

Amortizationof otherdeferredcharges 2.1 3.2

Ratestabilizationplan ~ (11.1)

Other 3.2 2.5

126.4 92.5
Decreasein long-termpayable (2.9) (2.9)

Changein non-cashbalancesrelatedto operations (4.5) 2.4
119.0 92.0

Financingactivities

Long-termdebtissued 201.6 101.6

Long-termdebt retired (224.3) (390.6)

Deferredforeignexchangeloss,incurred (11.8) (6.6)

Dividends,paid by asubsidiary.to anon-controllinginterest (6.6) (5.4)

Increase(decrease)in promissorynotes (126.8) 1345

(167.9) (166.5)

Dividends (16.8) (20.9)

Investingactivities

Decrease(increase)in investments 4.1 (20.6)

Increasein sinkingfunds (34.6) (49.8)

Sinking fundsredeemed 129.1 162.5

Reductions(additions)to deferredcharges (3.5) 2.8

Additions to fixed assets (34.0) (32.0)

Netchangein payablesandreceivablesrelatingto investingactivities ‘(1.4) 1.3
59.7 64.2

Netdecreasein cash (6.0) (31.2)

Cashandshort-terminvestments,beginningof year 15.1 46.3

Cashandshort-terminvestments,endof year 9.1 15.1

Cashis representedby

Cashandshort-terminvestments 13.8 17.8

Bank indebtedness (4.7) (2.7)
9.1 15.1

Seeaccompanyingnotes

@1
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J~IE HYDRO

notes TO CONSOLIDATED FINANCIAL STATEMENTS
Year endedDecember31, 1998

NEWFOUNDLAND andLabradorHydro (“Hvrsna”) is incorporatedundera

.0specialactof theLegislature,of theProvinceof Newfoundland(the “Province”)asa Crowncorporationandits principalactivity is thedevelopment,generation
andsaleof electricpower. HYDRaandits subsidiarycompanies,otherthanTwin

FallsPowerCorporationLimited, areexemptfrom payingincometaxesunder
Section149 (1) Cd) of theIncomeTaxAct.

ii. Summaryof SignificantAccountingPolicies

BASIS OF PRESENTATION

THE consolidatedfinancialstatementshavebeenpreparedin conformitywith
generallyacceptedaccountingprinciplesasestablishedin Canadaandto
conformwith recommendationsof theBoardof Commissionersof Public
Utilities of theProvinceof Newfoundland.(”PUB”).

PREPARATIONof theseconsolidatedfinancialstatementsrequirestheuseof
estimatesandassumptionsthataffect theamountsreportedanddisclosedin
thesestatementsandrelatednotes. Any variationsbetweentheseestimatesand
actualamountsarenot expectedto materiallyaffectreportedresults.

RATES AND REGULATIONS
(Excluding sales by subsidiaries)

THE Provinceenactedlegislationin 1996thatchangesthemannerin which
HYDRO will be regulated.In future,theratesto bechargedto all customersand

HYDRa’seamingson arate of retumbasis,will befully regulated.As well, its 0
capitalexpenditureprogramis subjectto reviewandapprovalby thePUB.
RATESchargedrural customersdo not recoverthe full costsof providing the

servicebut HYDRa recoverstheresultingdeficit from othercustomers.

PRINCIPLES OF CONSOLIDATION
THE consolidatedfinancialstatements.includethe financialstatementsof HYDRa

andits subsidiarycompanies,Churchill Falls (Labrador)CorporationLimited
(“GF(L)Co”), (65.8% owned),Gull IslandPowerCompanyLimited (“GIPCo”),
(100%owned)andLower Churchill DevelopmentCorporation.Limited
(“LCDC”), (51% owned).

CF(L)Co is incorporatedunderthe laws of Canadaandhascompletedand

commissionedahydroelectricgeneratingplantandrelatedtransmissionfacilities
situatedin Labradorandhavingaratedcapacityof 5,428,000kilowatts

• (“CF(L)Co Project”). A powercontractwith Hydro-Qu~bec,datedMay 12, 1969
(“PowerContract”)providesfor the saleof substantiallyall the energyfrom the

CF(L)Co Projectuntil 2041.

0
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HYD~O

notes TO CONSOLIDATED FINANCIAL STATEMENTS

1. SummaryofSignificantAccountingPolicies (cont’d)

PRINCIPLES OF CONSOLIDATION (cont’d)

THE costof HYDRa’s investmentin CF(L)Coexceededtheequity in thebook
value of thenetassetsacquiredby $77.1 million. This amountis assignedto
fixed assetsandis beingamortizedon astraight-linebasisat therateof 1.5% per
annum.As atDecember31, 1998, $27.5 million (1997 - $26.6million) had
beenamortized.

UNDERthe termsandconditionsof the Churchill Falls(Labrador)Corporation
(Lease)Act, 1961,CF(L)Comustpayrentalsandroyaltiesto theProvince
annually

A portion of HYDRa’S shareholding in CF(L)Co is depositedin avoting trust
pursuantto anagreementwith Hydro-Qu~bec.

GIPCois incorporatedunderthelaws of.Canada.Its objectivewasto develop
the hydroelectricpotentialat Gull Islandon theLower Churchill Riverin
Labrador,andconstructadirect currenttransmissionsystemfrom Labradorto

the islandof Newfoundland(the “Gull IslandProject”), (seeNote3).

LCDC is incorporatedunderthelaws.of Newfoundlandandwasestablishedwith
the objectiveofdevelopingall or partof the hydroelectricpotentialof theLower

Churchill River (the“Lower Churchill Development”),(seeNote 3).

CF(L)Co holds 33.3% of the equitysharecaPitalof Twin FallsPower.
Corporation.Limited (“Twin Falls”) andis.apartywith othershareholdersin a
participationagreementwhichgivesCF(L)Cojoint controlof Twin Falls. This•1 investmentis accountedfor by the proportionateconsolidationmethod.
SHORT-TERM INVESTMENTS

SHORT-TERMinvestmentsconsistprimarily of Canadatreasurybills and
banker’sacceptancesbearinginterestfrom 4.65% to 5.47% (1997- 4.08%to
4.43%) with originalmaturitiesat dateof purchaseof beyondonemonth and
less‘than twelvemonths. Suchshort-terminvestmentsarecarriedatcost,which

approximatesfair value,dueto theshortperiodof time to maturity

.1
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Ef~~5E
notes TO CONSOLIDATED FINANCIAL STATEMENTS

ii. SummaryofSignificantAccountingPolicies (cont’d)

FIXED ASSETS AND DEPRECIATION

EXPENDITURESfor additions,improvementsandrenewalsarecapitalizedand
normal expendituresfor maintenanceandrepairsarechargedto operations.

HYDRa, GIPCo andLCDC

PLANT underconstructionincludesthe costsincurredin preliminaryfeasibility

studies,engineeringandconstructionof new generation,transmissionand

distributionfacilities. Interestis chargedto plantunderconstructionat rates
equivalentto theweighiedaveragecostof fundsborrowed.

HYDRO hasmadeno provisionin its accountsto datefor futureremovalandsite
restorationcosts. The inclusionof thesecostsin theratebaseis subjectto the
ratesetting process.

CONTRIBUTIONSin aidof constructionarefundsreceivedfrom customersand
govemmentstowardthecostof capitalassets.Contributionsaretreatedasa
reductionto fixed assetsandthenetfixedassetsdepreciated.

DEPRECIATION is calculatedon hydroelectricgeneratingplant andon

transmissionplant in serviceon thesinking fund methodusinginterestfactors
rangingfrom 5.25%to 15.79%. Depreciationon otherplant in serviceis
calculatedon thestraight-linemethod. Thesemethodsaredesignedto fully

amortizethecostof thefacilities, afterdeductingcontributionsin aidof
construction,overtheir estimatedservicelives.

ESTIMATED servicelives of the majorassetsareas follows:

GenerationPlant
Hydroelectric
Thermal
Diesel

• 50, 75 and100years
25 and 30 years

20 years
Transmission

Lines
Switchingstations

DistributionSyst~m.
Other

40 and 50 years
40years
30years

3 to 50years

CF(L)Co

CF(L)Co usesthegroupdepreciationmethodfor certainproperty,plant and
equipmentotherthan the generationplant, transmissionandterminalsand
service facilities.

DEPRECIATION is providedon astraight-linebasisoverthe following estimated
usefullives:

GenerationPlant
Hydroelectric

TransmissionandTeiminals
Servicefacilities

Other,

67 years
67 years
67 years

5 to 100years

6
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EI~~~E
notes TO CONSOLIDATED FINANCIAL STATEMENTS

1. SummaryofSignificantAccountingPolicies (cont’d)

FIXED ASSETS AND DEPRECIATION (cont’d)

CF(L)Co hasmadeno provisionin its accountsfor futureremovalandsite
restorationcostsas theycannotbe estimatedat this time.

LOSSESon otherthannormal retirementsarechargedto operationsin theyear
incurredasadjustmentsto depreciationexpense.

DEBT DISCOUNT AND FINANCING EXPENSES

THESEcostsareamortizedon a straight-linebasisoverthe lives of therespective
debtissues.

RATE STABILIZATION PLAN

ONJanuary1, 1986, HYDRa, having received,theconcurrenceof the PUB,
implementedaratestabilizationplanwhichprimarily providesfor thedeferral of
‘cost variancesresultingfrom changesin fuel prices,levelsof precipitationand
load. Thebalancein the planis amortizedovera threeyearperiod. Adjustments
requiredin retail ratesto covertheamortizationof thebalancein theplando
not requireareferenceto the PUB andareimplementedonJuly 1 of eachyear.
Similar adjustmentsrequiredin industrial ratesareimplementedonJanuary1 of

eachyear.

PROMISSORY NOTES

•1
PROMISSORYNotesbearinterestfrom 4.92%to 5.60% (1997- 3.75%to 5.25%)
with carryingvalueapproximatingfair value dueto theirshort termnature.

REVENUE RECOGNITION

REVENUEis recordedon the basisof powerdeliveriesmade.

DEFERREDrevenuerepresentsamountsbilled underthePowerContractin
excessof energydelivered. Receivablescompriseamountsrelatedto energy
deliveredin excessof the baseamount,asdefinedby the PowerContract.

• DIFFERENCESbetweenamountsrelatedto energydeliveredandthebase
amountsaredeterminedannuallyandaresubjectto interestat 7% (1997 - 7%).
Theseamountsarealsosubjectto yearlyreview andadjustment.

FOREIGN. CURRENCY TRANSLATION

FOREIGNcurrencytransactionsaretranslatedinto their Canadiandollar
equivalentas follows:

(a) At the transactiondate,eachasset,liability, revenueorexpenseis translated
using exchangeratesin effectat that date.

(b) At eachbalancesheetdatemonetaryassetsandliabilities aretranslated
• using exchangeratesin effectat that date.

• (i) In thecaseof HYDRa, foreignexchangelossesrelatedto long-termdebt,
including currentportion,aresubjectto theratesettingprocess.The
PUB hasacceptedthe inclusionby HYDRa of realizedforeignexchange
lossesin rateschargedto customers.Any suchloss,netof anygaiti,~not

•. recovereddueto..theoperationof theratesettingprocessis deferredto-the

time~of thenextrate hearingfor inclusionin thenewratesto be setat@1

p
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EI\~E HYDRO

notes TO CONSOLIDATED FINANCIAL STATEMENTS

1. SummaryofSignificantAccountingPolicies (cont’d)

FOREIGN CURRENCY TRANSLATION (cont’dJ

that time. Commencingin 1992, thePUB requiredHYDRa to provide a

$1.0million ayearprovisionfor a foreignexchangelosson its Swiss

Francdenominateddebt. This provision is includedin interestexpense.

(ii) Underthe Provisionsof thePowerContractCF(L)Co’s exposurefor a
foreign exchangeloss is limited. CF(L)Co recoversaportion of the
differencebetweenactualforeign exchangeratesprevailingatthe
settlementdatesof its First MortgageBonds andaWeightedAverage
ExchangeRateas definedin thePowerContract. Therecoverable
portion of the unrealizedforeignexchangeloss is deferreduntil the

settlementdates. Theforeignexchangelossnot recoverableunderthe
PowerContractis beingamortizedto operationson astraightline basis
overthe remaininglife of thedebt.

PENSION PLAN

EMPLOYEESarecoveredby theProvince’sPublic ServicePensionPlan to which

contributionsaremadeequallyby employersandemployees.Theemployers
alsoprovidegrouplife insuranceandhealthcarebenefitson a costsharedbasis
to its retiredemployeesandin certaincases,their surviving spouses.The costof

providing thesebenefitsis chargedto operationsas thebenefitsareincurred;

2. FixedAssets

millions of dollars

• GenerationPlant

Fixed
Assetsin

Service

Contribution
In aid of

Construction
Accumulated
Depreciation

Construction
• In Progress

1998

Hydroelectric 1,468.7 48.3 271.2 0.8

• Thermal • 244.3 — 155.5 • 1.9

Diesel 51.0 10.2 15.5 0.2

TransmissionandDistribution 664.0 57.3 130.2 2.7

Servicefacilities 34.0 — 12.6 —

Projectcosts(Note3) 97.0 — — —

Capitalstudies(Note 3) 25.0 — — —

Other 220.0 26.5 103.4 11.2

2,804.0 • 142.3 688.4 16.8

0

6
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HYDRO

notes TO CONSOLIDATED FINANCIAL STATEMENTS

2. FixedAssets(cont’d)

Fixed
Assetsin

Service

Contribution
In aid of

Construction

Accumulated

Depreciation

Construction

In Progress

millionsof dollars 1997

GenerationPlant

Hydroelectric 1,468.2 20.8 285.2 1.0

Thermal 243.9 — 143.7 0.2

Diesel • 48.4 10.6 13.6 • 0.9

TransmissionandDistribution 650.7 56.0 120.2 •. 2.1

Servicefaciliti&s 34.0 — 12.0 —

Projectcosts(Note3) • 97.2 — — —

Capitalstudies(Note 3) 24.9 — — —

Other 213.4 26.2 94.5 • 6.2

2,780.7 113.6 669.2 10.4

CF(L)Co assetsin serviceamountingto $940.2million (1997— $939.2million)

arepledgedascollateralfor long-termdebt.

3. Investments
INVESTMENTS consistof thefollowing:

millionsof dollars 1998 1997

Lower Churchill Option 5.2 5.2

Governmentof CanadaCoupons,
at cost (marketvalue $16.8;1997- $20.7) 16.5 20.6

21.7 25.8

LCDC wasincorporatedin 1978pursuantto theprovisionsof anagreement
(the“Principal Agreement”),betweenthe Provinceandthe Governmentof
Canada. TheProvinceandthe Governmentof Canadaown equity interestsof
51% and49% of LCDC, respectively ThePrincipal Agreementprovidesthat

@1
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HYDRO

notes TO CONSOLIDATED FINANCIAL STATEMENTS

3. Investments(cont’d)

futureissuesof ClassA commonsharesshall preserve,as nearlyaspossible,this . - 6
ratio of benefjcialownership. HYDRa is thedesignatefor theProvince’s

shareholdingin LCDC.

UPON agreementto continuewith theLower Churchill Development,GIPCo’s
assetsandthehydroelectricdevelopmentrights to theLower Churchill River,
(the“WaterRights”),will beacquiredby LCDC pursuantto theprovisionsof an
agreementbetweenLCDC andtheProvince, (the“Option Agreement”). The
purchasepricein respectof GIPCo’sassetswill bea maximumof $100.0million

less$5.2million representingthevalueassignedto .520 ClassA commonshares
• of LCDC issuedpursuantto the signingof theOption Agreement. As

considerationfor GIPCo’sassets,LCDC will issuea 10% ConvertibleDemand
Debenturein theamountof $94.8million. LCDC will issue3,000 ClassB

• commonshares,without nominalor parvalue,to theProvincein consideration
of theWaterRightsandtheProvincewill transfersuchsharesto HYDRa. • The
partieshaveagreedthatthevalue of eachClassB commonshareis $10,000.
The OptionAgreementexpiresNovember24, 1999 andit is not anticipatedthat
therewill beanylossuponsaleof GIPCo’s assetsto. LCDC..

HYDRa holds 1,540 ClassA commonsharesof LCDC whichhavea statedvalue
of $10,000each. 520shareswereacquiredin 1979pursuantto signingof the
OptionAgreementand510shareswereacquiredin eachof theyears1980 and
1981, by wayof capitalcontributionsfrom the Province.

4. DeferredCharges 6
millions of dollars . . 1998 1997

Unamortizeddebt discount,financingexpensesandother 16.4 15.1

Foreignexchangelosses

HYDRa - Realized 96.3 • 96.3

CF(L)Co

RecoverableunderthePowerContract 87.8 75.9

Unrecoverableportion to be amortized 11.7 11.7
195.8 183.9

Lesscurrentportion recoverableincludedin current•assets 9.9 7.2
185.9 176.7

202.3 19L8

• FORTY • 6



HYDRO

notes TO CONSOLIDATED FINANCIAL STATEMENTS

I

•1

eP

5. Long-TermDebt
Hydro CF(L)Co Total Hydro CF(L)Co Total

millionsofdollars • 1998 1997

Summaryof long-termdebt

Long-termdebt 1,134.4 388.8 1,523.2 1,079.8 401.5

Lesspaymentsdue
within oneyear 87.1 37.6 124.7 114.5 32.8

1,481.3

147.3
• 1,047.3 • 351.2 1,398.5 965.3 368.7 1,334.0

Requiredrepaymentsoflong-termdebtandsinking fundrequirementsover the
nextfive yearswill be asfollows:

millionsofdollars • • 1999 2000 2001 2002 2003

87.1 12.6 163.0 • 142.5 12.8

Detailsof long-termdebt areas follows:

HYDRa

Interest Yearof Call Yearof
Series Rate% Issue Date Maturity 1998 • 1997

millions of dollars

U • 10.125 1988 — 1998 • — 100.0

M • 10.250 • 1976 1998 2001 — 30.0

K 10.250 1978 1998 2001 — 35.0

(a)

(a)

N 13.375 1981 1999 • 2001 75.0 75.0
W 10.750 1991 — 2001 • 150.0 150.0

(a)

10.000 1977 1999 2002 30.0 30.0 (a)

Z 5.250 1997 2002 2002 100.0 100.0

L 10.000 1978 • 1998 • 2003 — 40.0

V • 10.500 1989 — 2014 • 125.0 125.0

(a)

(a)
X • • 10.250 1992 — 2017 150.0 150.0 (a)

Y 8.400 1996 — 2026 300.0 • 300.0 (a)

AA 5.500 1998 — 2008 • 200.0

Total debentures 1,130.0 1,135.0

Lesssinkingfund investmentsin own debentures 49.0 112.5

1,081.0 1,022.5

Governmentof Canadaloansat 5.25%to 7.91%maturing
in 1998 to 2014 46.4 50.9

Other 7.0 6.4
1,134.4 1,079.8

Lesspaymentsduewithin oneyear 87.1 114.5
1,047.3 965.3

• PROMISSORYnotes,debenturesandlong-termloansareunsecuredand
unconditionallyguaranteedas to principalandinterestandwhereapplicable,
sinkingfund payments,bythe Province:The ProvincechargesHYDRa a

guaranteefeeof onepercentannuallyon thetotaldebt (netof sinkingfunds7)
• guaranteedby the Province,outstandingasof theprecedingDecember31.

FORTY-ONE__
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notes TO CONSOLIDATED FINANCIAL STATEMENTS

5. Long-TermDebt (cont’d)

CERTAIN debenturescontainaprovisionwherebyHYDRa may,at its option,

redeemthedebtissueat par valueplus outstandinginterestto thedateof
redemption.

(a) Sinking fundshavebeenestablishedfor theseissues.

THE paymentsduewithin oneyearincludesinking fundrequirementsof $6.2

million (1997- $9.3 million).

CF(L)Co

millions ofdollars 1998 1997

FirstMortgageBonds

7.750%SeriesA dueDecember15, 2007

(U.S.$196.3; 1997- U.S. $216.8) • 300.9 • 310.2

7.875%SeriesB dueDecember15, 2007 • 19.8 21.8

GeneralMortgageBonds

7.500%duethreeyearsafter latest

maturityof anyFirst MortgageBonds 68.1 • 69.5

388.8 401.5

Lesspaymentsduewithin oneyear 37.6 • 32.8
351.2 • 368.7

• • THE First MortgageBonds,SeriesA andB, arerepayablein fixedsemi-annual

• andin contingentannualsinkingfund instalments.Therehasbeenno
contingentrepaymentsin the lastfive years.

THE Deedof TrustandMortgagesecuringtheGeneralMortgageBonds provides
for semi-annualsinkingfund paymentsanda balloonpaymentatmaturity Each
semi-annualpaymentis equalto 1% of theaggregateprincipalamount
outstandingon January1, precedingeachpaymentdate. The GeneralMortgage
Bondsaresubordinateto theFirst MortgageBonds.

DUE to thecontingentnatureof theamountsof certainof thesinkingfund
instalments,it is not possibleto bepreciseconcerninglong-termdebt

repaymentsover thenext five years;howeverfixed sinkingfund paymentsare
estimatedto average$44.0 million in eachof theyears1999to 2003inclusive.

UNDERthe termsof long-termdebtinstruments,CF(L)Co maypaycash

dividendsonly out of earnings,asdefined,accumulatedfrom September1, 1976.

6

6

0
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notes TO CONSOLIDATED FINANCIAL STATEMENTS

6. Long-TermPayable
THE long-termpayableto Hydro-Qu~becbearsinterestat 7%perannumandis
repayableoverafour yearperiodwhichcommencedin September1996. The
currentportion of $2.9million (1997- $2.9million) is includedin accounts

• payableandaccruedliabilities.

7. Financial Instruments

FAIR VALUE

THE estimatedfair valuesof financial instrumentsasat December31, 1998and
1997arebasedon relevantmarketpricesandinformationavailableatthe time.

The fair valueof long-termdebtandthelong-termpayableis estimatedbasedon
the quotedmarketprice for the sameorsimilar debtinstruments.The fair value
estimatesbelowarenot necessarilyindicative of theamountsthatHYDRa might
receiveor incur in actualmarkettransactions.As asignificantnumberof
HYDRa’S assetsandliabilities, including fuelsandsuppliesandfixed assets,do
not meetthedefinitionof financial instruments,thefair value estimatesbelow

do notreflectthe fair valueof HYDRa as awhole.

Carrying Fair Carrying Fair

Value • Value Value Value

millions ofdollars 1998 1997

FinancialAssets

Sinking funds

FinancialLiabilities
Long-termdebt including

amountduein oneyear
Long-termpayableincluding

amountduein oneyear

113.3 118.3

1,523.2 1,792.4

144.3 155.8

1,481.3 1,723.3

4.8 4.6 7.7 7.6

CASH andshort-terminvestments,accountsreceivableandpayable,bank
indebtedness,promissorynotesandaccruedinterestareall short-termin nature

andassuch,their carryingvalueapproximatesfair value. At December31, 1998
of thetotal accountsreceivablebalanceoutstandingapproximately29.57%(1997
- 38.77%)is duefrom a regulatedutility, 41.64%(1997- 35.22%) from Hydro-
Quebecand11.33%(1997 - nil) from anotherCrown Corporationof the
Province.

SINKING FUNDS

SINKING fund investmentsconsistof bonds,debentures,promissorynotesand
couponsissuedby, or guaranteedby,the Governmentof Canadaor anyprovince
of Canada,andhavematuritydatesranging;from1999 to 2026. HYDRa

debentureswhichManagementintejids to hold to maturityaredeductedfrom
&long-termdebtwhile all othersinkingfundinvestmentsareshownseparatelyon

@1

p
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notes TO CONSOLIDATED FINANCIAL STATEMENTS

7. Financial Instruments(cont’d)

SINKING FUNDS (cont’dJ
thebalancesheetasassets. Annualcontributionsto thevarioussinkingfunds

areas perbondindentureterms,andarestructuredto ensuretheavailability of
adequatefundsat thetime of expectedbondredemption.Effective yields range
from 5.80% to 11.68%(1997- 4.16% to 15.22%).

8. InterestExpense
millions of dollars 1998 1997

Grossinterest
Long-termdebt 155.3 176.4

Promissorynotes • 7.3 5.0
• 162.6 181.4

Amortizationof debtdiscountand
financingexpenses 1.8 2.3

Provisionfor foreignexchangelosses • 1.0 1.0
165.4 • 184.7

Less
RecoveredfromHydro-Qu~bec(a) 21.8 19.1

Interestcapitalizedduringconstruction 0.4 • 0.4
Interestearned • 36.8 47.9

Net interestexpense 106.4 117.3
Debtguaranteefee 11.4 11.1

Net interestandguaranteefee • 117.8 128.4 6
(a) Underthe termsof thePowerContract,CF(L)Corecoversthedifference

betweeninterestcalculatedat theratesprescribedin thePowerContractand

interestpaid on its long-termdebt.

Also; CF(L)Co can requireHydro-Qu~becto makeadditionaladvances,
againstthe issueof unitsof SubordinateDebenturesandsharesof common
stock, to serviceits debtandto coverits expensesif fundsarenot otherwise
available.

9. CommitmentsandContingentLiabilities
(a) Underthe termsof asubleasewith Twin Falls,expiringon December31,

2014, CF(L)Co is requiredto deliver to Twin Falls,at an agreedprice,
horsepowerequivalentto theinstalledhorsepowerof the Twin Fallsplant
andto maintainTwin Falls’plant andequipment.

(b) HYDRa hasreceivedclaims institutedby variouscompanieswith respectto
constructioncosts,outagesand,plantshutdowns.The aggregateof these
claims,less~any~amounts~thathavebeenprovidedfor in HYDRa’S financial
~statementsis approximately$2.2mIllion (1997- $2.1 million). The final
resohitionof these~mattersis curren~tlyunder~iiegotiation.

0
ORTY-FOUR
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notes TO CONSOLIDATED FINANCIAL STATEMENTS

9. CommitmentsandContingentLiabilities (cont’d)

LegalproceedingshavebeencommencedagainstHYDRa by oneof its
customersclaimingapproximately$20.0million relatedto outagesandplant
shutdowns.HYDRa is defendingthis claimandManagementbelievesthat
this claimwill notbe successful.

• (c) Outstandingcommitmentsfor caPitalprojectstotal approximately$16.0
million at December31, 1998 (1997- $7.6million).

10. Year2000
THE Year2000 Issuearisesbecausemanycomputerizedsystemsusetwo digits

• ratherthanfour to identify ayear. Date-sensitivesystemsmayrecognizethe year
• 2000 as 1900orsomeotherdate,resultingin errorswheninformationusing

year2000 datesis processed.In addition,similar problemsmayarisein some

systemswhichusecertaindatesin • 1999to representsomethingotherthana
date. The effectsof theYear2000 Issuemaybe experiencedbefore,on, or after
January1, 2000,and,if not addressed,theimpacton operationsandfinancial
reportingmayrangefrom minor errorsto significantsystemsfailure whichcould

• affectan entity’s ability to conductnormalbusinessoperations. Managementhas
developedandis implementinga plandesignedto identify andaddressthe
expectedeffectsof the Year2000 Issueon theCompany Asat December31,
1998, the Companyhascommencedtheidentificationof computersystemsthat
will requiremodificationor replacement.An assessmentof thereadinessof third
partiessuchas customers,suppliersandothersis ongoing. However, it is not

possibleto be certainthat all aspectsof theYear 2000Issueaffectingtheentity
• including thoserelatedto theefforts of customers,suppliers,or otherthird

parties,will befully resolved.

lii. ComparativeFigures
CERTAIN of the 1997comparativefigureshavebeenreclassifiedto conformwith
the 1998financialstatementpresentation.

FORTY-FIVE
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financial STATISTICS

YearsendedDecember31

in millions of dollars 1998 1997 1996 1995 • 1994

OPERATINGRESULTS
Revenue

Energysales 391.8 376.9 364.7 365.5 358.8

Rentalsandroyalties 0.5 0.5 0.5 0.7 0.7

Recoveryof costsin RSP 10.9 7.2 1.5 — —

Other 1.6 1.2 2.4 3.4 2.4

404.8 385.8 369.1 369.6 361.9

Expenses

Operationsand

administration 114.8 106.9 108.7 108.1 114.1

Amortizationof RSPcosts 10.9 • 7.2 1.5 — —

Fuelsandpowerpurchased 34.0 • •46.4 43.8 42.3 41.2

Depreciation • 49.8 48.0 46.8 45.7 41.1

Interest 117.8 128.4 134.6 134.8 142.8
327.3 • 336.9 335.4 330.9 339.2

Net IncomeBefore

• Non-controlling Interest 77.5 48.9 33.7 38.7 22.7.

Non-controllingInterest 7.9 5.5 4.8 5.8 5.6

Net Income 69.6 43.4 28.9 32.9 17.1

Contributionsto NetIncome

HYDRa Corporate 51.2 30.9 • 20.1 22.6 8.3

CF(L)Co 18.4 12.5 8.8 10.3 • 8.8

FINANCIAL POSITION

TotalCurrentAssets 164.0 146.3 170.7 156.1 • 145.6

TotalCurrentLiabilities • 294.4 432.8 324.4 427.3 196.2

NetWorkingCapital • (130.4) (286.5) (153.7) (271.2) (50.6)

FixedAssets 2,678.5 • • 2,677.5 2,649.8 • • • 2,601.3 2,566.4

AccumulatedDepreciation 688.4 669.2 • 624.0. •• 559.6 516.4

FixedAssets,Net 1,990.1 2,008.3 2,025.8 2,041.7 2,050.0

Sinking Funds(1) 113.3 144.3 203.1 325.9 —

OtherAssets 255.7 245.9 220.8 227.4 36.4
Long-TermDebt(1) 1,398.5 1,334.0 1,538.7 1,584.6 1,305.9

Other Liabilities 138.6 • 139.2 141.0 138.9 143.0

Shareholder’sEquity 69L6 638.8 616.3 600.3 586.9

EMPLOYEESAT YEAR END

Permanent 1,078 1,097 1,098 1,155 1,192

Temporary 196 156 155 180 • 221

Total 1,274 1,253 1,253 1,335 • 1,413

(~) Prior to 1995,all Sinking Fundswerenettedagainst..Long-TermDebt

0
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HYDRO

operating STATISTICS

YearsendedDecember31

1998 1997 • 1996 1995 1994
INSTALLED GENERATING
CAPACITY(ratedMW)
CF(L)Co 5,428 5,428 5,428 5,428 5,428
TWINCo 225 225 225 225 225

HYDRO
Hydraulic 899 899 899 • • 899 899
Thermal 645 645 645 645 645
Diesel 58 58 58 57 57

Total 7,255 7,255 7,255 7,254 7,254
ELECTRIC ENERGY
GENERATED,NET (GWh)

CF(L)Co 37,543 33,727 28,998 29,945 30,643
HYDRa

Hydraulic • 4,260 4,628 4,574 4,394 5,045

Thermal • 1,255 1,528 1,409 1,554 795
Diesel • 41 41 64 74 68

Total 43,099 39,924 35,045 35,967 36,551
ELECTRIC ENERGYSALES
(GWIh)
CF(L)Co

Export 32,793 30,301 • 25,748 • 26,693 27,413

HYDRa
Utility 4,157 4,306 4,187 • 4,214 4,201
Rural 811 815 765 751 758
Industrial 1,286 1,660 1,637 1,541 1,405
Export 1,249 — — — —

Total 40,296 37,082 32,337 • • 33,199 33,777
AVERAGE SALES REVENUE
(centsper kWh)
CF(L)Co

Export 0.26 0.27 • 0.29 0.30 0.28
HYDRa

Utility 4.49 4.51 4.53 4.53 4.53
Rural 5.46 5.45 5.66 5.76 5.75
Industrial 3.26 3.24 3.27 3.27 3.26
Export 2.39 — — — —

TRANSMISSION LINES
(kilometres)

CF(L)Co
735kv . 608 608 608 608 608
230kV 431 431 431 431 431

HYDRa
230kV 1,531 1,531 . 1,531 1,531 1,531
138kV 1,482 1,482 1,482 1,43] 1,353
69~kV., 636 • 636 ~- 636 588 614

Total~ 4,688 4,688~ 4,6$8 ~ 4,537

5,602
4,295

5,584
1,229

5,577
1,318

5,690
1,250

5,664
1,305

p

. p PEAKDEMAND~(MW)

.CF(L)~o Syst~rn~

HYDRaSystem • FORTY-SFVEN

i



I officers
NEWFOUNDLAND AND LABRADOR HYDRO

NORMANJ.WHALEN
Chairman

WILLIAM E. WELLS
PresidentandChiefExecutiveOfficer

T. DAVID COLLETT
ExecutiveVice-President,Production

DEREKW OSMOND
Vice-President,FinanceandChief
FinancialOfficer

MAUREEN P. GREENE
Vice-President;HumanResources,
GeneralCounselandCorporate
Secretary

JOHNC. ROBERTS

CorporateController
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b~a di OF DIRECTORS

NEWFOUNDLAND
AND LABRADOR
HYDRO

NormanJ.Whalen
Henxy (Harry) W Baikie’

Shirley P Frost
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GULL ISLAND POWER

COMPANY LIMITED
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William E. Wells

2
AppointedApril 23, 1998

LOWER CHURCHILL
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CORPORATION LIMITED

NormanJ.Whalen
DavidBurpee
JohnP. Henderson

William E. Wells

3AppointedJuly 1, 1998

NormanJ. wualen Henry(Harry) w Baikie
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1999 HIGHLIGHTS

S
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Negotiationswith Hydro-Qu~becon the Churchill River developmentscontinuedthroughout

theyear.In Juneof 1999,the‘GWAC andassociatedShareholder’sAgre’en~ent‘Wer~ sign5edwith
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AVALON PENINSULA TRANSMISSION LINE UPGRADING HYDRO hasbegunamulti-year

programto strengthenthe major transmissionline systemson the Avalon Peninsula. This

programis beingundertakento imProve’the system’sreliability during ice stormswith a more
rigorousandimproved design. Additional towers, strongerconductorandhardwarewill b~

installedto strengthenthetransmissionlineswhichhaveexperiencedheavierice loadingsince

theirinitial designandconstruction.Thisyearonehalf of thetransmissionline from Holyrood ‘S

to ~hape1~Arm was cc~mpleted;updn completionnextyear,the~total costwill be,$17.5-million.
In 2000, thetransmissioplinefrom Sunnysideto Come-ByChancewill be-similarlystrengthened -

to~’ithstahdheavier’sice-loading. - ‘ - ‘S - V
— — ‘N — N ‘S — — - — ‘S ‘S

‘S ‘S ‘S ‘ ‘S ‘S

N P2000 The~c6mpletionof theimplementationof anintegrated~suite:Qfapplicationswas,amajor
- project5forIfYDRONin 1999~ This~folIowedthereplacementof 6ui~ mainframecomputer,~~‘hicb
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- integrated.suite~hasincbrp~6ratedasetof comptehensiv’Se-businesspiacti~esa~an~ltemafiv&to

‘S designingonewhich is uniqueto a company. - - - .6
Y2 K Theworld watchedwith asgreatdeal-of anticipationfor thedatechangeto theyear2000. -

~M~jorcompaniesand service providers, such as HYDRO, hadconducteda comprehensive
‘S reviewprograrn’Sof~theiroperationsto identi1~’ andreplacedatesensitiveequipment.As noted

above,thisreview programalsoinvolved.our financial andadministrativesystemswhich were

. replacedin 1998and-1999with a new integratedsuiteof applications.A contingencyplanwas

alsoimplementedthroughouttheprovinceensuringcritical areaswere as preparedaspossible.-

The HolyroodThermal GeneratingStation’sdatesensitiveequipment’was‘advanced.~. month.
aheadof time, inventoriesof critical supplieswere brought‘to maximumlevelsandpersonnel

were assignedto major locationsfor New Year’s Eve. The considerableeffort to ensureour

systemwasreliableresultedin asuccessfulconclusionastheNewYeararrivedwithout incident.
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FINANCIAL REVIEW AND ANALYSIS

Thisxeviewandanalysisfocuseson the consolidatedoperatingresultsandfinancialposition of the
‘S HYDRa Groupof Companies,exceptwherecommentaryis identified asrelatingto HYDRO only.

p
Effective June 18, 1999, HYDRO, CF(L)Co and Hydro-Qi~bec entered into a shareholders’

‘S agreementwhichresultedin HYDRO adoptingtheproportionateconsolidationmethodof accounting
for’S its fnterest In CF(L)~o~ (See Note 1 ‘of the -Notes to ‘S~ons6lidated- Financial Statements,
PrinciPlesof Consolidation.)Accordingly,theconsolidatedstatemelit’of incomein~judesCF(L~Co’s
stafemeptof-income,on a line-by-line basis,up to June18,1999,andEJYDRo’~ipropoIiionateshare ‘S

(65.~%) of CF(L)Co’s statement- of income, on a line-by-line basis,,after that date, with - a
corresponding;reduction in non-controlling,interest.~There was no impacton cdnsolidatedijet

-- at Decen-iber31,inc6me.- ;Fiirthermore,-the consolidatedbalancesheetas ‘S~ 1999~ includesonly
HYDRo’s proportionate‘Sshareof ~F(L)Co’sassetsandliabilities whereasfhe c6iis6lidatedbalance

-~ sheetat December31, 1998 included 100% of CF(L)Co’s assets:aiid liabiJiti~s’Soffset b~ non-
- contro~linginterest. - N ‘S - -

1999 FinancialPerformanceComparedto Previous‘SVear
millions~fdollars. ‘S - - 1999 - 1998
‘SIbtal revenue 406.2 404.8

‘S Total expenses - 334.8 - 327.3
Write-downof capital assets 16.7 —

Net income ‘ 51.6 - 69.6
- Dividends 17.0 ‘S’S 16.8

- Re’Stainedearnings 586.1 ,- 551.5

P Resultsof Operations

NET INCOME
Netincomefor 1999amountedto $51.6.millioncomparedwith $69.6million for1998. The decrease
of ‘$18.0 ‘million was mainly due to the write-down of the Ro.ddicktonwoodchip fired thermal
generating:,station,which hasbeenapprovedby the Public Utilities Board(“PUB’) ‘(See‘Note 3 of
theNotesto ConsolidatedFinancialStatements).

I
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FINANCIAL REVIEW AND ANALYSIS

Resultsof Operations(cont’d) ‘S

REVENUE 4
Total revenuefor 1999was $406.2million, an increaseof $1.4 million from 1998. Energysalesfor
1999were $384.4million, a decreaseof 1.9% or $7.4 million from 1998,primarily as aresult of the
changein accountingfor HYDRO’S interestin CF(L)Co. This waspartially offset by’ highersalesof
recall energyto Hydro-Qu~becandhigher industrial sales. Recoveryof costsincludedin theRate
StabilizationPlanincreasedfrom$10.9million in 1998to $15.4million in 1999. A -guaranteedwinter
availability, contract betweenCF(L)Co and Hydro-Qu~bec,retroactive to November.1998, also
‘increasedrevenueby $3.6million. Rentalsandroyaltiesandotherrevenueincreasedby $0.7million.

EXPENSES
Total expensesfor 1999amountedto $334.8million, an increaseof 2.3% or $7.5million over1998.
The total costof fuelswas$35.1 million in 1999,’an increaseof $8.2million from 1998,primarilydue
to thechangesin fuel prices,energysalesand’ hydraulic’generatidn.Pc~wetpurchasestotaled$13.1
million in .1999, an increaseof $6.0 million over 1998 ‘due mainly to the full year’seffect of new
contractswith non-utilitygeneratorswhich becameeffectivein thelastquarterof 1998. ‘Operations
and administrationexpenseswere $112.3million in 1999, a decrease,of $1.8 million from 1998,
primarily dueto thechange’in accountingfor HYDRO’s interestin CF(L)Co. The amortizationof
costsin. theRate‘StabilizationPlanincreasedfrom $10.9million in 1998 to $15.4million in 1999.

Depreciationexpensewas $51.3million in 1999,an increaseof $0.8 million over 1998as,aresultof
additionstoplant in service. Total interest‘expense,which includesadebtguarantdefee,was$107.6
millionin 1999, a reductionof $10.2million from 1998 primarily dueto the retirementof two high
coupon-bondissues,lower ratesandlower balances.

‘In additionto’ the above, in 1999 HYDRO hasrecordeda loss of $16.7million,’ associatedwith the 4write-down of theRoddicktonwoodchipfired thermalgeneratingstation,which is nolongerrequiredfor thegenerationof electricityandwhichhasbeenapprovedby the PUB.

CAPITAL EXPENDITURES -
Expendituresfor additions to fixed assetsin 1999 amounted‘to $62.3 million comparedto $33.7
million’ in ‘1998. The 1999 ‘expenditureswere for various additions to plant, transmissionand
distribution‘facilities throughout:the Province. Expendituresincluded’$25.9‘million, relatedto the
potential’developmentof. hydro projects in Labrador,$10.3 million for major transmissionline
upgrades‘and $2.6million for vehiclesandheavyequipment.

The capital programcan be financedfrom two sources,cash generatedfrom operationsandcash
acquired‘throughborrowingin thecapitalmarkets.Thecapitalprogramfor 1999wasfinancedentirely
by cashfrom operationswhichamountedto $137.3million, comparedwith $114.7million in 1998;

4
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FINANCIAL REVIEW AND ANALYSIS

Resultsof Operations(cont’d)

DIVIDENDS
HYDRO commencedpayingcommon dividendsto the Province in 1995. HYDRO pays a dividend
basedon itsnetoperatingincomeanda furtherdividendbasedon thecashflow thatHYDRO receives
from its investmentin CF(L)Co,netof debtservicingcostsrelatedto thedebtthat HYDRO incurred
to financeits investmentin CF(L)Co. The paymentsmadeby HYDRO in 1999were $12.0 million
from‘net operatingincomeand$5~0 million from its investmentin CF(L)Co.

DEBT
HYDRa is continuingto activelymanageits debtportfolio in an ongoingeffort to minimizeinterest
costs. Call optionswere exercisedon two high couponbond issuesduring 1999. Thesetwo bond
issues,totaling$105 million parvalueandbearingcouponsof 13.375%and10.00%,werefullyfunded
by sinking:fundsanddid no~requireanynewborrowing. The changein ~F(L)Co’sdebtis aresultof
thechangein accountingfor HYDRa’s interestin CF(L)Co, in ~ddiiiqnto regulardebtretirement.

Total debtis asshownin thefollowing t~ble: -

Increase
millionsofdollars 1999 1998 (Decrease)
HYDRa

Long-term debt~ ‘S 1,042.9 1,134.4 (91.5)
PromissoiynOtes 54.0 83.1 (29.1)

4-

- 1,096.9

1

1,217.-S (120.6)
CF(L)Co ‘ -

Long-termdebt 220.8 388.8 (168.0)
Total debt 1,317.7 1,606.3 (288.6)

Consolidated Net Income
MIlLiONS OF:DoLLARs

p

p

p

a

‘98 ‘99

See Note 2
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4 4

4 ‘S- ‘S

4 ‘S 4

‘S ~4 4

‘S 4 4

‘S ‘S ‘S

4) I-’
4 ‘S

4 41

44 ‘- 4’S’S~-> ‘S

7213 “S, ~~‘S5’S1i2’S29.4 80.6
4 4 ‘S

— ‘S 4 ‘S A-’-’‘S ‘S ‘S 4 ‘S ‘S‘S ‘St - I ‘S
4 ‘S’S~ ‘S ‘S ‘S

— 0.9 ‘0.9 ‘S ‘S. ‘S— 3.1 3.1

4 lncom’Sefton4operations 48.4 23.0 71~4 ‘S ~51.2 26.3 - 77.5
‘S’S ‘S >‘S 4 ‘S‘S’S ‘S4~ ‘ ‘S 4 ‘S’S ‘S’S’S ‘S ‘S

Write-down of 6apital, ‘S ‘S ‘S ‘ ‘S ‘S

4’S 4 4assets2 ~ 16.7 — 16.7 —

—

‘S Inc~i&b’Sefore
4~ 4 ‘S ‘S ~4 ‘S Non~c’S~tr~iiliiiig i4t~r

4est~ - 31.7 23.0 54.7 51.2 26.3 77.5

- - Nowc6nirollinginterest - - - - .. 3.1 3.1 — 7.9 7.9~
- Net incometo HYbRO - -- - 31.7 ‘ : - 19.9 51.6 - - 5-1.2 18.4 69.6

(1) EffectiveJunei8~ 1999,H
- - YDRO adoptedtheproportionateconsolidatidnmethodof
accountingfor its in’Stere~tin CF(L)Co. Accordingly, the-resultsof cF(L~Co’soperations

- for 1 999representits total revenuesandexpendituresto June18 andonly HYDRa’s
propoitionatesharethereafter.
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FINANCIAL REVIEW AND ANALYSIS

FinancialIndicators(HYDRO only)
HYDRa calculatesits debt/equityratio and interestcoverageon a non-consolidatedbasis.
Theseareshownin thefollowing table:

Year
Interest

Coverage
CapitalStructure%

Debt Eauitv
*1999 ‘1.33 - 76 - 24

- *1998 1.42 ‘ 77 23

1997 1.23 80 20

1996 1.15 81 -19

1995 - 1.17 82- 18
* Includessalesof recallenergyto Hydro-Qu~beceffective.March 9, 1998.

Outlook
At this-timethereareno increasesin electricityratesplannedfor 2000exceptforadjustmentsarising
from thenormal operation-oftheRateStabilizationPlan.

Throughout1999, the Province of NewfoundlandandLabradorand,the Provinceof Quebechave
continuedto examinetheviability of hydrodevelopmentsin Labrador:andrelatedp#oj~ctsin Quebec.

Capital Expenditures
MILLIONS OFDOLLARS.

- Debt to Total Capitalization
PERCENT

p
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MANAGEMENT REPORT

Theaccompanyingconsolidatedfinancialstatementsof NewfoundlandandLabradorHYDRa andall
informationin theAnnual Reportare the responsibilityof Managementandhavebeenapprovedby
the Boardof Directors.

The financial statementshave been preparedby Managementin accordancewith accounting
principlesgenerallyacceptedin Canada,appliedon abasisconsistentwith thatof theprecedingyear.
The preparationof financial statementsnecessarily involves the use of estimatesbased on
Management’sjudgement,-particularlywhen transactionsaffecting the currentaccountingperiod
cannotbefinalizedwith certaintyuntil futureperiods. The financial statementshavebeenproperly
preparedwithin reasonablelimits of materialityandin light of informationavailableup to Februaty
18, 2000. Financialinformationpresentedelsewherein theAnnual Reportis consistentwith thatin
thefinancial statements.

Managementmaintainsa systemof internalcontrolsdesignedto providereasonableassurancethat
assetsaresafeguardedand that reliablefinancial information is availableon a timely basis. The
systemincludesformal policiesandproceduresandan organizationalstructurethatprovidesfor the
appropriate delegation of authority and segregationof responsibilities. An internal audit
departmentindependentlyevaluatestheeffectivenessof theseinternalcontrolson anongoingbasis,
andreportsits findings to Managementandto theAudit Committeeof the Boardof Directors.

The responsibilityof the externalauditors, Ernst & Young LLP, is to expressan independent,
professionalopinion on whether the financial statementsare fairly presentedin accordancewith
generally acceptedaccountingprinciples. The Auditors’ Report outlines the scope of their
examinationandtheir opinion.

TheBoardof Directors,throughits Audit Committee,is responsiblefor ensuringthat Management
fulfills its responsibilityfor financial reportingandinternal controls. The Audit Committeemeets
regularlywith Management,the internalauditorsandtheexternalauditorsto satisfyitself thateach
grouphas properly dischargedits respectiveresponsibilityand to review the financial statements
before recommendingapprovalby theBoard of Directors. The internalandexternalauditorshave
full andfree accessto the Audit Committee,with andwithout the presenceof Management.

ir~
D. W OSMOND WILLIAM E. WELLS
Vice President,Finance PresidentandChief
andChief FinancialOfficer ExecutiveOfficer
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AUDITORS’ REPORT

To theLieutenant-Governorin Council
Provinceof Newfoundland

Wehaveauditedtheconsolidatedbalancesheetof NewfoundlandandLabradorHYDRa asatDecember
31, 1999andthe consolidatedstatementsof incomeandretainedearningsandcashflows for theyear
then ended. These financial statementsare the responsibility of the company’s management.
Our responsibilityis to expressanopinionon thesefinancialstatementsbasedon ouraudit.

We conductedour audit in accordancewith auditing standardsgenerally acceptedin Canada.
Thosestandardsrequirethatwe planandperforman audit to obtainreasonableassurancewhether
the financialstatementsarefree of materialmisstatement.An audit includesexamining,on a test
basis,evidencesupportingthe amountsanddisclosuresin the financial statements.An audit also
includesassessingthe accountingprinciplesusedandsignificantestimatesmadeby management,as
well asevaluatingtheoverallfinancial statementpresentation.

In our opinion, theseconsolidatedfinancial statementspresentfairly, in all material respects,the
financial position of the companyas atDecember31, 1999andthe resultsof its operationsandits
cashflows for the yearthen endedin accordancewith accountingprinciplesgenerallyacceptedin
Canada.As requiredby theHYDRa CorporationAct,wereport that, in ouropinion,theseprinciples
havebeenappliedon abasisconsistentwith thatof theprecedingyear.

St. John’s,Newfoundland
Canada _____________________________

February18, 2000 CharteredAccoun
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CONSOLIDATEDSTATEMENTOF CASH FLOWS
Year endedDecember31, 1999with comparativefiguresfor 1998

millionsofdollars
‘S

1999 ‘S 1998
. ‘(Note 2)

Cashprovidedby (usedin)
Operatingactivities

Incomebeforenon-controllinginterest 54.7 ‘S 77.5
Adjustedfor itemsnot involving a cashflow

D9preciation 51.3 50.5
Amprtizationof deferredcharges 1;8 1.9
Ratestabilization,plan ‘S 14.2 (7.3)
Write-dawnof capitalassets 16.7
Other . . 3.6 2.7

Change,in ~non-cashbalancesrelatedto operations
‘S ~Accounisreceivable

‘S Fuel andsupplies
Prepaidexpenses

‘SACcoun~payableandaccruedliabilities
Accruedinterest
Due to CF(L)Co’S
Adjustmentfor deferredforeignexchange

Adjustmentfornon-controllinginterest
Lon2-termDavable

142:3 .125.3

- .. , 12.7, (23.7)
(13.0) 7.9

1.1 1.0
‘S . 1’S.3 8.5

(6.4) . (2.6)

0.3
‘S 1.0 1.2

~O.2) (2.9)

137.3 114.7
Financingactivities

Long-termdebtissued — 200.9
Long-termdebtretired (140.8)’ (244.9)

Foreignexchangeloss recovered .
Dividends;paid1.by a subsidiaryto a non-controllinginterest ‘

..7.1
(1.3)

8.7
(6.6)

Decreasein promissorynotes
Dividends

(29.1)
(17.0)

(126.8)
(16.8)

(181.1) (185.5)
Investingactivities

Netadditionsto capital assets (62.3)’ . (33~7)
Decrease(increase)in’ short-terminvestments
Increasein sinkingfunds

. (6.7)

(13.8)

. 10.1’

(34.6)
Sinking fundsredeemed 117.6 129.1
Decreasein investments ‘S . 4.8 4.1
Additions to deferredcharges (1.6) (3.1)
Changein accountspayablerelated.to investingactivities (2.7) 3.0

353 74.9
Net (decrease)increasein cash (8.5) 4.1
Cashposition,beginningof year 3.8 (0.3)
Cashposition,endof year (4.7) 3.8

Cash is representedby
Cashandcashequivalents 0.1 8.5
Bank indebtedness (4.8) ‘(4.7)

(4.7) ‘ 3.8

Seeaccompanyingnotes
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summaryof SignificantAccountingPolicies(cont’d)

I DEBT DISCOUNT AND FINANCING EXPENSES
Thesecostsareamortizedon astraight-linebasisoverthelivesof therespectivedebtIssues.

RATE STABILIZATION PLAN ‘S ‘S ‘S ‘S ‘S ‘S

On January1, 1986, HYDRa,havingreceivedtheconcurrenceof the PUB, implementedarate
stabilization,planwhich, primarily providesfor the deferral’‘of cost variances’ resulting from
changesin fuel prices,levelsof precipitationandload.’Thebalancein theplanisamortizedover
athreeyearperiod.Adjustmentsrequiredin retailratesto covertheamortizationof thebalance
in theplan do not requireareferenceto the PUB andareimplementedon July 1 of eachyear.
Similar adjustmentsrequiredin industrialratesareimplementedon January‘1 of eachyear.

0~

PROMISSORY NOTES
PromissoryNotes,bearinterestfrom4.90%to 5.40%(1998:4.92%to 5.60%)with carryingvalue
approximatingfair valuedue‘to their short-termnature. ‘S ‘S

REVENUE RECOGNITION ‘ ‘S

ReVenueis recordedon thebasisof powerdeliveriesmade.

Deferred revenuerepresentsamountsbilled under the Power Contractin excessof energy
delivered.Amountsrelatedto energydeliveredin excessof thebaseamount,as definedby the
PowerContract,arerecordedas receivables. ‘ ‘S

Differences‘betweenamountsrelatedto energydelivered~andtl~e baseamountsaredetermined
annuallyandaresubjectto interCstat7%(1998- 7%). Theseamountsare‘Salso subjecttoyearly
review and’adj~s,tment. ‘S ‘ ‘ ‘S ‘S

FOREIGN CURRENCY TRANSLATION
Foreigncurrencytransactionsaretranslatedinto theirCanadiandollareq’Suivalentasfollows:

(a) At thetransactiondate,eachasset,liability,: revenueor expenseis translatedusing
exchangerates,in effectat thatdate.

sheet‘dat(b) At eachbalance emonetaryassetsandliabilities aretranslatedusingexchange
ratesin effectatthat,date.

(i) In the case of HYDRO, foreign exchangelossesrelatedto long-term
debt,including’ currentportion,aresubject‘to theratesettingprocess.
~ThePUB hasacceptedthe inclusion‘by ‘HYORd 6f realizedforeign
exchangelossesin rateschargedto customers.Any suchloss,netof’
anygain,not recoveredduetotheoperationof therates~ttingprocess
is deferredtothetime of thenextratehearing‘for inclusionin theneiv’
ratesto be set atthattime. Commencingin 1992, thePUB required
HYDRa ‘to ~providea $1.0 million annual provision f6r a foreign
exchangelosson its SwissFrancdenominated’debt.,This provision is
includedin interestexpense.

I
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‘S’S ‘S’S~’~’S’S.’S~ ~‘S’S,’S’S‘S’S’ ‘S’”S’S ‘S’S ‘S4 ‘S’S ~‘S ~‘S ‘S’S ‘S’S’’S~’S’S 4~ ~ ‘S ‘S

‘S ~‘S ‘‘‘S’’’S’S’S’~’S ‘S,<’S’S’S~” ‘~‘S’S’S’ ‘S’S. >‘S’’S. t;”S. ‘S’ ‘j ‘S ‘S~ ‘S
‘S ‘S ‘S ‘S ~ ‘.~ “S~ ~‘S’S’S4’S~’S’S’S’V 4’S~>4 ‘S: ‘S’S’S’S’S’ ‘S ‘S’S ~‘S ‘ ‘‘S’S’S’S’S’S ‘S’S.> ‘S ‘S

‘4

‘S 4

NOT~ Tp, cO~JsOL1 DA1~E~D FINANCIAL STATEI*NTS
‘S’S ‘S ‘S

1 ‘S ‘S

‘S ‘S

1. Summary~f SignificantAccountingPolicies’S(cont’d)’S
‘S ‘S ‘S ‘ ‘S

4FOREIGN CURRENCY TRANSLATION (CONT’D)
(ii) Undetth’Sepr6visi6ns~ofthePowerContra ~e4os~ute.for ‘ -

‘S ‘S ‘S ~““‘S ~ lds~ is ~iiiiit’ ct CE(L~Co’s~ ~ ed. CF(L)Corecoversaportionofthe
‘S’S ‘S’S’S ‘S ‘ ‘ ‘S

diff~tenci& b~ti~veei actualforeignexchangeratesprevailing at4he.. ‘S ‘S

settlementdates of Its First M,ortgage‘Bonds‘and a Weighted
‘S ‘S ~A*i~age~ExchangeRate as c~efined in the Power’ C&ntract. The

the’~~’S ‘S loss is
xecoverable,pbrtion of unrealized oreign’ g ‘ ‘ ‘S ‘S

defctreduntil Xhe settlementdate~.~The foreign‘exchai~gelossriot
recoVerable under the Power Contrapt is being an~or’Stized‘to ‘S

‘S pperatiopson astraightline basisovertheremaining~i~e6f thedehL ‘S ‘S‘S’S.’S ‘S‘S ‘S ‘S ‘S’S

i’S’S’S’S’S’S’S’S’S ‘S~’S’S’S~ ‘S ‘S ‘S

FINANCIAL I NS1RUMENTS ‘S ‘S ~‘S’S ‘S .‘ ‘S
‘S ‘S’S’S’ ‘S’S’S’S’S’S4 ‘‘S’S ‘S’S’S’HY1ii~o enteTs‘into interestratesswapagreementsto nianage~inte~rest’Sraterisk. N~t‘receiptsor

paymentsundertbeswapagreementsarerecordeda~ adjustment’sto’S’Si~restexP’Seiisel’
‘S ‘S’S’S ‘S

‘S ‘S’S’S ‘S’S’S’S’S’S~ ‘S ‘S ‘S ‘S’S’S’S’S

‘S ‘S ‘SPENSION’SPLAN ~4 ‘S ‘S

‘S ‘S rEmployeespa icip~t~ ‘Sii~ ‘S~ Province s’S Public Service Pension1~lan; a multi.en~pioyer defined
b’Senefitpl~n,towhich~contnbutionsare made~equallyby theemployer~‘Sai~d:~mpl6ye.~s.

‘S ‘S ‘S

OTHER EMPLQYEE FUTURE BENEFITS ‘S

‘The~eiiiployersprovidegrouplife~i4~ufancean4healthcarebenefitson a ~ost~s,ha~edPba~sto retired. ‘S
enipicyeesandin certain cases,~thei,~su~rvivingspouse~,in addition tb as~vei~ance’S’Sp’Saym~nt2upon
“retirement The costofproy~dingthesebenefi’Stsis chargedtooperationsas fits areincurred.
-Commencingin 2000 HYD~O Will ipiplement accrualaccountingfor theseother’~enipfoyeefuture
benefits, as required by new recommendationsfrom the Canadian Institute of Chartered

‘S Accountants. ‘S

‘S. 2. AccountingChange ‘S ‘S’S

‘S’S’S’S

STATEMENT OF CASH FLOWS ‘S ‘S

HYDRO hasadopted~the n~w r~c6i~im~ndations’ofthe CanadianInstitute~of’Charter,edAccountants‘S ‘S

‘S with respect’to CashFlow Siat~inents,themajoreffect of which is a changein thedefinitionof cash’S
‘S ‘S ‘‘S’S ~t’S ‘S ‘S

equivalents and‘Sthe exclusion‘S6f~ &rtain non-cashtransactions. The changehas beenapplied~
retroa~tivelyaxid,‘prior yearshavebeen‘Srestated. ‘S ‘S

4 4
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‘S’S’S

‘S’S
‘S ‘S

‘S’S

‘S’S ‘S ‘S

‘S ‘S 4 ‘S

‘S ‘S A

‘S 4’S ~‘S fl ‘S

‘S ‘S’S’S ‘S

‘S ‘S ‘S 5

‘S ‘S’S’Sofdollars ‘S

‘S’S ‘S2 ~ I’S’S ‘SGene’Sr~ti5n’SPlan( ‘S’S’S ‘S ‘S~’S’~’S, “‘S’S’S’S’S ‘S’S’S’S’S ~“S4’S’S’S’S’S ‘S’S’S’S “Sn, 4

‘S’S’S 4
‘S ~ydr6elec~ric ‘S l~ 0.8

‘S Thi
‘S’S’S ‘S’S ‘S ‘SO’2 ‘S

- I’ ‘S~ ‘S 531 1.0
‘S and Distribujion 616 1 12.3

‘S~ ‘S’S’S ‘S. ‘‘S’S ‘ ‘S ‘‘‘‘S’S

‘S facilities ‘ ‘S 22.3 ‘S

‘S ~r~ojed’&is~’S(No’Ste 4), ‘S ‘S ‘S

‘S ‘S’S
‘S Adapjtaistudies ‘S~)Q~Tot~ ‘S ‘S

‘S ‘S Ot~ier 27.9
‘S’S ‘S ‘S

‘S ‘S 4 2,4i~.i 42.2 ‘S

‘S ‘S millzbnso’Sf’S4t~illa4v’S ¾ ‘S ‘S

‘S ‘S’S ‘S ‘S ‘S ‘S

‘S’S’S ‘S GenerationPlant ‘S 4 ‘S’S
‘S ‘S ‘S’S‘Snyqrbeiectric ‘S ‘S

‘S ‘‘S’’ ‘S’S ‘‘‘4 , 08
‘S ‘S ‘S’S ‘S

4 Tbe~rma1
‘S ~‘S~’S ¾ ‘S

‘S ‘S ‘S A
‘S ‘S ‘S ‘S

‘S ‘S ‘S Diesdl and’SDistribiition ‘S ~“ 27 ‘S
‘S—’S’S’S.• ‘S

‘S iransmission ‘S ‘S ‘S ‘S ‘S

‘S’S’S .4
‘S ‘S -Seryic~f~dliti~s 4 ‘S

‘S’S ~ AA .~.‘S’SfNT,~+~ A\ fl’S7fl’S’S;’S’S’S’S4’S’S
‘S ‘Ss ‘SAflJJ’S.’S~’SL .‘SIJOLO ~‘S’S’SflJIA.’S ‘S1j ~‘S.U’S’,’S — ‘S ‘S

‘Sstu~Jies ‘S~’S’S”S 4’S(Note’S4? ~.u — ‘SCapii~l
‘S’S ‘ Oth&r’ ‘ 223.7 ~ 106.45 11.2 ‘S

‘S ‘S ‘S ‘S ‘,807.7 P4.5 ‘S 719.3 16.8
‘S ‘S~ 4’S ‘S

‘S’S ‘S a~~oveaniountsare CF(L)Co’S in s~iivice ~‘S ‘S ‘S

‘S ‘S ~ ‘in the assets unt~i4g~to$~2’St6’Siii~llk)n (1998
- $942.8million) ~whicha~rep1edg~dias:collateralfor long term debt ‘S ‘S’S ‘S ‘S

‘S’S ‘S’S’S ‘S’S ‘S ‘S’S

Thp Roddickton/St.;Anth6nyare9was intercoi~nectedto ihe main Thl~jd~rid in”S1996>At that
time, a‘S5~OOOIcW woodchip fired‘Sthermal’Sgeneratingstationanda~2-350~kWdiesel~~generating
~sta’Stionin Roddicktonwereremoyedfrom normal‘prtductionandplacedin stand~3~rno’defor’Sa’S

‘S~•~ ‘S• ‘S’Speriod of ‘Stime during which the pedormanceo~ the newtransmission‘nterconn~ctionWas
assessed.InNov&mber1999,HYDRO appliedto the PUBto~abandonanddeeo~’nmissionthese ‘S’S

generatingst4tion~.In February200Q,thePUB’S issuedan orderauth6i~iiingHYDRO t6 abandon
thew6odchipTh~edthermalgenerating’station,r~e~iiltingin a’write-’Sd6~ii ofcaPit~1as~ts’Sof$16.7 ‘S

‘S ‘Smillion. ThePUB hasdeferreda decisionon the~di~se1’generatingstation~(netcarrying‘amount
- $0.4million). ‘S

p
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6. Defen

millions 01do4~ars~ Z
Unamortized~debtdiscount financing~expensesandother
F~tei~nexchangelosses

1999 1998
15.2 15 8

ETYDRO Realized 96.~ 963
CF(LlCo~4~ /

Recoverable i~nder theV Power Cpntract , 41.4 87 8
Unrecoverab1~ portion to be amortized’ 117

L V1439 1958

p

LesscurrentporiionrecoverableincJud~d~ncurrentassets 5,2 9 9
138.2 W5 9

V K . 153.4 201.7
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‘S’S ‘S ‘S’S’S ‘‘‘‘‘S’S 9953.

Gove~rnrnent of danada loans at 5.25% to 7.91% maturing ‘S

in2006to2014 ‘S ‘S ‘S ‘S ‘S ‘ 41.6

‘S ‘S

‘S ‘S

‘SO ‘S‘S ‘S ‘S

‘S ‘S
‘S ‘S

‘S

‘S ‘S

‘S’Sj5~,l50~0

3~O.0

‘S100.0
‘S

1250’S

‘S 150:0

360.0

200~0

(a)

(a)

‘S

(a)
~(a)
(a)

1,130.0

49.0

1,081.0
‘S

‘S464
Other ‘S 6.0. ‘7.0

‘S ‘S ‘S 1,042.9 ‘S

Less payments due within ‘Sane year ‘S ‘S ‘S ‘S[~1j

1,134.4
87.1

‘S ‘S’S’S’S’S’S ‘S ‘S ‘S‘S’S’S’S’S’S’S. ‘S

‘S 1,030.8‘S’S’S’S’S’S ‘S ‘S ‘S ‘S ‘S ‘S’S 1,047.3
‘S ‘S

‘S (a) Sinking fundshavebeen~establishedfor theseissues. ‘S

0
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7. Long-Term Debt (cont’d)
HYDRa (cont’d) ‘S ‘S ‘S

Promissory notes; ‘debentures and, long4erm 1o~ns are unsecure,d and unc~onditionally

guaranteedas to principal and interestand. whereappli6able;sinking fund pa~ents, by the

Province. The ProvincechargesHYDRa aguaranteefeeof onepercent annuallyon the total‘S
debt (net of ‘sinking funds) guaranteed by the ‘Province, outstanding’asof the preceding

December31.

CF(L)Co

millions ofdollars 1999 1998

First Mortgage ‘Bonds
1.750%Series A due December 15; 2007 ‘S

‘S (U.S. $114.5; 1998’S- U.S.$196.3) ‘S

7.875%SeriesB dueDecember15, 2007
GeneralMprtgageBonds

‘S 7.500%dueDecember15, 2010

‘S ~165.3.

11.6

43.9~

300.9
~9.8

68.1
22O~8. 388.8

Less payments due within one year 25.2 37.6
195.6 351.2

TheFirst Mortgage‘Bonds,SeriesA andB, arerepayable7in fixe~ semi-annualandin contingent
annualsinkingfundinstallments.Therehasbeennocontingent’repaymentsin thelastfive years.

The Deed of Tru~t~and Mortgagesecuringthe‘GeneralMortgageBondsprovidesfor semi-
annualsinking fundpaymentsandaballoonpaymentat.maturity. Eachsemi-annualpaymentis
equal to 1% of,the aggregateprincipal amount’outstandingon ‘January .1, precedingeach
paymentdate. The GeneralMortgageBondsaresubordinateto theFirst MortgageBonds.

Dueto thecontingentnatureof theamountsof certain‘of thesinkingfund installments,it isnot
possibleto be preciseconcerning’long-termdebt‘repaymentsoverthe next five years;however
fixed sinking fundpaymentsareestimatedto average$26.3million, in each of theyears2000 to
‘2004inclusive. ‘S ‘S

Under the termsof long-term.debtinstruments,CF(L)Comay‘Spay cashdividendsonly out of
earnings,as’Sdefined,accumulatedfrom September1,1976. ‘S

8. Long-Term Payable
The long-termpayable to Hydro-Qu~bec bearsinterestat7%perannumandis repayableover
a four yearperiod which commencedin September 1996. The currentportion of $1.3 million
(1998 - $2.9million) is includedin accountspayableandaccruedliabilities. ‘S

S

S
S

S
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‘S’S

~‘S

‘S’S

‘S’S

‘S ‘S4
‘S’S ‘ ‘S‘S’S “i~edon ‘S’S

‘S ‘S it and
debi

‘S ‘S ‘S

hYDRa ‘
‘S ‘ts and

ianci’a~’S’S

‘S’S ‘S

‘S ‘S ‘S’S <Fair
‘S’S ~‘‘‘S ‘S‘S’S’S ‘S ‘S ‘S~’S ‘S’S’S Value

‘S ‘S ‘S’S’S

‘S ‘S’S ‘S ‘S
~‘S’S~ ‘S I’S, 1998
‘S ‘S’S

‘S ‘S’S ‘S

‘S’S ‘S ‘S I
‘S ‘S ‘S 7~~’S’S ‘S

288 ;~i~3.3 ‘S 118.3
‘S’S ‘S~

‘S ‘S ‘S‘S ‘S I

‘S ‘S ‘S J‘S ‘S ‘S ‘S ‘S‘S ‘S ‘S ‘S 1 263 7 t533.2 1,792.4
‘S ‘S ‘S

‘S’S ‘S ‘S’S
‘S ‘S ‘S ‘S ‘S ‘S’S ‘S

‘S ‘S ‘S ‘S ‘S ‘S’S ‘S’S ‘S

13 4.6‘S~’S ‘S

‘S ‘S’S

‘S’S ‘S

‘S tmer ‘S’S edness, ‘S

assuch, 4
‘S’S’S accounts ‘S

aregulated
I ‘S ‘S

‘S ‘S

sued by,
~turity ‘S

mild’Sto, ‘S

‘S’S ‘S ‘S ~‘are ghown ‘S ‘S

are
at‘S ‘S ‘S’S’S’S ‘S ‘S~’S ‘~‘~ A

‘S ‘S ‘tion. Effedtive~yieldsrange,froffi :5.48%<to~’1055%f998 -

‘S ‘S V ‘5j~ ‘S’S’S ‘S’S ‘S 1 ‘S ‘S’S’S

‘S ‘S’S ‘S
‘S ‘S ‘S’S ‘S ‘S’S ‘S ‘S ‘S‘S ‘S ‘S

‘S’S ‘S

‘S’S’S ‘S ‘S ~

‘S ‘S’S ‘S ‘S

/‘S ‘S ‘S
‘S ‘S

‘S ‘S ‘S~ ‘S

‘S ‘S’S ‘S’S

‘S’S ‘S

‘S’S I
‘S ‘S
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

9. Financial Instruments (cont’d).

P INTEREST RATE RISK
PYDi~o has efft~red into an interest rat
insfitution~in ord e swap. agreement with a major Canadian financialer ‘to mafrnge the interest rate exposure associated with its debt The notional~amountof the swap ($100 million) does not ~epres~nt.anamount ~xchang~dbet~.’een the parties
and is not a measure 6f HYDRO’S exposure resulting from the use of swaps~ HYDRO receives a
fixed i~te of 4.62% and pays. the th~ee month. Canadian D6al&s Qffeted, Rate which is fixed
quarterly. The agreement expires in March, 2000.

10. InterestExpense,

m’illions oldollars ~. 1999 1998
‘Gross‘interest. ‘

Long-term debt ‘123.5 155.3
Prtmissorynotes . 3.6 . .7.3

127.1... 162.6
Amortizationof~debt discountarid

fiiicii~g2e~Penses 1.4 1.8
Pro’Yisionfo orejgn~exchangelosses 1.0 1.0

129~5 165.4
Less

p.
Recoveredfrom Hydro,-Qu~bec(a) 46.5 21.8
Interestcapitalizedduringconstruction 2.0 . 0.4

Interestearned .14.4 36.5
Net interest expense 96.6 106.4

Debt~guarantee’fee . 11.0’ 11.4
I*t i~iterest~aiidguaranteefee 107~6 117.8

(a) Under the terms of the Power contract, CF(L)Co recoVers the. difference between

in~erest calculated at the grates prescribed in thePower Contract and interestpaid on its
long-termdbt.

~s~,’ChurchillFaliscanrequestHYDRa andHydro-Qu~becto make.ad~’ancesagainst
theissueof SubordinatedDebtObligations,to serviceits debtandto coverexpensesif
fundsarenot otherwiseavailable,if suchrequestfails to attractsufficient advances,
Churchill Falls can require’Hydro-Qu6bectomakeadditionaladvances,againstthe issue
of unitsof SubordinateDebenturesandsharesof commonstock,to serviceits debtand
to coverits expensesthatremainunfunded.

I
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‘S’S
‘S’S’S

‘S ~‘S ‘S

‘S’S

‘S ‘S .‘S

‘S ‘S I’S ‘S
‘S’S en commenced

‘S’S ‘S~ ‘S ‘S ‘S ‘S
‘‘S

.7r ••‘S’S ‘S

‘S 112
‘S’S ‘S

‘S ‘S (~ r capitalprojec(~
December’3~D,1999(1998 - $16.0mi]lidn).

12. ComparativeFigures
Ceriain of the 1998 comparativefigures havebeen
financial statement:.pres.entation. ‘S

.1

~‘S’S

‘S ‘S

I’S

‘S ‘S

n
‘S ‘S ‘S ‘S

t

~a1s

‘S’S’S ‘S ‘S ‘S ‘S

reclassified to conform with the 1999

I

I
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4 ‘S, ‘S’S ‘S’S’S’S’S’S

‘S~
‘S

‘S

‘S

‘S ‘S~Th

‘S’S’S’S
‘S ‘S

‘S ‘S
‘S ‘S
‘S’S’Sd

FINANCIALSTATISTICS ‘S’S

‘S’S

‘S ‘S

‘S ‘S

“4

‘S

YearsendedDecember31‘inmiiionsofdollars 1999(1)

OPERATINGRESULTS

‘S1998 1997 ‘ 1996 1995

Revenue ‘S
Energysales 384.4 391.8 ‘S 376.9 364.7 365.5
Rentalsandroyalties 0.4’ 0.5 0.5 0.5’ 0.7
Recoveryof costsin RSP 15,4 10.9 7.2 ‘ 1.5 ‘S’S’S’S ‘S’S’S

Guaranteed.Winter Availability 3.6 — — —

Other ‘S 2.4 1.6 ‘1.2 “S 2.4 34
406.2 404.8 ‘S .385.8 369.1 369.6

Expenses
Qperationsand

‘S administration 112.3 114.1 ‘S 106.9 108.7 108.1
Amortizationof RSPcosts iSA 10.9 7.2 1
Fuelsandpowerpurchased 48.2 34.0 46.4 43.8 42.3
Depreciation 51.3 50.5 48.0 46.8’ 45.7
Interest 107.6 117.8 128.4 ‘S 134.6 134.8

‘S

‘S ‘S

334.8 327.3 33~.9 335.4 ~339.9
Incomefrom Operations 71~.4 ‘S 77.5 48.9 33.7 38.7
Write Down of Capital’Assets 1~6.7 — — ‘S —

NetIncomeBefore. ‘S
‘S Non-controllingInterest 54.7 77.5 48.9’S 33.7 ‘S’S 38~7 ‘S

I
Non-controllingInterest 3.1
Net Income ‘ 51.6

‘Contributionsto NetIncome

7.9 5.5’ ‘S 4.8 5,8
69.6 43.4 ~8.9 32.9

HYDRa Corporate 31.7 51.2 30.9 20.1 22.6
CF(L)Co 1~.9 18A 12.5 8.8 10.3

FINANCIAL POSITION ‘‘S

‘S TotalCurrentAssets ‘S 143.3 164.0 146.6 170.7 156.1
Total CurrentLiabilities ‘S 166.9 294.4 433,0 324.4 427.3

‘S

NetWorking Capital ‘S (23.6) ‘ (130.4) (286.4) (153.7) (271.2)
Fixed Assets ‘S 2,414.9 2,710.0 2,677.5’ 2,649.8 2,601.3
AccumulatedDepreciation 628.6 719.3 669.2 624.0 559.6
Fixed Assets.,Net ‘S 1,786.3 1,990.7 2,008.3 2,025.8 2,041.7
SinkingFunds 28.8 113.3 144.3 203.1 325.9
OtherAssets 183.9 255.1 245.8 220.8 227.4
Long-TermDebt ‘S 1,226.4 1,398.5 ‘S 1,334.0 1,538.7 1,584.6
OtherLiabilities 22.8 138.6 139.2 1410 138.9

‘SShareholder’sEquity ‘726.2 691.6 638.8 616.3 600.3
EMPLOYEESAT YEAR END
Permanent 1,069 1,078 1,097 1,098 1,155
Temporary 207 196 ‘156’ 155 180
Total ‘S 1,276 1,274 1,253 1,253 1,335
(1) EffectiveJune18,‘1999, HYDRa adoptedtheproportionateconsolidationmethodof accountingfor

its Interestin’CF(L)Ca (65~8%)
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On behalf of the Board of Directors, we are pleased to report another successful
year for the Hydro Group of Companies. Beginning with a smooth transition from
1999 to 2000, the year continued with another solid financial and operating
performance.

Net income for the Hydro Group was $34.9 million. Of this, Churchill Falls
(Labrador) Corporation’s net income was $17.5 million and Hydro’s $17.4 million.
Hydro’s net income was lower this year primarily as a result of the revenue limit
in the export sales to Hydro-Québec. Revenues were taken earlier in the three-year
agreement which expires on March 8, 2001. A new agreement for the energy
associated with the 130 MW recall of power from CF(L)Co is being negotiated
to become effective on March 9, 2001. Under the existing three-year agreement,
Hydro had a profit of $68.5 million on sales of $78.9 million.

Positive financial results are an important indicator of our performance, and
we continue to pursue efforts to increase stakeholder value. We recognize that our

business operations are, in part, a vehicle for public policy and we must therefore
reaffirm our mandate to ensure we are meeting shareholder expectations. This is
extremely important as we strategically plan our future direction. Our mission is
to ensure that the electrical requirements of the province are met by having a
reliable and quality supply of power at least-cost. In meeting that commitment, we
will be innovative, environmentally proactive and operate in a safe and cost-
effective manner.

As a result, we have identified core values for our organization:
• Competence – encouraging and supporting innovation, continuous

improvement and learning, and the sharing of our knowledge and
experiences.

• Accountability – accepting responsibility for our individual and collective
actions and performance.
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• Teamwork – promoting safety, cooperation and openness in a supportive
work environment.

• Responsibility – valuing actions that are ethically, environmentally and
socially responsible.

• Positive Attitude – valuing enthusiasm and pride in our work.
• Integrity – recognizing that trust, respect, honesty and fairness are essential

in our daily interactions with all individuals and stakeholders.
These are values that both guide our decision-making and provide a framework

for measuring our performance. We are committed to being responsible corporate
citizens and to being good environmental stewards.

This year Hydro received governmental approval to address forecasted energy
and capacity deficits. On May 16, 2000, the Government of Newfoundland and
Labrador released from environmental assessment Hydro’s 40 MW Granite Canal
project. This $135 million project, within the existing Bay d’Espoir system, will

ensure that we continue to meet the capacity and energy requirements of the
Island Interconnected system with additional supplies of cost-effective energy
from our hydraulic resources.

Government also directed Hydro to negotiate with two of our industrial
customers, Corner Brook Pulp and Paper and Abitibi Consolidated Inc. at Grand
Falls-Windsor to conclude agreements for the purchase of power and energy to
assist in meeting the energy and capacity deficits forecasted to occur in 2003. In
November the Minister of Mines and Energy announced that agreements-in-
principle have been concluded with both companies.

As we enter this new century of opportunities, Hydro must continue to
operate in a cost-effective and efficient manner and it must strive to pursue
opportunities for the benefit of all stakeholders.
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William E. Wells (L), President and Chief Executive Officer 
Dean T. MacDonald (R), Chairman of the Board
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THE COMMITMENT TO COMPETENCE

Our competence in providing electrical power and energy leads to positive results
as reflected in our generation statistics.

Energy Production

Hydraulic production for 2000 was the second highest on record. Large inflows into
the Bay d’Espoir reservoir system, coupled with mild winter temperatures, enabled us
to limit production from the Holyrood thermal generating plant. Reservoir levels
remained high at the end of the year, as a result production from hydro generation is
expected to continue at high levels. Therefore production from Holyrood during the
2000/2001 winter is expected to remain lower than normal, reducing consumption of
no. 6 fuel at a time when prices are extremely high.

We have achieved a 4.5 per cent increase in gross energy production at our
generating plants throughout the system. Production from hydraulic resources
also increased by 4.5 per cent to a total of 5,032 GWh. Thermal production from
the Holyrood generating facility increased slightly to 1,040 GWh while production
for peaking and emergency requirements from gas turbines and diesel plants
dropped to 0.6 GWh. Purchases from non-utility generators accounted for 161
GWh, up 3.0 per cent from 1999 levels.

Favourable reservoir levels enabled production from the Cat Arm facility to
reach its highest level since it was commissioned in 1985. In 2000, approximately
83 per cent of all the energy supplied to our interconnected customers on the
Island came from hydraulic resources, both Hydro owned and purchased.

Gross energy production on the isolated systems was 46.8 GWh, an increase
of 4.5 per cent from 1999. Power purchases on the isolated system increased by
6 per cent to 12.4 GWh, and were comprised of purchases of 12.1 GWh from
Hydro-Québec and 0.3 GWh from the Mary’s Harbour hydro facility.

Production at Churchill Falls (Labrador) Corporation increased 1.7 per cent
from 1999 to 35,143 GWh, despite having a generating unit out of service for repair
for two months. Our reservoir level was 48 per cent of capacity at year-end, slightly
below normal levels following several years of below average precipitation.

Energy Sales

Hydro’s sales on the Labrador and Island Interconnected systems increased to
6,661 GWh in 2000. This is a 7.3 per cent increase to wholesale, retail and
industrial customers over 1999.

Total Island Interconnected energy sales during 2000 were up 4.6 per cent to
5,895 GWh. Industrial sales increased by 5.8 per cent to 1,279 GWh. This increase
is attributed to additional sales to the pulp and paper mills. Retail sales to Hydro’s
rural customers also increased by 2.3 per cent to 353 GWh while sales to
Newfoundland Power increased by 4.4 per cent to 4,263 GWh. Sales to rural
customers on the isolated systems were 52 GWh.

Hydro’s sales to customers on the Labrador Interconnected system increased
34.9 per cent over 1999 to a total of 766 GWh. This was primarily due to a resumption
of normal sales levels to an industrial customer. Sales to rural customers increased by
0.9 per cent to 437 GWh; secondary sales increased by 6.2 per cent to 86.4 GWh.

Churchill Falls (Labrador) Corporation exported 30,268 GWh in addition to
its energy sales to Hydro in 2000, an increase of 2.0 per cent from 1999 while sales
to Hydro increased by 6 GWh to 2,382 GWh. Deliveries to Twin Falls Power
Corporation in 2000 were 1,901 GWh, an increase of 8.2 per cent.

“We encourage and support innovation,
continuous improvement and learning,
and the sharing of our knowledge and
experiences”
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Moving a 600 ton generator rotor at the Churchill Falls hydroelectric
plant requires experienced, competent employees.
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THE COMMITMENT TO RESPONSIBILITY

We take our responsibilities very seriously at the Hydro Group of Companies. We
are responsible for the reliability and quality of power we supply to our customers.
We are equally responsible for the environment and for the safety of both our
customers and our employees.

Avalon Transmission Line Upgrade

The first two phases of a multi-year capital program to strengthen major
transmission lines on the Avalon Peninsula have been completed. The transmission
line upgrade will improve the reliability of the transmission lines under ice loading
conditions.

In 2000, the upgrades of transmission lines from Sunnyside to Come-
by-Chance and from Chapel Arm to Holyrood were completed. They were
re-energized on schedule and within the approximate $20 million budget. These
upgrades will also result in the ability to transmit more energy. This additional
capability will provide an opportunity for more flexible and efficient use of the
generating resources serving the Avalon Peninsula.

Work will continue on three other transmission lines as part of Hydro’s 2001
and 2002 capital plan.

Dam Safety Program

Hydro has demonstrated responsibility throughout the year with the completion
of Emergency Preparedness Plans for two of Hydro’s significant dams. We are
confident that our dams are reliable and safe. However, our intention is to ensure
that contingency plans for all emergencies, no matter how improbable, have been
given full consideration.

The establishment of Emergency Preparedness Plans is consistent with sound
engineering and operating practice in Canada and the release of the Dam Safety
Guidelines by the Canadian Dam Association. These plans identify actions to be
taken by Hydro in the unlikely event of an emergency at one of our dams.

The first Emergency Preparedness Plan, for the Long Pond reservoir in Bay
d’Espoir, was shared with neighboring municipalities on the South Coast on March 7,
2000. Another plan, for Victoria Dam on the Bay d’Espoir system, was completed and
presented to nearby municipalities in central Newfoundland on November 2, 2000.

We conducted information meetings after these plans were finalized. Municipal
leaders, agencies, government and other utilities were invited, along with representatives
from the Royal Canadian Mounted Police and the Department of Works, Services and
Transportation. Representatives of the Newfoundland and Labrador Emergency
Measures Organization and the Department of Environment and Labour also
attended, and were an integral part of the presentation to the stakeholders.

As part of Hydro’s continued commitment to dam safety, we will be preparing
an Emergency Preparedness Plan for all structures.

“We value actions that are ethically,
environmentally and socially responsible”
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Lineworkers move an osprey nest from 
a 230kv transmission line tower to 

a newly-installed wooden pole.
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THE COMMITMENT TO TEAMWORK

Many teams throughout Hydro accomplish the required workload. Each team
member has a valuable role to play and their efforts contribute greatly toward
achieving the organization’s goals and objectives.

ISO 14001 Registration

Our environment teams have been recognized for their work in meeting specific
guidelines established by the International Organization for Standardization
(ISO), an organization that sets quality standards worldwide. This year, our hydro
generating stations received the ISO 14001 Certification for our Environmental
Management Systems at Bay d’Espoir and Churchill Falls.

The Quality Management Institute (QMI), an accredited third party
environmental management system registrar, conducted on-site audits at hydro
generating plants to assess our compliance with the ISO standard. They determined
that we had met their high standards for environmental performance.

Our goal is to achieve ISO 14001 performance measurements throughout the
corporation. We have already implemented Environmental Management Systems
for corporate management and our services management group and anticipate
certification in 2001. We plan to establish Environmental Management Systems
for our transmission network and rural operations, and our information and
telecommunications departments by the end of 2002.

We are proud of the successful efforts of our environmental teams on these
projects.

Granite Canal

The development of Granite Canal, situated within the existing Bay d’Espoir
Development, is a 40 MW hydroelectric project with energy producing capability
of 224 GWh. Work on the project has progressed on schedule since the
Government of Newfoundland and Labrador officially announced approval of
the Project on May 16, 2000.

The new plant is scheduled to begin producing electrical energy by the
summer of 2003. It will be remotely controlled from Hydro’s Energy Control
Centre in St. John’s. Upon completion, the project will assist Hydro with providing
the additional power and energy required to satisfy the Island’s requirements in the
coming years.

We are fulfilling our obligations to the people of Newfoundland and Labrador
by providing them with a comprehensive review of our environmental monitoring
and mitigation plans for the project. These plans are strengthened by internal
procedures to ensure our environmental policies are upheld.

An Environmental Information Session was held in Grand Falls-Windsor on
January 30, 2001 to outline Hydro’s environmental management program for the
development. Information was presented on the Corporation’s environmental
management system, the project description, fish habitat compensation, wildlife
mitigation, site environmental protection and environmental monitoring. Hydro
employees were on hand to respond to questions and individual concerns about the
project.

“We promote safety, cooperation and
openness in a supportive work environment”
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The team responsible for the ISO 14001 environmental management system registration at the
Churchill Falls hydroelectric plant, left to right, Francis Clarke, Kevin Ryan, Andrew MacNeill,

Gord Hynes, Marge Strickland, Graham Van Brunt, Wallace Smith.
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THE COMMITMENT TO ACCOUNTABILITY

There is an obligation to be accountable for all the work we perform as an
organization, which we accept in reporting, explaining and justifying our actions.

Holyrood Community Liaison Committee

This committee was established to facilitate communication between our employees
at the Holyrood thermal generating plant and area residents. It will provide a
forum for open discussion of issues of concern.

In response to expressed community concerns about emissions at the Holyrood
generating station, Hydro commissioned an independent human health risk
assessment of air emissions at the Holyrood thermal generating station. The study,
completed in 1999 by Cantox Environmental Inc. of Halifax, concluded that “no
long-term measurable affects would be expected to result from current exposure to
metals or organic substances in emissions from the Holyrood facility.”

The committee consists of two representatives from each of the communities of
Holyrood and Conception Bay South; an official of the Department of Environment
and Labour; an official of the Health and Community Services Board (Eastern
Region); a representative of the International Brotherhood of Electrical Workers; and
two of the senior managers of the Holyrood plant. Meetings are held bi-monthly and
a standard agenda is followed which includes a Plant Environmental Review.

Since its inception, the committee has successfully communicated and clarified
the results of the Health Risk Assessment carried out by Cantox. It has also
assisted in communicating the successful implementation of an ISO 14001
compliant Environmental Management System, which commits Hydro to
continuous improvement in the environmental performance of the plant. These
efforts have helped local community representatives to achieve a level of comfort
on the environmental improvements being made at Holyrood.

Hydro’s previous actions to improve environmental performance at Holyrood
included a reduction in air emissions through increased boiler efficiency, and the
removal from site of PCB’s, halon based products and asbestos insulation.

Halon Systems

In 2000, the Hydro Group moved forward with the second phase of its five-year
Halon Replacement Program. The objective of the program is to contribute to the
protection of the stratospheric ozone layer, through measures to reduce and
eventually eliminate halon emissions from Hydro Group facilities.

After extensive review, “inert gas agent” systems were selected as the most
economical alternative meeting performance, health and safety, and environmental
impact criteria.

The program involves the replacement of 66 fire protection systems at facilities
around the province. Twenty-six systems representing two-thirds of total halon use
have been decommissioned in the first two years of the program. The remaining
systems are scheduled for replacement in 2001 and 2002, one year ahead of our
commitment to the Department of Environment.

East Coast Microwave Project

Throughout 2000, we have been working on the design of an east coast digital
microwave radio system to interconnect the majority of high voltage terminal
stations on the Avalon Peninsula. Construction will begin in May 2001 and should
be completed prior to the end of the year.

The existing powerline carrier systems interconnecting the terminal stations
with the Energy Control Center have been in service for almost 30 years. The
proposed digital radio solution will provide a technically acceptable solution at
a reasonable cost, while securing the future bandwidth requirements of the
company.

We believe that digital radio technology will also provide opportunities for the
generation of non-traditional revenue for the company with the sale of any excess
bandwidth to outside parties.

“We accept responsibility for our
individual and collective actions and
performance”
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At the Granite Canal Environmental Information Session, left to right, Fred Parsons of the Environment
Resource Management Association speaks with Terry Goodyear, Chair of the Board of Director’s

Environmental Committee and David Kiell, Hydro’s Director of Environmental and Property Services.
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THE COMMITMENT TO POSITIVE ATTITUDE 

We take a positive approach to the work we perform. For long term employees it
has become a matter of tradition, more recent employees continue this tradition
by contributing fresh ideas and enthusiasm.

Labrador Cavity Nest Box Program

In 2000, Newfoundland and Labrador Hydro, in partnership with Ducks Unlimited
Canada and the Conservation Corps of Newfoundland and Labrador, carried out
a cavity nest box program in the Upper Lake Melville area of Labrador.

The Cavity Nesting Box Program has been successful in Newfoundland, with
the placement of 3,300 boxes. The year 2000 was the first year for the program in
Labrador.

Several species of Newfoundland and Labrador waterfowl nest in holes, or
cavities, high in trees. Appropriate cavity nesting sites are a fundamental
requirement for maintaining and increasing the populations of waterfowl species
such as the common goldeneye, the wood duck and the common merganser.
These waterfowl typically nest in abandoned woodpecker holes or natural tree
cavities created by disease, fire or lightening. However, the availability of suitable
trees has been reduced and nesting opportunities are limited because of human
impacts on forests and competition for the natural tree cavities from other animals.
Artificial nesting cavities such as those provided by nest boxes can help offset
this problem by increasing the number of available, secure nesting sites.

The financial support of Newfoundland and Labrador Hydro enabled Green
Team members to construct and place 60 nest boxes over the summer. Members
also participated in leadership and regional training camps, gained knowledge
about waterfowl and their habitats, improved their team work skills, and reached
over 500 people through their participation in Environmental Awareness Days
including the Northwest River Beach Festival, the Base Summer Recreation
Program, the Annual Labrador Canoe Regatta and the Allied Appreciation
Week. The team informed people of the project and the importance of nest
boxes, in addition to playing environmental games and creating recycling bins with
children.

The Green Team Program is very different from most youth employment
initiatives and make-work projects. Rather than creating projects for youth to
carry out, the Corps work with local organizations like Newfoundland and Labrador
Hydro who support projects that are of value to the community.

Contributions

Hydro and its employees contribute annually to many worthy charities and projects.
Our five-year pledge to Memorial University of Newfoundland’s Opportunity
Fund is a major commitment to the education of our province’s youth. The major
medical institutions, research foundations, youth groups and the arts were all
beneficiaries of Hydro’s province-wide philanthropic program. Our employees and
their social clubs held casual wear days to aid food banks, children-oriented
programs and fellow employees who have had severe medical difficulties. They have
also shown compassion by bringing two children from Chernobyl, Russia to spend
several weeks with their families during the summer.

“We value enthusiasm and pride in our
work”
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Left to right, Jim MacNeill, Gary Broderick, Kim Andrews, and Alex Lau,
just four of the young and enthusiastic employees at Hydro.
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THE COMMITMENT TO INTEGRITY

Integrity is the foundation of all our business activities. It is evident in our work
on inter-utility cooperation and in our dealings with our customers, our regulator
and our shareholder.

Inter-utility cooperation

We are working to improve the overall performance of our Island Interconnected
system for our customers. In 2000, we worked with Newfoundland Power to
establish an Inter-Utility System Reliability Committee to set key objectives for
each utility.

The committee will ensure that both utilities are jointly focused on the issues
of system performance and outages. In 2000, Hydro and Newfoundland Power set
mutual objectives to improve service to customers.

The committee also focused on enhanced communications between the
utilities to ensure an increased profile of the importance of system reliability.

As we move into the second year of this joint initiative, we will continue to
work with Newfoundland Power to continually improve service to our customers.

Community Relations

Community concerns are taken very seriously. We have endeavored to treat such
concerns with respect and fairness. In Nain, local concerns for the preservation of
culture were addressed in developing the plans for the construction of a new
diesel generating plant. We conducted several archaeological assessments to ensure
our operation would not destroy historical artifacts. Community leaders and

residents were consulted on the issues pertaining to the new plant. The public
meeting at which we outlined our proposal assisted in resolving their concerns.

Construction of the new plant will proceed in 2001.

The Future

Next year we will be filing a general rate application with the Board of Commissioners
of Public Utilities. This will be the first rate application by Hydro in 10 years and there
are a number of rate issues that must be addressed in ensuring an equitable rate
structure for all rate classes, consistent with the cost of service. The price of no. 6 fuel
has increased significantly and will have by far the greatest impact on the rates Hydro
charges its customers. Our customers expect us to provide least-cost, reliable and
environmentally responsible power. We will not stray from this challenge as we continue
to ensure that our customers will benefit from the lowest possible rates.

The challenge in any organization is to manage change, which is constant.
During the past year, Hydro’s executive and senior management have been proactive
in developing new strategies to guide the Hydro Group of Companies as they move
toward the future. During 2001 we will engage all employees within the Hydro
Group in a strategic review and planning for the future, as this commitment is vital
to our success. We recognize that it is through the commitment of dedicated
employees that the Hydro Group will continue to succeed in meeting its mandate
to provide cost-efficient and reliable energy services to the benefit of all
Newfoundlanders and Labradorians.

Dean T. MacDonald

Chairman of the Board

William E. Wells

President and Chief Executive Officer

“Trust, respect, honesty and fairness are
essential in our daily interactions with
all individuals and stakeholders”



15

President and Chief Executive Officer Executive Vice-President, Production

Vice-President, Human Resources 
General Counsel and Corporate Secretary

Vice-President, Finance and 
Chief Financial Officer

Vice-President, Transmission and 
Rural Operations

William E. Wells T. David Collett Derek W. Osmond

Maureen P. Greene David W. Reeves
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FINANCIAL REVIEW AND ANALYSIS

This review and analysis focuses on the consolidated operating results and
financial position of the Hydro Group of Companies, except where
commentary is identified as relating to Hydro only.

Effective June 18, 1999, Hydro, CF(L)Co and Hydro-Québec entered
into a shareholders’ agreement which resulted in Hydro adopting the
proportionate consolidation method of accounting for its interest in CF(L)Co.
(See Note 1 of the Notes to Consolidated Financial Statements, Principles
of Consolidation.) Accordingly, the 1999 consolidated statement of income
includes CF(L)Co’s statement of income, on a line-by-line basis, up to June
18, 1999, and Hydro’s proportionate share (65.8%) of CF(L)Co’s statement
of income, on a line-by-line basis, after that date, with a corresponding
reduction in non-controlling interest. There was no impact on consolidated
net income. The consolidated balance sheet for both 2000 and 1999 includes
only Hydro’s proportionate share of CF(L)Co’s assets and liabilities.

2000 Financial Performance Compared To Previous Year

millions of dollars 2000 1999

Total revenue 379.7 406.2
Total expenses 344.8 334.8 
Write-down of capital assets - 16.7
Net income 34.9 51.6 
Dividends 69.9 17.0 
Retained earnings 528.5 586.1 

Results of Operations
Net Income

Net income for 2000 amounted to $34.9 million compared with $51.6 million
for 1999. The decrease of $16.7 million was mainly due to a decrease in the
sale of recall energy to Hydro-Québec and an increase in Operations and
Administration expenses.

Revenue

Total revenue for 2000 was $379.7 million, a decrease of $26.5 million from 1999.
Energy sales for 2000 were $357.0 million, a decrease of 7.1% or $27.4 million
from 1999, primarily as a result of lower sales of recall energy to Hydro-Québec
and the change in accounting for Hydro’s interest in CF(L)Co effective June 18,
1999. This was partially offset by higher retail sales to Newfoundland Power and
higher rural sales. Recovery of costs included in the Rate Stabilization Plan
decreased from $15.4 million in 1999 to $13.9 million in 2000. The guaranteed
winter availability contract between CF(L)Co and Hydro-Québec, also increased
revenue by $1.0 million. Other revenue increased by $1.4 million.

Expenses

Total expenses for 2000 amounted to $344.8 million, an increase of 3.0% or $10.0
million over 1999. The total cost of fuels was $42.5 million in 2000, an increase
of $7.4 million from 1999, primarily due to the changes in fuel prices, energy
sales and hydraulic generation. Power purchases totaled $15.8 million in 2000,
an increase of $2.7 million over 1999 due mainly to increased power purchased
from non-utility generators and the change in accounting for Hydro’s interest
in CF(L)Co. Operations and administration expenses were $119.4 million in
2000, an increase of $7.1 million from 1999, primarily due to the change in
accounting policy as prescribed by the Canadian Institute of Chartered
Accountants, for recording employee future benefits effective January 1, 2000,
and higher maintenance costs. The amortization of costs in the Rate Stabilization
Plan decreased from $15.4 million in 1999 to $13.9 million in 2000.

In addition to the above, in 1999 Hydro recorded a loss of $16.7 million,
associated with the write-down of the Roddickton Woodchip fired thermal
generating station.

Depreciation expense was $47.7 million in 2000, a decrease of $3.6
million from 1999 primarily due to the change in accounting for Hydro’s
interest in CF(L)Co. Total interest expense, which includes a debt guarantee
fee, was $105.5 million in 2000, a reduction of $2.1 million from 1999
primarily due to the change in accounting for Hydro’s interest in CF(L)Co
and lower sinking fund earnings.
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FINANCIAL REVIEW AND ANALYSIS

Results of Operations (Cont’d)

Capital Expenditures

Expenditures for additions to capital assets in 2000 amounted to $52.8 million
compared to $62.3 million in 1999. The 2000 expenditures were for various
additions to plant, transmission and distribution facilities throughout the Province.
Expenditures include $16.2 million for major transmission line upgrades, $10.0
million related to the potential development of hydro projects in Labrador,
$2.4 million for vehicles and heavy equipment and $3.1 million for the Granite
Canal project. The capital program is financed from funds generated internally
from operations and funds acquired through borrowing in the capital markets.

Dividends

Hydro commenced paying common dividends to the Province in 1995. Hydro
pays a dividend based on its net operating income and a further dividend based
on the cash flow that Hydro receives from its investment in CF(L)Co, net of debt
servicing costs related to the debt that Hydro incurred to finance its investment
in CF(L)Co. The dividends paid made by Hydro in 2000 were $36.6 million
from net operating income and $33.3 million from its investment in CF(L)Co.

Debt 

During 2000 there were no new Debentures issued, nor were there any
redemptions. However, Hydro is continuing to manage its debt portfolio in an
ongoing effort to minimize interest expense. This is accomplished by a measured
approach to floating interest rate exposure and refinancing risk.

Total debt is as shown in the following table:
Increase 

millions of dollars 2000 1999 (Decrease)

Hydro
Long-term debt 1,033.1 1,042.9 (9.8)
Promissory notes 120.8 54.0 66.8

1,153.9 1,096.9 57.0
CF(L)Co

Long-term debt 201.1 220.8 (19.7)

Total debt 1,355.0 1,317.7 37.3
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FINANCIAL REVIEW AND ANALYSIS

Segmented Information
Segmented operating results are as follows:

2000 1999
millions of dollars Hydro CF(L)Co Total Hydro CF(L)Co(1) Total  

Revenue
Energy sales 303.2 64.2 367.4 317.0 77.7 394.7
Recovery of costs in RSP  13.9 - 13.9 15.4 - 15.4 

317.1 64.2 381.3 332.4 77.7 410.1 

Expenses
Operations and administration 93.2 26.2 119.4 85.3 27.0 112.3 
Fuels 42.5 - 42.5 35.1 - 35.1 
Amortization of RSP costs 13.9 - 13.9 15.4 - 15.4 
Power purchased 20.4 - 20.4 18.9 - 18.9 
Depreciation 35.5 11.0 46.5 36.1 14.0 50.1
Interest 94.2 9.1 103.3 93.2 12.8 106.0

299.7 46.3 346.0 284.0 53.8 337.8

Income before the following 17.4 17.9 35.3 48.4 23.9 72.3
Interest on debt financing 

the CF(L)Co investment and 
other dedicated costs - 0.4 0.4 - 0.9 0.9

Income from operations 17.4 17.5 34.9 48.4 23.0 71.4
Write-down of capital assets - - - 16.7 - 16.7

Income before non-controlling interest 17.4 17.5 34.9 31.7 23.0 54.7
Non-controlling interest - - - - 3.1 3.1 

Net income to Hydro 17.4 17.5 34.9 31.7 19.9 51.6 

(1) Effective June 18, 1999, Hydro adopted the proportionate consolidation method of accounting for its interest in CF(L)Co. Accordingly, the results of CF(L)Co’s 
operations for 1999 represent its total revenues and expenditures to June 18 and only Hydro’s proportionate share thereafter.
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FINANCIAL REVIEW AND ANALYSIS

Financial Indicators (Hydro only)

Hydro calculates its debt/equity ratio and interest coverage on a non-
consolidated basis. These are shown in the following table:

Interest Capital Structure %
Year Coverage Debt  Equity 

*2000 1.18 78 22
*1999 1.33 76 24
*1998 1.42 77 23 
1997 1.23 80 20 
1996 1.15 81 19 

* Includes sales of recall energy to Hydro-Québec effective March 9, 1998.

Outlook
At this time there are no increases in electricity rates planned for 2001,
except for adjustments arising from the normal operation of the Rate
Stabilization Plan. However, Hydro is currently preparing an application to
be filed with the Public Utilities Board, by May 31, 2001 for an alteration in
rates effective January 1, 2002.

Throughout 2000, the Province of Newfoundland and Labrador and
the Province of Québec have continued to examine the viability of hydro
developments in Labrador and related projects in Québec.
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MANAGEMENT REPORT

The accompanying consolidated financial statements of Newfoundland and

Labrador Hydro and all information in the Annual Report are the responsibility

of Management and have been approved by the Board of Directors.

The financial statements have been prepared by Management in

accordance with accounting principles generally accepted in Canada, applied

on a basis consistent with that of the preceding year. The preparation of

financial statements necessarily involves the use of estimates based on

Management ’s judgement, particularly when transactions affecting the

current accounting period cannot be finalized with certainty until future

periods. The financial statements have been properly prepared within

reasonable limits of materiality and in light of information available up to

February 9, 2001. Financial information presented elsewhere in the Annual

Report is consistent with that in the financial statements.

Management maintains a system of internal controls designed to provide

reasonable assurance that assets are safeguarded and that reliable financial

information is available on a timely basis. The system includes formal policies

and procedures and an organizational structure that provides for the

appropriate delegation of authority and segregation of responsibilities. An

internal audit department independently evaluates the effectiveness of these

internal controls on an ongoing basis, and reports its findings to Management

and to the Audit Committee of the Board of Directors.

The responsibility of the external auditors, Ernst & Young LLP, is to

express an independent, professional opinion on whether the financial

statements are fairly presented in accordance with generally accepted

accounting principles. The Auditors’ Report outlines the scope of their

examination and their opinion.

The Board of Directors, through its Audit Committee, is responsible for

ensuring that Management fulfills its responsibility for financial reporting and

internal controls. The Audit Committee meets regularly with Management,

the internal auditors and the external auditors to satisfy itself that each

group has properly discharged its respective responsibility and to review the

financial statements before recommending approval by the Board of

Directors. The internal and external auditors have full and free access to the

Audit Committee, with and without the presence of Management.

D. W. Osmond William E. Wells
Vice-President, Finance and Chief Financial Officer President and Chief Executive Officer 
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AUDITORS’ REPORT

To the Lieutenant-Governor in Council

Province of Newfoundland

We have audited the consolidated balance sheet of Newfoundland and Labrador

Hydro as at December 31, 2000 and the consolidated statements of income and

retained earnings and cash flows for the year 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 audit.

We conducted our audit in accordance with auditing standards generally

accepted in Canada. 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,

2000 and the results of its operations and its cash flows for the year then ended

in accordance with accounting principles generally accepted in Canada. As

required by The Hydro Corporation Act, we report that, in our opinion,

these principles have been applied on a basis consistent with that of the

preceding year.

St. John’s, Newfoundland
Canada
February 9, 2001 Chartered Accountants
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CONSOLIDATED BALANCE SHEET

As at December 31 (millions of dollars) 2000 1999

ASSETS
Capital assets (Note 3)

Capital assets in service 2,517.7 2,478.3
Less contributions in aid of construction 104.8 105.6

2,412.9 2,372.7
Less accumulated depreciation 669.6 628.6

1,743.3 1,744.1
Construction in progress 46.6 42.2

1,789.9 1,786.3
Current assets

Cash and cash equivalents 0.4 0.1
Short-term investments 4.1 8.1
Accounts receivable 62.2 61.6
Current portion of rate stabilization plan 11.5 17.0
Fuel and supplies at average cost 49.0 49.9
Prepaid expenses 2.5 1.1

129.7 137.8
Long-term receivable (Note 4) 3.7 4.2
Sinking funds (Note 10) 35.4 28.8
Investments (Note 5) 9.3 13.0
Rate stabilization plan 24.1 17.5
Deferred charges (Note 7) 149.5 153.4

2,141.6 2,141.0

See accompanying notes
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CONSOLIDATED BALANCE SHEET

As at December 31 (millions of dollars) 2000 1999

LIABILITIES AND SHAREHOLDER’S EQUITY
Long-term debt (Note 8) 1,043.3 1,226.4
Current liabilities 

Bank indebtedness 5.3 4.8
Accounts payable and accrued liabilities 35.1 40.0
Accrued interest 26.7 27.0
Long-term debt due within one year (Note 8) 190.9 37.3
Promissory notes (Note 8) 120.8 54.0

378.8 163.1
Foreign exchange loss provision 9.0 8.0
Employee future benefits (Notes 2 and 9) 27.1 2.5
Non-controlling interest in LCDC 14.8 14.8
Shareholder’s equity

Share capital
Common shares of par value of $1 each
Authorized 25,000,000 shares; issued 22,503,942 shares 22.5 22.5

Contributed capital (Note 5)
Lower Churchill Development 15.4 15.4
Muskrat Falls Project 2.2 2.2
Gull Island Project 100.0 100.0

Retained earnings 528.5 586.1

668.6 726.2
Commitments and contingencies (Note 12) - -

2,141.6 2,141.0

See accompanying notes

On behalf of the Board:

Director Director
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CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS

Year ended December 31 (millions of dollars) 2000 1999

Revenue 
Energy sales 357.0 384.4
Recovery of costs in rate stabilization plan 13.9 15.4
Guaranteed winter availability 4.6 3.6
Rentals and royalties 0.3 0.4
Other 3.9 2.4

379.7 406.2

Expenses
Operations and administration 119.4 112.3
Fuels 42.5 35.1
Amortization of costs in rate stabilization plan 13.9 15.4
Power purchased 15.8 13.1
Depreciation 47.7 51.3
Interest (Note 11) 105.5 107.6

344.8 334.8

Income from operations 34.9 71.4
Write-down of capital assets (Note 3) - 16.7

Income before non-controlling interest 34.9 54.7
Non-controlling interest - 3.1

Net income   34.9 51.6
Retained earnings, beginning of year 586.1 551.5
Less employee future benefits (Note 2) 22.6 -

598.4 603.1
Dividends 69.9 17.0

Retained earnings, end of year  528.5 586.1

See accompanying notes
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended December 31 (millions of dollars) 2000 1999

Cash provided by (used in)
Operating activities

Income before non-controlling interest 34.9 54.7
Adjusted for items not involving a cash flow

Depreciation 47.7 51.3
Amortization of deferred charges 1.7 1.8
Rate stabilization plan (1.1) 14.2
Write-down of capital assets - 16.7
Other 3.1 3.6

86.3 142.3

Change in non-cash balances related to operations
Accounts receivable 0.7 11.9
Fuel and supplies 0.9 (13.0)
Prepaid expenses (1.4) 1.1
Accounts payable and accrued liabilities (7.1) 1.3
Accrued interest (0.3) (6.4)
Employee future benefits 2.0 0.9
Adjustment to deferred foreign exchange 0.9 1.0
Adjustment for non-controlling interest - (0.2)
Long-term receivable 0.5 (1.6)

82.5 137.3

Financing activities
Long-term debt retired (32.4) (140.8)
Foreign exchange loss recovered 6.4 7.1
Dividends paid by a subsidiary to a 

non-controlling interest - (1.3)
Increase (decrease) in promissory notes 66.8 (29.1)
Dividends (69.9) (17.0)

(29.1) (181.1)

Year ended December 31 (millions of dollars) 2000 1999

Investing activities
Net additions to capital assets (52.8) (62.3)
Decrease (increase) in short-term investments 4.0 (6.7)
Increase in sinking funds (10.7) (13.8)
Sinking funds redeemed - 117.6
Decrease in investments 3.7 4.8
Additions to deferred charges - (1.6)
Change in accounts payable related to 

investing activities 2.2 (2.7)

(53.6) 35.3

Net decrease in cash  (0.2) (8.5)
Cash position, beginning of year (4.7) 3.8

Cash position, end of year (4.9) (4.7)

Cash position is represented by
Cash and cash equivalents 0.4 0.1 
Bank indebtedness (5.3) (4.8)

(4.9) (4.7)

See accompanying notes 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Newfoundland and Labrador Hydro (“Hydro”) is incorporated under a special
act of the Legislature of the Province of Newfoundland (the “Province”) as a
Crown corporation and its principal activity is the development, generation and
sale of electric power. Hydro and its subsidiary and jointly controlled companies,
other than Twin Falls Power Corporation Limited, are exempt from paying
income taxes under Section 149 (1) (d) of the Income Tax Act.

1. Summary of Significant Accounting Policies
Basis of Presentation

The consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in Canada and to conform with
recommendations of the Board of Commissioners of Public Utilities of the
Province of Newfoundland (“PUB”).

Preparation of these consolidated financial statements requires the use
of estimates and assumptions that affect the amounts reported and disclosed
in these statements and related notes. Any variations between these estimates
and actual amounts are not expected to materially affect reported results.

Rates and Regulations (Excluding Sales by Subsidiaries)

The Province enacted legislation in 1996 that changes the manner in which
Hydro will be regulated. In future, the rates to be charged to all customers and
Hydro’s earnings on a rate of return basis, will be fully regulated. As well, Hydro’s
capital expenditure program is subject to review and approval by the PUB.

Rates charged rural customers do not recover the full costs of providing
the service but Hydro recovers the resulting deficit from other customers.

Principles of Consolidation 

The consolidated financial statements include the financial statements of
Hydro and its subsidiary companies, Gull Island Power Company Limited
(“GIPCo”), (100% owned) and Lower Churchill Development Corporation
Limited (“LCDC”), (51% owned).

Effective June 18, 1999, Hydro, Churchill Falls (Labrador) Corporation
Limited (“CF(L)Co”) and Hydro-Québec entered into a shareholders’
agreement which provided, among other matters, that certain of the strategic
operating, financing and investing policies of CF(L)Co be subject to approval
jointly by representatives of Hydro and Hydro-Québec. Although Hydro
retains its 65.8% ownership interest, the agreement changed the nature of the
relationship between Hydro and Hydro-Québec, with respect to CF(L)Co,
from that of majority and minority shareholders, respectively, to that of
joint venturers. Accordingly, Hydro has adopted the proportionate
consolidation method of accounting for its interest in CF(L)Co subsequent
to the effective date of the shareholders’ agreement (the investment is fully
consolidated for periods prior to the effective date).

CF(L)Co is incorporated under the laws of Canada and has completed
and commissioned a hydroelectric generating plant and related transmission
facilities situated in Labrador which has a rated capacity of 5,428,000
kilowatts (“CF(L)Co Project”). A power contract with Hydro-Québec,
dated May 12, 1969 (“Power Contract”) provides for the sale of substantially
all the energy from the CF(L)Co Project until 2041. CF(L)Co receives
certain benefits from Hydro-Québec, including significant revenues, under
a guaranteed winter availability contract through 2041.

The cost of Hydro’s investment in CF(L)Co exceeded the equity in
the book value of the net assets acquired by $77.1 million. This amount is
assigned to capital assets and is being amortized on a straight-line basis at
the rate of 1.5% per annum. As at December 31, 2000, $30.1 million (1999
- $28.9 million) had been amortized.

Under the terms and conditions of the Churchill Falls (Labrador)
Corporation (Lease) Act, 1961, CF(L)Co must pay rentals and royalties to
the Province annually.

A portion of Hydro’s shareholding in CF(L)Co is deposited in a voting
trust pursuant to an agreement with Hydro-Québec.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

GIPCo is incorporated under the laws of Canada. Its objective was to
develop the hydroelectric potential at Gull Island on the Lower Churchill
River in Labrador, and construct a direct current transmission system from
Labrador to the island of Newfoundland (the “Gull Island Project”), (see
Note 5).

LCDC is incorporated under the laws of Newfoundland and was
established with the objective of developing all or part of the hydroelectric
potential of the Lower Churchill River (the “Lower Churchill Development”),
(see Note 5).

Cash Equivalents and Short-Term Investments
Cash equivalents and short-term investments consist primarily of Canadian
treasury bills and banker’s acceptances bearing interest rates of 5.82% to
6.21% per annum (1999 - 4.60% to 5.10%). Those with original maturities
at date of purchase of three months or less are classified as cash equivalents
whereas those with original maturities beyond three months and less than
twelve months are classified as short-term investments. Both are stated at
cost, which approximates market value.

Capital Assets and Depreciation 
Expenditures for additions, improvements and renewals are capitalized and
normal expenditures for maintenance and repairs are charged to operations.

Hydro, GIPCo and LCDC 
Construction in progress includes the costs incurred in preliminary feasibility
studies, engineering and construction of new generation, transmission and
distribution facilities. Interest is charged to construction in progress at rates
equivalent to the weighted average cost of funds borrowed.

Hydro has made no provision in its accounts to date for future removal
and site restoration costs. The inclusion of these costs in the rate base is
subject to the rate setting process.

Contributions in aid of construction are funds received from customers
and governments toward the cost of capital assets. Contributions are treated
as a reduction to capital assets and the net capital assets are depreciated.

Depreciation is calculated on hydroelectric generating plant and on
transmission plant in service on the sinking fund method using interest
factors ranging from 5.25% to 15.79%. Depreciation on other plant in service
is calculated on the straight-line method. These methods are designed to fully
amortize the cost of the facilities, after deducting contributions in aid of
construction, over their estimated service lives.

Estimated service lives of the major assets are as follows:

Generation Plant

Hydroelectric 50, 75 and 100 years
Thermal 25 and 30 years
Diesel 20 years

Transmission 

Lines 40 and 50 years
Switching stations 40 years

Distribution System 30 years

Other 3 to 50 years

CF(L)Co 
CF(L)Co uses the group depreciation method for certain capital assets other
than the generation plant, transmission and terminals and service facilities.

Depreciation is provided on a straight-line basis over the following
estimated useful lives:

Generation Plant

Hydroelectric 67 years
Transmission and Terminals 67 years

Service facilities 67 years

Other 5 to 100 years
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies (Cont’d)

Capital Assets and Depreciation (Cont’d)

CF(L)Co (Cont’d)

CF(L)Co has made no provision in its accounts for future removal and
site restoration costs as they cannot be estimated at this time.

Losses on other than normal retirements are charged to operations in the
year incurred as adjustments to depreciation expense.

Debt Discount and Financing Expenses 

These costs are amortized on a straight-line basis over the lives of the
respective debt issues.

Rate Stabilization Plan 

On January 1, 1986, Hydro, having received the concurrence of the PUB,
implemented a rate stabilization plan which primarily provides for the
deferral of cost variances resulting from changes in fuel prices, levels of
precipitation and load. The balance in the plan is amortized over a three year
period. Adjustments required in retail rates to cover the amortization of the
balance in the plan do not require a reference to the PUB and are
implemented on July 1 of each year. Similar adjustments required in industrial
rates are implemented on January 1 of each year.

Promissory Notes

Promissory Notes bear interest from 5.70% to 5.99% per annum (1999 -
4.90% to 5.40%) with carrying value approximating fair value due to their
short-term nature.

Revenue Recognition

Revenue is recorded on the basis of power deliveries made.
Deferred revenue represents amounts billed under the Power Contract in

excess of energy delivered. Amounts related to energy delivered in excess of the
base amount, as defined by the Power Contract, are recorded as receivables.
Differences between amounts related to energy delivered and the base amounts
are determined annually and are subject to interest at 7% per annum (1999 - 7%).

Foreign Currency Translation

Foreign currency transactions are translated into their Canadian dollar
equivalent as follows:
(a) At the transaction date, each asset, liability, revenue or expense is

translated using exchange rates in effect at that date.
(b) At each balance sheet date monetary assets and liabilities are translated

using exchange rates in effect at that date.

(i) In the case of Hydro, foreign exchange losses related to long-term debt,
including current portion, are subject to the rate setting process. The
PUB has accepted the inclusion by Hydro of realized foreign exchange
losses in rates charged to customers. Any such loss, net of any gain, not
recovered due to the operation of the rate setting process is deferred to
the time of the next rate hearing for inclusion in the new rates to be set
at that time. Commencing in 1992, the PUB required Hydro to provide
a $1.0 million annual provision for a foreign exchange loss on its Swiss
Franc denominated debt.This provision is included in interest expense.

(ii) Under the provisions of the Power Contract CF(L)Co’s exposure for
a foreign exchange loss is limited. CF(L)Co recovers a portion of
the difference between actual foreign exchange rates prevailing at the
settlement dates of its First Mortgage Bonds and a Weighted
Average Exchange Rate as defined in the Power Contract. The
recoverable portion of the unrealized foreign exchange loss is
deferred until the settlement dates. The foreign exchange loss not
recoverable under the Power Contract is being amortized to
operations on a straight line basis over the remaining life of the debt.

Financial Instruments

Hydro enters into interest rate swap agreements to manage interest rate
risk. Net receipts or payments under the swap agreements are recorded as
adjustments to interest expense.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. Accounting Change
Employee Future Benefits

Effective January 1, 2000, Hydro implemented accrual accounting for
employee future benefits, whereby the expected cost of providing these benefits
is recognized as employees render service, as required by new recommendations
of the Canadian Institute of Chartered Accountants. Previously, these costs
were charged to operations as benefits were incurred, with the exception of
retiring allowances which were accrued as employees became eligible to retire
(1999 - $2.5 million). The cost of employee future benefits has been actuarially
determined for accounting purposes based on assumptions that reflect
management’s best estimates of the effect of future events on the actuarial
present value of the accrued benefits. This change has been applied
retroactively, without restatement of prior years. Accordingly, the impact on
the 2000 financial statements is a reduction in opening retained earnings of
$22.6 million, and a decrease in net income of $2.0 million.

3. Capital Assets
Capital Contributions

Assets in In aid of  Accumulated Construction
Service Construction Depreciation In Progress 

millions of dollars 2000
Generation Plant

Hydroelectric 1,239.2 20.5 234.5 3.2
Thermal 223.1 - 166.8 1.5
Diesel 53.6 8.5 19.8 1.9

Transmission and 
Distribution 646.4 56.8 130.4 2.6
Service facilities 22.3 - 8.9 -
Project costs (Note 5) 96.7 - - -
Capital studies (Note 5) 24.9 - - -
Other 211.5 19.0 109.2 37.4

2,517.7 104.8 669.6 46.6

Capital Contributions
Assets in In aid of  Accumulated Construction

Service Construction Depreciation In Progress 

millions of dollars 1999
Generation Plant

Hydroelectric 1,238.4 20.5 223.9 0.8
Thermal 222.4 - 157.5 0.2
Diesel 53.1 10.2 17.9 1.0

Transmission and 
Distribution 616.1 56.6 119.5 12.3
Service facilities 22.3 - 8.6 -
Project costs (Note 5) 96.9 - - -
Capital studies (Note 5) 24.9 - - -
Other 204.2 18.3 101.2 27.9

2,478.3 105.6 628.6 42.2

Included in the above amounts are CF(L)Co assets in service amounting
to $623.2 million (1999 - $621.6 million) which are pledged as collateral for
long-term debt.

The write-down of capital assets of $16.7 million in 1999 is related to
the abandonment and decommissioning of a 5,000kW wood chip fired
thermal generating station in Roddickton.

4. Long-Term Receivable
The long-term receivable from Hydro-Québec bears interest at 7% per
annum and is receivable over a four year period which commenced in
September 2000. The current portion of $1.1 million (1999 - nil) is included
in accounts receivable.
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5. Investments
millions of dollars 2000 1999 

Lower Churchill Option 5.2 5.2
Government of Canada Coupons,
at cost (market value $4.1; 1999 - $7.7) 4.1 7.8

9.3 13.0

LCDC was incorporated in 1978 pursuant to the provisions of an agreement
(the “Principal Agreement”), between the Province and the Government
of Canada. The Province and the Government of Canada own equity
interests of 51% and 49% of LCDC, respectively. The Principal Agreement
provides that future issues of Class A common shares shall preserve, as
nearly as possible, this ratio of beneficial ownership. Hydro is the designate
for the Province’s shareholding in LCDC.

Upon agreement to continue with the Lower Churchill Development,
GIPCo’s assets and the hydroelectric development rights to the Lower Churchill
River, (the “Water Rights”), will be acquired by LCDC pursuant to the provisions
of an agreement between LCDC and the Province, (the “Option Agreement”).
The purchase price in respect of GIPCo’s assets will be a maximum of $100.0
million less $5.2 million representing the value assigned to 520 Class A common
shares of LCDC issued pursuant to the signing of the Option Agreement. As
consideration for GIPCo’s assets, LCDC will issue a 10% Convertible Demand
Debenture in the amount of $94.8 million. LCDC will issue 3,000 Class B
common shares, without nominal or par value, to the Province in consideration
of the Water Rights and the Province will transfer such shares to Hydro. The
parties have agreed that the value of each Class B common share is $10,000. The
Option Agreement expires November 24, 2001 and it is not anticipated that there
will be any loss upon sale of GIPCo’s assets to LCDC.

Hydro holds 1,540 Class A common shares of LCDC which have a
stated value of $10,000 each. 520 shares were acquired in 1979 pursuant to
signing of the Option Agreement and 510 shares were acquired in each of
the years 1980 and 1981, by way of capital contributions from the Province.

6. Joint Venture
The following amounts included in the consolidated financial statements
represent Hydro’s proportionate share of CF(L)Co’s assets and liabilities at
December 31, 2000, and its proportionate interest in CF(L)Co’s operations
for the year ended December 31, 2000. The investment was fully consolidated
prior to June 18, 1999 (Note 1).

millions of dollars 2000 1999

Current assets 31.5 31.6
Long-term assets 412.8 423.8

Current liabilities 36.9 34.2
Long-term liabilities 173.2 195.6

Revenues 68.4 30.3
Expenses 46.7 22.1

Net income 21.7 8.2

Cash provided by (used in)
Operating activities 28.0 14.7
Financing activities (24.5) (9.5)
Investing activities 1.1 2.1

7. Deferred Charges
millions of dollars 2000 1999

Unamortized debt discount, financing expenses and other 13.5 15.2

Foreign exchange losses
Hydro - Realized 96.3 96.3
CF(L)Co

Recoverable under the Power Contract 41.1 41.4
Unrecoverable portion to be amortized 5.7 6.2

143.1 143.9
Less current portion recoverable included
in current assets 7.1 5.7

136.0 138.2
149.5 153.4

32
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8. Long-Term Debt
Hydro CF(L)Co Total Hydro CF(L)Co Total

millions of dollars 2000 1999   

Summary of long-term debt
Long-term debt    1,033.1 201.1 1,234.2 1,042.9 220.8 1,263.7
Less payments due within one year 162.9 28.0 190.9 12.1 25.2 37.3

870.2 173.1 1,043.3 1,030.8 195.6 1,226.4

Required repayments of long-term debt and sinking fund requirements over the next five years will be as follows:

millions of dollars 2001 2002 2003 2004 2005
190.9 143.0 45.4 28.7 27.2

The payments due within one year include sinking fund requirements of $5.8 million (1999 - $5.8 million).

Details of long-term debt are as follows:

Hydro

Interest Year of Year of 
Series Rate % Issue  Maturity

millions of dollars 2000 1999

W 10.75 1991 2001 150.0 150.0
Z 5.25 1997 2002 100.0 100.0

AA 5.50 1998 2008 200.0 200.0
V 10.50 1989 2014 125.0 125.0 (a)
X 10.25 1992 2017 150.0 150.0 (a)
Y 8.40 1996 2026 300.0 300.0 (a)

Total debentures 1,025.0 1,025.0

Less sinking fund investments in own debentures 33.7 29.7

991.3 995.3
Government of Canada loans at 5.25% to 7.91% maturing in 2006 to 2014 36.5 41.6
Other 5.3 6.0

1,033.1 1,042.9
Less payments due within one year 162.9 12.1

870.2 1,030.8

(a) Sinking funds have been established for these issues.



8. Long-Term Debt (Cont’d)

Hydro (Cont’d)

Promissory notes, debentures and long-term loans are unsecured and
unconditionally guaranteed as to principal and interest and where applicable,
sinking fund payments, by the Province. The Province charges Hydro a
guarantee fee of one percent annually on the total debt (net of sinking funds)
guaranteed by the Province, outstanding as of the preceding December 31.

CF(L)Co

millions of dollars 2000 1999  

First Mortgage Bonds 
7.750% Series A due December 15, 2007 
(U.S. $98.8; 1999 - U.S. $114.5) 148.1 165.3

7.875% Series B due December 15, 2007 10.0 11.6

General Mortgage Bonds 
7.500% due December 15, 2010 43.0 43.9

201.1 220.8
Less payments due within one year 28.0 25.2

173.1 195.6

The First Mortgage Bonds, Series A and B, are repayable in fixed
semi-annual and in contingent annual sinking fund instalments. There has
been no contingent repayments in the last five years.

The Deed of Trust and Mortgage securing the General Mortgage Bonds
provides for semi-annual sinking fund payments and a balloon payment at
maturity. Each semi-annual payment is equal to 1% of the aggregate principal
amount outstanding on January 1, preceding each payment date. The General
Mortgage Bonds are subordinate to the First Mortgage Bonds.

Due to the contingent nature of the amounts of certain of the sinking
fund instalments, it is not possible to be precise concerning long-term debt
repayments over the next five years; however fixed sinking fund payments are
estimated to average $26.0 million in each of the years 2001 to 2005 inclusive.

Under the terms of long-term debt instruments, CF(L)Co may pay
cash dividends only out of earnings, as defined, accumulated from September
1, 1976. A shareholders’ agreement signed in June, 1999 places additional
restrictions on dividends, based on cash flow.

9. Employee Future Benefits
Pension Plan

Employees participate in the Province’s Public Service Pension Plan, a
multiemployer defined benefit plan. The employers’ contributions of $3.2
million (1999 - $2.8 million) are expensed as incurred.

Other Benefits

Additionally, Hydro provides group life insurance and healthcare benefits on
a cost-shared basis to retired employees, and in certain cases, their surviving
spouses, in addition to a severance payment upon retirement. Information
about these plans is as follows:

millions of dollars 2000
Accrued benefit obligation

Balance at beginning of year 25.1
Current service cost 0.9
Interest cost 1.8
Benefits paid (0.7)
Balance at end of year 27.1

Plan deficit 27.1
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The significant actuarial assumptions used in measuring the company’s
accrued benefit obligations include a discount rate of 7.0% and an average rate
of compensation increase of 3.5%. In addition, in determining the expected
cost of healthcare benefits, it was assumed that healthcare costs will increase by
12.0% in 2000 and decrease gradually to 5.0% in 2007 and remain level thereafter.
The net benefit plan expense is as follows:

millions of dollars 2000
Current service cost 0.9
Interest cost 1.8
Net benefit plan expense 2.7

10. Financial Instruments
Fair Value

The estimated fair values of financial instruments as at December 31, 2000 and
1999 are based on relevant market prices and information available at the time.
The fair value of long-term receivable, long-term debt and the long-term
payable is estimated based on the quoted market price for the same or similar
debt instruments. The fair value estimates below are not necessarily indicative
of the amounts that Hydro might receive or incur in actual market transactions.
As a significant number of Hydro’s assets and liabilities, including fuels and
supplies and capital assets, do not meet the definition of financial instruments,
the fair value estimates below do not reflect the fair value of Hydro as a whole.

Carrying Fair   Carrying Fair
Value Value Value  Value  

millions of dollars 2000 1999            

Financial Assets
Sinking funds 35.4 36.9 28.8 27.3
Long-term receivable
including amount
due in one year 4.9 5.0 4.2 4.3

Financial Liabilities
Long-term debt 
including amount 
due in one year 1,234.2 1,416.6 1,263.7 1,398.9
Interest rate swaps - - - 0.2

Cash and cash equivalents, short-term investments, accounts receivable,
bank indebtedness, accounts payable, accrued interest and promissory notes
are all short-term in nature and as such, their carrying value approximates fair
value. At December 31, 2000 of the total accounts receivable balance
outstanding approximately 43.0% (1999 - 41.6%) is due from a regulated
utility, and 33.8% (1999 - 30.3%) from Hydro-Québec.



10. Financial Instruments (Cont’d)

Sinking Funds

Sinking fund investments consist of bonds, debentures, promissory notes and
coupons issued by, or guaranteed by, the Government of Canada or any
province of Canada, and have maturity dates ranging from 2009 to 2028.
Hydro debentures which Management intends to hold to maturity are deducted
from long-term debt while all other sinking fund investments are shown
separately on the balance sheet as assets. Annual contributions to the various
sinking funds are as per bond indenture terms, and are structured to ensure the
availability of adequate funds at the time of expected bond redemption.
Effective yields range from 5.80% to 10.55% (1999 - 5.48% to 10.55%).

Interest Rate Risk

Hydro entered into an interest rate swap agreement with a major Canadian
financial institution in order to manage the interest rate exposure associated
with its debt. The notional amount of the swap ($100 million) does not
represent an amount exchanged between the parties and is not a measure of
Hydro’s exposure resulting from the use of swaps. Hydro received a fixed rate
of 4.62% and paid the three month Canadian Dealers Offered Rate which
was fixed quarterly. The agreement expired in March, 2000.

11. Interest Expense
millions of dollars 2000 1999  

Gross interest 
Long-term debt 113.5 123.5
Promissory notes 5.7 3.6

119.2 127.1
Amortization of debt discount and financing expenses 1.3 1.4
Provision for foreign exchange losses  1.0 1.0

121.5 129.5
Less

Recovered from Hydro-Québec 13.3 16.5 (a)
Interest capitalized during construction 3.7 2.0
Interest earned 9.6 14.4

Net interest expense 94.9 96.6
Debt guarantee fee 10.6 11.0

Net interest and guarantee fee 105.5 107.6

(a) Under the terms of the Power Contract, CF(L)Co recovers the difference
between interest calculated at the rates prescribed in the Power Contract
and interest paid on its long-term debt.

Also, CF(L)Co can request Hydro and Hydro-Québec to make advances
against the issue of Subordinated Debt Obligations, to service its debt and
to cover expenses if funds are not otherwise available. If such request fails to
attract sufficient advances, CF(L)Co can require Hydro-Québec to make
additional advances, against the issue of units of Subordinate Debentures and
shares of common stock, to service its debt and to cover its expenses that
remain unfunded.

36

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



37

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

12. Commitments and Contingencies
(a) Under the terms of a sublease with Twin Falls, expiring on December

31, 2014, CF(L)Co is required to deliver to Twin Falls, at an agreed
price, horsepower equivalent to the installed horsepower of the Twin
Falls plant and to maintain Twin Falls’ plant and equipment.

(b) Hydro has received claims instituted by various companies and individuals
with respect to outages and other miscellaneous matters. The aggregate
of these claims, less any amounts that have been provided for in Hydro’s
financial statements is approximately $0.3 million (1999 - $2.3 million).
The final resolution of these matters is currently under negotiation.

Legal proceedings have been commenced against Hydro by one of its
customers claiming approximately $22.7 million related to outages and
plant shutdowns. Hydro is defending this claim and Management
believes that this claim will not be successful.

(c) Outstanding commitments for capital projects total approximately $47.4
million at December 31, 2000 (1999 - $18.8 million). Hydro has
commenced development of a hydroelectric generating station at Granite
Canal. Total project cost is expected to be approximately $134.5 million,
with an anticipated in-service date of June 2003. As at December 31,
2000, $3.1 million had been expended on this project.

13. Comparative Figures
Certain of the 1999 comparative figures have been reclassified to conform
with the 2000 financial statement presentation.
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Year ended December 31 (millions of dollars) 2000 1999(1) 1998 1997 1996

OPERATING RESULTS
Revenue

Energy sales 357.0 384.4 391.8 376.9 364.7
Rentals and royalties 0.3 0.4 0.5 0.5 0.5 
Recovery of costs in RSP 13.9 15.4 10.9 7.2 1.5 
Guaranteed Winter Availability 4.6 3.6 - - - 
Other 3.9 2.4 1.6 1.2 2.4 

379.7 406.2 404.8 385.8 369.1 

Expenses
Operations and administration 119.4 112.3 114.1 106.9 108.7 
Amortization of RSP costs 13.9 15.4 10.9 7.2 1.5 
Fuels and power purchased 58.3 48.2 34.0 46.4 43.8 
Depreciation 47.7 51.3 50.5 48.0 46.8 
Interest 105.5 107.6 117.8 128.4 134.6 

344.8 334.8 327.3 336.9 335.4 

Income From Operations 34.9 71.4 77.5 48.9 33.7
Write Down of Capital Assets - 16.7 - - -

Net Income Before Non-controlling Interest 34.9 54.7 77.5 48.9 33.7 
Non-controlling Interest - 3.1 7.9 5.5 4.8 

Net Income 34.9 51.6 69.6 43.4 28.9 

Contributions to Net Income
Hydro Corporate 17.4 31.7 51.2 30.9 20.1 
CF(L)Co 17.5 19.9 18.4 12.5 8.8 
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Year ended December 31 (millions of dollars) 2000 1999(1) 1998 1997 1996

FINANCIAL POSITION
Total Current Assets 129.7 137.8 164.0 146.3 170.7 
Total Current Liabilities 378.8 163.1 294.4 432.8 324.4 

Net Working Capital (249.1) (25.3) (130.4) (286.5) (153.7)

Capital Assets 2,459.5 2,414.9 2,710.0 2,677.5 2,649.8 
Accumulated Depreciation 669.6 628.6 719.3 669.2 624.0 

Capital Assets, Net 1,789.9 1,786.3 1,990.7 2,008.3 2,025.8 

Sinking Funds 35.4 28.8 113.3 144.3 203.1 
Other Assets 186.6 188.1 255.1 245.9 220.8 
Long-Term Debt 1,043.3 1,226.4 1,398.5 1,334.0 1,538.7 
Other Liabilities 50.9 25.3 138.6 139.2 141.0 

Shareholder’s Equity 668.6 726.2 691.6 638.8 616.3 

EMPLOYEES AT YEAR END
Permanent 1,063 1,069 1,078 1,097 1,098 
Temporary 219 207 196 156 155 

Total 1,282 1,276 1,274 1,253 1,253 

(1) Effective June 18, 1999, Hydro adopted the proportionate consolidation method of accounting for its interest in CF(L)Co (65.8%).
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Years ended December 31 2000 1999 1998 1997 1996

INSTALLED GENERATING CAPACITY (rated MW)
CF(L)Co 5,428 5,428 5,428 5,428 5,428
TWINCo 225 225 225 225 225
Hydro

Hydraulic 899 899 899 899 899
Thermal 645 645 645 645 645
Diesel 58 58 58 58 58

Total 7,255 7,255 7,255 7,255 7,255

ELECTRIC ENERGY GENERATED, NET (GWh)
CF(L)Co 35,108 34,508 37,543 33,727 28,998
Hydro

Hydraulic 5,016 4,801 4,260 4,628 4,574
Thermal 966 914 1,255 1,528 1,409
Diesel 43 41 41 41 64

Total 41,133 40,264 43,099 39,924 35,045

ELECTRIC ENERGY SALES (GWh)
CF(L)Co

Export 30,268 29,674 32,793 30,301 25,748
Hydro

Utility 4,263 4,084 4,157 4,306 4,187
Rural 842 830 811 815 765
Industrial 1,607 1,343 1,286 1,660 1,637
Export 1,494 1,731 1,344(1) - - 

Total 38,474 37,662 40,391 37,082 32,337
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Years ended December 31 2000 1999 1998 1997 1996

AVERAGE SALES REVENUE (cents per kWh)
CF(L)Co

Export 0.27 0.27 0.27 0.27 0.29
Hydro

Utility 4.49 4.49 4.49 4.51 4.53
Rural 5.53 5.54 5.46 5.45 5.65
Industrial 2.90 3.58 3.26 3.24 3.27
Export (as per contract) 2.22 2.22 2.22 - -

TRANSMISSION LINES (kilometres)
CF(L)Co

735 kV 608 608 608 608 608
230 kV 431 431 431 431 431

Hydro
230 kV 1,531 1,531 1,531 1,531 1,531
138 kV 1,482 1,482 1,482 1,482 1,482
69 kV 636 636 636 636 636

Total 4,688 4,688 4,688 4,688 4,688

PEAK DEMAND (MW)
CF(L)Co System 5,606 5,590 5,602 5,584 5,577
Hydro System 1,240 1,265 1,295 1,229 1,318
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Year in Review
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ewfoundland and Labrador Hydro
(Hydro) is a crown corporation,
owned by the Province of Newfoundland and

Labrador (province). Hydro generates, transmits and

distributes electrical power and energy to utility, residential

and industrial customers throughout the province.

Hydro is the parent company of the Hydro Group

of Companies (Hydro Group) comprised of

Newfoundland and Labrador Hydro, Churchill Falls

(Labrador) Corporation Limited (CF(L)Co), Lower

Churchill Development Corporation Limited (LCDC),

Gull Island Power Company Limited (GIPCo), and Twin

Falls Power Corporation Limited (TWINCo). The Hydro

Group’s installed generating capacity is the fourth largest

of all utility companies in Canada. Our power generating

We are pleased to report, on behalf of the Board of

Directors, that 2001 was another successful year for

the Hydro Group of Companies. We met our financial

targets, successfully managed operating costs, improved

system reliability, and operated in an environmentally

responsible and prudent manner.

Overall, net income for the Hydro Group was $53.4

million on revenues of $397.1 million, a net income

increase of $18.5 million over 2000. Earnings from

Newfoundland and Labrador Hydro (Hydro) were the

largest component of the Hydro Group’s net income at

$40.4 million compared to $17.4 million in 2000. This

N

Chairman and President’s Report

assets include eight hydraulic plants, one oil-fired plant,

four gas turbines, 29 diesel plants and the Churchill

Falls hydraulic plant, which is the largest underground

powerhouse in the world with a rated capacity of 5,428

megawatts (MW) of power. 

Each year, the Hydro Group generates over 80

per cent of the energy consumed within the province.

With a workforce of about 1,060 employees, the

corporation directly serves several large industrial

customers in the province and over 35,000 residential

and commercial customers in rural Newfoundland

and Labrador. Hydro also sells energy to

Newfoundland Power, an investor-owned utility that

distributes electrical power to the balance of the

province’s population. 

increase of $23.0 million is primarily the result of a

renewal of the agreement on the sale of 130 megawatts

(MW) of recall power and energy to Hydro-Québec. The

net income from CF(L)Co was $13.0 million, compared

to $17.5 million in 2000. This decrease of $4.5 million is

due to lower energy sales and increased operating costs.

Energy sales within the province vary from year to

year, depending on the level of demand from residential

customers and on the level of activity among industrial

users. Hydro’s sales, on the Labrador and Island

Interconnected Systems combined, grew by one per

cent in 2001. This 1.0 per cent increase is the result of
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Reginald Sheppard, 

Line Worker, Harbour Breton

a 2.1 per cent increase in demand on the Island System

(to 6,017 gigawatt hours (GWh)) and a 7.0 per cent

decrease in sales on the Labrador System (to 709 GWh).

Higher sales to Newfoundland Power offset slightly

lower sales to Hydro’s industrial customers. The decrease

on the Labrador Interconnected System was primarily

due to reduced sales to an industrial customer. 

The Guaranteed Winter Availability Contract between

CF(L)Co and Hydro-Québec increased revenue by $2.9

million despite a decline in CF(L)Co export sales.

CF(L)Co produced 32,910 GWh in 2001, 6.4 per cent less

than 2000. Lower reservoir storage levels and lower

demand from Hydro-Québec caused decreased export

sales. CF(L)Co exported 28,159 GWh, 7.0 per cent below

2000. Sales to Hydro decreased to 2,381 GWh, and

deliveries for TWINCo were lower at 1,821 GWh. 

A renewal of the three-year agreement for the

energy associated with the 130 MW sale by Hydro of

Churchill Falls recall power to Hydro-Québec became

effective March 9, 2001. Gross revenues under the

new agreement are expected to be in the vicinity of

$98 million, resulting in a profit to Hydro of approxi-

mately $86 million. 

Encouraging financial results have a positive impact

on our corporate performance. They support our

mission of providing least cost, reliable electrical power

and energy in a safe and environmentally sound manner.

Providing least cost electrical power and energy means

keeping electrical rates and all costs as low as possible,

while providing a reliable, safe, and environmentally

acceptable energy supply. 

During 2001, we focused significant resources on

the task of filing a general rate application with

the Board of Commissioners of Public Utilities

(PUB). This year, for the first time in 10 years, Hydro

requested a general rate increase from the PUB. 

Our proposal for an increase of 6.6 per cent to

Newfoundland Power would result in an approximate

3.6 per cent increase in retail rates, and an 8.5 per cent

increase in industrial rates if approved by the PUB.

The PUB convened a hearing on our proposal on

September 24, 2001.

Least Cost Electrical 
Power and Energy
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L Background:

Brian Pierce, Line Worker,

Harbour Breton

L Foreground:

Jim Crewe, Line Worker

Apprentice, Bay d’Espoir

R Bucket:

Allan Crewe, Line Worker,

Harbour Breton

R Foreground:

Joe Walsh, Lines Supervisor, 

Bay d’Espoir

Preparation and presentation of our application to the

PUB was a lengthy, complex and challenging process,

requiring significant effort on the part of those involved.

The application generated over 20,000 pages of evidence

and lasted for 68 days. Hearings concluded early in 2002

and we are currently awaiting a decision from the PUB.

One of the major reasons for the rate hearing was,

and continues to be, the large difference between the

real cost of fuel required to supply the Holyrood

Thermal Generation Station (HTGS), and the cost

included in our current rate formula approved by the

PUB in 1991. The HTGS provides up to one quarter

of the Island’s electricity requirements by using

Bunker C fuel (grade no. 6) to produce electricity. The

consumption of fuel at the plant is dependent on

production and demand and may vary from one and a

half million to three and a half million barrels a year. 

Current electricity rates include a price component

for fuel of $12.50 a barrel, set by the PUB in 1991

when Hydro filed its general rate application. Hydro, in

its general rate application filed on May 30, 2001,

proposed that the price of fuel to be included in its

rates be set at $20 per barrel. The proposal will permit

the rates charged to electricity consumers to more

properly reflect the current cost of fuel.

If the price of fuel is re-based at $20 per barrel in

Hydro’s rates, it will have a positive impact on the

Rate Stabilization Plan (RSP), a plan intended to

smooth out fluctuations in customers’ bills as a result

of variations in fuel prices, load and hydraulic

production. To reduce the immediate impact on

customers, we requested an increase in the current RSP

cap for Newfoundland Power from $50 million to

$85 million. This would allow the difference between

the actual cost of fuel and the $20 per barrel included

in Hydro’s proposed rates to accumulate in the RSP and

continue to be automatically recovered from customers

over a three-year period. 

The PUB was also requested to approve more

uniform rates for customers on the Labrador Inter-

connected System. We proposed restructuring the

current 24 rate classes in Labrador City, Happy Valley/

Goose Bay and Wabush into six rate classes. This

proposal reflects the principles used in rate-setting on

the Island Interconnected System and supports the

proposition that customers receiving essentially the
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L Background: Gerard Piercy, 

Civil Engineer, Granite Canal

L Foreground: Bob Barnes, 

Project Manager, Granite Canal

R: Dave Vokey, Environmental

Coordinator, Granite Canal

same service from an interconnected system should

pay similar rates. Other issues dealt with in the

application included rural subsidies, the cost of service,

and the setting of rates based on a rate of return on

regulated rate base. Hydro’s 2002 capital budget was

also submitted for approval.

Granite Canal Hydroelectric Development

Prior to the end of 2001, construction began on the

Granite Canal Hydroelectric Development, a 40 MW

project situated within the existing Bay d’Espoir

development. Work on the project has progressed on

schedule and within budget. 

This year’s construction phase followed design

and specification preparation as well as tendering and

contract execution. By the end of 2001, contractors had

completed the 250-person construction camp; finished

excavating the powerhouse, penstock, intake and

power canal; poured over 4,000 m3 of concrete at the

powerhouse and intake; constructed the warehouse;

completed over 75 per cent of their detailed design work;

upgraded 86 km of road to the site; and cleared and

started surveying the transmission line right-of-way. The

use of new technologies throughout the transmission

line design process has resulted in time savings. 

Throughout the development of this project,

specific emphasis has been placed on associated

environmental issues. The public has been consulted

and Hydro has provided a comprehensive review of its

extensive environmental monitoring and mitigation

plans. Sensitivity to environmental concerns includes

items such as consideration of five years of data on

caribou migration in the area of the project.

Environmental principles and policies have been set

and internal procedures are in place to ensure

environmental policies are followed. 

The Granite Canal plant is scheduled to begin

producing electrical energy by mid-2003. It will be

remotely controlled from our Energy Control Centre in

St. John’s and will assist us with supplying the Island’s

power and energy requirements in the future.

Hydro is dedicated to providing quality power within a

reliable system. In 2001, we improved service to customers

by decreasing the number and duration of power outages;

we achieved operating capacity records at Holyrood in

response to additional demands; and we undertook capital

works projects to improve the reliability of our transmission

lines, to enhance telecommunications infrastructure, and

to conduct significant maintenance work at Churchill Falls.

Inter-Utility Cooperation

In 2001, we moved into the second year of a joint initiative

to improve the performance on the Island Interconnected

System. The Inter-Utility System Reliability Committee,

comprised of senior representatives from Hydro and

Newfoundland Power, sets objectives to continually

improve service to the customers of both utilities.

This year, our efforts to achieve performance targets

in the operation of the transmission network both on the

Island and in Labrador were successful. We improved

our record for outages and outage durations to our high

System Reliability
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voltage delivery points to Newfoundland Power, to

industrial customers and to our distribution systems.

Our actual outage frequency and duration results were

well below established targets for 2001. The number of

outages was 20.1 per cent better than our target, and the

outage time was 36.1 per cent better.

Our ongoing efforts to improve system reliability,

coupled with favourable weather conditions in 2001,

enabled us to exceed our expectations. Moreover, we

have undertaken specific actions such as installing

lightning arrestors on critical 230 kilovolts (kV)

transmission lines; maintaining a lightning tracking

system; replacing insulators; and upgrading trans-

mission line ice-loading capability while continuing

to raise the profile of reliability throughout the

corporation. 

Hydro will continue efforts to improve reliability

performance in 2002.

Glenn Hicks, Network Services

Engineer, Chapel Arm 

Microwave Site
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Chapel Arm Microwave Tower

Gerard Dunphy, Senior Project

Leader, Engineering, 

Kilbride Microwave Site

Peak Production Records

Reservoir levels deteriorated significantly in 2001 as

Hydro experienced its seventh-lowest year of inflows in

a 51-year period. This resulted in a significant increase

in thermal production from HTGS to 2,219 GWh, the

second highest on record. Production from Hydro’s

hydraulic resources decreased by 21 per cent to 64 per

cent of the corporation’s total production.

The high production at HTGS resulted in

production-related records throughout the year.

During December, the plant established a record

high output of 504 MW and a one-day production

record of 11.8 GWh. In addition, the plant achieved

a record annual efficiency factor of 633 kWh/barrel

of fuel. High utilization and on-line Performance

Monitoring Programs on each unit contributed to the

achievement of these results. From November 16,

2001, the three generating units at HTGS were

operating at full capacity. 

Avalon Transmission Line Upgrade

Construction continued in 2001 on a multi-year capital

program to strengthen transmission lines on the Avalon

Peninsula. By the end of the year, the third phase of the

upgrade program between Come-by-Chance and

Chapel Arm was completed.

The upgrade, involving 44 km of transmission line,

was completed on schedule and on budget. It will

improve the reliability of our 230 kV transmission lines

under wind and ice-loading conditions. It will also result

in an increase in load-carrying capability, which will

provide an opportunity for more flexible and efficient use

of our generating resources on the Avalon Peninsula.

Work is continuing on the final phase, which is

to upgrade two transmission lines between Holyrood

and St. John’s.

East Coast Microwave Project

The East Coast Microwave Project is a new digital

microwave radio system that provides communications

to the majority of the power transmission terminal

stations on the Avalon Peninsula. This state-of-the-art

telecommunications infrastructure was constructed to

replace powerline carrier systems that were at the end of

their 30-year service life and to improve our ability to

restore power during system disturbances. The project

involved the construction of nine microwave towers and

the installation of associated communications equipment. 
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West Tailrace Tunnel Maintenance

In 2000, the first inspection of the mile-long West

Tailrace Tunnel at Churchill Falls was completed. The

tunnel, in generally excellent shape after more than

28 years of service, required maintenance on a very

short section. This was successfully completed in 2001

at a cost of $3.5 million without any disruption in

service.

We continue to maintain our proactive position on

environmental responsibility and stewardship. This

year, among many other environmental initiatives,

we produced a comprehensive report on our environ-

mental activities and performance. Efforts continued to

develop and maintain environmental management

systems that meet international standards, and we

continued to enhance public awareness and foster

open communication with our stakeholders.

Environmental Performance Report

In 2001, we published our first annual Environmental

Performance Report. Although protection of the environ-

ment has long been one of our corporate priorities, the

report provided us with a means to inform stakeholders

of the comprehensive set of principles which guide our

environmental activities and evaluate our performance. 

ISO 14001 Registration

We are committed to continuing our work in meeting

worldwide quality environmental standards. In 1997, we

adopted the Environmental Management System (EMS)

standard established by International Organization for

Standardization (ISO). This standard, also adopted by the

Environment

Canadian Electricity Association, sets a framework for

continually improving environmental performance. 

To meet the ISO 14001 standard, the Hydro Group

has been divided into management areas, each with its

own environmental management team comprised of local

senior managers. Each area sets objectives and targets,

and plans and implements programs to achieve them.

Independent auditors evaluate the management system’s

effectiveness in controlling those aspects of its activities that

may have a significant impact on the environment. Upon

successful review, management areas qualify for ISO 14001

certification. The EMS, however, must continually improve

for certification to be maintained. 

We began our goal of achieving ISO 14001 performance

measurements throughout the entire corporation with our

thermal generating station at Holyrood (1999), followed by

our hydro generating stations on the Island and in Labrador,

which received ISO 14001 certification during 2000. In

2001, we achieved certification for our corporate management

and services management areas. 

The Transmission and Rural Operations (TRO)

Division has begun the process of implementing an EMS.

We hope to achieve full implementation in each of the

three TRO regions by the end of 2002, and receive ISO

14001 certification in 2003. This will include the trans-

mission network and rural operations including diesel

generators and associated distribution network. 

The EMS for the Services departments will be

expanded to include departments which provide services

to TRO and other corporate activities.

Stack Emissions Testing

Stack emissions testing, conducted every two years, was

performed on the three generating units at Holyrood

L: Gary Feltham, Planner for 
Maintenance Planning, Churchill Falls

C: Trudy Sooley, Office Clerk, 
Bay d’Espoir

R: Dale Wells, Millright, 
Churchill Falls
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during 2001. These tests monitor particulates, particulate

particle size, metals, sulphates, sulphur dioxide (SO2),

nitrogen oxides (NOx), carbon monoxide (CO), and

carbon dioxide (CO2) in the exhaust stacks.

The test results are reported to the provincial

Department of Environment to satisfy an existing

agreement. Test results also provide on-site measure-

ment data to be used for site evaluation, annual reporting

and exhaust-gas modeling. These results provide data

on our initiatives to improve overall unit performance and

efficiency.

Community Liaison Committee

In an effort to enhance public awareness and foster open

communication with stakeholders, the management of

the Holyrood plant continued meetings with its

Community Liaison Committee. The committee is

comprised of representatives from the provincial Depart-

ment of Environment, the Town of Conception Bay

South, the Town of Holyrood, the Regional Health and

Community Services Board, and Hydro management.

The meetings, held bi-monthly, present a forum to

review plant performance as it relates to the general

public. Discussions address general inquiries and

impending operational issues. At each meeting, we present

a status report of Holyrood’s EMS and Environmental

Management Programs. The report covers topics such as

air monitoring, generating unit efficiency, asbestos

abatement, controlled substance spill, waste material

recycling, auxiliary power usage, general service cooling

water usage, waste disposal of contaminated materials

and oil system leak detection surveillance.

The work of the Community Liaison Committee is

conducted in the spirit of open community consultation.

We consider it to be one of the successes that has and

will continue to guide us in our efforts to be more aware

of the concerns of local residents. 

Open House

We invited the general public to attend an open house

at Holyrood during Environment Week. The theme for

Environment Week 2001 was “Acting Today for

Tomorrow”.

Throughout the week, group tours were scheduled

and an official open house was held. Displays focused on

environmental activities such as the plant’s EMS and on

facilities like the ambient air monitoring network,

wastewater treatment plant and controlled waste landfill.

Guests were invited to view a slide presentation and take

a guided tour of the facility.

We recognize the contribution of each one of our

employees towards the overall success of the corporation.

We remain committed to providing them with a safe work

environment in which they can feel respected and valued.

Safety and Health Program

Safety continues to be the corporation’s first priority. Early

this year, we introduced a revised Safety and Health

Program; and by the end of the year, most employees had

received a comprehensive introduction to the program. The

objective of the revised program is to provide employees

and our contractors with more comprehensive direction

and guidance for safety and health in the workplace. 

We are committed to protecting our employees from

personal injury and occupational illness by providing

and maintaining safe and healthy workplaces. Both Hydro

Employees
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L: Claude Quinton, Transmission Lines
Specialist, Bishop Falls

C: Dion Farrell, Lineworker, 
Bay d’Espoir

R: Ina Miller, Air Services Clerk, 
Churchill Falls



and CF(L)Co have made significant reductions in the

frequency and severity of accidents since last year.

Our goal is to achieve the best possible safety

record in our industry. 

Contributions

The Hydro Group and our employees contribute annually

to numerous charities and projects. In 2001, corporate

donations were made to hospitals, youth groups and the

arts, among others. Employees and their social clubs held

special fundraisers to assist food banks and raise funds for

a variety of worthy causes. 

Both the Hydro Group and our employees provided

assistance following the September 11th terrorist attacks

on the United States. We provided a special corporate

donation to the Canadian Red Cross; social club members

collected funds from employees to provide additional

financial support; and employees donated comfort kits

and took it upon themselves to organize a breakfast at

our offices for stranded airline passengers diverted to 

St. John’s following the attacks. 

We are committed to listening to customers. In 2001, we

continued to survey customers to measure their satis-

faction with the service provided. Overall, 96 per cent of

our residential customers were satisfied with the level

of service provided by our employees. Furthermore,

our Customer Service Index (CSI), a weighted average

of satisfaction scores for each of 14 issues, was 7.9 out

of 10. The analysis of information collected in these

surveys enables us to identify opportunities and

implement practices to continuously improve our record

of customer service. 

Customer Service

L: Jerry Thompson, Drafter, 
Bishop Falls

C: John Coffey, Heavy Equipment
Operator, Churchill Falls

R: Harold Lee, General Maintenance,
Bay d’Espoir  
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In 2001, we redesigned our customer newsletter.

Customer News continues to readily address issues our

customers have identified as important. We have also

implemented three new initiatives to improve workflow,

establish consistency, and improve efficiency in the way

employees respond to customer requests and inquiries.

Our “Contribution in Aid of Construction” (CIAC) on-line

system is part of a new process for handling new service

requests; our “Damage Claim” on-line system makes it

easier for us to handle customer damage claims; and our

“Customer Assistance” database enhances our ability to

process general customer inquiries. 

In 2002, two new payment options will be introduced

for customers – an equal payment plan and a pre-

authorized payment option – in response to customer

interest. We will continue to focus on customer concerns

and will respond to identified customer needs to ensure

continuous improvement in the service provided.

Meter Shop

Hydro’s meter shop in St. John’s received formal accredi-

tation from Measurement Canada on February 21, 2001.

An accredited meter shop permits us to seal our own

customer meters and, as well, allows us to provide service

to others. Accreditation followed a Measurement Canada

review and audit of the ISO 9000-compliant Quality

Assurance Program for customer metering. This program

covered the revenue metering process from start to finish

and involved all employees who are involved in providing

meters to our customers.

We are proud that Hydro is the only organization in

Newfoundland and Labrador to have an accredited Meter

Shop. This reflects our employees’ commitment and

brings a higher level of quality assurance to our customer

metering process.



L: Edward Mullaly, Mechanical
Maintenance Supervisor, Churchill Falls

C: Madonna Pelley, Inventory Control
Supervisor, Bishop Falls

R: Philip Chislett, Mobile Equipment
Operator, Churchill Falls
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Dean T. MacDonald

Chairman of the Board
William E. Wells

President and Chief Executive Officer

Future

manner continues to be our priority. In 2002, we are

looking forward to receiving a decision from the PUB on

our general rate application; making progress on the

Granite Canal Hydroelectric Development; improving

system performance; finalizing a multi-year capital program

to strengthen transmission lines on the Avalon Peninsula;

completing ISO 14001 registrations; and making additional

progress with safety and health in the workplace.

We would like to note the retirement of Executive

Vice-President (Production) and President of CF(L)Co,

David Collett, following a 35-year career with the Hydro

Group. He has made an outstanding contribution to the

organization, and we wish him well. We would also like to

thank members of the Hydro Board of Directors for their

contribution and support during the last year.

On behalf of our Board, we would like to thank our

employees for their continued commitment this year. It is

through them that we achieve recognition as a cost-effective

and quality supplier of energy services.

The Government of Newfoundland and Labrador

previously announced that it would conduct an Energy

Policy Review to establish the future direction for the

electricity industry within the province. The review includes

an examination of existing legislation and regulation, the

existing electricity industry structure, pricing, electricity

supply, and the use of electricity as a tool for economic

development. A position paper is expected to be released

in the Spring of 2002.

Internally, meetings continued in 2001 to involve

employees at all levels in an ongoing strategic planning

process to ensure our future success. In 2002, the

emphasis will continue on the establishment of key

performance indicators which demonstrate Hydro’s

ability to meet its commitment of reliable, least-cost power

in the future. This process will have a significant impact

on how the organization will evolve to meet future needs. 

As we move to the future, providing cost-effective,

reliable service in a safe and environmentally friendly
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his review and analysis focuses on the
consolidated operating results and financial position

of the Hydro Group of Companies, except where

commentary is identified as relating to Hydro only.

millions of dollars 2001 2000

Total revenue 397.1 379.7
Total expenses 343.7 344.8 
Net income 53.4 34.9
Dividends 53.3 69.9
Retained earnings 528.6 528.5 

Net Income
Net income for 2001 amounted to $53.4 million compared

with $34.9 million for 2000. The increase of $18.5 million

was mainly due to an increase in the sale of recall energy 

to Hydro-Québec combined with a small decrease in

operations and administration expenses.

Revenue
Total revenue for 2001 was $397.1 million, an increase of

$17.4 million over 2000. Energy sales for 2001 were $374.8

million, an increase of 5.0% or $17.8 million over 2000,

primarily as a result of higher sales of recall energy to Hydro

Québec and higher retail sales to Newfoundland Power.

This was partially offset by lower rural sales. Recovery of

costs included in the Rate Stabilization Plan decreased from

$13.9 million in 2000 to $11.2 million in 2001. The

guaranteed winter availability contract between CF(L)Co

and Hydro-Québec, also increased revenue by $2.9 million.

Other revenue decreased by $0.6 million.

Results of Operations

2001 Financial Performance 
Compared To Previous Year

Expenses
Total expenses for 2001 amounted to $343.7 million, a

decrease of 0.3% or $1.1 million from 2000. The total cost

of fuels was $50.2 million in 2001, an increase of $7.7

million over 2000, primarily due to the changes in fuel

prices, energy sales and hydraulic generation. Power

purchases totaled $15.6 million in 2001, a decrease of $0.2

million from 2000. Operations and administration expenses

were $119.1 million in 2001, a decrease of $0.3 million from

2000, primarily due to an increase in capital recoveries in

Hydro partially offset by slightly higher salary and fringe

benefit costs in 2001 and higher professional services related

to Hydro’s 2001 rate application. The amortization of costs

in the Rate Stabilization Plan decreased from $13.9 million

in 2000 to $11.2 million in 2001. 

Depreciation expense was $44.5 million in 2001, a

decrease of $3.2 million from 2000 primarily due to some

major generating assets in Hydro being fully depreciated early

in 2001. Total interest expense, which includes a debt

guarantee fee, was $103.1 million in 2001, a reduction of $2.4

million from 2000, primarily due to higher interest earned and

lower rates partially offset by higher debt balances.

Capital Expenditures
Expenditures for additions to fixed assets in 2001 amounted

to $94.9 million compared to $52.8 million in 2000. The

2001 expenditures were for various additions to plant,

transmission and distribution facilities throughout the

province. Expenditures include $36.9 million for the 

Granite Canal project, $7.7 million related to the potential

development of hydro projects in Labrador, $14.3 million for

major transmission line upgrades and $10.0 million for a

new microwave system. The capital program is financed

from funds generated internally from operations and funds

acquired through borrowing in the capital markets.

Financial Report

T
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Dividends
Hydro commenced paying common dividends to the

province in 1995. Hydro pays a dividend based on its net

operating income and a further dividend based on the cash

flow that Hydro receives from its investment in CF(L)Co, net

of debt servicing costs related to the debt that Hydro

incurred to finance its investment in CF(L)Co. The payments

made by Hydro in 2001 were $43.3 million from net

operating income and $10.0 million from its investment in

CF(L)Co.

Debt 
During 2001, there were two new debentures issued. The

first was for $150 million carrying a coupon of 6.65%

maturing in August 2031. The second was for $100 million

carrying a coupon of 5.05% and maturing in December

2006. In addition, the Series W debenture matured in 2001.

This debenture was for $150 million and carried a coupon

of 10.75%. The retirement of this relatively high coupon

bond and its replacement with lower cost debt, has enabled

Hydro to realize a continued trend toward a reduction in its

overall cost of debt.

Total debt is as shown in the following table:
Increase 

millions of dollars 2001 2000 (Decrease)

Hydro
Long-term debt 1,122.3 1,033.1 89.2
Promissory notes 138.0 120.8 17.2

1,260.3 1,153.9 106.4

CF(L)Co
Long-term debt 180.7 201.1 (20.4)

Total debt 1,441.0 1,355.0 86.0
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Segmented operating results are as follows:
2001 2000

millions of dollars Hydro CF(L)Co Total Hydro CF(L)Co Total  

Revenue
Energy sales 325.3 62.7 388.0 303.2 64.2 367.4
Recovery of costs in RSP  11.2 - 11.2 13.9 - 13.9

336.5 62.7 399.2 317.1 64.2 381.3

Expenses
Operations and administration 90.8 28.3 119.1 93.2 26.2 119.4
Fuels 50.2 - 50.2 42.5 - 42.5
Amortization of RSP costs 11.2 - 11.2 13.9 - 13.9
Power purchased 20.1 - 20.1 20.4 - 20.4
Depreciation 32.2 11.2 43.4 35.5 11.0 46.5
Interest 91.6 8.7 100.3 94.2 9.1 103.3

296.1 48.2 344.3 299.7 46.3 346.0

Income from operations 40.4 14.5 54.9 17.4 17.9 35.3
Interest on debt financing the CF(L)Co 

investment and other dedicated costs - 1.5 1.5 - 0.4 0.4

Net income to Hydro 40.4 13.0 53.4 17.4 17.5 34.9

Segmented Information
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Hydro calculates its debt/equity ratio and interest coverage

on a non-consolidated basis. These are shown in the

following table:

Interest Capital Structure %
Year Coverage Debt Equity 

*2001 1.42 80 20
*2000 1.18 78 22
*1999 1.33 76 24
*1998 1.42 77 23 

1997 1.23 80 20  

* Includes sales of recall energy to Hydro-Québec 
effective March 9, 1998.

As a regulated utility, Hydro must receive approval for all

proposed rate alterations for its retail, rural and island

industrial customers from the Board of Commissioners of

Public Utilities of the Province of Newfoundland and

Labrador (PUB).

In May 2001, Hydro submitted an application to the

PUB for a rate increase with a proposed implementation 

date of January 1, 2002.

The hearing into the application to the PUB for an

alteration in rates commenced in September 2001 and

finished on January 29, 2002, with the conclusion of Oral

Argument. Until an Order of the PUB is known, Hydro

cannot determine the magnitude of the effect on its 2002

regulated earnings.

Throughout 2001, the Province of Newfoundland and

Labrador has continued to examine the viability of hydro

developments in Labrador.

Outlook

Financial Indicators (Hydro only)
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The accompanying consolidated financial statements of

Newfoundland and Labrador Hydro and all information 

in the Annual Report are the responsibility of Management

and have been approved by the Board of Directors.

The financial statements have been prepared by

Management in accordance with Canadian generally

accepted accounting principles, applied on a basis

consistent with that of the preceding year. The preparation

of financial statements necessarily involves the use of

estimates based on Management’s judgement, particularly

when transactions affecting the current accounting period

cannot be finalized with certainty until future periods. The

financial statements have been properly prepared within

reasonable limits of materiality and in light of information

available up to February 8, 2002. Financial information

presented elsewhere in the Annual Report is consistent

with that in the financial statements.

Management maintains a system of internal controls

designed to provide reasonable assurance that assets are

safeguarded and that reliable financial information is

available on a timely basis. The system includes formal

policies and procedures and an organizational structure

that provides for the appropriate delegation of authority

and segregation of responsibilities. An internal audit

department independently evaluates the effectiveness of

these internal controls on an ongoing basis, and reports its

findings to Management and to the Audit Committee of the

Board of Directors.

The responsibility of the external auditor, Ernst and

Young LLP, is to express an independent, professional

opinion on whether the financial statements are fairly

presented in accordance with Canadian generally accepted

accounting principles. The Auditor’s Report outlines the

scope of their examination and their opinion.

The Board of Directors, through its Audit Committee, is

responsible for ensuring that Management fulfils its respon-

sibility for financial reporting and internal controls. The Audit

Committee meets regularly with Management, the internal

auditors, and the external auditor to satisfy itself that each

group has properly discharged its respective responsibility and

to review the financial statements before recommending

approval by the Board of Directors. The internal and external

auditors have full and free access to the Audit Committee,

with and without the presence of Management.

Management Report
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D. W. Osmond William E. Wells

Vice-President, Finance and Chief Financial Officer President and Chief Executive Officer 
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To the Lieutenant-Governor in Council

Province of Newfoundland and Labrador

We have audited the consolidated balance sheet of

Newfoundland and Labrador Hydro as at December 31,

2001 and the consolidated statements of income and

retained earnings and cash flows for the year 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 audit.

We conducted our audit 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, 2001, and the results

of its operations and its cash flows for the year then 

ended in accordance with Canadian generally accepted

accounting principles. As required by The Hydro

Corporation Act, we report that, in our opinion, these

principles have been applied on a basis consistent with

that of the preceding year.

St. John’s, Newfoundland and Labrador

Canada

February 8, 2002 Chartered Accountants



Consolidated Balance Sheet

18

As at December 31 (millions of dollars) 2001 2000

ASSETS
Capital assets (Note 2)

Capital assets in service 2,566.8 2,517.7
Less contributions in aid of construction 109.9 104.8

2,456.9 2,412.9
Less accumulated depreciation 707.6 669.6

1,749.3 1,743.3
Construction in progress 88.7 46.6

1,838.0 1,789.9
Current assets

Cash and cash equivalents 1.1 0.4
Short-term investments 4.0 4.1
Accounts receivable 66.7 62.2
Current portion of rate stabilization plan 21.1 11.5
Fuel and supplies at average cost 46.3 49.0
Prepaid expenses 2.0 2.5

141.2 129.7
Long-term receivable (Note 3) 1.1 3.7
Sinking funds (Note 9) 42.7 35.4
Investments (Note 4) 5.2 9.3
Rate stabilization plan 63.9 24.1
Deferred charges (Note 6) 147.2 149.5

2,239.3 2,141.6

See accompanying notes



Consolidated Balance Sheet

19

As at December 31 (millions of dollars) 2001 2000

LIABILITIES AND SHAREHOLDER’S EQUITY
Long-term debt (Note 7) 1,156.7 1,043.3
Current liabilities 

Bank indebtedness 2.1 5.3
Accounts payable and accrued liabilities 48.7 35.1
Accrued interest 25.5 26.7
Long-term debt due within one year (Note 7) 146.3 190.9
Promissory notes (Note 7) 138.0 120.8

360.6 378.8
Foreign exchange loss provision 10.0 9.0
Employee future benefits (Note 8) 28.5 27.1
Non-controlling interest in LCDC 14.8 14.8
Shareholder’s equity

Share capital
Common shares of par value of $1 each
Authorized 25,000,000 shares; issued 22,503,942 shares 22.5 22.5

Contributed capital (Note 4)
Lower Churchill Development 15.4 15.4
Muskrat Falls Project 2.2 2.2
Gull Island Project 100.0 100.0

Retained earnings 528.6 528.5

668.7 668.6
Commitments and contingencies (Note 11) - -

2,239.3 2,141.6

See accompanying notes

On behalf of the Board:

Director Director
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Year ended December 31 (millions of dollars) 2001 2000

Revenue 
Energy sales 374.8 357.0
Recovery of costs in rate stabilization plan 11.2 13.9
Guaranteed winter availability 7.5 4.6
Rentals and royalties 0.3 0.3
Other 3.3 3.9

397.1 379.7

Expenses
Operations and administration 119.1 119.4
Fuels 50.2 42.5
Amortization of costs in rate stabilization plan 11.2 13.9
Power purchased 15.6 15.8
Depreciation 44.5 47.7
Interest (Note 10) 103.1 105.5

343.7 344.8

Net income   53.4 34.9
Retained earnings, beginning of year 528.5 563.5

581.9 598.4
Dividends 53.3 69.9

Retained earnings, end of year  528.6 528.5

See accompanying notes
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Year ended December 31 (millions of dollars) 2001 2000

Cash provided by (used in)
Operating activities

Income before non-controlling interest                53.4 34.9
Adjusted for items not involving a cash flow

Depreciation 44.5 47.7
Amortization of deferred charges 1.6 1.7
Rate stabilization plan (49.4) (1.1)
Other 3.8 3.1

53.9 86.3
Change in non-cash balances related to operations

Accounts receivable (2.3) 0.7
Fuel and supplies 2.7 0.9
Prepaid expenses 0.5 (1.4)
Accounts payable and accrued liabilities 6.2 (7.1)
Accrued interest (1.2) (0.3)
Employee future benefits 1.4 2.0
Adjustment to deferred foreign exchange 1.1 0.9
Long-term receivable 2.6 0.5

64.9 82.5

Financing activities
Long-term debt issued 250.0 -
Long-term debt retired (185.9) (32.4)
Foreign exchange loss recovered 7.8 6.4
Increase in promissory notes 17.2 66.8
Dividends (53.3) (69.9)

35.8 (29.1)

Investing activities
Net additions to capital assets (94.9) (52.8)
Decrease in short-term investments 0.1 4.0
Increase in sinking funds (11.5) (10.7)
Decrease in investments 4.1 3.7
Additions to deferred charges (2.0) -
Change in accounts payable related to investing activities 7.4 2.2

(96.8) (53.6)

Net increase (decrease) in cash  3.9 (0.2)
Cash position, beginning of year (4.9) (4.7)

Cash position, end of year (1.0) (4.9)

Cash position is represented by
Cash and cash equivalents 1.1 0.4 
Bank indebtedness (2.1) (5.3)

(1.0) (4.9)

See accompanying notes 
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Newfoundland and Labrador Hydro (“Hydro”) is

incorporated under a special act of the Legislature of the

Province of Newfoundland and Labrador (the “province”) as

a Crown corporation and its principal activity is the

development, generation and sale of electric power. Hydro

and its subsidiary and jointly controlled companies, other

than Twin Falls Power Corporation Limited, are exempt

from paying income taxes under Section 149 (1) (d) of the

Income Tax Act.

Basis of Presentation
The consolidated financial statements have been prepared in

accordance with Canadian generally accepted accounting

principles and to conform with recommendations of the Board

of Commissioners of Public Utilities (“PUB”) of the province.

Preparation of these consolidated financial statements

requires the use of estimates and assumptions that affect the

amounts reported and disclosed in these statements and

related notes. Actual results may differ from these estimates.

Rates and Regulations (Excluding Sales by Subsidiaries)

The province enacted legislation in 1996 that changed the

manner in which Hydro will be regulated. In future, the

rates to be charged to all customers and Hydro’s earnings on

a rate of return basis, will be fully regulated. As well, Hydro’s

capital expenditure program is subject to review and

approval by the PUB.

Rates charged rural customers do not recover the full

costs of providing the service but Hydro recovers the

resulting deficit from other customers. 

Principles of Consolidation 
The consolidated financial statements include the financial

statements of Hydro and its subsidiary companies, Gull

Island Power Company Limited (“GIPCo”), (100% owned)

and Lower Churchill Development Corporation Limited

(“LCDC”), (51% owned). 

1. Summary of Significant 
Accounting Policies

Effective June 18, 1999, Hydro, Churchill Falls (Labrador)

Corporation Limited (“CF(L)Co”) and Hydro-Québec

entered into a shareholders’ agreement which provided,

among other matters, that certain of the strategic operating,

financing, and investing policies of CF(L)Co be subject to

approval jointly by representatives of Hydro and Hydro-

Québec. Although Hydro retains its 65.8% ownership

interest, the agreement changed the nature of the relation-

ship between Hydro and Hydro-Québec, with respect to

CF(L)Co, from that of majority and minority shareholders,

respectively, to that of joint venturers. Accordingly, Hydro

has adopted the proportionate consolidation method of

accounting for its interest in CF(L)Co subsequent to the

effective date of the shareholders’ agreement.

CF(L)Co is incorporated under the laws of Canada and

has completed and commissioned a hydroelectric generating

plant and related transmission facilities situated in Labrador

which has a rated capacity of 5,428,000 kilowatts (“CF(L)Co

Project”). A power contract with Hydro-Québec, dated May

12, 1969, (“Power Contract”) provides for the sale of

substantially all the energy from the CF(L)Co Project until

2041. CF(L)Co receives certain benefits from Hydro-Québec,

including significant revenues, under a guaranteed winter

availability contract through 2041.

The cost of Hydro’s investment in CF(L)Co exceeded

the equity in the book value of the net assets acquired by

$77.1 million. This amount is assigned to capital assets

and is being amortized on a straight-line basis at the rate of

1.5% per annum. As at December 31, 2001, $31.2 million

(2000 – $30.1 million) had been amortized.

Under the terms and conditions of the Churchill Falls

(Labrador) Corporation (Lease) Act, 1961, CF(L)Co must

pay rentals and royalties to the province annually. 

A portion of Hydro’s shareholding in CF(L)Co is

deposited in a voting trust pursuant to an agreement with

Hydro-Québec.

GIPCo is incorporated under the laws of Canada. Its

objective was to develop the hydroelectric potential at Gull

Island on the Lower Churchill River in Labrador, and

construct a direct current transmission system from Labrador

to the island of Newfoundland (the “Gull Island Project”),

(see Note 4).
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LCDC is incorporated under the laws of Newfoundland

and Labrador and was established with the objective of

developing all or part of the hydroelectric potential of

the Lower Churchill River (the “Lower Churchill

Development”), (see Note 4).

Cash Equivalents and Short-Term Investments
Cash equivalents and short-term investments consist

primarily of Canadian treasur y bills and banker’s

acceptances bearing interest rates of 2.15% to 6.09% per

annum (2000 – 5.82% to 6.21%). Those with original

maturities at date of purchase of three months or less are

classified as cash equivalents whereas those with original

maturities beyond three months and less than twelve

months are classified as short-term investments. Both are

stated at cost, which approximates market value.

Capital Assets and Depreciation 
Expenditures for additions, improvements and renewals

are capitalized and normal expenditures for maintenance

and repairs are charged to operations. 

Hydro, GIPCo and LCDC 

Construction in progress includes the costs incurred in

preliminary feasibility studies, engineering and construction

of new generation, transmission and distribution facilities.

Interest is charged to construction in progress at rates

equivalent to the weighted average cost of funds borrowed.

Hydro has made no provision in its accounts to date for

future removal and site restoration costs. The inclusion of

these costs in the rate base is subject to the rate setting

process.

Contributions in aid of construction are funds received

from customers and governments toward the incurred cost

of capital assets, or the fair value of assets contributed.

Contributions are treated as a reduction to capital assets and

the net capital assets are depreciated.

Depreciation is calculated on hydroelectric generating

plant and on transmission plant in service on the sinking

fund method using interest factors ranging from 5.25% to

15.79%. Depreciation on other plant in service is calculated

on the straight-line method. These methods are designed to

fully amortize the cost of the facilities, after deducting

contributions in aid of construction, over their estimated

service lives.

Estimated service lives of the major assets are as follows:

Generation Plant

Hydroelectric 50, 75 and 100 years

Thermal 25 and 30 years

Diesel 20 years

Transmission 

Lines 40 and 50 years

Switching Stations 40 years

Distribution System 30 years

Other 3 to 50 years

CF(L)Co 

CF(L)Co uses the group depreciation method for certain

capital assets other than the generation plant, transmission

and terminals and service facilities.

Depreciation is provided on a straight-line basis over

the following estimated useful lives:

Generation Plant

Hydroelectric 67 years

Transmission and Terminals 67 years

Service Facilities 67 years

Other 5 to 100 years

CF(L)Co has made no provision in its accounts for future

removal and site restoration costs as they cannot be

estimated at this time.

Losses on other than normal retirements are charged 

to operations in the year incurred as adjustments to

depreciation expense.

Debt Discount and Financing Expenses 
These costs are amortized on a straight-line basis over the

lives of the respective debt issues.

Rate Stabilization Plan 
On Januar y 1, 1986, Hydro, having received the

concurrence of the PUB, implemented a rate stabilization

plan which primarily provides for the deferral of cost

variances resulting from changes in fuel prices, levels of

precipitation and load. The balance in the plan is amortized

over a three-year period. Adjustments required in retail

rates to cover the amortization of the balance in the plan do

not require a reference to the PUB and are implemented 

on July 1 of each year. Similar adjustments required in

industrial rates are implemented on January 1 of each year.



Notes to Consolidated Financial Statements

24

Promissory Notes
Promissory Notes bear interest from 2.08% to 3.90% per

annum (2000 – 5.70% to 5.99%) with carrying value

approximating fair value due to their short-term nature.

Revenue Recognition
Revenue is recorded on the basis of power deliveries made. 

Deferred revenue represents amounts billed under the

Power Contract in excess of energy delivered. Amounts

related to energy delivered in excess of the base amount, as

defined by the Power Contract, are recorded as receivables.

Differences between amounts related to energy delivered

and the base amounts are determined annually and are

subject to interest at 7% per annum (2000 – 7%). 

Foreign Currency Translation
Foreign currency transactions are translated into their

Canadian dollar equivalent as follows: 

(a) At the transaction date, each asset, liability, revenue or

expense is translated using exchange rates in effect 

at that date.

(b) At each balance sheet date, monetary assets and

liabilities are translated using exchange rates in effect at

that date.

(i) In the case of Hydro, foreign exchange losses

related to long-term debt, including current

portion, are subject to the rate setting process.

The PUB has accepted the inclusion by Hydro of

realized foreign exchange losses in rates charged to

customers. Any such loss, net of any gain, not

recovered due to the operation of the rate setting

process is deferred to the time of the next rate

hearing for inclusion in the new rates to be set at

that time. Commencing in 1992, the PUB required

Hydro to provide a $1.0 million annual provision

for a foreign exchange loss on its Swiss Franc

denominated debt. This provision is included in

interest expense.

1. Summary of Significant 
Accounting Policies (Cont’d)

(ii) Under the provisions of the Power Contract,

CF(L)Co’s exposure for a foreign exchange loss 

is limited. CF(L)Co recovers a portion of the

difference between actual foreign exchange rates

prevailing at the settlement dates of its First Mort-

gage Bonds and a Weighted Average Exchange

Rate as defined in the Power Contract. The recover-

able portion of the unrealized foreign exchange loss

is deferred until the settlement dates. The foreign

exchange loss not recoverable under the Power

Contract is being amortized to operations on a

straight-line basis over the remaining life of the

debt. Commencing in 2002, CF(L)Co will

implement new recommendations from the

Canadian Institute of Chartered Accountants

whereby these unrealized gains and losses will be

recognized in the current period, rather than being

deferred and amortized.

Financial Instruments   
Hydro enters into interest rate swap agreements to manage

interest rate risk. Net receipts or payments under the swap

agreements are recorded as adjustments to interest expense.

Employee Future Benefits
Employees participate in the province’s Public Service

Pension Plan, a multi-employer defined benefit plan. The

employer’s contributions are expensed as incurred.

Hydro provides group life insurance and health care

benefits on a cost-shared basis to retired employees, in

addition to a severance payment upon retirement. The

expected cost of providing these other employee future

benefits is accounted for on an accrual basis, and has been

actuarially determined using the projected benefit method

prorated on service and management’s best estimate of

salary escalation, retirement ages of employees, and 

expected health care costs.
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Capital Assets Contributions In   Accumulated Construction
In Service Aid Of Construction Depreciation In Progress 

millions of dollars 2001

Generation Plant
Hydroelectric 1,240.1 20.5 245.2 40.0
Thermal 225.8 - 173.4 -
Diesel 58.7 8.3 21.7 3.3

Transmission and Distribution 666.2 56.7 140.8 1.5
Service facilities 22.0 - 9.1 -
Project costs (Note 4) 96.5 - - -
Capital studies (Note 4) 25.0 - - -
Other 232.5 24.4 117.4 43.9

2,566.8 109.9 707.6 88.7

millions of dollars 2000

Generation Plant
Hydroelectric 1,239.2 20.5 234.5 3.2
Thermal 223.1 - 166.8 1.5
Diesel 53.6 8.5 19.8 1.9

Transmission and Distribution 646.4 56.8 130.4 2.6
Service facilities 22.3 - 8.9 -
Project costs (Note 4) 96.7 - - -
Capital studies (Note 4) 24.9 - - -
Other 211.5 19.0 109.2 37.4

2,517.7 104.8 669.6 46.6

2. Capital Assets

Included in the above amounts are CF(L)Co assets in service amounting to $646.2 million (2000 – $623.2 million) which are

pledged as collateral for long-term debt.
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The long-term receivable from Hydro-Québec bears interest at

7% per annum and is receivable over a four-year period which

commenced in September 2000. The current portion of $1.1

million (2000 – $1.1 million) is included in accounts receivable.

millions of dollars 2001 2000 

Lower Churchill Option 5.2 5.2

Government of Canada Coupons, 

at cost (market value 2000 – $4.1) - 4.1

5.2 9.3

LCDC was incorporated in 1978 pursuant to the provisions

of an agreement (the “Principal Agreement”), between the

province and the Government of Canada. The province and

the Government of Canada own equity interests of 51%

and 49% of LCDC, respectively. The Principal Agreement

provides that future issues of Class A common shares shall

preserve, as nearly as possible, this ratio of beneficial

ownership. Hydro is the designate for the province’s

shareholding in LCDC.

Upon agreement to continue with the Lower Churchill

Development, GIPCo’s assets and the hydroelectric develop-

ment rights to the Lower Churchill River, (the “Water Rights”),

will be acquired by LCDC pursuant to the provisions of an

agreement between LCDC and the province, (the “Option

Agreement”). The purchase price in respect of GIPCo’s assets

will be a maximum of $100.0 million less $5.2 million

representing the value assigned to 520 Class A common shares

of LCDC issued pursuant to the signing of the Option

Agreement. As consideration for GIPCo’s assets, LCDC will

issue a 10% Convertible Demand Debenture in the amount of

$94.8 million. LCDC will issue 3,000 Class B common shares,

without nominal or par value, to the province in consideration

of the Water Rights and the province will transfer such shares

to Hydro. The parties have agreed that the value of each

Class B common share is $10,000. The Option Agreement

expires November 24, 2002, and it is not anticipated that

there will be any loss upon sale of GIPCo’s assets to LCDC.

Hydro holds 1,540 Class A common shares of LCDC which

have a stated value of $10,000 each. 520 shares were acquired

4. Investments

3. Long-Term Receivable
in 1979 pursuant to signing of the Option Agreement and 510

shares were acquired in each of the years 1980 and 1981, by

way of capital contributions from the province.

The following amounts included in the consolidated

financial statements represent Hydro’s proportionate share

of CF(L)Co’s assets and liabilities at December 31, 2001,

and its proportionate interest in CF(L)Co’s operations for the

year ended December 31, 2001.

millions of dollars 2001 2000

Current assets 34.9 31.5

Long-term assets 395.0 412.8

Current liabilities 40.2 36.9

Long-term liabilities 148.8 173.1

Revenues 58.6 60.0

Expenses 48.4 46.7

Net income 10.2 13.3

Cash provided by (used in)

Operating activities 28.3 28.0

Financing activities (25.0) (24.5)

Investing activities 1.2 1.1

millions of dollars 2001 2000

Unamortized debt discount, 

financing expenses and other 13.8 13.5

Foreign exchange losses

Hydro – Realized 96.3 96.3

CF(L)Co

Recoverable under the 41.2 41.1

Power Contract

Unrecoverable portion 5.1 5.7

to be amortized

142.6 143.1

Less current portion recoverable

included in current assets 9.2 7.1

133.4 136.0

147.2 149.5

6. Deferred Charges

5. Joint Venture
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Hydro CF(L)Co Total Hydro CF(L)Co Total

millions of dollars 2001 2000 

Summary of long-term debt
Long-term debt  1,122.3 180.7 1,303.0 1,033.1 201.1 1,234.2
Less payments due within one year 114.4 31.9 146.3 162.9 28.0 190.9

1,007.9 148.8 1,156.7 870.2 173.1 1,043.3

Required repayments of long-term debt and sinking fund requirements over the next five years will be as follows:

millions of dollars 2002 2003 2004 2005 2006
146.3 48.9 31.4 29.6 128.7

The payments due within one year include sinking fund requirements of $7.3 million (2000 – $5.8 million).

Details of long-term debt are as follows:

Hydro

Interest Year of Year of 
Series Rate % Issue Maturity

millions of dollars 2001 2000

W 10.75 1991 2001 - 150.0
Z 5.25 1997 2002 100.0 100.0

AC 5.05 2001 2006 100.0 -
AA 5.50 1998 2008 200.0 200.0
V 10.50 1989 2014 125.0 125.0 (a)
X 10.25 1992 2017 150.0 150.0 (a)
Y 8.40 1996 2026 300.0 300.0 (a)

AB 6.65 2001 2031 150.0 - (a)

Total debentures 1,125.0 1,025.0

Less sinking fund investments in own debentures 37.9 33.7

1,087.1 991.3
Government of Canada loans at 5.25% to 7.91% maturing in 2006 to 2014 31.0 36.5
Other 4.2 5.3

1,122.3 1,033.1
Less payments due within one year 114.4 162.9

1,007.9 870.2

(a) Sinking funds have been established for these issues.

7. Long-Term Debt

Promissory notes, debentures, and long-term loans are

unsecured and unconditionally guaranteed as to principal

and interest and where applicable, sinking fund payments,

by the province. The province charges Hydro a guarantee

fee of one percent annually on the total debt (net of sinking

funds) guaranteed by the province, outstanding as of the

preceding December 31.
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CF(L)Co

millions of dollars 2001 2000 

First Mortgage Bonds 

7.750% Series A due 

December 15, 2007 

(U.S. $81.8; 2000 – U.S. $98.8) 130.2 148.1

7.875% Series B due 

December 15, 2007 8.3 10.0

General Mortgage Bonds 

7.500% due December 15, 2010 42.2 43.0

180.7 201.1

Less payments due within one year 31.9 28.0

148.8 173.1

The First Mortgage Bonds, Series A and B, are repayable

in fixed semi-annual and in contingent annual sinking fund

instalments. There has been no contingent repayments in the

last five years.

The Deed of Trust and Mortgage securing the General

Mortgage Bonds provides for semi-annual sinking fund

payments and a balloon payment at maturity. Each semi-

annual payment is equal to 1% of the aggregate principal

amount outstanding on January 1, preceding each payment

date. The General Mortgage Bonds are subordinate to the

First Mortgage Bonds.

Due to the contingent nature of the amounts of certain of

the sinking fund instalments, it is not possible to be precise

concerning long-term debt repayments over the next five

years; however, fixed sinking fund payments are estimated

to average $25.0 million in each of the years 2002 to 2006

inclusive.

Under the terms of long-term debt instruments, CF(L)Co

may pay cash dividends only out of earnings, as defined,

accumulated from September 1, 1976. A shareholders’

agreement signed in June 1999 places additional restrictions

on dividends, based on cash flow.

7. Long-Term Debt (Cont’d)

Pension Plan
Employees participate in the province’s Public Service

Pension Plan, a multi-employer defined benefit plan. The

employers’ contributions of $3.6 million (2000 – $3.2

million) are expensed as incurred.

Other Benefits
Additionally, Hydro provides group life insurance and health

care benefits on a cost-shared basis to retired employees, and

in certain cases, their surviving spouses, in addition to a

severance payment upon retirement. Information about

these plans is as follows:

millions of dollars 2001 2000

Accrued benefit obligation

Balance at beginning of year 27.1 25.1

Current service cost 0.9 0.9

Interest cost 2.0 1.8

Benefits paid (1.5) (0.7)

Balance at end of year 28.5 27.1

Plan deficit 28.5 27.1

The significant actuarial assumptions used in measuring

the company’s accrued benefit obligations include a discount

rate of 7.0% and an average rate of compensation increase

of 3.5%. In addition, in determining the expected cost of

health care benefits, it was assumed that health care costs

will increase by 12.0% in 2000 and decrease gradually to

5.0% in 2007 and remain level thereafter.

The net benefit plan expense is as follows:

millions of dollars 2001 2000 

Current service cost 0.9 0.9

Interest cost 2.0 1.8

Net benefit plan expense 2.9 2.7

8. Employee Future Benefits
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Fair Value
The estimated fair values of financial instruments as at

December 31, 2001 and 2000 are based on relevant market

prices and information available at the time. The fair value of

long-term receivable, long-term debt and the long-term

payable is estimated based on the quoted market price for the

same or similar debt instruments. The fair value estimates

below are not necessarily indicative of the amounts that

Hydro might receive or incur in actual market transactions.

As a significant number of Hydro’s assets and liabilities,

including fuels and supplies and capital assets, do not meet

the definition of financial instruments, the fair value estimates

below do not reflect the fair value of Hydro as a whole.

Carrying Fair Carrying Fair  

Value Value Value Value 

millions of dollars 2001 2000     

Financial Assets

Sinking funds 42.7 43.5 35.4 36.9

Long-term receivable including 

amount due in one year 2.2 2.3 4.9 5.0

Financial Liabilities

Long-term debt including 

amount due in one year 1,303.0 1,489.9 1,234.2 1,416.6

Cash and cash equivalents, short-term investments,

accounts receivable, bank indebtedness, accounts payable,

accrued interest, and promissory notes are all short-term in

nature and as such, their carrying value approximates fair

value. At December 31, 2001, of the total accounts receivable

balance outstanding, approximately 38.5% (2000 – 43.0%) is

due from a regulated utility and 39.1% (2000 – 33.8%) from

Hydro-Québec.

Sinking Funds
Sinking fund investments consist of bonds, debentures,

promissory notes, and coupons issued by, or guaranteed

by, the Government of Canada or any province of Canada,

and have maturity dates ranging from 2009 to 2028. Hydro

debentures which Management intends to hold to maturity

are deducted from long-term debt while all other sinking

fund investments are shown separately on the balance sheet

as assets. Annual contributions to the various sinking funds

are as per bond indenture terms and are structured to

ensure the availability of adequate funds at the time of

expected bond redemption. Effective yields range from

5.80% to 10.55% (2000 – 5.80% to 10.55%).

9. Financial Instruments



Notes to Consolidated Financial Statements

30

millions of dollars 2001 2000 

Gross interest 
Long-term debt 114.4 113.5
Promissory notes 6.2 5.7

120.6 119.2
Amortization of debt discount and financing expenses 1.3 1.3
Provision for foreign exchange losses  1.0 1.0

122.9 121.5
Less

Recovered from Hydro-Québec 14.0 13.3 (a)
Interest capitalized during construction 5.1 3.7
Interest earned 11.8 9.6

Net interest expense 92.0 94.9
Debt guarantee fee 11.1 10.6

Net interest and guarantee fee 103.1 105.5

(a) Under the terms of the Power Contract, CF(L)Co recovers the difference between interest calculated at the rates prescribed in the
Power Contract and interest paid on its long-term debt.

10. Interest Expense

Also, Churchill Falls can request Hydro and Hydro-Québec

to make advances against the issue of Subordinated Debt

Obligations, to service its debt and to cover expenses if funds

are not otherwise available. If such request fails to attract

sufficient advances, Churchill Falls can require Hydro-Québec

to make additional advances, against the issue of units of

Subordinate Debentures and shares of common stock, to

service its debt and to cover its expenses that remain unfunded.
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(a) Under the terms of a sublease with Twin Falls, expiring

on December 31, 2014, CF(L)Co is required to deliver

to Twin Falls, at an agreed price, horsepower equivalent

to the installed horsepower of the Twin Falls plant and

to maintain Twin Falls’ plant and equipment.

(b) Hydro has received claims instituted by various

companies and individuals with respect to outages and

other miscellaneous matters. The aggregate of these

claims, less any amounts that have been provided for in

Hydro’s financial statements, is approximately $1.6

million (2000 – $0.3 million). The final resolution of

these matters is currently under negotiation.

Legal proceedings have commenced against Hydro by

one of its customers claiming approximately $23.0

million related to outages and plant shutdowns. Hydro

is defending this claim and Management believes that

this claim will not be successful.

(c) Outstanding commitments for capital projects total

approximately $80.9 million at December 31, 2001

(2000 – $47.4 million). Hydro has commenced

development of a hydroelectric generating station at

Granite Canal. Total project cost is expected to be

approximately $134.6 million, with an anticipated 

in-service date of June 2003. As at December 31, 2001,

$40.0 million had been expended on this project.

(d) In connection with the Granite Canal development, Hydro

has issued an irrevocable Letter of Credit, in the amount

of $5.4 million to ensure compliance with the terms of the

Fish Habitat Compensation Agreement between Hydro

and the Department of Fisheries and Oceans.

11. Commitments and Contingencies

Certain of the 2000 comparative figures have been

reclassified to conform with the 2001 financial statement

presentation.

12. Comparative Figures
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Year ended December 31 (millions of dollars) 2001 2000 1999(1) 1998 1997

OPERATING RESULTS
Revenue

Energy sales 374.8 357.0 384.4 391.8 376.9
Rentals and royalties 0.3 0.3 0.4 0.5 0.5 
Recovery of costs in RSP 11.2 13.9 15.4 10.9 7.2  
Guaranteed winter availability 7.5 4.6 3.6 - -
Other 3.3 3.9 2.4 1.6 1.2 

397.1 379.7 406.2 404.8 385.8 

Expenses
Operations and administration 119.1 119.4 112.3 114.1 106.9  
Amortization of RSP costs 11.2 13.9 15.4 10.9 7.2 
Fuels and power purchased 65.8 58.3 48.2 34.0 46.4 
Depreciation 44.5 47.7 51.3 50.5 48.0 
Interest 103.1 105.5 107.6 117.8 128.4 

343.7 344.8 334.8 327.3 336.9  

Income from operations 53.4 34.9 71.4 77.5 48.9
Write down of capital assets - - 16.7 - -

Net income before non-controlling interest 53.4 34.9 54.7 77.5 48.9  
Non-controlling interest - - 3.1 7.9 5.5 

Net income 53.4 34.9 51.6 69.6 43.4  

Contributions to net income
Hydro Corporate 40.4 17.4 31.7 51.2 30.9 
CF(L)Co 13.0 17.5 19.9 18.4 12.5 

FINANCIAL POSITION
Total current assets 141.2 129.7 137.8 164.0 146.3  
Total current liabilities 360.6 378.8 163.1 294.4 432.8  

Net working capital (219.4) (249.1) (25.3) (130.4) (286.5)

Capital assets 2,545.6 2,459.5 2,414.9 2,710.0 2,677.5 
Accumulated depreciation 707.6 669.6 628.6 719.3 669.2 

Capital assets, net 1,838.0 1,789.9 1,786.3 1,990.7 2,008.3 

Sinking funds 42.7 35.4 28.8 113.3 144.3 
Other assets 217.4 186.6 188.1 255.1 245.9 
Long-term debt 1,156.7 1,043.3 1,226.4 1,398.5 1,334.0 
Other liabilities 53.3 50.9 25.3 138.6 139.2 

Shareholder’s equity 668.7 668.6 726.2 691.6 638.8 

EMPLOYEES AT YEAR END
Permanent 1,026 1,063 1,069 1,078 1,097 
Temporary 203 219 207 196 156 

Total 1,229 1,282 1,276 1,274 1,253 

(1) Effective June 18, 1999, Hydro adopted the proportionate consolidation method of accounting for its interest in CF(L)Co (65.8%).
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Years ended December 31 2001 2000 1999 1998 1997

INSTALLED GENERATING CAPACITY (rated MW)
CF(L)Co 5,428 5,428 5,428 5,428 5,428
TWINCo 225 225 225 225 225
Hydro

Hydraulic 899 899 899 899 899
Thermal 645 645 645 645 645
Diesel 57 55 55 58 58

Total 7,254 7,252 7,252 7,255 7,255

ELECTRIC ENERGY GENERATED, NET (GWh)
CF(L)Co 32,910 35,108 34,508 37,543 33,727
Hydro

Hydraulic 3,959 5,016 4,801 4,260 4,628
Thermal 2,095 966 914 1,255 1,528
Diesel 46 43 41 41 41

Total 39,010 41,133 40,264 43,099 39,924

ELECTRIC ENERGY SALES (GWh)
CF(L)Co

Export 28,159 30,268 29,674 32,793 30,301
Hydro

Utility 4,423 4,263 4,084 4,157 4,306
Rural 832 842 830 811 815
Industrial 1,528 1,607 1,343 1,286 1,660
Export 1,558 1,494 1,731 1,344 - 

Total 36,500 38,474 37,662 40,391 37,082

AVERAGE SALES REVENUE (cents per kWh)
CF(L)Co

Export 0.27 0.27 0.27 0.27 0.27
Hydro

Utility 4.50 4.49 4.49 4.49 4.51
Rural 5.60 5.53 5.54 5.46 5.45
Industrial 3.14 2.90 3.58 3.26 3.24
Export 2.22 2.22 2.22 2.22 -

TRANSMISSION LINES (kilometres)
CF(L)Co

735 kV 608 608 608 608 608
230 kV 431 431 431 431 431

Hydro
230 kV 1,531 1,531 1,531 1,531 1,531
138 kV 1,482 1,482 1,482 1,482 1,482
69 kV 636 636 636 636 636

Total 4,688 4,688 4,688 4,688 4,688

PEAK DEMAND (MW)
CF(L)Co System 5,637 5,606 5,590 5,602 5,584
Hydro System 1,262 1,240 1,265 1,295 1,229
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MISSION
Newfoundland and Labrador Hydro is a Crown

Corporation committed to providing cost-effective

and reliable energy services to our customers for

the benefit of all people of the Province.

Our skilled and committed employees will

use innovative methods and technologies and

will maintain high standards of safety and health

and environmental responsibility.
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President and Chief Executive Officer William E. Wells

The past year has been one of challenge and adjustment

within the Hydro Group, as we continue to pursue

our strategic goals and objectives in the fulfillment of

our mission to provide cost-effective and reliable energy

services to our customers, for the benefit of all the

people of the Province.

As the results indicate, the financial performance of the

Hydro Group in 2002 exceeded expectations. This was

despite the fact that new rates for our regulated activity did

not come into effect until September 1, 2002.

The Order of the Board of Commissioners of Public

Utilities (“PUB”) issued on June 7, 2002, following a

lengthy and complex hearing, was Hydro’s first as a fully

regulated utility. It outlines the regulatory framework,

which will apply to Hydro’s regulated activities in the

future. The Order covered more than 90 policy and

operational issues. In the aftermath of the Order, we are

dealing with the significant policy and operational issues

that will affect the position of Hydro at its next General

Rate Application that must be filed in 2003 by Order

of the PUB.

The combination of lower reservoir inflows, increased

production to meet demand and soaring fuel prices for

Bunker “C” fuel will have a significant impact on costs

and, therefore, rates paid by our industrial and utility

customers, a matter which will become more evident

throughout 2003.

The Holyrood Thermal plant, which is an integral

component of the Island Interconnected System, had a

record gross production of 2,511 GWh in 2002. More

importantly, the plant was available to produce as

required and operated at record levels of efficiency. On

the negative side, the average cost per barrel of Bunker “C”

fuel for 2002 was $32.50 and 3.7 million barrels were

required to meet the demand. While the PUB Order

Lowering the turbine runner into position at the new Granite
Canal hydroelectric generating plant.

MESSAGE FROM THE PRESIDENT



raised the purchase price of Bunker “C” fuel in Hydro rates

from $12.50 to $25.91 per barrel, effective September 1,

2002, the outstanding balance in the Rate Stabilization

Plan continues to increase substantially due to higher

fuel prices.

The strategic focus on improving corporate perform-

ance continued in 2002 with the development of a

comprehensive program to assess business processes across

all departments, eliminate waste and identify the process

changes required to ensure that corporate performance is

optimized, as determined by Key Performance Indicators

(“KPI”). The development of appropriate performance

indicators was an essential element of the strategy to ensure

that eventually performance at every level throughout the

Corporation can be measured. Identified changes in process

and work methods are ready for implementation at the

beginning of 2003, particularly in supply chain manage-

ment. The business improvement process will continue

enabling all employees to ensure that efficiencies in

operations and costs, over which they have control, are

maximized to the benefit of consumers.

As production levels rise, over the past ten years the

Corporation’s workforce has declined by 21%. The

Corporation is maintaining the appropriate levels of

compensation through salaries, wages and benefits for 

all of its employees, while maximizing the efficiency of 

its operations. In 2002, the four collective agreements

applicable to employees within the Hydro Group, members

of the IBEW, were renewed for three-year terms.

Capital expenditures on system improvements over

the past five years have been $348 million. In 2002, the

multi-year, $45 million upgrade of the transmission line

from Sunnyside to St. John’s was completed, providing

significant increased margins of security to a large

percentage of the Island population on the Avalon

Peninsula from any disruption due to major storms.

Construction of the $135 million, 40 MW Granite

Canal powerhouse continued on time and within

budget. This unit will come on stream mid-2003 and

provide a cost-effective supply to the Island Inter-

connected System for many years to come.

The publication of our second annual Environmental

Performance report in June is reflective of the significant

progress made within the Hydro Group on a very

proactive commitment to environmental stewardship.

At year’s end, all operations in the Hydro Group have

been registered or are in compliance with ISO 14001

standards. The registration of the transmission and

rural operations division will be completed in 2003.

We are equally as determined to achieve the equivalent

success within our corporate Safety and Health Program

and have, as a target, the achievement of an exemplary

safety record.

The Hydro Group is a significant contributor to the

provincial economy, not only in the supply of 84% of the

requirements for reliable and cost-effective energy. The

Hydro Group generated profits of $58 million in 2002;

the total payment to the Government of Newfoundland

and Labrador in dividends and guarantee fees was

$140.2 million.

In providing services to its 35,000 retail customers

throughout the rural areas of the Province, and

supplying the requirements of its industrial customers

and Newfoundland Power serving 219,000 Island

customers, all the employees of the Hydro Group are

aware of the significant role they play in the economic

fortunes of our Province and the responsibility

entrusted to them. The results of their efforts in 2002

are outlined in this report.

I should like to note the retirement of Derek W.

Osmond, Vice-President of Finance and Chief Financial

Officer, as of December 31, 2002, following a 27-year

career with the Hydro Group. I extend my best wishes

to Derek for a healthy and well-deserved retirement.

Mr. J. Wayne Trask retired from the Board of Directors

of Hydro at the end of 2001. Mr. Victor L. Young resigned

from the Board of Directors of CF(L)Co. in June, and

Messrs. Dean T. MacDonald and Mark Dobbin resigned

from the Board of Directors of Hydro in November

2002. As members of their respective boards, they made

a significant contribution during their term of office and

I should like to thank them for their support and

assistance. To the directors of the Hydro and CF(L)Co.

Boards I also extend my appreciation for their ongoing

support and commitment during the past year.

Finally, on behalf of Board members and Executive

management, I express our gratitude to all employees

of the Hydro Group for their contribution throughout

the year.
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William E. Wells

President and Chief Executive Officer 
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Newfoundland and Labrador Hydro engaged in a

number of important initiatives and reached several

significant milestones in 2002. From a year of record

sales to the installation of the turbine/generator at

Granite Canal, the past year has been quite productive.

ENERGY SALES AND PRODUCTION
In 2002, Hydro experienced record sales on its Island

and Labrador interconnected systems. Combined sales

totaled 7,100 GWh. This is a 5.5% increase over 2001 and

a 5.4% increase over the record set in 1997. With the

second consecutive year of below-average inflows into

the Island hydro reservoirs, gross production from the

Holyrood Thermal generating station set an all time high

of 2,511 GWh. This is a 13% increase over 2001 and a 9%

increase over the previous high set in 1987. Higher

production requirements from the Holyrood facility also

enabled us to establish an efficiency record of 648 kWh

per barrel (net), a 2.5% increase over the previous record

set in 2001. Net production increased at Churchill Falls

to 35,516 GWh, a 7.9% increase over the previous year.

On January 31, a record peak of 1,403 MW was

established on the Island Interconnected System. This

was a significant increase over the 1,318 MW peak set

in 1996. 

GENERAL RATE APPLICATION
On June 7, 2002, the Board of Commissioners of Public

Utilities (“PUB”) issued its decision on Hydro’s General

Rate Application (“GRA”). The decision reflected the

complexity of the lengthy hearing (over a 19-week period)

and some 20,000 pages of evidence filed.

General rate increases became effective September 1,

2002, and included a 3.6% increase for residential

customers on the Island Interconnected Rural and

Isolated Systems.

The primary issue affecting cost was the adjustment of

Bunker “C” fuel prices in rates from $12.50 a barrel set

in 1992 to $25.91 a barrel to more properly reflect current

fuel costs.

Consumers and industrial customers are protected

from fluctuations in fuel prices impacting monthly bills by

the Rate Stabilization Plan (“RSP”). Bunker “C” fuel is

used by Hydro at the Holyrood Thermal plant. However,

YEAR IN REVIEW

Lowering the generator rotor into position at the new Granite
Canal hydroelectric generating plant.
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CUSTOMER SERVICES
In 2002 we continued to survey residential customers in

order to measure their satisfaction with the service

provided. As well, a satisfaction survey of commercial

customers was completed and will be used for future

reference against the benchmarking study completed in

2001. The Customer Satisfaction Index for residential

customers improved for the third consecutive year,

increasing from 7.6 in 2000 and 7.9 in 2001 to 8.1 in

2002. Information obtained in these surveys will assist

us in exploring new opportunities to improve customer

service.

In response to customer requests for payment options,

Hydro implemented an equal payment plan and a 

pre-authorized payment plan for residential customers 

on July 1, 2002. By mid-2003, customers will not only

have the option of speaking to a customer services repre-

sentative, but will also be able to access their account

information and receive power outage information

automatically over the Internet or by interactive voice

response.

Recognizing the need for continual energy conservation,

Hydro has developed a multi-year energy conservation

initiative branded “HYDROWISE”. The objectives of

the initiative are to make information available to help

customers in the wise use of electricity and to encourage

customer participation in response to various applications

that address their individual needs. Hydro has also

partnered with the Conservation Corps of Newfoundland

and Labrador to provide specialized energuide and

energy audit services to customers.

ENVIRONMENT
One of our most significant achievements this year 

was to attain consistency of the Environmental Manage-

ment Systems (“EMS”) in all regions of the Transmission

and Rural Operations Division with the ISO 14001 EMS

standard. With this, all environmental issues facing the

Hydro Group of Companies are managed through this

international standard. In addition to being consistent

with the ISO 14001 standard, all of our EMS manage-

ment areas are certified, except the Transmission and

Rural Operations Division, which will be registered for

certification in 2003.

Being recognized for our accomplishments brings a

sense of pride to all of us. Hydro was awarded the business

category award in the Newfoundland and Labrador

Environmental Awards program. We were cited for “the

exemplary attitude and concern for the environment

escalating fuel costs had resulted in higher outstanding

balances in the RSP. The PUB froze the outstanding

balances of August 31, 2002, and directed that it be

recovered over a five-year period starting in 2003. Balances

in the new plan have increased beyond expectation since

September as actual prices for Bunker “C” fuel have

exceeded forecast prices to date. Outstanding balances in

the new account are to be recovered from ratepayers over

a two-year period beginning in 2004.

Hydro will be filing another GRA in 2003 to recover the

cost of new sources of generation coming on-stream in

2003 to meet system requirements.

RELIABILITY
The Avalon Peninsula transmission upgrade program

began in 1997-1998 when Hydro Engineering staff

established a higher ice and wind loading criteria for

these major 230 kV lines. Since their construction in the

1960’s, these lines have been subjected to more severe ice

and wind conditions than anticipated at the original

design stage. This caused significant damage and more

frequent lengthy power interruptions over the years, most

recently in 1994.

The redesign of the steel tower transmission lines 

from Sunnyside to St. John’s involved reconductoring, 

re-insulation, addition of new towers and strengthening

of existing towers. Construction was completed in 2002

at a total capital cost of $45 million over the six-year

period.

NEW GENERATION
The Granite Canal hydroelectric project had a busy

construction year. All of the civil structures were virtually

completed, and the turbine/generator was put in place.

The 40 MW project is within budget and on schedule 

for in-service in June 2003. 

We also successfully negotiated two supply contracts

with Corner Brook Pulp and Paper and Abitibi-

Consolidated. These companies have completed a 

co-generation project and hydro generation project

respectively. This additional capacity, along with our

Granite Canal plant, will provide a total of 87 MW to 

the Island interconnected grid to meet the anticipated

increased demand.

At the request of Government, Hydro had a feasibility

study conducted to assess the potential of wind gener-

ation to provide energy to the Island Interconnected

System. The potential for a wind generation facility is

currently being assessed.



In the first year of a three-year project, renovation of the

Donald Gordon Centre began including disabled access, fire

safety and ventilation improvements. The Centre is the largest

building in Churchill Falls and houses a hotel, restaurant,

school, library, supermarket, retail sales area, post office and

recreation facilities.

POLE PURCHASE AGREEMENT
On December 4, 2002, Hydro and Aliant signed a Support

Structures Purchase Agreement for Hydro’s purchase of all

the Aliant-owned joint use poles in Hydro’s service territory

in Newfoundland and Labrador.

Aliant has agreed to pay an annual rental fee per pole for the

communication space it occupies on all joint use poles. This

fee will escalate over the term of the Agreement, and the

Agreement will renew automatically for successive ten-year

terms unless one of the parties terminates the Agreement. 

ELECTRICITY POLICY REVIEW
In late March, the Government released its Electricity Policy

Review (“EPR”). Hydro welcomed the opportunity to reflect

on the future of the electricity industry in the Province and

believes that there are opportunities to assist in restraining

cost pressures and changes that will help the system to be more

efficient in the years ahead. As part of the consultation process,

Hydro submitted a report in June outlining its position on

the various proposals contained in the EPR.

CLIMATE CHANGE EDUCATION CENTRE
In June, the Climate Change Education Centre was officially

opened. The Centre is a project of the Conservation Corps of

Newfoundland and Labrador, aimed at identifying key areas

in educating the public on climate change and influencing 

the role we can play in meeting this global challenge. Hydro

is proud to be the corporate sponsor of this project. The other

sponsors of the Centre are the Province of Newfoundland and

Labrador and Environment Canada. This project brings

together partners from government, business, environmental

and health organizations, educational institutions, community

groups and individuals in the development of an information

and support centre for climate change education and outreach

activities in Newfoundland and Labrador.

YEAR IN REVIEW

through sound environmental management policy and

demonstrated action to prevent and reduce pollution”. This

recognition is a reflection of the diligent work efforts and

contributions of all employees.

The Granite Canal hydroelectric project provides many

opportunities for us to demonstrate our ability to harness a

natural resource in an environmentally responsible manner. It

is natural to expect a project of this nature to require extensive

environmental work such as caribou monitoring, fish telemetry

and raptor studies. By far, the most significant environmental

aspect of the project has been the design and construction of

a fish habitat compensation facility. The need to replace

spawning and rearing habitat for fish was identified, as the new

passage of water from the plant would eliminate this habitat

that existed prior to the development of the project. Approval

from the Department of Fisheries and Oceans was obtained to

construct the habitat. This multi-million dollar feature is a

highlight of the project and unique in Canada.

SAFETY
The provision of a safe and healthy work place for all employees

continues as a key priority. The Hydro Group’s comprehensive

Safety and Health Program based on industry best practices

and our own internal standards was converted to a web-based

electronic format in 2002 in preparation for inclusion in the

Corporate Intranet. Conversion to a web format will provide

on-line access to information for all employees regardless of

their work location.

Hydro’s safety performance in 2002, as compared with our

peers within the Canadian Electricity Association (“CEA”),

continued to be favourable with respect to All Injury Frequency,

Disabling Injury Frequency and Injury Severity Rating. Our goal

is to achieve the best possible safety record.

CHURCHILL FALLS
In 2002, we had the benefit of higher inflows to our reservoirs,

resulting in an above-average 36.6 TWhrs of energy produced,

at an overall load factor of 75%.

The Guaranteed Winter Availability Contract (“GWAC”),

which provides for the sale of additional capacity outside

the power contract to Hydro-Québec, contributes additional

revenue to the Corporation. In 2002, 97.2% of the possible

revenue from additional capacity was received under the

Agreement.

6
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Management’s Discussion and Analysis highlights the

primary factors that have an impact on the financial results

and operations of the Corporation. It should be read in

conjunction with the audited financial statements and the

accompanying notes.

Newfoundland and Labrador Hydro (“Hydro”) is a Crown

Corporation, owned by the Province of Newfoundland

and Labrador (“Province”). Hydro generates, transmits and

distributes electrical power and energy to utility, industrial

and residential customers throughout the Province.

Hydro is the parent company of the Hydro Group of

Companies (“Hydro Group”) comprised of Newfoundland and

Labrador Hydro, Churchill Falls (Labrador) Corporation Limited

(“CF(L)Co.”), Lower Churchill Development Corporation Limited

(“LCDC”), Gull Island Power Company Limited (“GIPCo.”),

and Twin Falls Power Corporation Limited (“TWINCo.”). The

Hydro Group’s installed generating capacity is the fourth largest

of all utility companies in Canada. Our power generating assets

include nine operating hydraulic plants, including the Churchill

Falls hydraulic plant, which is the largest underground power-

house in the world with a rated capacity of 5,428 MW of power,

one oil-fired plant, four gas turbines and 28 diesel plants.

FINANCIAL OVERVIEW
During 2002, Hydro continued to provide safe, reliable, cost-

effective power to customers throughout the Province, export

electricity to Hydro-Québec and pay significant dividends to 

the Province. Net income for 2002 increased by $4.0 million

compared to 2001.

Income was up 7% mainly due to increased sales to all

classes of customers in 2002, as well as an increase in base rates

to most regulated customers effective September 1, 2002. At 

the same time, a large portion of the increase in revenue was

offset by higher fuel costs and higher operations and admin-

istration expenses. Debt levels rose in 2002 to finance a portion

of capital expenditures, as well as fuel costs which were deferred

in the Rate Stabilization Plan (“RSP”).

The Hydro Group has a workforce of approximately 1,220

Full-Time Equivalents. 

COMPOSITION OF REVENUE AND EXPENSE
Hydro’s revenue consists of sales of electricity to several

large industrial customers in the Province and over 35,000

residential and commercial customers in rural Newfoundland

and Labrador. Hydro also sells energy to Newfoundland Power,

an investor-owned utility that distributes electrical power to

MANAGEMENT’S DISCUSSION
AND ANALYSIS
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the balance of the population on the island portion of the

Province. Export sales consist of power generated at Churchill

Falls and sold to Hydro-Québec. The majority of these sales

are made directly by CF(L)Co. to Hydro-Québec at rates set

under a long-term power contract. The remainder is sold to

Hydro-Québec by Hydro at market rates.

The Corporation’s major expense categories consist of 

fuel and purchased power, operating, maintenance and

administration, finance charges and depreciation.

NET INCOME 
Hydro’s consolidated net income was $58 million in 2002, an

increase of $4.0 million from 2001. Over the past five years,

Hydro has paid $285 million in dividends to the Province.

REVENUE
Total revenue growth in 2002 was approximately 8%, mainly

due to load growth in both the retail and industrial sectors

combined with a general rate increase to regulated customers

approved by the PUB effective September 2002. Also

contributing to higher revenue was higher export sales to

Hydro-Québec and additional compensation from the

Guaranteed Winter Availability Contract between CF(L)Co.

and Hydro-Québec.

EXPENSES
Total expenses for 2002 were 8% higher than 2001, primarily

due to a 46% increase, or $23 million, in fuel costs. This

increase is due to higher fuel prices in base rates and an

increase in thermal production due to higher energy sales,

coupled with a decrease in hydraulic production relative to

thermal. In 2002, 17¢ of every dollar of revenue went to pay

for fuel costs compared to 13¢ in 2001.

Hydro pays various fees, taxes and other charges as

indicated below:

Fees, Taxes and Water Rentals (millions of dollars)

Payment Recipient 2002 2001

Debt Guarantee Fee Government of Newfoundland and Labrador $ 12.2 $ 11.2
Payroll Tax Government of Newfoundland and Labrador 1.1 1.1
Rentals and Royalties Government of Newfoundland and Labrador 4.4 4.3
Municipal Taxes Various Newfoundland and Labrador Municipalities 1.0 1.0

Total $ 18.7 $ 17.6
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OPERATIONS AND ADMINISTRATION 
Operations and administration expense increased 6% in 2002

over 2001. This increase was due primarily to higher salaries

and fringe benefits costs, plus significant maintenance expense

relating to an overhaul of one of CF(L)Co.’s aircraft. Salaries

were up in 2002 reflecting terms of collective bargaining

agreements and an increase in the cost of benefits, as well as

lower allocations to the capital program.

In 2002, 29¢ out of every dollar in revenue went to pay for

operations and administration. This is down from 30¢ in 2001.

FINANCE CHARGES
Although overall borrowings increased, net interest expense,

including the guarantee fee, decreased in 2002 by $4.7 million

to $97.8 million. This is mainly due to lower interest rates on

Hydro’s debt and lower outstanding balance of CF(L)Co.’s debt.

CAPITAL EXPENDITURES
In order to ensure a safe, reliable and cost-effective supply of

electricity for its customers, Hydro invested $110 million in

various capital projects during 2002, compared to $95 million

in 2001. Major capital investments in 2002 included:

• $63 million to add 40 MW of hydraulic generation

capacity at Granite Canal situated within the existing 

Bay d’Espoir Development by June 2003.

• $6 million related to the potential development of hydro

projects in Labrador.

• $13 million to strengthen transmission lines on the

Avalon Peninsula.

• $6 million related to the improvements to our Distribution

System, along with additions for new customers. 

• $3 million for improvements to our Isolated Diesel plants

which included $1.8 million for the completion of a new

diesel plant at Nain.

• $4 million for the purchase of joint use poles from Aliant.

• $4 million for improvements at our Hydraulic Plant

which included $1.3 million to interconnect one of our

water control structures to the System Grid.

BORROWING AND DEBT
During 2002, Hydro was able to take advantage of a favourable

interest rate environment and borrowed $250 million of long-

term Canadian denominated debt. The Corporation also

increased promissory notes outstanding by $44 million. Funds
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from these borrowings were used to finance a portion of the

Corporation’s capital expenditures, fund the refinancing of a

$100 million maturing long-term debenture, retire $40 million

in other long-term debt and make sinking fund contributions

of $14 million.

Hydro’s net debt increased $140 million to $1,538 million at

December 31, 2002, from $1,398 million at December 31, 2001.

PERFORMANCE MEASURES
During 2001, Hydro developed a strategic plan to provide

long-term direction and facilitate long-term planning. The plan

includes Hydro’s mandate, mission, vision statement and core

values, as well as its strategic objectives. One of the stated

objectives is: “To optimize corporate performance”. During

2002, Hydro identified several key indicators of corporate

performance while attempting to maintain consistency with

measures used by the Canadian Electricity Association (“CEA”)

Committee on Corporate Performance and Productivity

Evaluation (“COPE”).

Return on equity increased from 2001, primarily due to

a decrease in retained earnings caused by the payment of

$121 million in dividends to the Province during 2002. This,

coupled with increased borrowing required to fund the capital

program and growing RSP balances, caused the percentage

of debt in capital structure to increase during 2002 as well.

OM&A cost per MWh improved during 2002 due to an

increase in energy delivered without a commensurate

increase in controllable costs.

SAIDI and SAIFI measures deteriorated during 2002,

primarily due to equipment failures and adverse weather

conditions, as well as an increase in planned outages to

accommodate distribution system upgrading.

Financial Performance Indicators (Hydro only) 2002 2001

Return on Equity (%) 15.9 13.5
Debt to Capital (%) 85.00 79.00
Interest Coverage Ratio 1.37 1.38
OM&A Per MWh ($) 12.77 13.12

Non-Financial Performance Indicators (Hydro only) 2002 2001

SAIFI – Transmission 1.72 1.43
SAIDI – Transmission (minutes) 106.72 44.00
SAIFI – Distribution 9.44 7.47
SAIDI – Distribution (hours) 13.63 10.17
Generated Energy (GWh) 39,421.00 36,496.00
All Injury Frequency Rate 1.98 2.17
Customer Satisfaction Index 8.1 7.9

Return on Equity – Net Income / Average Equity.

Debt to Capital – Year-end debt balance expressed as a percentage
of the total corporate financing structure.

Interest Coverage Ratio – The extent to which income before
financing charges is able to cover the Corporation’s interest obligations.

System Average Interruption Frequency Index (SAIFI) – Total
number of sustained outages/total number of delivery points or
customers. An outage is sustained if over one minute in duration. For
transmission, denominator is delivery points; for distribution, it is
customers. This is used to track the overall performance of Hydro’s
transmission and distribution system.

System Average Interruption Duration Index (SAIDI) – Total
duration (minutes) of all outages/number of delivery points or

customers. For transmission, denominator is delivery points; for
distribution, it is customers. This is used to track the performance in
responding to outages.

Generated Energy (GWh) – is the volume of electricity that was
generated from Hydro’s generating facilities.

All Injury Frequency Rate – [( # of disabling injuries + # of medical
aid injuries) x 200,000] / Hours worked. It measures the frequency
with which injuries occur.

OM&A Per MWh – Controllable Corporate Operating, Maintenance
and Administrative Cost /energy deliveries (MWh). 

Customer Satisfaction Index – The weighted average of
satisfaction ratings of the service attributes, based on annual rural
residential customer survey. 

Description of Performance Indicators
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2002 NET INCOME

(millions of dollars)

2002 Net Income Hydro CF(L)Co. GIPCo. LCDC Eliminating Hydro
(Unconsolidated) Entries (Consolidated)

Revenue $ 362.2 $ 66.8 $ - $ - $ (1.3) $ 427.6
Expenses 321.4 48.8 - - (0.5) 369.7

Net Income (loss) $ 40.8 $ 18.0 $ - $ - $ (0.8) $ 57.9

2002 BALANCE SHEET

Total Assets $ 2,044.8 $ 406.9 $ 100.0 $ 30.2 $ (262.6) $ 2,319.3

Liabilities $ 1,551.2 $ 163.9 $ - $ - $ 10.6 $ 1,725.7
Equity 493.6 243.0 100.0 30.2 (273.2) 593.6

Total Liabilities and Equity $ 2,044.8 $ 406.9 $ 100.0 $ 30.2 $ (262.6) $ 2,319.3

HYDRO SUBSIDIARIES
Hydro has one wholly-owned subsidiary, GIPCo., as well as a

51% interest in LCDC and a 65.8% interest in CF(L)Co.

CF(L)Co. is incorporated under the laws of Canada and operates

a hydroelectric generating plant and related transmission

facilities in Labrador with a rated capacity of 5,428 MW.

REGULATION
In September 2002, new rates were approved by the Board of

Commissioners of Public Utilities (“PUB”) for all of Hydro’s

regulated sales. The hearing into the general rate application,

which was filed in May 2001, was the longest hearing in

Hydro’s history. The length of the hearing was due, at least in

part, to the extended period of time since Hydro’s previous

general rate proceeding, approximately ten years earlier, as

well as the changes in the regulatory framework since that time.

Prior to 1996, final approval of Hydro’s retail rates rested

with the Government, following recommendations made by

the PUB after public hearings were held. However, as a result

of legislative changes in 1996, the PUB has full authority in the

Province to deal with regulatory matters concerning Hydro,

including approval of its capital and borrowing programs, in

addition to the rates charged to most of its customers. The

hearing of 2001-2002 was Hydro’s first proceeding as a utility

regulated on the basis of return on rate base. During that

hearing, Hydro proposed to seek a nominal rate of Return On

Equity (“ROE”) of 3% in the short term in order to lessen the

impact of the increase in fuel price on rates. The PUB accepted

this proposal and acknowledged that this level of ROE is

below normal market returns.

Hydro will be filing a rate application in 2003 seeking to

recover additional costs of new power purchase contracts with

non-utility generators, as well as costs of a new hydro develop-

ment, Granite Canal, which is coming on-stream in mid-2003.

There are also other matters to pursue which were initiated at

the previous hearing including corporate financial targets, rural

rate setting, the rural deficit and fuel costs. Hydro will be

seeking resolution of these matters in 2003.
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OUTLOOK FOR 2003
Earnings are expected to be lower in 2003, primarily due to

increased fuel and power purchase costs, as well as higher

interest expense. Additionally, the total outstanding balances

owing to Hydro from customers related to deferred fuel charges

in the RSP is forecast to exceed $160 million by year-end 2003.

RATE STABILIZATION PLAN 
In addition to the impact that the change in fuel price and

lower reservoir levels have had on Hydro’s income statement,

there have also been significant impacts on the balance of the

RSP. Prior to September 2002, the price of no. 6 fuel in the

base rates to be charged to consumers was $12.50 per barrel.

As fuel prices increased, the difference between the cost of fuel

consumed and the cost upon which rates were set, accumulated

in the RSP resulting in a balance owing to Hydro from its

customers of $105.8 million at the end of August 2002. As a

result of the 2001-2002 general rate application before the

PUB, this balance was frozen and is to be recovered over a five-

year period. Additionally, the price of no. 6 fuel was reset to

$25.91 per barrel, which was the average forecast price for

2002 at that time. However, during 2002, purchase prices

peaked at $39.43 per barrel in September which resulted in

the average price per barrel consumed climbing to $36 by

year-end. As at December 31, 2002, an additional amount of

$20.5 million owing to Hydro from its customers had

accumulated in the RSP. This amount, plus amounts

accumulating through 2003, will be recoverable over a two-

year period starting in 2004. Based on a current average

forecast fuel price of $32.70 per barrel, Hydro is projecting this

balance to grow to $67 million by year-end 2003.

HUMAN RESOURCES
Human resource management including recruitment and

retention of a qualified workforce, compensation, training

and development and succession planning will remain key

to Hydro’s continued success as 25% of its workforce will

be eligible for retirement over the next five years. Fostering

cooperative relations with Hydro’s bargaining units is also

key for future success. In 2002, collective agreements were

renewed with the IBEW for a three-year period.

INFRASTRUCTURE AND TECHNOLOGY
Hydro’s generation and transmission facilities were constructed

primarily during the 1960’s and 1970’s. Many facilities are

now approaching 40 years of age and require increasing

amounts of maintenance to maintain acceptable levels of

reliability. Significant capital investment is also required each

year to ensure that facilities and equipment are upgraded,

replaced or installed to meet the increasing demand for

electrical energy from our customers.

New developments in generation, transmission and

distribution, and metering technologies will affect the way

the Corporation operates in the future. Renewable energy

sources, such as wind, may offer the potential for cost-effective

generation of power.
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ENVIRONMENT
Environmental issues are expected to become more significant

for the utility industry in the future. In an effort to continue to

provide reliable service while realizing its responsibility to the

environment, Hydro adopted the ISO 14001 Environmental

Management System (“EMS”) standard in 1997. ISO 14001

is the foundation of the CEA’s Environmental Commitment

and Responsibility Program. It requires organizations to make

a commitment to comply with legal and other requirements,

prevent pollution and work to continually improve their

environmental performance.

RISK MANAGEMENT
Hydro is exposed to various forms of risk in its business

environment. Changes in interest rates, fluctuation in foreign

currency exchange rates and changes in fuel prices can impact

an organization’s future financial success. 

The Corporation manages its exposure to interest rates

through an ongoing benchmarking against key indices, having

due consideration for the Corporation’s relative risk profile.

This approach was instrumental in the Corporation’s decision

in 2002, to increase floating rate debt as a percentage of

overall debt, and thereby take advantage of historically low

short-term rates in that year. The Corporation mitigates its

foreign exchange exposure through a diversified approach

utilizing forward currency contracts.

The Corporation is also subject to risks associated with

damage of its assets, interruption of service and liability

claims. The Hydro Group recognizes these exposures and

employs a variety of risk control and financing techniques.

Regular maintenance and inspection of assets, redundancy

of critical facilities and other loss prevention solutions are

utilized to eliminate and/or reduce these exposures. The

Corporation purchases an insurance program to finance

certain potential losses. This program is reviewed at least

annually to ensure the appropriate coverages are purchased

at the most reasonable cost. Self-insurance, insurance

deductibles and reviews of exposures are also used to reduce

the cost of risk.

As an electrical utility, the working environment for the

majority of Hydro’s employees is hazardous and unforgiving.

To ensure that its employees are protected from accidents and

industrial illness, Hydro has established a comprehensive

Safety and Health Program. The program draws on industry

best practices, state-of-the-art personal protective equipment,

task analysis and standardized work methods and engineered

solutions to provide employees with a safe environment in

which to work. The safety and well being of its workforce is a

priority at Hydro.

IMPROVING BUSINESS PROCESS
In 2002, Hydro implemented a business improvement process

to ensure continuous improvement in work processes driven

by process metrics and traceable to corporate Key Performance

Indicators (“KPI”). This is consistent with our strategic

planning process and the resulting strategic issues and goals.

A senior management improvement team, headed by an

executive director and assisted initially by a consultant, through

various process improvement teams, reviewed and renewed 

the goods and services process, the inventory and consumables

process, the purchasing card and travel process and the

accounts payable process. In addition to these processes, the

teams started the review and renewal of the work manage-

ment and budgeting process and the asset management

process.

Hydro’s objective is to eliminate non-value added work in

its processes and leverage the functionality of its integrated

software suite to support process improvement and deliver

better business information, effective work management tools,

effective budgeting tools and process metrics.
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The accompanying consolidated financial statements of

Newfoundland and Labrador Hydro and all information in

the Annual Report are the responsibility of Management and

have been approved by the Board of Directors.

The financial statements have been prepared by Manage-

ment in accordance with Canadian generally accepted

accounting principles, applied on a basis consistent with

that of the preceding year. The preparation of financial

statements necessarily involves the use of estimates based on

Management’s judgement, particularly when transactions

affecting the current accounting period cannot be finalized

with certainty until future periods. The financial statements

have been properly prepared within reasonable limits of

materiality and in light of information available up to

February 14, 2003. Financial information presented else-

where in the Annual Report is consistent with that in the

financial statements.

Management maintains a system of internal controls

designed to provide reasonable assurance that assets are

safeguarded and that reliable financial information is

available on a timely basis. The system includes formal

policies and procedures and an organizational structure

that provides for the appropriate delegation of authority

and segregation of responsibilities. An internal audit

department independently evaluates the effectiveness of

these internal controls on an ongoing basis and reports its

findings to Management and to the Audit Committee of the

Board of Directors.

The responsibility of the external auditors, Ernst &

Young LLP, is to express an independent, professional

opinion on whether the financial statements are fairly

presented in accordance with Canadian generally accepted

accounting principles. The Auditors’ Report outlines the

scope of their examination and their opinion.

The Board of Directors, through its Audit Committee, is

responsible for ensuring that Management fulfils its respon-

sibility for financial reporting and internal controls. The Audit

Committee meets regularly with Management, the internal

auditors and the external auditors to satisfy itself that each

group has properly discharged its respective responsibility

and to review the financial statements before recommending

approval by the Board of Directors. The internal and external

auditors have full and free access to the Audit Committee,

with and without the presence of Management.

John C. Roberts William E. Wells

Vice-President, Finance and Chief Financial Officer President and Chief Executive Officer 
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AUDITORS’ REPORT

To the Lieutenant-Governor in Council

Province of Newfoundland and Labrador

We have audited the consolidated balance sheet of

Newfoundland and Labrador Hydro as at December 31,

2002, and the consolidated statements of income and

retained earnings and cash flows for the year 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 audit.

We conducted our audit 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, 2002, and the results

of its operations and its cash flows for the year then

ended in accordance with Canadian generally accepted

accounting principles. As required by The Hydro Corporation

Act, we report that, in our opinion, these principles have

been applied on a basis consistent with that of the

preceding year.

St. John’s, Newfoundland and Labrador

Canada

February 14, 2003 Chartered Accountants



16

CONSOLIDATED BALANCE SHEET

As at December 31 (millions of dollars) 2002 2001

(Note 2)
ASSETS
Capital assets (Note 3)

Capital assets in service 2,604.7 2,566.8
Less contributions in aid of construction 108.9 109.9

2,495.8 2,456.9
Less accumulated depreciation 745.7 707.6

1,750.1 1,749.3
Construction in progress 154.6 88.7

1,904.7 1,838.0
Current assets

Cash and cash equivalents 0.2 1.1
Short-term investments - 4.0
Accounts receivable 62.0 56.4
Current portion of rate stabilization plan - 21.1
Current portion of long-term receivable (Note 4) 27.5 10.3
Fuel and supplies at average cost 48.0 46.3
Prepaid expenses 2.5 2.0

140.2 141.2
Long-term receivables (Note 4) 110.6 33.1
Sinking funds (Note 10) 48.7 42.7
Investments (Note 5) 5.2 5.2
Rate stabilization plan 20.5 63.9
Deferred charges (Note 7) 89.4 100.1

2,319.3 2,224.2

See accompanying notes
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As at December 31 (millions of dollars) 2002 2001

(Note 2)
LIABILITIES AND SHAREHOLDER’S EQUITY
Long-term debt (Note 8) 1,354.9 1,156.7
Current liabilities 

Bank indebtedness 4.4 2.1
Short-term borrowing 3.3 -
Accounts payable and accrued liabilities 59.3 48.7
Accrued interest 27.7 25.5
Long-term debt due within one year (Note 8) 50.2 146.3
Promissory notes (Note 8) 181.5 138.0

326.4 360.6
Employee future benefits (Note 9) 29.6 28.5
Non-controlling interest in LCDC 14.8 14.8
Shareholder’s equity

Share capital
Common shares of par value of $1 each
Authorized 25,000,000 shares; issued 22,503,942 shares 22.5 22.5

Contributed capital (Note 5)
Lower Churchill Development 15.4 15.4
Muskrat Falls Project 2.2 2.2
Gull Island Project 100.0 100.0

Retained earnings 453.5 523.5

593.6 663.6
Commitments and contingencies (Note 12) - -

2,319.3 2,224.2

See accompanying notes

On behalf of the Board:

Director Director
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CONSOLIDATED STATEMENT OF INCOME 
AND RETAINED EARNINGS

Year ended December 31 (millions of dollars) 2002 2001

(Note 2)

Revenue
Energy sales 399.6 374.8
Recovery of costs in rate stabilization plan 14.0 11.2
Guaranteed winter availability 9.5 7.5
Rentals and royalties 0.3 0.3
Other 4.2 3.3

427.6 397.1

Expenses
Operations and administration 125.8 119.1
Fuels 73.2 50.2
Amortization of costs in rate stabilization plan 14.0 11.2
Power purchased 15.8 15.6
Depreciation 43.0 44.5
Interest (Note 11) 97.8 102.5

369.6 343.1

Net income 58.0 54.0
Retained earnings, beginning of year, as previously reported 528.6 528.5
Less CF(L)Co. foreign exchange loss (Note 2) 5.1 5.7

Retained earnings, as restated 523.5 522.8
Dividends 128.0 53.3

Retained earnings, end of year 453.5 523.5

See accompanying notes
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended December 31 (millions of dollars) 2002 2001

(Note 2)
Cash provided by (used in)
Operating activities

Income before non-controlling interest 58.0 54.0
Adjusted for items not involving a cash flow

Depreciation 43.0 44.5
Amortization of deferred charges 4.0 1.6
Rate stabilization plan 64.5 (49.4)
Other - 3.8
Foreign exchange (gain) loss (0.1) 0.5

169.4 55.0
Change in non-cash balances related to operations

Accounts receivable (5.6) (2.3)
Fuel and supplies (1.7) 2.7
Prepaid expenses (0.5) 0.5
Accounts payable and accrued liabilities 11.8 6.2
Accrued interest 2.2 (1.2)
Employee future benefits 1.1 1.4
Long-term receivable (104.8) 2.6

71.9 64.9

Financing activities
Long-term debt issued 250.0 250.0
Long-term debt retired (138.1) (185.9)
Foreign exchange loss recovered 8.5 7.8
Increase in short-term borrowing 3.3 -
Increase in promissory notes 43.5 17.2
Dividends (128.0) (53.3)

39.2 35.8

Investing activities
Net additions to capital assets (109.7) (94.9)
Decrease in short-term investments 4.0 0.1
Increase in sinking funds (14.1) (11.5)
Decrease in investments - 4.1
Reductions (additions) to deferred charges 6.7 (2.0)
Change in accounts payable related to investing activities (1.2) 7.4

(114.3) (96.8)

Net (decrease) increase in cash (3.2) 3.9
Cash position, beginning of year (1.0) (4.9)

Cash position, end of year (4.2) (1.0)

Cash position is represented by
Cash and cash equivalents 0.2 1.1
Bank indebtedness (4.4) (2.1)

(4.2) (1.0)

Supplementary disclosure of cash flow information
Interest income received 1.7 2.3
Interest paid 104.1 106.6

See accompanying notes 



Newfoundland and Labrador Hydro (“Hydro”) is incorporated

under a special act of the Legislature of the Province of

Newfoundland and Labrador (“Province”) as a Crown

Corporation and its principal activity is the development,

generation and sale of electric power. Hydro and its subsidiary

and jointly-controlled companies, other than Twin Falls Power

Corporation Limited (“TWINCo.”), are exempt from paying

income taxes under Section 149 (1)(d) of the Income Tax Act.

1. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES

Basis of Presentation
The consolidated financial statements have been prepared in

accordance with Canadian generally accepted accounting

principles and to conform with recommendations of the Board

of Commissioners of Public Utilities (“PUB”) of the Province.

Preparation of these consolidated financial statements

requires the use of estimates and assumptions that affect the

amounts reported and disclosed in these statements and

related notes. Actual results may differ from these estimates.

Rates and Regulations (Excluding Sales by Subsidiaries)

Hydro’s earnings from its electrical sales to most customers

within the Province are regulated on the basis of return on

rate base. As well, Hydro’s borrowing and capital expenditure

programs are subject to review and approval by the PUB.

Rates charged to rural customers do not recover the full

costs of providing the service, but Hydro recovers the

resulting deficit from other customers. 

Principles of Consolidation 
The consolidated financial statements include the financial

statements of Hydro and its subsidiary companies, Gull

Island Power Company Limited (“GIPCo.”), (100% owned)

and Lower Churchill Development Corporation Limited

(“LCDC”), (51% owned). 

Effective June 18, 1999, Hydro, Churchill Falls (Labrador)

Corporation Limited (“CF(L)Co.”) and Hydro-Québec

entered into a shareholders’ agreement which provided,

among other matters, that certain of the strategic operating,

financing and investing policies of CF(L)Co. be subject to

approval jointly by representatives of Hydro and Hydro-

Québec. Although Hydro retains its 65.8% ownership

interest, the agreement changed the nature of the relationship

between Hydro and Hydro-Québec, with respect to CF(L)Co.,

from that of majority and minority shareholders, respectively,

to that of joint venturers. Accordingly, Hydro has adopted the

proportionate consolidation method of accounting for its

interest in CF(L)Co. subsequent to the effective date of the

shareholders’ agreement.

CF(L)Co. is incorporated under the laws of Canada and

has completed and commissioned a hydroelectric generating

plant and related transmission facilities situated in Labrador

which has a rated capacity of 5,428,500 kilowatts (“CF(L)Co.

Project”). A power contract with Hydro-Québec dated May

12, 1969, (“Power Contract”) provides for the sale of

substantially all the energy from the CF(L)Co. Project until

2041. CF(L)Co. receives certain benefits from Hydro-

Québec, including significant revenues, under a Guaranteed

Winter Availability Contract through 2041.

The cost of Hydro’s investment in CF(L)Co. exceeded the

equity in the book value of the net assets acquired by $77.1

million. This amount is assigned to capital assets and is

being amortized on a straight-line basis at the rate of

1.5% per annum. As at December 31, 2002, $32.4 million

(2001 - $31.2 million) had been amortized.

Under the terms and conditions of the Churchill Falls

(Labrador) Corporation (Lease) Act, 1961, CF(L)Co. must

pay rentals and royalties to the Province annually. 

A portion of Hydro’s shareholding in CF(L)Co. is

deposited in a voting trust pursuant to an agreement with

Hydro-Québec.

GIPCo. is incorporated under the laws of Canada. Its

objective was to develop the hydroelectric potential at Gull

Island on the Lower Churchill River in Labrador, and

construct a direct current transmission system from

Labrador to the island of Newfoundland (“Gull Island

Project”), (Note 5).

LCDC is incorporated under the laws of Newfoundland

and Labrador and was established with the objective of

developing all or part of the hydroelectric potential of the

Lower Churchill River (“Lower Churchill Development”),

(Note 5).

Cash Equivalents and Short-Term Investments
Cash equivalents and short-term investments consist primarily

of Canadian treasury bills and banker’s acceptances. Those

with original maturities at date of purchase of three months

or less are classified as cash equivalents, whereas those

with original maturities beyond three months and less than
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12 months are classified as short-term investments. Both are

stated at cost, which approximates market value. There

were no investments outstanding at December 31, 2002.

There were short-term investments outstanding at December

31, 2001, bearing interest rates of 2.20% to 6.09% per

annum.

Capital Assets and Depreciation 
Expenditures for additions, improvements and renewals

are capitalized and normal expenditures for maintenance

and repairs are charged to operations. 

Hydro, GIPCo. and LCDC 

Construction in progress includes the costs incurred in

preliminary feasibility studies, engineering and construction

of new generation, transmission and distribution facilities.

Interest is charged to construction in progress at rates

equivalent to the weighted average cost of capital.

Hydro has made no provision in its accounts to date for

future removal and site restoration costs. The inclusion of

these costs in the rate base is subject to the rate setting process.

Contributions in aid of construction are funds received

from customers and governments toward the incurred cost

of capital assets, or the fair value of assets contributed.

Contributions are treated as a reduction to capital assets and

the net capital assets are depreciated.

Depreciation is calculated on hydroelectric generating plant

and on transmission plant in service on the sinking fund

method using interest factors ranging from 5.25% to 15.79%.

Depreciation on other plant in service is calculated on the

straight-line method. These methods are designed to fully

amortize the cost of the facilities, after deducting contributions

in aid of construction, over their estimated service lives.

Estimated service lives of the major assets are as follows:

Generation Plant

Hydroelectric 50, 75 and 100 years

Thermal 25 and 30 years

Diesel 20 years

Transmission

Lines 40 and 50 years

Switching stations 40 years

Distribution System 30 years

Other 3 to 50 years

CF(L)Co.

CF(L)Co. uses the group depreciation method for certain

capital assets other than the generation plant, transmission

and terminals and service facilities.

Depreciation is provided on a straight-line basis over

the following estimated useful lives:

Generation Plant

Hydroelectric 67 years

Transmission and Terminals 67 years

Service facilities 67 years

Other 5 to 100 years

CF(L)Co. has made no provision in its accounts for

future removal and site restoration costs as they cannot be

estimated at this time.

Losses on other than normal retirements are charged 

to operations in the year incurred as adjustments to

depreciation expense.

Debt Discount and Financing Expenses 
These costs are amortized on a straight-line basis over the

lives of the respective debt issues.

Rate Stabilization Plan 
On January 1, 1986, Hydro, having received the concurrence

of the PUB, implemented a Rate Stabilization Plan (“RSP”)

which primarily provides for the deferral of cost variances

resulting from changes in fuel prices, levels of precipitation

and load. Adjustments required in retail rates to cover the

amortization of the balance in the plan do not require a

reference to the PUB and are implemented on July 1 of

each year. Similar adjustments required in industrial rates 

are implemented on January 1 of each year.

In 2002, the PUB ordered changes with respect to the

recovery of the balance in the RSP, as well as for any future

balances that may accumulate. The RSP balance as at

August 31, 2002, has been converted to a long-term

receivable and the balance outstanding at December 31,

2002, will be recovered over five years, commencing in 

2003 (Note 4). The RSP activity for the period September -

December 2002, and all of 2003, will be amortized over 

two years, commencing in 2004.
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1. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES (Cont’d)

Promissory Notes
Promissory Notes bear interest from 2.80% to 3.29% per

annum (2001 - 2.15% to 3.90%) with carrying value

approximating fair value due to their short-term nature.

Revenue Recognition
Revenue is recorded on the basis of power deliveries made. 

Deferred revenue represents amounts billed under the

Power Contract in excess of energy delivered. Amounts

related to energy delivered in excess of the base amount, as

defined by the Power Contract, are recorded as receivables.

Differences between amounts related to energy delivered

and the base amounts are determined annually and are

subject to interest at 7% per annum (2001 - 7%). 

Foreign Currency Translation
Foreign currency transactions are translated into their

Canadian dollar equivalent as follows: 

(a) At the transaction date, each asset, liability, revenue or

expense is translated using exchange rates in effect at

that date.

(b) At each balance sheet date, monetary assets and

liabilities are adjusted to reflect exchange rates in effect

at that date.

(i) In the case of Hydro, foreign exchange losses related

to long-term debt, including current portion, are

subject to the rate setting process. The PUB has

accepted the inclusion by Hydro of realized foreign

exchange losses in rates charged to customers. Any

such loss, net of any gain, not recovered due to the

operation of the rate setting process is deferred to the

time of the next rate hearing for inclusion in the

new rates to be set at that time. This amortization is

included in interest expense. Commencing in 2002,

the PUB ordered Hydro’s deferred foreign exchange

losses, net of the $10.0 million provision previously

accumulated, be amortized over a forty-year period

(Note 7).

(ii) Under the provisions of the Power Contract,

CF(L)Co.’s exposure for a foreign exchange loss is

limited. CF(L)Co. recovers a portion of the difference

between actual foreign exchange rates prevailing at

the settlement dates of its First Mortgage Bonds and

a Weighted Average Exchange Rate as defined in

the Power Contract. The portion of the unrealized

foreign exchange loss, which is recoverable on the

settlement dates, is included in long-term receivables

(Note 4).

Financial Instruments 
Hydro enters into interest rate swap agreements to manage

interest rate risk. Net receipts or payments under the swap

agreements are recorded as adjustments to interest expense.

Employee Future Benefits
Employees participate in the Province’s Public Service

Pension Plan, a multi-employer defined benefit plan. The

employer’s contributions are expensed as incurred.

Hydro provides group life insurance and health care

benefits on a cost-shared basis to retired employees, in

addition to a severance payment upon retirement. The

expected cost of providing these other employee future

benefits is accounted for on an accrual basis and has been

actuarially determined using the projected benefit method

prorated on service and management’s best estimate of salary

escalation, retirement ages of employees and expected health

care costs. The excess of net cumulative actuarial gains

and losses over 10% of the accrued benefit obligation are

amortized over the expected average remaining service life

of the employee group, which is approximately 12 years.

2. ACCOUNTING CHANGE

Foreign Exchange
Churchill Falls has adopted new recommendations of the

Canadian Institute of Chartered Accountants with respect to

foreign exchange gains and losses. Unrealized gains and

losses associated with the First Mortgage Bonds that are not

recoverable from Hydro-Québec under the Power Contract

are included in net income for the current year. Previously,

these gains and losses were deferred and amortized on a

straight-line basis over the remaining life of the debt. This

change has been applied retroactively, and prior years have

been restated to reflect this change. Accordingly, the impact

on the 2002 financial statements is an increase in net income

of $1.2 million, and the impact on the 2001 financial

statements is a reduction in opening retained earnings of

$5.7 million and an increase in net income of $0.6 million.
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3. CAPITAL ASSETS

Capital Assets Contributions in Accumulated Construction
in Service Aid of Construction Depreciation in Progress 

millions of dollars 2002

Generation Plant
Hydroelectric 1,243.6 20.5 256.1 102.7
Thermal 223.5 - 173.3 0.2
Diesel 62.5 7.9 23.1 0.1

Transmission and Distribution 693.3 56.0 155.7 1.0
Service facilities 22.0 - 9.5 -
Project costs (Note 5) 96.4 - - -
Capital studies (Note 5) 25.0 - - -
Other 238.4 24.5 128.0 50.6

2,604.7 108.9 745.7 154.6

millions of dollars 2001

Generation Plant
Hydroelectric 1,240.1 20.5 245.2 40.0
Thermal 225.8 - 173.4 -
Diesel 58.7 8.3 21.7 3.3

Transmission and Distribution 666.2 56.7 140.8 1.5
Service facilities 22.0 - 9.1 -
Project costs (Note 5) 96.5 - - -
Capital studies (Note 5) 25.0 - - -
Other 232.5 24.4 117.4 43.9

2,566.8 109.9 707.6 88.7

Included in the above amounts are CF(L)Co. assets in service amounting to $633.6 million (2001 - $631.3 million) which

are pledged as collateral for long-term debt.
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millions of dollars 2002 2001

Lower Churchill Option 5.2 5.2

LCDC was incorporated in 1978 pursuant to the

provisions of an agreement (“Principal Agreement”), between

the Province and the Government of Canada. The Province

and the Government of Canada own equity interests of 51%

and 49% of LCDC, respectively. The Principal Agreement

provides that future issues of Class A common shares shall

preserve, as nearly as possible, this ratio of beneficial owner-

ship. Hydro is the designate for the Province’s shareholding

in LCDC.

Upon agreement to continue with the Lower Churchill

Development, GIPCo.’s assets and the hydroelectric develop-

ment rights to the Lower Churchill River, (“Water Rights”), will

be acquired by LCDC pursuant to the provisions of an

agreement between LCDC and the Province, (“Option

Agreement”). The purchase price in respect of GIPCo.’s assets

will be a maximum of $100.0 million less $5.2 million

representing the value assigned to 520 Class A common

shares of LCDC issued pursuant to the signing of the Option

Agreement. As consideration for GIPCo.’s assets, LCDC will

issue a 10% Convertible Demand Debenture in the amount

of $94.8 million. LCDC will issue 3,000 Class B common

shares, without nominal or par value, to the Province in

consideration of the Water Rights and the Province will transfer

such shares to Hydro. The parties have agreed that the value

of each Class B common share is $10,000. The Option

Agreement expires November 24, 2003, and it is not

anticipated that there will be any loss upon sale of GIPCo.’s

assets to LCDC.

Hydro holds 1,540 Class A common shares of LCDC

which have a stated value of $10,000 each. In 1979, 520

shares were acquired pursuant to signing of the Option

Agreement and 510 shares were acquired in each of the years

1980 and 1981, by way of capital contributions from 

the Province.
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4. LONG-TERM RECEIVABLES

millions of dollars 2002 2001

Previous Rate Stabilization Plan 
Retail 76.3 -
Industrial 28.0 -

104.3 -

Hydro-Québec
Unrealized foreign exchange 31.1 41.2
Other 2.7 2.2

33.8 43.4

Less due within one year 27.5 10.3

110.6 33.1

The receivable arising from the RSP bears interest at the

weighted average cost of capital, which is approximately

7.2%, and is to be recovered over a five-year period

commencing in 2003.

The other long-term receivable from Hydro-Québec bears

interest at 7% per annum and is receivable over a four-year

period which commenced in September 2000. 

5. INVESTMENTS
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6. JOINT VENTURE

The following amounts included in the consolidated

financial statements represent Hydro’s proportionate share

of CF(L)Co.’s assets and liabilities at December 31, 2002,

and its proportionate interest in CF(L)Co.’s operations for

the year ended December 31, 2002.

millions of dollars 2002 2001

Current assets 34.6 34.9
Long-term assets 371.7 389.9

Current liabilities 45.3 40.2
Long-term liabilities 113.9 148.8

Revenues 62.9 58.6
Expenses 49.0 47.9

Net income 13.9 10.7

Cash provided by (used in)
Operating activities 25.4 28.9
Financing activities (24.3) (25.0)
Investing activities 1.6 1.2

7. DEFERRED CHARGES

millions of dollars 2002 2001

Debt discount, financing 
expenses and other 19.6 26.2

Accumulated amortization 14.3 12.4

5.3 13.8

Foreign exchange losses realized 96.3 96.3
Accumulated provision 10.0 10.0

86.3 86.3
Accumulated amortization 2.2 -

84.1 86.3

Net deferred charges 89.4 100.1
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8. LONG-TERM DEBT

Hydro CF(L)Co. Total Hydro CF(L)Co. Total

millions of dollars 2002 2001

Summary of long-term debt
Long-term debt 1,257.1 148.0 1,405.1 1,122.3 180.7 1,303.0
Less payments due within one year 16.1 34.1 50.2 114.4 31.9 146.3

1,241.0 113.9 1,354.9 1,007.9 148.8 1,156.7

Required repayments of long-term debt and sinking fund requirements over the next five years will be as follows:

millions of dollars 2003 2004 2005 2006 2007

50.2 32.8 31.0 230.1 30.1

The payments due within one year include sinking fund requirements of $8.8 million (2001 - $7.3 million).

Details of long-term debt are as follows:

Hydro
Interest Year of Year of 

Series Rate % Issue Maturity

millions of dollars 2002 2001

Z 5.25 1997 2002 - 100.0
AC 5.05 2001 2006 200.0 100.0
AA 5.50 1998 2008 200.0 200.0
V 10.50 1989 2014 125.0 125.0 (a)
X 10.25 1992 2017 150.0 150.0 (a)
Y 8.40 1996 2026 300.0 300.0 (a)

AB 6.65 2001 2031 300.0 150.0 (a)

Total debentures 1,275.0 1,125.0
Less sinking fund investments in own debentures 46.0 37.9

1,229.0 1,087.1
Government of Canada loans at 5.25% to 7.91% maturing in 2006 to 2014 25.1 31.0
Other 3.0 4.2

1,257.1 1,122.3
Less payments due within one year 16.1 114.4

1,241.0 1,007.9

(a) Sinking funds have been established for these issues.

Promissory notes, debentures and long-term loans are

unsecured and unconditionally guaranteed as to principal

and interest and, where applicable, sinking fund payments,

by the Province. The Province charges Hydro a guarantee fee

of one percent annually on the total debt (net of sinking

funds) guaranteed by the Province, outstanding as of the

preceding December 31.



CF(L)Co.
millions of dollars 2002 2001

First Mortgage Bonds 
7.750% Series A due 
December 15, 2007 
(U.S. $63.4; 2001 - U.S. $81.8) 100.2 130.2

7.875% Series B due 
December 15, 2007 6.4 8.3

General Mortgage Bonds 
7.500% due December 15, 2010 41.4 42.2

148.0 180.7
Less payments due within one year 34.1 31.9

113.9 148.8

The First Mortgage Bonds, Series A and B, are repayable

in fixed semi-annual and in contingent annual sinking fund

instalments. There has been no contingent repayments in

the last five years.

The Deed of Trust and Mortgage securing the General

Mortgage Bonds provides for semi-annual sinking fund

payments and a balloon payment at maturity. Each semi-

annual payment is equal to 1% of the aggregate principal

amount outstanding on January 1, preceding each payment

date. The General Mortgage Bonds are subordinate to the

First Mortgage Bonds.

Due to the contingent nature of the amounts of certain

of the sinking fund instalments, it is not possible to be

precise concerning long-term debt repayments over the

next five years; however, fixed sinking fund payments are

estimated to average $22.4 million in each of the years

2003 to 2007 inclusive.

Under the terms of long-term debt instruments, CF(L)Co.

may pay cash dividends only out of earnings, as defined,

accumulated from September 1, 1976. A shareholders’

agreement signed in June 1999 places additional restrictions

on dividends based on cash flow.

9. EMPLOYEE FUTURE BENEFITS

Pension Plan
Employees participate in the Province’s Public Service

Pension Plan, a multi-employer defined benefit plan. The

employers’ contributions of $3.6 million (2001 - $3.4

million) are expensed as incurred.

Other Benefits
Additionally, Hydro provides group life insurance and health

care benefits on a cost-shared basis to retired employees,

and in certain cases, their surviving spouses, in addition to

a severance payment upon retirement. Information about

these plans is as follows:

millions of dollars 2002 2001

Accrued benefit obligation
Balance at beginning of year 28.5 27.1
Current service cost 0.9 0.9
Interest cost 2.0 2.0
Actuarial loss 7.5 -
Past service cost 0.4 -
Benefits paid (1.8) (1.5)

Balance at end of year 37.5 28.5

Plan deficit 37.5 28.5
Unamortized actuarial loss (7.5) -
Unamortized past service cost (0.4) -

Accrued benefit liability at end of year 29.6 28.5

The most recent actuarial valuation was performed as at

December 31, 2002. The significant actuarial assumptions

used in measuring the company’s accrued benefit obligations

include a discount rate of 7.0% and an average rate of

compensation increase of 3.5%. In addition, in determining

the expected cost of health care benefits, it was assumed that

health care costs will increase by 12.0% in 2003, decrease

gradually to 5.0% in 2010 and remain level thereafter.

The net benefit plan expense is as follows:

millions of dollars 2002 2001

Current service cost 0.9 0.9
Interest cost 2.0 2.0

Net benefit plan expense 2.9 2.9
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10. FINANCIAL INSTRUMENTS

Fair Value
The estimated fair values of financial instruments as at

December 31, 2002, and 2001, are based on relevant market

prices and information available at the time. The fair value

of long-term receivable, long-term debt and the long-term

payable is estimated based on the quoted market price for

the same or similar debt instruments. The fair value
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estimates below are not necessarily indicative of the

amounts that Hydro might receive or incur in actual market

transactions. As a significant number of Hydro’s assets and

liabilities, including fuels and supplies and capital assets, 

do not meet the definition of financial instruments, the

fair value estimates below do not reflect the fair value of

Hydro as a whole.

the Government of Canada or any province of Canada, and

have maturity dates ranging from 2009 to 2028. Hydro

debentures, which Management intends to hold to maturity,

are deducted from long-term debt, while all other sinking

fund investments are shown separately on the balance sheet

as assets. Annual contributions to the various sinking funds

are as per bond indenture terms and are structured to ensure

the availability of adequate funds at the time of expected

bond redemption. Effective yields range from 5.80% to

10.55% (2001 - 5.80% to 10.55%).

Cash and cash equivalents, short-term investments, accounts

receivable, bank indebtedness, accounts payable, accrued interest

and promissory notes are all short-term in nature and, as such,

their carrying value approximates fair value. At December 31,

2002, of the total accounts receivable balance outstanding,

approximately 46.9% (2001 - 45.6%) is due from a regulated

utility and 25.1% (2001 - 28.0%) from Hydro-Québec.

Sinking Funds
Sinking fund investments consist of bonds, debentures,

promissory notes and coupons issued by, or guaranteed by,

Carrying Fair Carrying Fair
Value Value Value Value

millions of dollars 2002 2001

Financial Assets
Sinking funds 48.7 54.2 42.7 43.5
Long-term receivable including 

amount due in one year 138.1 138.2 43.4 43.5
Financial Liabilities

Long-term debt including 
amount due in one year 1,405.1 1,673.6 1,303.0 1,489.9



(a) Under the terms of a sublease with Twin Falls, expiring

on December 31, 2014, CF(L)Co. is required to deliver

to Twin Falls, at an agreed price, horsepower equivalent

to the installed horsepower of the Twin Falls plant and

to maintain Twin Falls’ plant and equipment.

(b) Hydro has received claims instituted by various

companies and individuals with respect to outages and

other miscellaneous matters. The aggregate of these

claims, less any amounts that have been provided for

in Hydro’s financial statements, is approximately $6.4

million (2001 - $1.6 million). The final resolution of

these matters is currently under negotiation.

Legal proceedings have been commenced against Hydro

by one of its customers claiming approximately $23.0

million related to outages and plant shutdowns. Hydro

is defending this claim, and Management believes that

this claim will not be successful.

(c) Outstanding commitments for capital projects total approxi-

mately $23.8 million at December 31, 2002, (2001 - $80.9

million). Hydro has commenced development of a

hydroelectric generating station at Granite Canal. The total

project cost is expected to be approximately $134.6 million,

with an anticipated in-service date of June 2003. As at

December 31, 2002, $102.7 million (2001 - $40.0 million)

had been expended on this project.

(d) In connection with the Granite Canal development, Hydro

has issued an irrevocable Letter of Credit, in the amount

of $5.4 million, to ensure compliance with the terms of

the Fish Habitat Compensation Agreement between 

Hydro and the Department of Fisheries and Oceans.
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11. INTEREST EXPENSE

millions of dollars 2002 2001

Gross interest 
Long-term debt 105.3 105.6
Promissory notes 5.0 6.2

110.3 111.8
Amortization of debt discount and financing expenses 1.3 1.3
Provision for foreign exchange losses 2.2 1.0
Foreign exchange (gain) loss (0.1) 0.5

113.7 114.6
Less

Recovered from Hydro-Québec 5.3 6.3 (a)
Interest capitalized during construction 7.7 5.1
Interest earned 15.1 11.8

Net interest expense 85.6 91.4
Debt guarantee fee 12.2 11.1

Net interest and guarantee fee 97.8 102.5

(a) Under the terms of the Power Contract, CF(L)Co. recovers the difference between interest calculated at the rates prescribed in the
Power Contract and interest paid on its long-term debt. 

sufficient advances, Churchill Falls can require Hydro-Québec

to make additional advances against the issue of units of

Subordinate Debentures and shares of common stock, to

service its debt and to cover its expenses that remain unfunded.

Also, Churchill Falls can request Hydro and Hydro-Québec

to make advances against the issue of Subordinated Debt

Obligations, to service its debt and to cover expenses if funds

are not otherwise available. If such request fails to attract

13. COMPARATIVE FIGURES

Certain of the 2001 comparative figures have been reclassified to conform with the 2002 financial statement presentation.

12. COMMITMENTS AND CONTINGENCIES
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FINANCIAL STATISTICS

Years ended December 31 (millions of dollars) 2002 2001 (2) 2000 1999 (1) 1998

OPERATING RESULTS
Revenue

Energy sales 399.6 374.8 357.0 384.4 391.8
Rentals and royalties 0.3 0.3 0.3 0.4 0.5 
Recovery of costs in RSP 14.0 11.2 13.9 15.4 10.9 
Guaranteed winter availability 9.5 7.5 4.6 3.6 -
Other 4.2 3.3 3.9 2.4 1.6 

427.6 397.1 379.7 406.2 404.8 

Expenses
Operations and administration 125.8 119.1 119.4 112.3 114.1 
Amortization of RSP costs 14.0 11.2 13.9 15.4 10.9 
Fuels and power purchased 89.0 65.8 58.3 48.2 34.0 
Depreciation 43.0 44.5 47.7 51.3 50.5 
Interest 97.8 102.5 105.5 107.6 117.8 

369.6 343.1 344.8 334.8 327.3 

Income from operations 58.0 54.0 34.9 71.4 77.5
Write down of capital assets - - - 16.7 -

Net income before non-controlling interest 58.0 54.0 34.9 54.7 77.5 
Non-controlling interest - - - 3.1 7.9 

Net income 58.0 54.0 34.9 51.6 69.6 

Contributions to net income
Hydro Corporate 40.9 40.4 17.4 31.7 51.2 
CF(L)Co. 17.1 13.6 17.5 19.9 18.4 

FINANCIAL POSITION
Total current assets 140.2 141.2 129.7 137.8 164.0 
Total current liabilities 326.4 360.6 378.8 163.1 294.4 

Net working capital (186.2) (219.4) (249.1) (25.3) (130.4)

Capital assets 2,650.4 2,545.6 2,459.5 2,414.9 2,710.0 
Accumulated depreciation 745.7 707.6 669.6 628.6 719.3 

Capital assets, net 1,904.7 1,838.0 1,789.9 1,786.3 1,990.7 

Sinking funds 48.7 42.7 35.4 28.8 113.3 
Other assets 225.7 202.3 186.6 188.1 255.1 
Long-term debt 1,354.9 1,156.7 1,043.3 1,226.4 1,398.5 
Other liabilities 44.4 43.3 50.9 25.3 138.6 

Shareholder’s equity 593.6 663.6 668.6 726.2 691.6 

EMPLOYEES AT YEAR END
Permanent 990 1,026 1,063 1,069 1,078
Temporary 241 203 219 207 196

Total 1,231 1,229 1,282 1,276 1,274 

(1) Effective June 18, 1999, Hydro adopted the proportionate consolidation method of accounting for its interest in CF(L)Co. (65.8%).

(2) Restated to reflect Churchill Falls’ adoption of new recommendations of the Canadian Institute of Chartered Accountants with
respect to foreign exchange gains and losses.
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OPERATING STATISTICS

Years ended December 31 2002 2001 2000 1999 1998

INSTALLED GENERATING CAPACITY (rated MW)
CF(L)Co. 5,428 5,428 5,428 5,428 5,428 
TWINCo. 225 225 225 225 225 
Hydro

Hydraulic 899 899 899 899 899 
Thermal 645 645 645 645 645 
Diesel 57 58 58 58 58 

Total 7,254 7,255 7,255 7,255 7,255 

ELECTRIC ENERGY GENERATED, NET (GWh)
CF(L)Co. 35,516 32,910 35,108 34,508 37,543 
Hydro

Hydraulic 3,986 3,959 5,016 4,801 4,260 
Thermal 2,380 2,095 966 914 1,255 
Diesel 48 46 43 41 41 

Total 41,930 39,010 41,134 40,264 43,099 

ELECTRIC ENERGY SALES (GWh)
CF(L)Co.

Export 30,782 28,159 30,268 29,674 32,793 
Hydro

Utility 4,589 4,423 4,263 4,084 4,157 
Rural 894 832 842 830 811 
Industrial 1,675 1,528 1,607 1,343 1,286 
Export 1,481 1,558 1,494 1,731 1,344

Total 39,421 36,500 38,474 37,662 40,391 

AVERAGE RATE (cents per kWh)
CF(L)Co.

Export 0.25 0.27 0.27 0.27 0.27 
Hydro

Utility 4.60 4.50 4.49 4.49 4.49
Rural 5.59 5.60 5.53 5.54 5.46 
Industrial 3.08 3.14 2.85 3.58 3.26 
Export 2.27 2.22 2.22 2.22 2.22

TRANSMISSION LINES (km)
CF(L)Co.

735 kV 608 608 608 608 608
230 kV 431 431 431 431 431

Hydro
230 kV 1,533 1,534 1,536 1,536 1,536
138 kV 1,533 1,533 1,533 1,533 1,533
69 kV 586 587 586 586 586

Total 4,691 4,693 4,694 4,694 4,694

PEAK DEMAND (MW)
CF(L)Co. System 5,587 5,637 5,606 5,590 5,602
Hydro System 1,403 1,262 1,240 1,265 1,295
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