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Message from the Board of Directors

Hon. Roger Fitzgerald, M.H.A.

Speaker of the House of Assembly
East Block
Confederation Building

Dear Mr. Speaker:

In accordance with the Transparency and Accountability Act, | am pleased to submit the
2008 Annual Performance Report on behalf of the Board of Directors of Nalcor Energy.

The Strategic Plan 2008-2010 for the Energy Corporation of Newfoundland and Labrador
outlined the direction for the corporation and all of its subsidiaries. During 2008, there
were a number of changes in corporate structure as well as the introduction of the
Nalcor Energy name and brand. At December 31, 2008, the subsidiaries of Nalcor
Energy were Newfoundland and Labrador Hydro (NLH) and Nalcor — Qil and Gas Inc.
Subsidiaries of NLH were Churchill Falls (Labrador) Corporation (Churchill Falls), Lower
Churchill Development Corporation (LCDC) and Gull Island Power Corporation (GIPCo).

Currently, the Transparency and Accountability Act requires that NLH and Churchill Falls
table annual performance reports. Nalcor Energy and Nalcor — Oil and Gas Inc. have not
yet been categorized under the Transparency and Accountability Act and are therefore
not required to report. However, in order to address all components of the 2008-2010
Strategic Plan, this Annual Performance Report will present results for all of Nalcor
Energy and will also highlight the accomplishments of NLH and its subsidiary Churchill
Falls. The reporting period for the performance report is the calendar year 2008.

As the Board of Directors of Nalcor Energy, we are accountable for the preparation of
this report and are accountable for the actual results.

\ ,.\w L T, S

John Ottenheimer
Chair
Nalcor Energy
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Overview of the Company

Newfoundland and Labrador has an immense and diverse energy warehouse. In 2007, guided
by a long-term Energy Plan, the Government of Newfoundland and Labrador created a new
provincial energy corporation to take a lead role in the development of the province’s energy
resources. In 2008, the Nalcor Energy name and brand were introduced.

Nalcor’s foundation is built on its base business - the generation and transmission of electrical
power. The company makes a strong commitment to provide safe, reliable and dependable
electricity to its utility, industrial, residential and retail customers. Beyond the base business,
Nalcor has expanded into the broader energy sector, including oil and gas, wind energy, and
research and development. Nalcor is leading the development of the province's energy
resources, including the Lower Churchill hydroelectric development and is focused on
environmentally-responsible and sustainable growth.

Nalcor Energy has five lines of business: Newfoundland and Labrador Hydro (NLH), Churchill
Falls, Lower Churchill Project, Oil and Gas and Bull Arm Fabrication®. The activities of these
lines of business are undertaken by Nalcor Energy and its subsidiaries Newfoundland and
Labrador Hydro? (NLH) and Nalcor — Oil and Gas.

Vision

Nalcor Energy
To build a strong economic future for successive generations of Newfoundlanders and
Labradorians.

Newfoundland and Labrador Hydro
To be recognized as an innovative provider of quality energy services.

Churchill Falls
To be recognized as a major world-class provider of efficient, renewable energy through the
exceptional contribution of all employees.

! Transferred to Nalcor on March 31, 20009.

? At December 31, 2008, the subsidiaries of Nalcor Energy were Newfoundland and Labrador Hydro (NLH) and
Nalcor — Qil and Gas Inc. Subsidiaries of NLH were Churchill Falls (Labrador) Corporation (Churchill Falls), Lower
Churchill Development Corporation (LCDC) and Gull Island Power Corporation (GIPCo). LCDC and GIPCo are not
active operating companies. Churchill Falls maintains a 33% share in Twin Falls Power Corporation (TwinCo).
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Mission

Nalcor Energy

By 2011, Nalcor Energy will have enhanced its asset management processes to continuously
improve the delivery of safe and reliable electricity to its customers, and expanded its energy
sector involvement to include oil and gas, wind energy, and research and development to help
build a strong economic future for Newfoundland and Labrador.

Newfoundland and Labrador Hydro
NLH 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.

Churchill Falls
Churchill Falls is committed to providing cost-effective and reliable energy services to our
customers.

Our skilled and committed employees will maintain high standards of safety and health, and
environmental responsibility.

We will promote innovative technologies and enhance the assets of the corporation for the
benefit of future generations.

Mandate

Nalcor Energy
The Energy Corporation Act (2008) mandates Nalcor to invest in, engage in, and carry out
activities in all areas of the energy sector in the province and elsewhere, including:

e Developing, generating, producing, transmitting, distributing, delivering, supplying,
selling, exporting, purchasing and using of power from wind, water, steam, gas, coal, oil,
hydrogen or other products used or useful in the production of power;

e Exploring for, developing, producing, refining, marketing and transporting hydrocarbons
and products from hydrocarbons;
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Manufacturing, producing, distributing and selling energy related products and services;
and,

Research and development.

Newfoundland and Labrador Hydro

The Hydro Corporation Act (2007) mandates NLH to be responsible for:

Developing and purchasing power and energy on an economic and efficient basis.

Engaging within the province and elsewhere, in the development, generation,
production, transmission, distribution, delivery, supply, sale, purchase and use of power
from water, steam, gas, and other products.

Supplying power, at rates consistent with sound financial administration, for domestic,
commercial, industrial or other uses in the province, and, subject to the prior approval
of the Lieutenant-Governor in Council, outside of the province.

Values

Employees of Nalcor Energy are committed to building a bright future for Newfoundland and
Labrador, unified by the following core values:

Open Communication — Fostering an environment where information moves freely in a
timely manner.

Accountability — Holding ourselves responsible for our actions and performance.

Safety — Relentless commitment to protecting ourselves, our colleagues, and our
community.

Honesty and Trust — Being sincere in everything we say and do.
Teamwork — sharing our ideas in an open and supportive manner to achieve excellence.
Respect and Dignity — appreciating the individuality of others by our words and actions.

Leadership — Empowering individuals to help, guide, and inspire others.
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Lines of Business

Newfoundland and Labrador Hydro

NLH is the primary generator of electricity in Newfoundland and Labrador with an installed
generating capacity of 1,635 megawatts (MW). The activities of NLH include the operation of
the regulated utility and non-regulated activities. The regulated utility delivers safe, reliable
power to industrial, utility and over 35,000 direct customers in rural Newfoundland and
Labrador. NLH operates nine hydroelectric generating stations, one oil-fired plant, four gas
turbines, and 25 diesel plants. It maintains 54 high-voltage terminal stations, 25 lower-voltage
interconnected distribution substations, 3,742 km of interconnected high-voltage transmission
lines and 3,368 km of distribution lines. In 2008, non-regulated activities of NLH included the
sale of power to Hydro-Québec and two industrial customers in Labrador.

Churchill Falls

The Churchill Falls Generating Station is one of the largest underground powerhouses in the
world and is operated by the Churchill Falls (Labrador) Corporation. The plant has a rated
capacity of 5,428 MW and generates over 34,000 gigawatt-hours (GWh) of energy annually.
Churchill Falls operates the town of Churchill Falls, including a school, theatre, library, and
recreational facilities. The majority of electricity from the Churchill Falls station is sold to
Hydro-Québec under a long-term contract, though sufficient electricity is retained to supply all
current energy requirements on the Labrador Interconnected System.

Lower Churchill Project

The Lower Churchill River hydroelectric resource is one of the key elements of the province’s
energy warehouse. The Lower Churchill Project (LCP) includes the development of two
hydroelectric sites on the lower Churchill River — Gull Island (2,250 MW) and Muskrat Falls
(824MW). The LCP team is undertaking aboriginal negotiations, environmental assessments,
preliminary field work, market assessment and economic analysis to support concept selection
for the project.

Nalcor Energy — Oil and Gas

In 2008, a new company, Nalcor Energy — Oil and Gas was formed and it holds and manages oil
and gas interests. The company is currently a partner in two developments in the
Newfoundland and Labrador offshore oil and gas industry — the Hebron oil field, the province’s
fourth offshore oil project, and the White Rose Growth Project. Nalcor Energy — Qil and Gas is
also pursuing other investment opportunities.

Bull Arm Fabrication
Bull Arm is a valuable asset for the province in the development of the oil and gas industry in
Newfoundland and Labrador and the advancement of the province’s fabrication capability. In
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August 2008, the Government announced the transfer of the Bull Arm Site Corporation to
Nalcor Energy. Due diligence activities were undertaken and the transfer was completed on
March 31, 2009.

Other Companies

The Twin Falls Power Corporation (TwinCo) was incorporated on February 18, 1960 to construct
and operate the Twin Falls power plant which provided power to the mines of Labrador West.
The Twin Falls power plant has been shut down and TwinCo purchases power from Churchill
Falls to supply to the mines. Churchill Falls maintains a 33 per cent share in TwinCo and holds
two-thirds voting shares in the company. Wabush Mines Incorporated, Stelco Incorporated,
Wabush Iron Company Ltd. (collectively Wabush Mines) and the Iron Ore Company of Canada
are the other shareholders in TwinCo. The operational activities of TwinCo are minimal.

The Gull Island Power Corporation (GIPCo) is a wholly owned subsidiary of NLH. GIPCo was
incorporated on September 21, 1970, as an organizational vehicle for the possible development
of the lower Churchill. GIPCo is not presently an active operating company.

The Lower Churchill Development Corporation (LCDC) was incorporated on December 15, 1978.
At that time it was considered as a possible organizational entity for the development of the
lower Churchill hydroelectric development. At the end of December 2008, NLH owned 51 per
cent of the shares of LCDC and the federal government owned 49 per cent. The LCDC is
presently not an active operating company.

Number of Employees, Physical Location, and Other Key Statistics

Nalcor Energy
Nalcor, the province’s energy corporation is leading the development of the province’s energy
resources. As of December 31, 2008, Nalcor and its lines of business employed 1,237 people.

Gender | Rural | Urban | Total Per cent
Female 140 141 281 23%
Male 730 226 956 77%
Total 870 367 1,237

Percent | 70% 30%

Newfoundland and Labrador Hydro

Headquartered in St. John’s, NLH is the province’s main electrical energy provider. In
December 2008, the company had a staffing level of 860 people located throughout the
province including 581 people in rural areas.
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Gender | Rural | Urban | Total Per cent
Female 54 101 155 18%
Male 527 178 705 82%
Total 581 279 860

Percent | 68% 32%

Churchill Falls
Churchill Falls operates the second largest underground hydropower station in the world and
provides municipal and community services in the town of Churchill Falls. In December 2008,

there were 289 people employed by Churchill Falls.

Gender | Rural | Per cent
Female 86 30%
Male 203 70%
Total 289

2008 Consolidated Revenues and Expenses

The following charts summarize the consolidated 2008 revenue and expenses for Nalcor
Energy. The 2008 Consolidated Financial Statements for Nalcor Energy are appended to this
document (See Appendix 1).
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Nal cor Energy Consol i dated Revenue and Expenses 2008

Total Revenue: $569. 2M Total Expenses: $487M

$5.9M 0% $2.1M 0%

$141.2M W20

$53. 1M 11%

$563. OM 99%

U Energy Sales U Qt her *QOperat’ 0.1 arid Adninistration UFuel s & Power Purchased
UArorrization Urieresi
DWi | e-dowr of irveutment

The fol | owing charts sunmari ze the consol i dated 2008 revenue and expenses for NLH  NLH' s
audi ted consol i dated financial statenents are appended to this docunent See Appendi x 2.

NLH Consol i dat ed Revenue and Expenses 2008

Total Revenue: Total Expenses:

$5.6M 1%
$755M 16%

$305 SM 43%

5563.1M 99% ) . )
M 99% * Qperarions arid Adnirintration UFuel's & Power Purt hawd
* energy sales Uoriner UArrornizatior Ul eterest
UWi te-down of irvestnunt
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Shared Commitments

Nalcor works with a variety of agencies, departments and commissions to execute its mandate.
Collectively these groups influence the activities that are reported herein.

Department of Natural Resources

The Department of Natural Resources works with Nalcor in policy-related areas for the various
energy sector activities in which Nalcor engages. Activity related to the acquisition of equity
positions in offshore oil fields was a coordinated effort between the department and Nalcor
Energy — Oil and Gas, as is the ongoing administration of issues related to the electrical system
throughout the province.

Department of Finance
The Department of Finance works with Nalcor in relation to addressing requirements related to
financial structure, as well as providing guarantees for the company’s debt financing activities.

Newfoundland and Labrador Board of Commissioners of Public Utilities

The Newfoundland and Labrador Board of Commissioners of Public Utilities (PUB) is responsible
for regulatory oversight of NLH’s regulated utility activities. This responsibility covers a wide
range of activities, including determination of rates, rate structure, and capital program
approvals. The role of the PUB is detailed in the Public Utilities Act.

Nalcor also shares commitments with the Department of Environment and Conservation, the
Department of Government Services, and the federal Department of Fisheries and Oceans in
relation to the environmental aspects of Nalcor’s activities.
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Qut cones of (hj ectives

The 2008- 2010 Strategic Plan for the Energy Corporation of Newfoundl and and Labrador,

hi ghlighted eight strategic issues around whi ch goal s and obj ectives wer e established. These

i ssues enconpass the activities of Nal cor and its subsidiaries. Ingeneral, the acconplishments
outlined are for Nalcor; acconplishments specificto NLH and Churchill Falls are noted.

The fol | owi ng section details performance in 2008 relative to goals, objectives, neasures and
indicators. For each strategic issue, the information provided inthe 2008-2010 Strategic Plan is
reproduced, followed by an assessment of performance in 2008.

|ssue 1. Safety Leadership

[ ssue: To be a safety | eader.

Achi eving excel | ence in safety is Nal cor’s nunber one priority. To fulfil this priority, the
conpany established a safety framework built on |eadership, procedures and equi pment,
conpet ence, supportive culture, uni on/ management alignnent, responsibility and reporting.

[n 2008, Nalcor i npl emented a nunber of safety strategies and initiatives ai ned at changing
behavi ours and strengthening the conpany’ s safety culture. Atwo-day Safety Culture

Wor kshop was delivered to nearly 40 per cent of the workforce, including 80 per cent of field
enpl oyees. This wor kshop will continue in 2009 to ensure al enpl oyees participate. The
conpany al so established a new Safety Credo and enbedded it into the corporate Safety
Culture Wor kshop. The goal of the Safety Credoisto pronote and foster personal responsihility
for safety as a core enpl oyee value. In addition, an Internal Responsibility Systeml RSfor
safety was jointly devel oped with both International Brotherhood of Electrical Wrkers | BEW
local s t hrough Nal cor’s Corporate Safety Advisory Conmittee CSAC. An inportant success in
Nal cor’s safety journey in 2008 was the increase in reporting of incidents, near msses and safe
practices. This demonstrates a clear comm t ment fromenpl oyees to report and take action
when they see unsafe conditions and behavi ours.

(oj ective: In 2008, continue toinprove or sustain safety performance by increasingthe
ratio of reports that identify conditions or behaviours that contributetothe
nunber of disabling and nedical -ai d incidentsto the number of disabling and
medi cal -ai d incidents.

Measur e: Sustained i nprovenent of safety performance.
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Achi eved annual target
reductions in the nunber
and frequency of disabling
injuries
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2008 ACCOWPLI SHVENTS
Nal cor Ener gy

In 2008, Nal cor maintained its moment umfor reporting
incidents, near msses and safe practices. Cbservations
increased by 29 per cent over 2007 and the lead/lag ratio for
the year was 252:1, slightly above the target of 250: 1.

NLH

Performance was better than target. The safety |ead/lag ratio
was 337: 1 reflecting 3,712 observations! reports and 11 safety
inci dents.

Churchill Falls

Performance was | ower than target with a safety | ead/lag ratio
of 169:1 conparedtothe target of 250:1. Despite the positive
trend in reporting 2,023 observations/reports the increased
safety incidents 12 contributed tothe | ower than target
performance for this indicator. As noted bel ow, the mgjority of
these incidents took place in one area of Churchill Falls. This
area has focused significant attention on i mprovenment
activities.

Nal cor Ener gy

In 2008, nost areas of the conpany maintained excel | ent safety
performance with fewor zero disabling incidents. However,
both NLH and Churchill Falls had one area of their operations
experience a significant nunber of incidents.

Overal | in 2008, Nalcor's disablinginjury statistics were higher
than target. The conpany experienced 13 lost-time injuries
lost-time injury frequency rate3 of 1.17, significantly higher
than the targeted reduction to three injuries | ost-time injury
frequency rate of 0.30. The i nmedi at e cause for the majority
of these incidents was failingto properly identify potential
hazards or risks and take the appropriate nitigating measures.

Lost time injury frequency rate = [Lost time injuries x 200, 000]/ Exposure hours hours wor ked

10
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Achi eved annual target
reductions in the nunber
and frequency of medical -
aid injuries
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2008 ACCOWPLI SHVENTS

NLH

In 2008, NLH s disablinginjury statistics were higher than the
targeted reductionto two injuries or less. NLH experienced six
disabling injuriesin 2008 | ost-time injury frequency rate of .78,
an increase fromfive [ost-time injury frequency rate of .64 in
2007. Asignificant nunmber of NLH s incidents took place in one
area of operations and this area has focused significant
attention on i nprovenent activities.

Churchill Falls

In 2008, Churchill Fall's disabling injury statistics were
significantly higher than targeted reductionto one or no
injuries. Churchill Falls experienced seven injuriesin 2008 | ost-
tinme injury frequency rate of 2.54 an increase fromone |ost-
tinme injury frequency rate of . 36in 2007. The majority of these
disabling injuries occurred in one area of the Churchill Falls
operation. Arenewed focus on safety has becone a key
strategy for this area.

Nal cor Ener gy

As noted, in 2008 nost areas of the conpany mai ntai ned
excel lent safety performance with fewor zero incidents.
However, the same two operational areasthat experienced a
hi gher incidence of disabling injuries alsofaced the same
challenge with respect to medical-aid injuries. These areas
have focused significant attention on effortsto i nprove and
sustain saf ety performance.

In 2008, Nalcor’s medical-aid injury statistics were higher than
target. The conpany experienced 10 medical -aid injuries

nedi cal -ai d frequency rate4 of .90 conpared to the targeted
reductionto five injuries medical -aid frequency rate of . 45.
The i medi at e cause for the majority of these incidents was
failing to properly identify potential hazards or risks and take
the appropriate mtigating measures such as using personal

Medical aid injury frequency rate = [ Medical aid injuries x 200, 000]/Exposure hours hours wor ked

11
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I NDI CATORS 2008 ACCOVPLI SHMVENTS

protective equi pment or appropriate equi pment/tool s.

NLH

In 2008, NLH s nedical-aid injury statistics were higher thanthe
targeted reductionto lessthan four injuries. There were five
medi cal -aid injuries in 2008 nmedi cal - ai d frequency rate of . 65,
a slight decrease fromthe six injuries in 2007nedi cal - ai d
frequency rate of .76.

Churchill Falls

In 2008, Nalcor’s medical-aid injury statistics were higher than
the targeted reduction to one or no nedical-aid injuries. There
wer e five medical-aid injuriesin 2008 medi cal -ai d frequency
rate of 1.81. conparedto four in 2007 nedical -ai d frequency
rate of 1.44. The mgjority of these medical-aid injuries
occurred in same area of the Churchill Falls operation that
experienced many disabling injuriesin 2008. Afocus on safety
excel l ence for this area is intended to reduce al types of safety
inci dents.

In 2008, nost areas of the conpany mai ntai ned excellent safety performance with fewor zero
incidents however, for two specific areas of the conpany this past year was chal | enging with
respect to safety incidents. These areas have focused significant attention on efforts to

i nprove and sustain saf ety perfornmance.

Wil e lost-time and nedical -ai d safety statistics were much higher than targeted in 2008,
achi eving and sustaining safety excellence is a long-termconm tnent. Targets for

i nprovenent in safety performance will continueto be set at a |evel that denonstrates the
conmpany’ s conmmi t ment to keepi ng enpl oyees, contractors and the general public safe.

(vj ective: Further enhance Nalcor’s safety prograns in 2008

Measure: Action on individual conponents of safety i nprovenent prograns

12
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Devel oped and i npl enent ed
an i nproved communi cations
strategy for the safety and
heal th program

| npl enent ed a safety
accountability f ramewor k
Internal Responsibility
System

| npl ement ed newsafety rules
Saf ety Credo.

| mpl ement ed detai | ed anal ysis
overvi ewand trending of Safe
Wr kpl ace Qbservation
Program SWOP reports.

Revi ewed the Safety
Managenent Systemwith a
viewto eventual auditing by
external safety auditors.
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2008 ACCOVPLI SHVENTS

Conpl ete. In 2008, the conpany devel oped and

i npl enent ed an i nproved safety and heal th program
conmuni cations strategy. Specific conrrunications
initiatives included the devel opment and distribution of a
conprehensi ve quarterly safety report targeted for senior
managenent and supervisors as wel| as conmuni cati ons
activities related to the Internal Responsibility Systemand
Saf ety Credo.

Conpl ete. In 2008, CSACrevised the safety accountability
framework. The new IRSis based on the foundation that
everyone in the workpl ace is responsi bl e for his or her own
safety and for the safety of co-workers. Ajoint pronmotion
strategy for the IRS has been i npl ement ed incl uding
incorporatingthe IRSinto the Safety Culture Workshop
series and ot her conmuni cati on efforts.

Conpl ete. In 2008, the Safety Credo was enbedded into
the Safety Cul ture Wor kshop series and is promot ed on an
ongoi ng basi s t hrough various ot her channel s.

Conpl ete. In 2008, SWOP trending and anal ysi s was
incorporated into quarterly safety reports.

Conpl ete. In 2008, the decision was taken to be internally
conpliant with 1SO 18001 within three years.

2009 OBJECTI VES, MEASURES AND | NDI CATORS

Safety continues to be the company’s priority and a driver for Nal cor’s business success.

The

direction contained inthe 2008-2010 Strategic Plan outlines the conpany’ s ongoi ng
comm t ment to i nproved and sustained safety performance. 2009 objectives, measures and

indicators are as foll ows:

13



Objective:

Measure:

Indicators:

Objective:

Measure:

Indicators:
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In 2009, continue to improve or sustain safety performance by increasing the
ratio of reports that identify conditions or behaviours that contribute to the
number of disabling and medical-aid incidents to the number of disabling and
medical-aid incidents.

Improved safety performance.

e Achieved annual safety lead/lag ratio targets.

e Achieved annual improvements in the all injury (medial-aid and lost time)
frequency rate.

e Achieved annual improvements in the lost-time injury frequency rate.

Further enhance Nalcor’s safety programs in 2009.

Action on individual components of safety improvement programs.

e Completed planned activities for internal responsibility system rollout.
e Completed safety culture workshop training for select employees.

14
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A

| ssue: To be an environnment al |eader.

Every year, Nal cor invests significantly in environmental protection neasuresto lint its

ecol ogi cal footprint. Mtigation measures are built intothe conpany’ s devel opment projects to
reduce environnental inpacts, and fol | owup programs assess the effectiveness of these
measures. An 1SO 14001 Certified Environmental Managenent System EMS governs the
activitiesin Nalcor’s base businesses, NLH and Churchill Falls, that affect the environnent.
These syst ems include specific performance targets and mlestones that provide the basis for
the indicators outlined bel ow. Activitiesrelated tothis issue support the Mnister’s strategic
direction regarding sustainable resource devel opnent.

Afocus area for NLH isthe reduction of em ssions fromthermal generation. In 2006, NLH
switched fromtwo per cent to one per cent sul phur fuel at the Hol yrood plant resultingina 50
per cent reduction in sul phur dioxide and particul ate em ssion rates. During 2008, additional
options for reducing em ssions were investigated and PUB approval wll be sought in 2009 for
NLHto switch to an even cleaner fuel with 0.7 per cent sul phur content, which will further
reduce em ssions fromthe Hol yrood plant by 30 per cent.

In 2008, Nal cor Energy . Churchill Falls successfully conpl eted 100 per cent of its EMS
environnental targets and mlestones. Key environnental initiatives conpleted in Churchill
Falls included convertingthe last of 11 underground transforners to environmental ['y-friendly
transforner oil Lum nol and the clean-up of five large sites of construction debris inthe Twin
Falls and Churchill Falls areas.

The conpany continues expl oring opportunities to incorporate alternative sources of energy
into the province's energy supply. In 2008, NLH purchased wi nd power fromthe first
commercial wi nd devel opment in Newf oundl and, located in & Law ence; power froma second
wind site in Fer meuse becane available in 2009.

Nal cor’s Rammea W nd- Hydr ogen- Di esel Project al so began construction. This is one of the first
projects inthe worldtointegrate generation fromw nd, hydrogen and diesel ina renote,
Isolated electricity system This research and devel opment project has the potential to

eventual 'y replace diesel with zero-em ssion power and it has commerci al prospects around the
wor | d.

15
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W th funding fromthe Provincial Government, NLH conmmenced two energy projects in select
coastal Labrador communities in 2008- an alternative energy study and an energy efficiency
communi ty pilot project. These two prograns are i nportant initiativesto identify technically-
sound alternative energy options for coastal conmunities and meani ngful ways for consuners
to conserve energy.

NLH is comm tted to hel ping consumers use energy wisely. In 2008, NLH and Newf oundl and
Power, an investor-owned utility, filed a five-year joint Energy Conservation Planwith the

Newf oundl and and Labrador Board of Commi ssioners of Public Wilities. This plan outlines
programpriorities for future energy conservation and efficiency opportunitiesinthe province
In Novenber 2008, the conmpani es |aunched a new provincial energy efficiency partnership and
brand, takeCHARGE - Saving Energy Starts Here! t akeCHARGE provi des Newf oundl anders and
Labradorians with informtion, tools and programs to assist t hemin using energy wisely and
encour ages peopl e to take charge and action in their own homes and busi nesses to reduce
their energy usage.

Nal cor and its lines of business are | eading by exanpl e and have taken steps to reduce energy
usage at its office buildings, generating stations and other facilities across the province. In 2008,
these activities resulted in energy reductions of approximately 500 megawatt hours MV\A of
electricity.

(oj ective: In 2008, maintain or increase the number of Environmental Managenent System
EMS targets and objectives acconplished to 95%

Measur e: Annual acconpl i shment of EMS milestones and targets

| NDI CATORS 2008 ACCOWPLI SHVENTS
Nal cor Ener gy

In 2008, Nal cor conpl eted 333 96%0f EMS il estones for the

i 0
Annual EMB i | est one year, slightly over the targeted 95%

tracking progress5 NLH

M| estone conpl etion level for 2008 was 94%slightly bel owthe
target of 95% Several mlestoneswill be conpleted inearly
2009 pendi ng resol ution of software and resource issues that

The Environnmental Managenent Systenms EMS include a nunber of environnental inprovenent targets or
specific activities/initiativesto be conpleted ina given year: thesetargets are further divided intoa series of tasks
or milestones.
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| NDI CATORS JY 2008 ACCOVPLI SHVENTS
prevent ed 2008 conpl eti on.
Churchill Falls
M| estone conpl etion level for 2008 was 100%
Nal cor Ener gy

In 2008, Nalcor conpleted 10794%of EMStargets for the
year, slightly less than the targeted 95%due to less than target
performance of NLH.

NLH

Of the 66 targets to be conpleted in 2008, 59 or 89%ower e
conpl eted. M1 estones associated with seven EMStargets were
del ayed due to software and resource issues. These m|estones
and targets will be conpleted in 2009.

Churchi |l Falls
Target conpl etion level for 2008 was 100%

Annual EMS target
tracking progress.

(oj ective: In 2008, naintain EMS performance.
Measur e: EMS perf or mance
[ L Ml |
Achi eved 95%or greater of
EMS targets and See above.
m | est ones.
- U

[n 2009, Nalcor will maintainthe direction contained inthe 2008-2010 Strategic Plan.

(vj ective: In 2009, maintain or increase the nunmber of Environmental Managenent System
EMS targets and objectives acconpl i shed to 95%

Measur e: Annual acconplishnment of EMStargets
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I ndi cators:
*  Annual target tracking progress
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I'ssue 3: Finance and Cor porate Gover nance RS
I ssue: To strengthen our financial and governance structure to enable Nalcor’'s
mandat e.

Nal cor is commi tted to excellence inits business activities and the processes that support and
facilitate these activities. During 2008, the conpany conpl et ed corporate restructuring
activitiesto support the pursuit of itsvision and mandat e.

Goal : By the end of 2009 to have conpl eted a corporate restructuring that facilitates
financing requi rements and appropriate risk and cost allocation.

Measur e: | nproved governance and financial structure

| NDI CATORS 2008 ACCOVPLI SHVENTS

Conpl etion of corporate During 2008, NLRwas nade a subsidiary of Nalcor Energy and
restructuring plans the ol and gas entity Nal cor Energy - Gl and Gas Inc. was

el ements to facilitate created. As well, some functions includingthe Lower Churchill

i nvest ment opportunities Project were moved fromNLH to Nal cor.

During 2008, a Corporate Governance I ndex was prepared for

Annual targets for the Board of Directors of Nalcor to assess governance
governance i nprovenents effectiveness. Governance Index targetsfor 2008 wer e
attained.

(vj ective: By Decenber 2008, conpl ete key initiatives requiredto support financial and
governance structure i nprovements.

Measur e: Conpl etion of initiatives

| NDI CATORS 2008 ACCOVPLI SHVENTS

For med new corporate Conpl ete. During 2008, the ol and gas entity was created
entities as required. Nal cor Energy - Gl and Gas.
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| NDI CATORS 2008 ACCOWPLI SHVENTS "
Conpl eted initiatives Conpl ete. Initiatives included the preparation of Corporate
requi red under Governance Index for the Board of Directors of Nalcor and the

governance readiness plan. identification of areas for i mprovenent.

2009 OBJECTI VES, MEASURES AND | NDI CATORS

[n 2009, Nalcor will maintainthe direction contained inthe 2008-2010 Strategic Plan.

(oj ecti ve: In 2009, conplete identified initiatives required to support continuous
i mprovement s to financial and governance structure.

Measur e: Conpl etion of initiatives.

[ ndi cators:

Conpl et ed identified initiatives.

20



TRANSPARENCYANU ACCOUNTABI LI TY ACT
2008 ANNUAL PERFORMANCE REPORT

| ssue 4 Growt h

I ssue: To growa diversified and viable energy business.

In 2008, Nalcor continuedto expand its operations intothe broader energy sector, making
significant progressinthe ol and gas sector. In August 2008, Ol and Gas Corporation of
Newf oundl and and Labrador Inc. was incorporated under the Corporations Act of

Newf oundl and and Labrador and subsequent|y changed its nane to Nal cor Energy- Gl and
Gas. This conpany hol ds and manages the oil and gas interests of Nalcor. Activities relatedto
this issue support the Mnister’s strategic direction regarding promoting natural resource
devel opment and diversification.

(vj ective: In 2008, acquire equity interests inoil and gas fields and/ or pursue new
devel opment opportunities as appropriate.

Measur e: Progress t owar ds assum ng equity positions.

[ NDI CATORS 2008 ACCOVPLI SHVENTS

Nal cor Energy - Gl and Gas conpl et ed the acquisition of a 4.9
per cent participatinginterest inthe Significant Discovery

Li censes and project assets for the Hebron Ben Nevis and West
Ben Nevis fields. In cooperation wth other partners, the
conpany is pursuing devel opment of the oil resources within

. , the Hebron field.
Conpl etion of equity , " ,
agreement s in ol and gas During 2008 significant progress was also made in the

fiel ds acquisition of afive per cent interest inthe Wite Rose G owt h
project. This project includes the North Anet hyst Field, West
Wi t e Rose and the South Wite Rose Extension. The
conpl exi ty of negotiations resulted ina considered decisionto
take the tine necessary to fully explore the issues and as a
result, signingof the formal agreements was del ayed to January
30, 2009.

Ooj ective: In 2008, conpl et e agreements for equity interests in the Hebron field and White
Rose G owt h areas.

Measure: Conpl etion of required activities for equi ty position assunption.

21



TRANSPARENCYANU ACCOUNTABI LI TY ACT
2008 ANNUAL PERFORMANCE REPORT

| NDI CATORS 2008 ACCOWPLI SHVENTS

Conpl et ed required
activities. See above

2009 OBJECTI VES, MEASURES AND | NDI CATORS

Nal cor’s growt h agenda for 2009 is consistent with the direction contained inthe 2008-2010
Strategic Plan.

Ooj ect i ve: In 2009, acquire equity interests inoil and gas fields and/ or pursue new
devel opment opportunities as appropriate.

Measur es: Progress towar d assum ng equi ty positions

I ndi cators:
* Conpl eted required activities

22



TRANSPARENCYANU ACCOUNTABI LI TY ACT
2008 ANNUAL PERFORMANCE REPORT

Issue 5. Operational Excellence

[ ssue: Through operational excellence to provide value toal consuners of our energy.

Nal cor Energy’s conm t ment to operational excellence transcends across all lines of business.
The foundation of the conpany is built on the strength and expertise of its base businesses -
NLH and Churchill Falls. Both conpani es are focused on | ong-termasset managenent to ensure
a continued safe and reliable source of electricity. Renewed investnent inthe provincial
electricity infrastructure isa key priority for NLH. In 2008, the conpany filed a $1.2 billion 20-
year capital planwith the Public Wilities Board which focuses on identifyingthe investments
needed to upgrade aging infrastructure. This was the first 20 year plan and it wll continue to
be revised and updat ed on a regul ar hasis.

Churchill Falls focuses on operating, maintainingand investinginits assetsto maxin ze |ong-
termval ue whil e neeting contractual obligations. Key el enments of its strategy include

mai nt ai ni ng saf ety | eadership, environnental stewardship and reliability. The conpany istaking
steps to ensure the continued performance of the facilities so future generations benefit from
this provincial resource.

Nal cor Energy will continueto strive for business excell ence across the conpany wth an
approach to maxi m zing benefits fromrenewabl e and non-renewabl e energy resources to help
build a stronger econony in Newf oundl and and Labrador.

Activities related to the regul ated utility, NLH support the mnister’s strategic directionto
provide a stable and conpetitively priced supply of electricity.

(oj ective: In 2008, inprove or maintain corporate reliability indices while achieving capital
and operating budget financial targets.

Measur e: Annual reliability and operating cost performance.

[ NDI CATORS 2008 ACCOVPLI SHVENTS |

Achi eved annual reliability NLH
targets winter availability  wynter Availability: Overall performance of 90. 3%conpared to
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2008 ACCOWPLI SHVENTS

atarget of 97% Hol yrood thermal generating unit perfornmance
for the winter mont hs ranged bet ween 86. 9%and 95. 4%
conpared to the target of 97% This performance was a result
of outages requiredto conplete repairsto generating

equi pment. Hydraulic generating plant performance for the

wi nter nont hs ranged bet ween 92. 8%and 99. 7%conpared to
the target of 99% Contributing factorsto bel owtarget
performance included del ays in conpl eting capital

| mprovement s as a result of a defective part.

Transm ssion Del i very Point Reliability: Achieved
performance better than target with 93.5%reliability 8, 875
megawatt m nutes conpared totarget of 87.3%17, 373
megawat t mnut es.

Churchill Falls

GWAC. During January, February and March, actual GWAC
revenue averaged 99. 3%of potential revenue conparedto a
target of 99% On Novenber 3, 2008, afirein a cable shaft at
the Churchill Falls generating plant caused extensive damage to
two sets of power cables, resultingintwo of the 11 generation
units being unavailable. The actual GWAC per cent age for 2008
of 66. 6%reflects the reduced anount of generation availability
during November and Decenber.

®Wnter availability isa measure of the reliability of the major generating facilities on the island i nterconnect ed
systemduring the critical winter season. Transmission network reliability is measured through the delivery point

reliability/unreliabilityindex.

* GMAC tracks actual revenue as a percentage of maxi mumpossible revenue underthe provision of an agr eement
bet ween Churchill Falls and Hydro- Québec. During keywi nter months, Churchill Falls receives GWAC revenue
based upon plant availability. For the 2008 cal endar year GWAC coul d be earned for January, February, March,

Novenber and Decenber.
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7 2008 ACCOWPLI SHVENTS

Nal cor Ener gy

2008 actual operating costs less than 1%over budget; within
the +2%target. Net income for 2008 was above budget .

Nl H

Actual operating costs for 2008 wer e less than 1%over budget ;
Wi thin +2%target.

Churchill Falls

Actual operating costs for 2008 wer e 4. 3%over budget; in
excess of the +2%target. The primary factor contributingto
this performance was the costs associated with the cable fire,
specifically, the i nsurance policy deductible payment.

(oj ecti ve: Conpl et e initiatives necessaryto achi eve targets for reliability, cost control and
| ong-termasset management in 2008

Measur e: Conpl etion of initiatives.

[ NDI CATORS

Capital programdelivery
per f or mance

2008 ACCOVPLI SHVENTS

NI H

2008 capital projects val ued at $36. 8Mwer e conpl eted and an
additional $8. 8Mwas spent to conpl ete capital projects started
in previous years. Capital projects involved upgradi ng and

repl acing generating equi pment as well as transm ssion and
distribution assets. In addition funds were investedto upgrade
NLH properties and purchase technol ogy, tools and equi pnent .

2008 projects were conpl eted within the project budget. For
NLH, the actual costs were $36. 8M conpared to the budget of
$36.9M Avariance of $0. 1Mor less than 1%under budget.

Churchill Falls

2008 capital projects valued at $3. OMwere conpl et ed and an
additional $1.3Mwas spent to conpl ete projects started in
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2008 ACCOWPLI SHVENTS

prior years.

2008 projects were conpl et ed substantial Iy bel ow budget with
the actual cost $1. 0Mor 25%under budget.

Nal cor initiated a reviewof its asset managenent practicesto
ensure the conpany manages its equi pment effectively and
consistentlyto maxi m ze availability and mnim ze cost. Asset
managenent strategy is a key focus for NLH and Churchill Falls.

In 2008, NLH conpl et ed a 20-year capital plan and filed this
plan with the PUB. Substantial progress was also made in
devel oping a | ong-termasset management plan for several
critical systens includingfour gas turbines. As well, Churchill
Falls conpl eted a | ong-termmai nt enance plan for the

power house.

Over the planning period, additional effort will focus on
establishing a consistent asset managenent franmework and
process across the conpany.

Efforts to achi eve and sustain excel | ence in operationswll continue in 2009 consistent with the
direction contained inthe 2008-2010 Strategic Plan. Specific plans for 2009 are as fol | ows:

(oj ective: In 2009, inprove or maintain corporate reliability indices while achieving capital
and operating budget financial targets.

Measur e: Annual reliability and financial performance.

I ndi cators:

* Achieved annual reliability performance winter availability - NI Honly.
* Achieved Guaranteed Wnter Availability Contract GWAC targets - Churchill

Falls only.

* Achi eved annual net i ncone targets.
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| ssue 6: Lower Churchill

I ssue: To conpl et e anal ysis required to consider a sanction decision on the Lower
Churchill Project.

The overarching process used by Nalcor inrelationtothe Lower Churchill Project LCP is called
the Gat eway Process. The Gat eway Process provides a logical roadmap that ensures organi zed
project planning and execution. Agateway isat the end of each project phase and readiness
checkpoints occur throughout. There are five gates within the LCP lifecycle that mark

i nportant junctures of the project. The LCPis currently in Phase two, approaching Decision
Gate Two whi ch is essentially concept selection. Concept selection includes definingthe
project scope, front-end engineering and assessing the optimal return on investnent.

[n 2008, the Lower Churchill Project teammnade significant progress to support Decision Gate
Two. Key acconplishnents included the preparation for the subm ssion of the Environnental
Inpact Statement El Sof the | ower Churchill generation project in Labrador as well asthe
initiation of the Environmental Assessment EA process for the Labrador- Island Transm ssion
Link. Asignificant m|estone was also reached in negotiationswth the Innu Nation of Labrador
wi th the establishment of the New Dawn Agreenment. Step-by-step, Nalcor Energy is obtaining
the certainty needed to move forward with the project planning and further investment for the
Lower Churchill Project.

Goal : By 2009 to have conpl et ed anal ysis necessary for the Provincial Governnment to
consi der a deci sion regarding sanction.

Measur e: Progress in each of the seven key areas

S ZOAACCOWPLI SHVENTS

In 2008, Nal cor successfully conpleted the majority of
prelimnary engineering and field investigation activities

Engi neering associated with the Qull Island generation site and continued
the field investigationwork and baseline data gatheringfor the
Labrador-1sland Transni ssion Link.

Continued to work with financial advisorsto assess financing

Fi nancin .
g al ternatives.
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Significant engineering and environnental activitiestook place
during 2008 |eadingto the subm ssion of the EISfor the

Envi r onnent generation project in Labrador as well as the initiation
registration of the EA process for the Labrador-1sland
Transm ssion Link.

The Lower Churchill Project can generate sufficient energyto
fulfill domestic and industrial needs inthe province wth
additional energy available for export. Potential routing and
mar ket options continueto be anal yzed.

Cormer ci al / Mar ket In January 2008, a Memor andumof Under st andi ng MOU was
signed with Emera and Nova Scotia Power inc. to explore the
possibility of bringing energy fromthe Lower Churchill Project
tothe Maritinme and New Engl and markets. As well, the
application process for power routingthrough Qubec
continues to be progressed under the Qpen Access

Transm ssion Tariff QATT process.

Access

In 2008, a significant mlestone was reached in negotiations

o with the Innu Nation of Labrador with the signing of the
Aboriginal Inpacts and

Benefits Agr eement New Dawn Agreenent. The agreenent covers three i nportant

areas: Innu land claim; Lower Churchill Project inpacts and
benefits agreement; and upper Churchill redress.

Project execution planning progressed significantlyin 2008 with
Project Execution Planning the achi evenent of a planned project readiness mlestone
known as CGate 2a.

Prelimnary operations philosophy and support strategy were

Cperations devel oped.
(vj ective: Conpl ete key milestones inthe areas of activity per the overall project plan
Measur e: Conpl et i on of analysis n|estones
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Progressed preparation of
El'S submi ssion for
Generation Project

Conpl et ed draft of
registration docunent for
Labrador-1sland

transm ssion link

Achi eved Gate 2a

Progressed discussions to
identify viable customer
options for | ower Churchill
power

Progressed transm ssi on
access decision

Progressed Innu Nation
BA

Commence Phase 3
engi neering and desi gn
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2008 ACCOVPLI SHVENTS
El'S subm ssi on was undergoing final reviewat 2008 year-end.

Regi stration document was prepared and under goi ng final
reviewat 2008 year-end.

Al key deliverables for Gate 2a were conpl et ed thus providing
the basis for Gate 2a passage.

Di scussi ons progressed with potential Labrador based industrial
custoners and potential off takers inthe Maritines, Ontario
and New Engl and narkets.

MOU signed with Emera and Nova Scotia Power Inc. Quebec
OATT process continued to be pursued.

New Dawn Agreenent was signed with the Innu Nation of
Labrador providing a way forward to concl ude an Inpacts and
Benefits Agreenent | BAfor ratification.

Expression of Interest EOl prepared for detailed engineering
and desi gn work.

2009 OBJECTI VES, MEASURES AND | NDI CATORS

During 2009, Nalcor will continue to pursuethe direction contained inthe 2008-2010 Strategic

Pl an.

(oj ecti ve:

In 2009, to have conpl et ed anal ysis necessary for the Provincial Governnment to

consi der a deci sion regarding sanction.

Measur e:
[ ndi cators:

* Engineering

Progress in each of the seven key areas
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|ssue 7. Peopl e

I ssue: To ensure a highly skilled and notivated t eamof enpl oyees who are strongly
comm tted to Nalcor's success and future direction.

Nal cor recogni zes the vital role enpl oyees play inthe company’s success and future direction.
The conpany is focused on a wor kpl ace wher e peopl e feel val ued for their contributions.

Nal cor’s enpl oyees share a set of core values: honesty and trust, open conmmuni cati on,
accountability, safety, teammork, respect and dignity, and |eadership. Throughout 2008, the
conpany worked to integrate these core val ues into enpl oyee recognition, |eadership

devel opment, performance nanagenent, and recruitment and retention.

[n 2008, Nalcor introduced a new Enpl oyee Recognition Programintended to foster an

envi ronment of shared recognition. The programcontains three el ements: renewed Service
Awar ds, used to highlight mlestones achi eved by enpl oyees who have dedi cat ed years of
service to the conpany; and two new prograns, the On the Spot Awards and the President’s
Awar ds. The On the Spot Awards facilitate day-to-day recognition of enpl oyees by highlighting
behavi ours and actions supporting Nalcor’s core values. The President’s Awar ds are awar ded to
enpl oyees for significant acconmpl i shments related to one of Nalcor’s corporate goals.

Anot her key initiative in 2008 focused on the devel opnent of enpl oyees and future |eaders.
Nal cor i npl enent ed a new Managenent Devel opnent programfor senior managers wth one
third of the conpany’ s managers conpl eting the programin 2008. Nal cor al so continued its
Leader ship Fundament al s program whi ch provides both union and front-line supervisors with
i mportant managenent and | eadership skills. More than 200 enpl oyees have participated in
this programsince it was introduced in 2006.

Nal cor continues to pursue opportunitiesfor collaboration on key initiatives with its union
partners, the | BEW In 2008, a Corporate Labour Management Teamwas established,
conprised of members fromNalcor’s | eadershipteamand senior union |eadership. Thisisa
forumto discuss high-level issues acrossthe conpany. As well, simlar teams are being
established in key operating departnents.

Measuring and managi ng the performance of enpl oyees is also i nportant to help Nal cor
achieve its | ong-termgoal s and vision. Nalcor’s Performance Managenent Programwas
enhanced in 2008 t hrough i nprovenent s such as online reportingtools. This performance
managenent process for non-uni on enpl oyees provides a procedure and forumfor ongoi ng
di al ogue bet ween manager s/ supervi sors and their enpl oyees and is an i nportant approach to
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not i vating individual performance, providing enpl oyees with feedback on their work, and
appropriately recogni zing and rewardi ng enpl oyees for their performance.

Goal : By 2009 i nprove dl el enents to a level where Nal cor woul d qualify for
recogni tion as one of Canada’s best enpl oyers in reference to an acceptable
external benchmark.

Measur e: Progress t owar ds ensuring al i gnment bet ween enpl oyee and cor porate goal s

| NDI CATORS

| nproved Enpl oyee
Qpi ni on Survey score

2008 ACCOVPLI SHVENTS

Nal cor uses an Enpl oyee Opinion Survey EQOSto measure progress
and identify required i mprovements to achieve its goal to be
recogni zed as one of Canada’ s top enpl oyers. The survey gives

enpl oyees the opportunity to provide feedback about their work
experience at Nal cor.

Nal cor

The 2008 EOS was distributed to over 1,100 enpl oyees within
Nalcor. Atotal of 924 surveys were conpl eted, resulting in an
overal| response rate of 79%for 2008. This is significantly higher
than the average participation rate in Atlantic Canada 71%oand
al most identical to the 2007 response rate.

The ECS score for 2008 was 3.6 out of five; consistent with the
2007 score. Areas identified for i mprovement include: recognition
and conpensation; enpl oyee devel opnent; and conmuni cati on.

NLH

The ECS score for 2008 was 3.6 out of five, consistent with the
2007 score. Areas for i nprovenent identified for NLR included
conmmuni cation and organi zational comm tnent. 8

Churchi |l Falls

The EOSscore for 2008 was 3.5 out of five; slightly less than the
2007 score of 3.6 3.57. Areas identified for i nprovenent include:
organi zational conmm tnent, conmunication, and enpl oyee

devel opnent .

This category includes questions relatedtojob satisfacti on/motivation/pride and the conpany’s conmmi t nent to
cust oner conveni ence and servi ce.
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(oj ective: Undert ake activities requiredto enabl e closer busi ness-enpl oyee al i gnnent by
Decenber 2008
Measur e: Conpl etion of feedback and engagenent activities
| NDI CATORS 2008 ACCOVPLI SHVENTS
Devel oped recruitnent and Conpl ete. Afinal report outliningthe recruitment and

retention strategy aligned with the  retention strategy was conpl eted in Decenber 2008.
Energy Plan with a focus to securing
sufficient qualified human resources
as we nove intothe future.

Conpl ete. A Statement of Guiding Principles and
Establ i shed a Corporate Labour Terns of Reference were jointlysigned by al team
Managenent Conmitteeto oversee Nenbers in March 2008; discussions are ongoing.

strategic | abour relations issues.

2009 OBJECTI VES, MEASURES AND | NDI CATORS

(bj ectives, measures and indicators for 2009 are consistent with the direction contained inthe
2008- 2010 Strategic Plan.

Ooj ective: In 2009, work to i nprove al el ements of enpl oyee engagenent to a level where
Nal cor woul d qualify for recognition as one of Canada’ s best enpl oyers in
reference to an acceptabl e external benchmark.

Measur e: Conpl etion of i nprovement activities

I ndi cators:

* Conpl et ed organi zation structure reviewand i npl enented any required
adj ust ment s according to plan.

* Conpl eted plan for execution of recruitment and retention initiatives and
plan i npl ementation on target.

* Conpl et ed work i nprovenent plans to address priority peopl e issues
identified inthe enpl oyee opinion survey and plan execution initiated.

* Conpl et ed pl anned activities regarding enpl oyee conmuni cati on.
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|ssue 8: Communi ty

[ ssue: To be a val ued corporate citizen and an active menber of the comunitiesin
whi ch we operate.

Nal cor, through its subsidiary NLH manages its corporate citizenship activities through its
Conmuni ty Investnent Program which supports hundreds of prograns, events and charities
annual ly. The conpany takes pride in its comm t ment to strengthen the comunities where it
operates and its enpl oyees live and work. Significant i nvestments inthe focus areas of safety
and health, and environment and conservation, as well as enpl oyee vol unteer tine, exenplify
this comm t ment .

In 2008, NLH started its safety and heal th partnershipwth the Seniors Resource Centre of
Newf oundl and and Labrador SRCto expand their safety, health and wel | ness initiatives for
seni ors across the province. NWWalso supported the Single Parent’s Association of

Newf oundl and and Labrador SPAN. For over 20 years SPAN has provided support for single
parents - delivering Grisis Intervention, Peer Support Group and Parent Effectiveness Training
prograns to single parents in the province.

NLH al so supports conmuni ty initiatives that promote environnental awareness and
preservation of Newf oundl and and Labrador’s uni que environment. During 2008, the conpany
continued its 12-year partnershipwth the Conservation Corps of Newf oundl and and Labrador
by supporting G een Teams in three communities- Sheshatshiu, Flower’s Cove and $. Alban's.

Nal cor believes that supporting local conmunities goes beyond financial investnents. The
company encour ages vol unteeri smanong its enpl oyees and supports their comm t nent to
local activities through its Enpl oyee Mat ching and Vol unteer Contribution Prograns. Through
these initiatives, charities where enpl oyees donate their tine and expertise receive a financial
contribution fromthe conpany inthe nane of the enpl oyee. In 2008, nore than 30

organi zati ons wer e supported t hrough these t wo enpl oyee-driven prograns.

As a maj or enpl oyer in Newf oundl and and Labrador, Nal cor recognizesthe need to play a
strong role in the devel opment of the conpany’s future workforce by collaborating with local
educational institutions. In 2008, the conpany conpl eted a strategic reviewof its Schol arship
Programto enhance it for students and align it with the corporate goals. Throughout the year,
nor e than $50, 000 in schol arships and endownent s wer e nade by the conpany to students
who are | eaders and role nmodel s intheir school s and comunities. This includesthe newy
establ i shed Nal cor Energy endowment schol arship at Menorial University for worren in

engi neeringto hel p encourage and support women entering the engineering field.
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(oj ective: In 2008, to have further strengthened Nalcor’s reputation by neans of
excel l ence in safety, environnent, conservation, community investnent,
busi ness pl anni ng and execut i on.

Measur e: | nprovenents in perception by the public

I NDI CATORS 2008 ACCOVPLI SHVENTS

Targets were not established for 2008. 2008 activities focused
on i npl enentation of NLH s Communi ty | nvestnent Program
Measur ement, through a survey, will be conpleted in 2009.
The Nal cor name and brand was introduced in early Decenber
2008. Asa result ofthistiming, Nalcor name/brand recognition
in Newf oundl and and Labrador will not be measured until 2009.

I ncreased perfornance on
NLH s reputation i ndex

I ncreased brand
recogni tion Nal cor

(oj ective: In 2008, |aunch new name and brand for the "energy corporation of
Newf oundl and and Labrador".

Measur e: Launched new nane and br and

| NDI CATORS 2008 ACCOVPLI SHVENTS

Conpl et ed the nami ng and The Nal cor nane and brand was introduced in Decenber 2008.
brandi ng of the newname  Additional information about the conpany and the brand can
ener gy corporation. be found on the conpany’ s website at nal corenergy.com

2009 OBJECTI VES, MEASURES AND | NDI CATORS ' “1

Obj ectives, measures and indicators for 2009 are consistent with the direction contained inthe
2008- 2010 Strategic Plan.

(oj ective: In 2009, to have further strengthened Nalcor’s reputation by neans of
excel l ence in safety, environment, conservation, community investnent,

busi ness pl anni ng and execut i on.

Measur e: | nprovenent s in awar eness/ per ception of Nal cor by the public
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I ndi cators:
* Increased annual performance on NLH s reputation i ndex
* Awar eness of the Nal cor brand
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Opportunities and Challenges

Four key areas have emerged as providing opportunities and challenges as Nalcor progresses
through the 2008-2010 planning horizon. Addressing these areas will play a central role in the
execution of the 2008-2010 plan.

Energy Costs

Trends in energy costs have had a profound impact on the provincial and global economies.
These costs translate into opportunities in the areas of development of new energy supplies,
use of alternate energy supplies, and an increased emphasis on conservation. These costs also
present a challenge affecting the cost of supply to energy consumers in the province.
Accordingly, addressing both the challenges and opportunities associated with energy costs will
be a focus in the execution of the 2008-2010 strategic plan.

Workforce Changes

Attracting and retaining qualified, skilled staff poses a significant challenge. In NLH and
Churchill Falls, retirements continue to draw upon the pool of experienced workers and the
rural nature of many of our needs add additional challenges to recruiting efforts. In growth and
development areas of the company, there is intense competition for workers in a variety of
fields. Addressing the challenges of the changing workforce and the company’s requirements
will be a key element in the execution of the 2008-2010 strategic plan.

Long-term Asset Management Plan

A significant portion of NLH’s asset base is 30 to 40 years old, and is well into its original
designed life expectancy. To continue to provide safe, cost-effective, reliable power, an asset
management framework and organization is being developed. This framework will include a
plan to address deteriorating or obsolete assets over the long term, identifying the key
investments required to enable NLH to continue to deliver on its mandate. NLH anticipates
continued and increasing investment will be required into the future as this plan evolves and is
executed. The challenge of asset management is also faced by Churchill Falls as the company
strives to ensure the continued performance of its facilities in order that future generations
benefit from this resource. The costs, challenges and renewal opportunities that arise as a
result of the execution of the long-term asset maintenance and management plan will be a key
element of the 2008-2010 strategic plan.

Implementation of the Energy Plan

The provincial Energy Plan identified the key role that the company will play in the
development of the Province’s energy sector. In addition to the core business of electrical
utility operation, a key focus of the 2008-2010 strategic plan will be to capitalize upon
opportunities emerging in the areas of oil and gas and new business, while continuing to

37



TRANSPARENCYANU ACCOUNTABI LI TY ACT
2008 ANNUAL PERFORMANCE REPORT

performthe analysis necessary to enabl e the Sharehol der to make a decision regarding
sanction of the Lower Churchill Project.

Financial Statenents

Attached are Nal cor’s audited consolidated financial statements see Appendi x 1 and the
audi ted consol i dated financial statements for NLH see Appendi x 2.

38



TRANSPARENCYANU ACCOUNTABI LI TY ACT
2008 ANNUAL PERFORMANCE REPORT

Appendi x 1
Nal cor Ener gy
2008 Consol i dat ed Financial Statenents



NAL COR ENERGY
CONSCLI DATED FI NANCI AL STATEMENTS
Decenber 31, 2008



MANAGEMENT REPORT

The acconpanyi ng Consol i dated Financial Statements of Nal cor Energy, and all information inthe Annual Report, are
the responsibility of Managenment and have been approved by the Board of Directors.

The Consol i dat ed Financial Statements have been prepared by Managenent in accordance with Canadi an general |y
accept ed accounting principles, applied on a basis consistent withthat of the precedingyear. The preparation of financial
statements necessarily invol ves the use of estimates based on Managenment’s judgenent, particularly when transactions
affecting the current accounting period cannot be finalized with certainty until future periods. The financial statenents
have been properly prepared within reasonable linits of materiality and inlight of information available upto February 20,
2009. Financial information presented el sewhere inthe Annual Report is consistent with that inthe Consolidated Financial
Statenents.

Managenent maintains a systemof internal controls desi gnedto provide reasonabl e assurance that assets are
saf eguar ded and that reliablefinancial information isavailable onatinely basis. The systemincludes forml policies and
procedures and an organi zational structure that provides for the appropriate del egation of authority and segregation of
responsibilities. Aninternal audit departnent i ndependent!y eval uates the effectiveness of these internal controls on an
ongoi ng basis, and reports its findings to Managenment and to the Audit Committee of the Board of Directors.

The responsi bility of the external auditor, Deloitte & Touche LEP, isto express an independent, professional opinion on
whet her the Consol i dated Financial Statements arefairly presented in accordance with Canadi an general |y accept ed
accounting principles. The Auditors’ Report outlines the scope of their exani nation and their opinion.

The Board of Directors, through its Audit Committee, isresponsiblefor ensuringthat Management fulfills its
responsibility for financial reporting and internal controls. The Audit Conmittee meets regularlywith Managenent, the
internal auditors and the external auditorsto satisfyitself that each group has properly di scharged Its respective
responsibility and to revi ewthe Consol i dated Financial Statements before recomrendi ng approval by the Board of
Directors. Theinternal and external auditors have full and free accesstothe Audit Conmittee, with and without the
presence of Managenent .

ED ARTI DERRI CKSTURGE
President and Chief Executive Oficer Vi ce-President, Finance and Chief Financial Oficer



' Deloitte &
m | Ol e 10 Fac Lane
Fort W1liam Building
St. Johns NL. MC 6H5
Canada

Tel: 709 576- 8480
Fax: 709 576- 8460
wwv. del oi tte. ca

Auditors’ Report

To the Li eut enant - Gover nor in Counci |
Provi nce of Newf oundl and and Labr ador

W have audited the consolidated bal ance sheet of Nal cor Energy the " Conpany" as at Decenber 31,
2008 and the consol i dated statements of i ncome and retained earnings, conprehensive incone and cash
flows for the year then ended. These financial statements are the responsibility of the Conpany’s
managenent. Qur responsibility isto 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 performan audit to obtain reasonabl e assurance whet her the financial
statements are free of material msstatement. An audit includes examning, 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 estinates made by management, as well as evaluating the
overal| financial statement presentation.

In our opinion, these consolidated financial statements present fairly, inall mterial respects, the financial
position of the Conpany as at Decenber 31, 2008 and the results of its operations and its cash flows for
the year then ended in accordance with Canadi an general |y accepted accounting principles. As required
by The Energy Corporation Act, we report that, in our opinion, these principles have been applied on a
basis consistent wi th that of the preceding year, except as disclosed in Note 2.

Ct 4 LLf

Chartered Account ant s
February 20, 2009

Menber of
Del oi tte Touche Tohmat su
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NAL COR ENERGY
CONSOL| DATED BALANCE SHEET

Mat Decenber 32 nillions of dol lars

ASSETS

Qurrent assets
Cash and cash equival ents
Short-terminvest nents
Account s receivabl e
Current portion of | ong-termreceivable
Current portion of regulatory assets Not eS
Fuel and supplies
Prepai d expenses

Property, plant and equi prent Note 3
(1 and gas properties Not e 4

Si nki ngf undsNot es8 and 14

Regul atory assets Not eS

Reserve fund Note 180

Qther long-termassets Not e 6

LI ABI LI TI ES AND SHAREHOLDER' S EQUI TY

Current liabilities
Bank i ndebt edness Not eS
Account s payabl e and accrued liabilities
Accrued interest
Current portion of | ong-termdebt Not eS
Current portion of regulatory liabilities Note 5
Deferred capital contribution Note 19e
Prom ssory notes Not e 8

Long-termdebt Notes 8 arid 14
Regul atory liabilities Note 5

Enpl oyee future benefits Not e 10
Long-termpayabl e Note 9

Non-control linginterest in Lower Churchill Devel opment Corporation Note 6
Shar ehol ders equity

Share capital Note ii

Contributed capital Note 11

Accunul at ed ot her conpr ehensi ve i ncone Not es 13 and 14

Ret ai ned ear nings

Conmi t ment s and cont i ngenci es Not e 18
Subsequent event Note 23
See acconpanyi ng not es

On behal f of the Board:

2008

55.2
24.6
7.1

50
52.7
1.6
216.2
1,862.8
112.1
163.9
744
23.4
26.7
2,479.7

57
56. 4
28.7

9.1
22.3

0.5

163.0
285. 7
1,175.7
315
51.6

0.7
83.8

122.5
191.5

16.5
604.0
934.5

2,479.7

2007
Note 1

1.2
11.5
80.2

0.5
17.2
69.7

1.2

187.5
1,825.7

151.8
81.3
11.5
28.5

2,286.3

9.1
75.9
30.7

209.1
23,5

7.0
355.3
1,187.8
15.5
47.4

62.9
2.5

22.5
114.0
19.5
521.8
677.8

2,286.3



NAL COR ENERGY
CONSCOLI DATED STATENMENT OF | NCOVE AND RETAI NED EARNI NGS

Year ended Decenber 31 nillions of dol lars 2008 2007
Not e
Revenue
Energy sales Notes 1 and 21 563.3 567.5
Q her 59 59
569.2 S73.4
Expenses
Qperations and adnini stration 147.2 143.1
Fuel s 164. 8 159.2
Power purchased 41.0 38.4
Amorti zation 53.1 50.7
Interest Note 15 78.2 100. 4
Wite-down of investment Note 6a 2.7
487.0 491.8
Net i ncone 82.2 81.6
Ret ai ned earnings, beginning of year 521.8 437.9
Add: adj ustnent to long-termdebt Note 14 . 2.3
Ret ai ned earnings, end of year 604.0 521.8

See acconpanyi ng not es

NAL COR ENERGY
CONSOL| DATED STATEMENT OF COMPREHENSI VE | NCOVE

Year ended Decenber 31 nillions of dol lars 2008 2007
Note 1
Net i nconme 82.2 81.6
O her conpr ehensi ve i ncome
Change in fair val ue of sinking fund and reserve fund investnents 3.0 0.2
Conpr ehensi ve i ncome 79.2 81.8

See acconpanyi ng not es



NALCOR ENERGY
CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended December 31 (millions of dollars) 2008 2007
{Note 1)
Cash provided by (used in)
Operating activities
Net income 82.2 81.6
Adjusted for items not involving a cash flow
Amortization 53.1 50.7
Accretion of long-term debt 0.5 0.8
Loss on disposal of property, plant and equipment 2.5 1.0
Foreign exchange gain - (0.3)
Write-down of investments 2.7 -
Other - {0.1)
141.0 133.7
Changes in non-cash working capital balances (Note 16) 33.9 42.5
174.9 176.2
Financing activities
Increase (decrease) in promissory notes 156.0 (51.8)
Long-term debt retired (207.5) (13.1)
Foreign exchange loss recovered - 0.1
Increase in contributed capital 77.5 -
Issue of common shares 100.0 -
increase in deferred capital contribution 0.5 -
126.5 (64.8)
Investing activities
Additions to property, plant and equipment {93.4) (86.5)
Additions to oil and gas properties (112.1) -
Increase in sinking funds (20.8) (19.6)
(Increase) decrease in short-term investments {13.1) 0.2
Increase in reserve fund (11.3) (11.5)
Proceeds on disposal of property, plant and equipment 0.7 0.6
(250.0) (116.8)
Net increase (decrease) in cash 51.4 (5.4)
Cash position, beginning of year (1.9) 3.5
Cash position, end of year 49.5 (1.9)
Cash position is represented by
Cash and cash equivalents 55.2 7.2
Bank indebtedness {5.7) (9.1)
49.5 {1.9)
Supplementary disclosure of cash flow information
Income taxes paid 0.1 0.2
Interest income received 0.9 1.2
Interest paid 101.6 105.4

See accompanying notes



NALCOR ENERGY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

On October 11, 2007, the Province of Newfoundland and Labrador (“Province”) proclaimed the Energy Corporation Act,
creating a new Crown corporation, Nalcor Energy (“Nalcor”), to hold its investments in the energy sector. The
Consolidated Financial Statements include the financial statements of Nalcor and its subsidiary companies,
Newfoundland and Labrador Hydro (“Hydro”), Churchil! Falls {Labrador) Corporation Limited (“Churchill Falls”), Nalcor
Energy - Oil and Gas ("Oil and Gas"), Twin Falls Power Corporation (“Twin Falls”), Gull Island Power Corporation
(“GIPCo”) and Lower Churchill Development Corporation {“LCDC"). Nalcor was inactive until January 1, 2008; therefore
the comparative figures included in these Consolidated Financial Statements are those of Hydro consolidated for the
year ended December 31, 2007. The transfer of the Province’s shares in Hydro to Nalcor was accounted for using the
continuity of interests method.

Nalcor and Hydro are incorporated under special acts of the Legislature of the Province as Crown corporations and
their core business is the development, generation and sale of electricity. Nalcor has also expanded into the broader
energy sector, including oil and gas, wind energy, and research and development.

Churchill Falls 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 megawatts
("MW"). Twin Falls is incorporated under the laws of Canada and has developed a 225 MW hydroelectric generating
plant on the Unknown River in Labrador. The plant has been inoperative since 1974.

Oil and Gas was incorporated August 12, 2008, under the Corporations Act of Newfoundland and Labrador. Oil and Gas
has a broad mandate to engage in upstream and downstream sectors of the oil and gas industry including exploration,
development, production, transportation and processing.

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. 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”). Both GIPCo and LCDC are inactive companies.

Nalcor and its subsidiaries and jeintly controlled companies, other than Twin Falls, are exempt from paying income
taxes under Section 149 (1) (d) of the Income Tax Act.

The Consolidated Financial Statements have been prepared in accordance with Canadian generally accepted accounting
principles. 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. Key areas where management has
made complex or subjective judgements include the fair value and recoverability of assets, litigation, environmental
and asset retirement obligations, amortization, property, plant and equipment and other employee future benefits.
Actual results may differ from these estimates, including changes as a result of future decisions made by the
Newfoundland and Labrador Board of Commissioners of Public Utilities ("PUB").

Rates and Regulations

Hydro’s revenues from its electrical sales to most customers within the Province are subject to rate regulation by the
PUB. Hydro's borrowing and capital expenditure programs are also subject to review and approval by the PUB. Rates
are set through periodic general rate applications utilizing a cost of service {"COS”) methodology. The allowed rate of
return on rate base is 7.4% (2007 - 7.4%). Hydro applies various accounting policies that differ from enterprises that do
not operate in a rate regulated environment. Generally these policies result in the deferral and amortization of costs or
credits which will be recovered or refunded in future rates. In the absence of rate regulation these amounts would be
included in the determination of net income in the year the amounts are incurred. The effects of rate regulation on the
financial statements are more fully disclosed in Note 5.



NAL COR ENERGY
NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS

1

SI GNI FI CANT ACCOUNTI NG PQLI CI ES cont ’ d.

Principles of Consolidation

The Consol i dat ed Financial Statements include the financial statements of Nalcor and its subsidiary conpanies: Hydro
100%owned, Gl and Gas 100%owned, G PCo 100%owned and LCDC 51%owned. | nterconpany transactions
and bhal ances have been el imnated upon consolidation.

Effective June 18, 1999, Hydro, Churchill Falls and Hydro- Qubec entered into a sharehol ders’ agreenent whi ch
provided, armong other matters, that certain of the strategic operating, financing and investing policies of Churchill Falls
be subject to approval jointly by representatives of Hydro and Hydro- Quzbec. Although Hydro retains its 65. 8%

owner ship interest, the agreement changedthe nature of the relationship bet ween Hydro and Hydro- Quebec, with
respect to Churchill Falls, fromthat of majority and minority sharehol ders, respectively, tothat of joint venturers.
Accordingly, Hydro has adopted the proportionate consolidation met hod of accounting for itsinterest in Churchill Falls
subsequent to the effective date of the sharehol ders’ agreenent.

Aportion of Hydro's sharehol dingin Churchill Falls was deposited in avotingtrust pursuant to an agreement with
Hydr o- Quebec, inrelationto Churchill Fails’ General Mortgage Bonds. Effective February 25, 2008, the bonds were
retired, removing the requirenent for the sharesto be heldintrust.

Churchill Falls hol ds 33. 33%of the equity share capital of Twin Falls and is a partywith ot her sharehol dersina
participation agreement whi ch gives Churchill Fallsjoint control of Twin Falls. This investment is accounted for by the
proportionate consol i dation net hod.

Cash and Cash Equival ents and Short-terml nvest ments

Cash and cash equi val ents and short-terminvestments consist primrily of Canadian treasury bills and bankers’
acceptances. Those withoriginal maturities at date of purchase of three nonths or less are classified as cash

equi val ents whereas those with original mturities beyond three mont hs and less than 12 mont hs are classified as
short-terminvestments. Both are stated at cost, which approxi mates market value. The short-terminvestments bear
interest rates of 1.58%to0 3.50%2007- 4.12%t0 5. 00%per annum

Fuel and Supplies
Fuel and supplies inventories are recorded at the | ower of average cost or net realizabl e val ue.

Property, Plant and Equi pnent

Property, plant and equi pment are recorded at cost, which conprises materials, |abour, contracted services, other
costs directlyrelated to construction and an allocation of certain overhead costs. Expenditures for additions and
betterments are capitalized and normal expenditures for maintenance and repairs are charged to operations. The cost
of property, plant and equi pment under construction istransferredto property, plant and equi pment in service when
construction is conpl et ed and facilities are conmi ssi oned, at whi ch point anmortization commences.

Contributions in aid of construction are funds received fromcustoners and gover nment's t oward t he i ncurred cost of
property, plant and equi pment, or the fair val ue of assets contributed. Contributions aretreated as a reductionto
property, plant and equi pment and the net property, plant and equi pment is amorti zed.

Nal cor and Hydro

Cost includes constructionin progress whi chincludes the costs incurred infeasibility studies, engineeringand
construction of newgeneration, transmssion and distributionfacilities. Interest is chargedto construction in progress
at rates equival ent to t he wei ght ed average cost of capital.

Gains or losses on the disposal of property, plant and equi pment are recogni zed in i ncome as Incurred.



NALCOR ENERGY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

SIGNIFICANT ACCOUNTING POLICIES {cont’d.)

Property Plant and Equipment (cont'd.}

Amortization 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%. Amortization 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

Hydroelectric generation plant includes the powerhouse, turbines, governors, and generators, as well as water
conveying and control structures, including dams, dykes, tailrace, penstock and intake structures. Thermal generation
plant is comprised of the powerhouse, turbines and generators, boilers, oil storage tanks, stacks and auxiliary systems.
Diesel generation plant includes the buildings, engines, generators, switchgear, fuel storage and transfer systems, dykes
and liners and cooling systems.

Transmission lines include the support structures, foundations and insulators associated with lines at voltages of 230,
138 and 69 kV. Switching station assets are used to step up voltages of electricity from generating to transmission and
to step down voltages for distribution.

Distribution system assets include poles, transformers, insulators and conductors.

Other assets include telecontrol, computer software, buildings, vehicles, furniture, tools and equipment.

Churchill Falls
Churchill Falls uses the group amortization method for certain property, plant and equipment other than the
generation plant, transmission and terminals and service facilities.

Amortization is calculated on a straight-line basis over the following estimated useful lives:

Hydroelectric generation plant 67 years
Transmission and terminals 67 years
Service facilities 67 years
Other 5 to 100 years

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

Qil and Gas

Property, plant and equipment includes office equipment and software. Expenditures for additions and betterments
are capitalized and normal expenditures for maintenance and repairs are charged to operations. Amortization is
calculated on a straight-line basis over the useful life of five years.

.



NALCOR ENERGY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (cont’d.)

Oil and Gas Properties

Nalcor employs the full cost method of accounting for oil and gas interests whereby all costs associated with
acquisition, exploration for and development of oil and gas reserves are capitalized. Such costs include land acquisition,
geological and geophysical activity, drilling of wells and administrative costs directly related to exploration and
development activities.

Under the full cost method, oil and gas properties are depleted using the unit-of-production method based upon
estimated proved petroleum and natural gas reserves. Projects currently in development or construction are not
depleted.

Asset Retirement Obligations

The fair value of the future expenditures required to settle legal obligations associated with the retirement of property,
plant and equipment, are recognized to the extent that they are reasonably estimable. Asset retirement obligations
are recorded as a liability at fair value, with a corresponding increase to property, plant and equipment. Asitis
expected that Nalcor's assets will be used for an indefinite period, no removal date can be determined and
consequently, a reasonable estimate of the fair value of any related asset retirement obligation cannot be determined
at this time. If it becomes possible to estimate the fair value of the cost of removing assets that Nalcor is legally
required to remove, an asset retirement obligation will be recognized at that time.

Impairment of Long-lived Assets

Nalcor reviews the carrying value of its oil and gas properties and development projects at the end of each accounting
period. Nalcor reviews the carrying value of its other property, plant and equipment whenever events or changes in
circumstances indicate that the expected undiscounted net cash flows could be lower than the carrying value of the
property and assets. An impairment loss corresponding to the amount by which the carrying value exceeds fair value is
recognized, if applicable.

Revenue Recognition

Revenue is recognized on the accrual basis, as power deliveries are made, and includes an estimate of the value of
electricity consumed by customers in the year, but billed subsequent to year-end. Sales within the Province are
primarily at rates approved by the PUB. Sales to Hydro-Québec and certain major industrial customers are at rates
under the terms of applicable contracts.

A power contract with Hydro-Québec ("Power Contract”), dated May 12, 1969, provides for the sale of substantially all
the energy from Churchill Falls until 2041. The Power Contract has a 40-year term to 2016 which then renews for a
further term of 25 years. The base rate is predetermined in the Power Contract and decreases from the existing rate of
2.5425 mills per kilowatt hour (“kWh") to 2.0 mills per kWh upon renewal in 2016.

Churchill Falls receives revenues from Hydro-Québec, under a guaranteed winter availability contract (“GWAC”)
through 2041. The GWAC provides for the sale of 682 MW of additional availability to Hydro-Québec during the months
of November through March in each of the remaining years until the end of the Power Contract.

The value of differences between energy delivered and the Annual Energy Base (“AEB”), as defined in the Power
Contract, are tracked over a four-year period and then either recovered from or refunded to Hydro-Québec over the
subsequent four-year period, unless the balance is less than $1.0 million in which case it is recovered or refunded
immediately. These long-term receivables or long-term payables are subject to interest at 7% per annum (2007 - 7%).

Foreign Currency Translation
Foreign currency transactions are translated into their Canadian dollar equivalent as follows:

(a) Atthe transaction date, each asset, liability, revenue or expense is translated using exchange rates in effect at that
date.



NALCOR ENERGY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1

SIGNIFICANT ACCOUNTING POLICIES {cont’d.}
Foreign Currency Translation (cont'd.)

{b) At the date of settlement and at each balance sheet date, monetary assets and liabilities are adjusted to reflect
exchange rates in effect at that date. Any resulting gain or loss is reflected in income.

(c) Foreign exchange gains and losses are included in income in the current year except for unrealized gains and losses
related to First Mortgage Bonds which were recoverable under the Power Contract.

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.

Nalcor 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 13 years.

CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2008, Nalcor adopted the following new accounting standards issued by the Canadian Institute of
Chartered Accountants (“CICA”).

Inventories

Section 3031, Inventory requires inventories to be measured at the lower of cost or net realizable value; disallows the
use of last-in-first-out inventory costing methodology; and requires that, when circumstances which previously caused
inventories to be written down no longer exist, the amount of the write-down is to be reversed. This new standard did
not have any impact on Nalcor’s financial results or disclosures.

Disclosure and Presentation of Financial Instruments

Section 3862, Financial {nstruments, Disclosures and Section 3863, Financial Instruments, Presentation sets out new
accounting recommendations for disclosure and presentation of financial instruments. The new recommendations
require disclosure of both quantitative and qualitative information that enables users of financial statements to
evaluate the nature and extent of exposure to risks from financial instruments. These new standards did not have any
impact on Nalcor’s financial results. The additional disclosure is included in Note 14 to these financial statements.

Capital Disclosures

Section 1535, Capital Disclosures requires Nalcor to include additional information in the notes to the financial
statements about its capital and the manner in which it is managed. This additional disclosure includes quantitative
and qualitative information regarding objectives, policies and processes for managing capital. The additional required
disclosure is provided in Note 12 to these financial statements.
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3. PROPERTY, PLANT AND EQUI PMENT
Contributions

inaid of Accumul at ed Net Book
Cost Construction Anortization Val ue
millions of dollars 2008
Electric generation 1,678.5 27.3 547.8 1,103.4
Hectric - transnission and distribution 785. 4 60. 2 245.3 479.9
Devel opnent projects 157.0 . . 157.0
Ct her 346. 2 32.4 191.3 122.5
2,967.1 119.9 984. 4 1,862.8
millions of dollars 2007
El ectric-generation 1,570.5 21.2 531.2 1,112.1
Hectric- transm ssion and distribution 768.0 60.7 229.2 478.1
Devel opnent projects 113.8 . : 113.8
O her 332.3 32.0 178.6 121.7
2,884.6 119.9 939.0 1,825.7

As at Decenber 31, 2008, the cost of assets under construction and therefore excluded fromcosts subject to
anortization were $169.5 nillion 2007- $120.4 nillion.

4. 0L AND GAS PROPERTI ES

millions of dollars 2008 2007
Acquisition costs

Bal ance . begi nni ng of year

Di scovery licenses 110.0

Bal ance - end of year 110.0

Devel opnent costs
Bal ance - begi nni ng of year

Proj ect devel opnent costs 2.1
Bal ance - end of year 2.1
Total - end of year 112.1
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5.

FI NANCI AL STATEMENT EFFECTS OF RATE REGULATI ON

Hydro
Remai ni ng Recovery
Sett | ement
millions of dollars 2008 2007 Period years
Regul at ory assets
Long-teni receivable 12.1
Forei gn exchange | 0sses 7.1 73.3 34
Deferred regul atory costs 0.2 0.4 1
Deferred maj or extraordinary repairs 7.6 12.3 4
Deferred study costs 0.2 0.4 1
Deferred wi nd power costs 0.5 . 1
Total regul atory assets 79.6 98.5
Less current portion 5.0 17.2
14.6 81.3
Regul atory liabilities
Rate stabilization plan 53.2 38.3 nla
Def erred purchased power savings 0.6 0.7 19
Total regulatory liabilities 53.8 39.0
Less current portion 22.3 23.5
3.5 15.5

The fol | owing is a description of each of the circunstances in which rate regulation affects the accounting for a
transaction or event. Regulatory assets represent future revenues associated with certain costs, incurredin current or
prior periods, that are expected to be recovered fromcustoners infuture periodsthroughthe rate-setting process.
Regul atory liabilities represent future reductions or linitations of increases in revenues associated with amounts that
are expected to be refunded to customers as a result of the rate-setting process. The risks and uncertainties related to
regul atory assets and liabilities are subject to periodic assessment. \When Hydro considers that the val ue of these
regul atory assets or liabilities are no I onger likelyto be recovered or repaidthrough future rate adjustnents, the
carrying anount is reflected in operations.

Rate Stabilization Plan and Rel ated Long-t er mRecei vabl e

Fuel expenses are included in allowed rates on a forecast basis. On January 1, 1986, Hydro, having received the
concurrence of the PUB, i npl emented a Rate Stabilization Plan " RSP" which primrily provides for the deferral of fuel
expense variances resulting fromchanges infuel prices, levels of precipitation and load. Adjustnents are required in
retail rates to cover the anortization of the bal ance inthe plan and are i npl emented on July 1 of each year. Sinilar
adjustments required inindustrial rates are i mpl emented on January 1 of each year.

Pursuant to Order No. PU. 72002- 2003 and Order No. PU. 402003 RSP bhal ances whi ch accunul ated prior to March
31, 2003, were convertedtoalong-termreceivable bearinginterest at the wei ght ed average cost of capital to be
recovered over a four-year period, whi ch commenced in 2004. The recovery period for industrial customers ended on
Decenber 31, 2007, and for the utility customers on June 30, 2008, and any remai ni ng bal ances wer e transferred to the
current plan. Any subsequent bal ances accunul ating inthe RSP including financing charges are to be recovered inthe
fol lowing year, with the exception of hydraulic variation, whichuwill be recovered or refunded at a rate of 25%of the
out standi ng bal ance at year-end. Additionally, afuel rider is calculated annual |y based on the forecast fuel price and is
added to or subtracted fromthe rates that woul d ot herwi se be in effect.
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5.

FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (cont’d.)
Rate Stabilization Plan and Related Long-term Receivable (cont'd.)

Hydro recognizes the RSP balances as a regulatory asset or liability based on the expectation that rates will be adjusted
annually to provide for the collection from, or refund to, customers in future periods. In the absence of rate regulation,
generally accepted accounting principles require that the cost of fuel be recognized as an operating expense in the
period in which it was consumed. In 2008, $9.1 million was recognized (2007 - $31.5 million} in the RSP and $14.9
million {2007 - $8.9 million) was recovered through rates and included in energy sales, with a corresponding cost
amortized in fuels expenses.

Foreign Exchange Losses

Hydro incurred foreign exchange losses related to the issuance of Swiss Franc and Japanese Yen denominated debt in
1975 and 1985, respectively, which were recognized when the debt was repaid in 1997. The PUB has accepted the
inclusion of realized foreign exchange losses related to long-term debt in rates charged to customers in future periods.
Any such loss, net of any gain, is deferred to the time of the next rate hearing for inclusion in the new rates to be set at
that time. Accordingly, these losses are recognized as a regulatory asset. In the absence of rate regulation, generally
accepted accounting principles would require that Hydro include the losses in operating costs, in each year that the
related debt was outstanding to reflect the exchange rates in effect on each reporting date.

Commencing in 2002, the PUB ordered Hydro's deferred realized foreign exchange losses be amortized over a 40-year
period. This amortization, of $2.2 million annually, is included in interest expense (Note 15).

Deferred Regulatory Costs

Pursuant to Order No. P.U. 8 (2007}, the PUB approved the deferral and amortization of external costs associated with
Hydro's 2006 General Rate Application in the amount of $0.6 million. These costs are recognized as a regulatory asset.
In the absence of rate regulation, generally accepted accounting principles would require that Hydro include these
costs in operating casts in the year in which they were incurred. In 2008, $0.2 million {2007 - $0.2 million) of
amortization was recognized in operations and administration expenses.

Deferred Major Extraordinary Repairs

In its report dated April 13, 1992, the PUB recommended that Hydro adopt a policy of deferring and amortizing the
costs of major extraordinary repairs in excess of $500,000, subject to PUB approval on a case-by-case basis. In 2005,
Hydro started an asbestos abatement program at the Holyrood Thermal Generating Station (“HTGS”). This program
was carried out over a three-year period. Pursuant to Order No. P.U. 2 (2005) the PUB approved the deferral and
amortization of these costs as a major extraordinary repair. Accordingly, the costs incurred in each year of the program
were recognized as a regulatory asset which will be amortized over the subsequent five-year period. In 2006, Hydro
incurred $2.3 million in expenses to repair a boiler tube failure at the HTGS. Pursuant to Order No. P.U. 44 (2006) the
PUB approved the deferral and amortization of these costs as a major extraordinary repair. Accordingly, these costs
are being amortized over a five-year period. In 2007, $2.0 million of expenses related to a turbine failure were
deferred as a major extraordinary repair. This amaount, net of insurance proceeds, has been expensed in 2008 (Note
20). In the absence of rate regulation, generally accepted accounting principles would require that Hydro expense the
cost of the asbestos abatement program and the boiler tube repairs in the year in which they were incurred. In 2008,
$2.7 million (2007 - $2.1 million) of amortization was recognized in operations and administration expense.

Deferred Wind Power Costs

Pursuant to Order No. P.U. 20 (2008} the PUB has agreed to allow Hydro to defer $0.5 million in costs associated with
connecting the wind farms at St. Lawrence and Fermeuse to the Island Interconnected Grid through Newfoundland
Power’s transmission system and accordingly, these costs have been recognized as a regulatory asset. These costs will
be expensed in 2009. In the absence of rate regulation, generally accepted accounting principles would require that
Hydro include these costs in operating costs in the year in which they were incurred.
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5. FINANCI AL STATEMENT EFFECTS OF RATE REGULATI ONcont ' d.

Deferred St udy Costs

Pursuant to Order No. P.U 14 2004 the PUB directed Ilydroto conduct an i ndependent study of the treat ment of
Newf oundl and Power’s generation in Hydro's COS, and an i ndependent nmarginal cost study, and to accunul ate these
costs ina deferral account to be dealt with at the next general rate application. Pursuant to Order No. P.U 8 2007,
Hydr o recei ved approval for recovery of these costs over athree-year period comrencing in 2007. Accordingly, these
costs have been recogni zed as a regul atory asset. Inthe absence of rate regulation, generally accepted accounting
principles woul d require that Hydro includethe cost of these studies in operating costsinthe year inwhich they were
incurred. In 2008, there were no additions 2007 -$0.2 nillion and $0.2 nillion 2007 -$0. 1 nillion of anortization
was recogni zed in operations and adninistration expenses.

Def erred Purchased Power Savings

In 1997, Hydrointerconnected conmunitiesinthe area of LAnse au Qair to Red Bay to the Hydro- Quzbec system In
its report dated July 12, 1996, the PUB recomended that Hydro defer the henefits of a reduced initial purchased
power rate, to be anortized over a 30-year period. These savings in the amount of $0.6 million 2007 -$0.7 nillion are
recogni zed as a regul atory liability. Inthe absence of rate regul ation, generally accepted accounting principles woul d
require that Hydro include the actual cost of purchased power in operating costs inthe year inwhich they were
incurred.

Property, Plant and Equi pnent

The PUB pernits an al | owance for funds used during construction " AFUDC', based on Flydro's wei ght ed average cost
of capital, to be includedinthe cost of capital assets and amortized over future periods as part of the total cost of the
related asset. In 2008, Hydro’'s AFUDCof 7.6%is higher than its cost of debt of 7.3%and the amount capitalized is

hi gher and interest expense is | ower by $0.4 nillion than that whi ch woul d be pernitted in the absence of rate

regul ation. In 2007, Hydro's AFUDCof 7. 6%was | ower than its cost of debt of 8.0% the anpunt capitalized was | ower
and interest expense was higher by $0.3 million than that whi ch woul d be pernitted inthe absence of rate regul ation
Not e 15.

[1ydro anortizes its hydroel ectric generating assets and transm ssion assets using the sinking fund method, as approved
by the PUB. Inthe absence of rate regulation, these assets woul d likely be anortized using the straight-1ine met hod.

During 2005, |lydro engaged an i ndependent consultant to conduct an anortization study. The scope of this study
included a reviewof Hydro’'s anortization methods as wel | as a statistical analysis of service life estinates and
calculation of appropriate anortization rates and annual and accrued anortization bal ances as at December 31, 2004.
Based on the results of this study, managenent currently estimates that accumul ated anortization is approxi mately
$170.0-$180.0 mllion | ower than it woul d ot herwi se he, and annual anortization expense is $10.0-$11.0nillion
lower, primarily due tothe use of sinking fund rather than straight-line anortization for hydroelectric and transmission
assets. An updatetothis study began in 2008 and is present!y ongoi ng.

6. OTHER LONG TERMASSETS

mllions al dol lars 2008 2007

I nvestment in Lower Churchill Devel opment Corporation Linited . 52 a

Long-termreceivabl e 26.7 233 b
26.1 28.5
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6. OTHER LONG-TERM ASSETS (cont'd.)

{a)

(b)

Investment in LCDC

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 ownership. Hydro is the designate for the Province’s
shareholding in LCDC.

Pursuant to the provisions of the Principal Agreement, the Province agreed to enter into an Option Agreement,
dated November 24, 1978, with LCDC in respect of GIPCo assets and the hydroelectric development rights to the
lower Churchill River, {"the Water Rights”). In consideration of the option granted from the Province, LCDC issued
520 Class A common shares to Hydro, valued at $5.2 million.

The option provided that upon agreement to continue with the development, LCDC would have acquired the
GIPCo assets for the amount of $94.8 million ($100.0 million less the amount of $5.2 million representing the
shares issued pursuant to the signing of the Option Agreement). A 10% convertible demand debenture in the
amount of $94.8 million would have been issued as consideration for the GIPCo assets and LCDC would have
acquired the Water Rights from the Province with the consideration having been the issue of 3,000 Class B
common shares without nominal or par value.

On November 20, 2008, LCDC was advised by the Province that it would not be extending the Option Agreement.
As a consequence, LCDC's option expired on November 24, 2008, which had the effect of terminating the Option
Agreement and Hydro’s share of the option in the amount of $2.7 million was expensed as an investment write-
down in 2008 and the liability to the Government of Canada for non-controlling interest in the amount of 52.5
million was eliminated.

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.

Long-term Receivable

Included in long-term receivables are two refundable deposits in the amount of $25.4 million (2007 - $23.3 million)
associated with an application for transmission service into Québec, bearing interest at prime until April 2007 at
one-year Guaranteed Income Certificate (“GIC”) rates thereafter. The remaining portion of $1.3 million (2007 — nil)
is a long-term receivable from Hydro-Québec.

7. JOINT VENTURE

The following amounts included in the Consclidated Financial Statements represent Nalcor’s proportionate share of
Churchill Falls” assets and liabilities at December 31, 2008, and its proportionate interest in Churchill Falls’ operations
for the year ended December 31, 2008.

-10-
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7. JO NT VENTURE cont’ d.

millions of dollars 2008 2007
Current assets 37.0 39.5
Long-termassets 334.2 328.9
Current liabilities 10.5 12.5
Long-termliabilities 29.3 36.6
Revenues 65. 3 70.6
Expenses 50.3 51.0
Net incone 15.0 19.6
Cash provided by used in

Operatingactivities 30.4 40.4

Fi nancing activities 12.9 19.7

I nvesting activities 20.0 16.3

I'ncone tax expense in the anount of $0.2 nillion 2007- $0.2 million related to ajointly controlled subsidiary, Twin
Falls, has been grouped with operating expenses.

8. LONG TERMDEBT

Churchill Churchill
Summary of | ong-termdebt Hydro Falls Tot al L-lydro Falls Tot al
m1l1ons 0/ dol lars 2008 2007
Long-t ermdebt 1,154.7 30.1 1,184.8 1,359. 4 37.5 1,396.9
Less current portion 8.3 0.8 9.1 208.3 0.8 209.1
1,146.4 29.3 1,175.7 1,151.1 36.7 1,187.8

Required repaynents of | ong-termdebt and sinking fund requirements over the next five yearsvill be as fol | ous:

mil1ions of dollars 2009 2010 2011 2012 2013
Sinking fund requirenents 8.2 8.2 8.2 8.2 8.2
Long-termdebt repaynents 0.9 29.3 . .

9.1 37.5 8.2 8.2 8.2
Nal cor

Nai cor maintains an unsecured revolving termcredit facilitywith its banker inthe amount of $150.0 nillion Canadian or US
equi val ent. Borrowi ngs in Canadi an dollars may take the formof Prine Rate advances, Bankers Acceptances ‘| As", and
Letters of Credit. Borrowings in USdollars may take the formof Base Rate advances, LIBOR Advances, and Letters of

Gedit. The facility al so provides coverage for overdrafts on Nalcor’s bank accounts, with interest cal culated at the Prine
Rate. The terns of the credit facility provide for the expansi on of the facility up to $300.0 nillion Canadian or US

equi val ent as a non-revol ving termcredit facility, secured by the guarantee of the Province. At year-end, the only drawi ng
on thefacility was one irrevocabl e letter of credit i ssued on behal f of Nalcor’s subsidiary, Gl and Gas. This letter of credit,
inthe amount of $1.5 million, was is5ued to The Canada- Newf oundl and and Labr ador Cf f shore Petrol eumBoard

" CNLOPB" to satisfy certain financial responsibility requirements specifiedinthe Accords Acts with respect tothe

i ssuance of authorizations for petrol eumrelatedwork or activities within the Newf oundl and and Labrador of f shore area.

11
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LONG-TERM DEBT (cont’d.)

Hydro
Face Coupon Year of Year of
Series Value Rate % Issue Maturity
millions of doliars 2008 2007
AA 200.0 5.50 1998 2008 - 199.5
v * 125.0 10.50 1989 2014 124.5 124.4
X * 150.0 10.25 1992 2017 149.1 149.0
Y ® 300.0 8.40 1996 2026 292.9 292.7
AB * 300.0 6.65 2001 2031 306.9 307.1
AD * 125.0 5.70 2003 2033 123.5 123.5
AE 225.0 430 2006 2016 223.5 223.3
Total debentures 1,425.0 1,220.4 1,419.9
Less sinking fund investments in own debentures 65.9 60.8
1,154.5 1,359.1
Other 0.2 0.3
1,154.7 1,359.4
Less payments due within one year 8.3 208.3
1,146.4 1,151.1
—_— ———ee———

* Sinking funds have been established for these issues.

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 2013 to 2033. Hydro
debentures, which management intends to hold to maturity, are deducted from long-term debt while al! 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 4.50% to 9.86% (2007 - 4.50% to 9.86%).

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
1.0% annually on the total debt (net of sinking funds) guaranteed by the Province, outstanding as of the preceding
December 31. During 2008, the Province waived the payment of this fee.

Hydro uses promissory notes to fulfill its short-term funding requirements. At year-end the promissory notes
outstanding were at interest rates ranging from 1.40% to 2.90% (2007 - 4.30% to 4.45%).

Hydro maintains a $50.0 million Canadian or US equivalent unsecured operating credit facility with its banker and at
year-end, there were no amounts drawn on the facility (2007 - nil). Advances may take the form of a prime rate
advance or the issuance of a BA with interest calculated at the prime rate or prevailing Government BA fee. The facility
also provides coverage for overdrafts on Hydro's bank accounts, with interest calculated at the prime rate. At year-end,
Hydro had two letters of credit outstanding (Note 18(f}} reducing the availability of the credit facility by $7.5 million.

b
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B.

LONG TERMDEBT cont ' d

Churchill Fails

mlions of riollors 2008 2007
General Mortgage Bonds
73%due Decenber 15 2010 : 37.5
Less: current portion : 0.8

Total |ong-termdebt : 36.7

Bank of Nova Scotia Credit Agreement
4. 4%due Decenber 15 2010 30.1
Less: current portion 0.8
Total |ong-termdebt 29.3

Ref i nanci ng

On February 25, 2008, Churchill Falls conpl eted a refinancing of the General Mortgage Bonds. The General Mortgage
Bonds, bearing an interest rate of 7.5%6. 0%net of subsidies were retired and replaced with a 4A%fixed rate credit
agreenent with The Bank of Nova Scotia. Principal repaynent terns of the newcredit agreenent are the sane as
those required by the General Mortgage Bonds whi ch provided for sem-annual payments in an anount equal to 1.0%
of the aggregate principal anount outstanding on January 1 preceding each paynment date with a final principal
paynent due in 2010.

Churchill Falls exercised its prepaynent privileges under the newcredit agreement by prepaying $10.0 illion principal
on March 25, 2008. Nalcor’s share of this repaynent was $6. 6 nillion,

Di vi dend Restriction

Under the terms of the | ong-termdebt instruments, Churchill Falls may pay cash dividends only out of earnings, as
defined, accunul ated fromSeptenber 1, 1976. Asharehol ders’ agreenent signed in June 1999 pl aces additional
restrictions on dividends based on cash flow.

Qperating Credit Facility

Churchill Falls maintains a $10.0 nillion Canadian or US equival ent unsecured operating credit facility with its banker
and at year-end, there were no ampunts drawn on the facility 2007- $0.3 nillion. Advances may takethe formof a
Prime Rate advance or the issuance of BAs with interest calculated at the Prinme Rate or prevailing Gover nnent BAfee.
The facility provides coverage for overdrafts on Churchill Falls’ bank accounts, with interest calculated at the Prine
Rate. At year-end, Churchill Falls had two letters of credit outstanding Not e 18f reducingthe availability of the credit
facility by $1.4 nillion.

LONG TERM PAYABLE

The | ong-termpayabl e to Hydro- Qubec as of Decenber 31, 2008, is the accunul ation of differences bet ween ener gy
delivered mont hl'y and the AEB energy billed monthly, whichuill be tracked duringthe four-year period from

Sept enber 1, 2008 to August 31,2012. Currently, the ful anmount of $0.7 nillion 2007- nil is long-term The final
amount will be deternined on August 31, 2012, and will be pai d/ col | ected nont hly begi nning Sept enber 2012 and
endi ng August 2016.

-13.
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10. EMPLOYEE FUTURE BENEFI TS

Pensl on Plan
Enpl oyees participate inthe Province's Public Service Pension Plan, a nulti-enployer defined benefit plan. The
enpl oyer’s contributions of $4.9 nillion 2007- $4.6 nillion are expensed as incurred.

Cther Benefits

Additionally, Nalcor provides group life insurance and heal thcare benefits on a cost-shared basis to retired enpl oyees,
and in certain cases, their surviving spouses, inadditionto a Severance payment upon retirenent. In 2008, cash
payment s to beneficiaries for its unfunded other enpl oyee future benefits was $3.0 nillion 2001 -$2. 3 nillion. The
nost recent actuarial val uation was perforned as at Decenber 31, 2006, with an extrapol ation of the Decenber 31,
2006 val uation to Decenber 31, 2008. The next actuarial valuationwill be performed as at Decenber 31, 2009.

millions of dollars 2008 2007
Accrued benefit obligation
Bal ance at begi nning of year 68. 6 67.8
Current service cost 2.2 2.3
Interest cost 3.8 3.6
Actuarial gain 19.3 2.8
Benefits paid 3.0 2.3
Bal ance at end of year 52.3 68. 6
Plan deficit 52.3 68.6
Unanortized actuarial |oss 0.4 20.
Unanorti zed past-service cost 0.3 0.3
Accrued benefit liability at end of year 51.6 47.4
mlions of dollars 2008 2007
Conponent s of benefit cost
Current service cost 2.2
Interest cost 3.8 .
Actuarial galn 19.3 2.8
13.3 3.1
Adj ust nent s
Difference bet ween actual actuarial gain and anount recogni zed 20. 4 4.3
Benefit expense 7.1 7.4
The significant actuarial assunptions used in neasuringthe conpany’s accrued benefit obligations
and benefit expense are as foll ous:
2008 2007
Di scount rate 7.5% 5.5%
Rate of conpensati on increase 3.5% 3.5%
Assumed heal th care trend rates:
2008 2007
Initial heal th care expense trend rate 7.0% 8. 0%
Cost trend decline to 5. 0% 5. 0%
Year that rate reaches the rate it is assumed to remain at 2011 2011

14 .
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10.

11.

12,

EMPLOYEE FUTURE BENEFI TS coned.

A 1%increase In assuned heal th care trend rates woul d have had the fol | owi ng effect:

millions of dollo,s 2008 2007
Current service and interest cost 1.2 0.8
Accrued benefits obligation 7.2 5.7

A 1%decr ease in assuned heal th care trend rates woul d have had the fol | owi ng effect:

millions of dollars 2008 2007
Current service and Interest cost 0.8 0.8
Accrued benefit obligation 5.5 9.2

SHAREHOLDER S EQUI TY

Share Capltal
millions of dollars 2008 2007
Conmon shares

Authori zed: unlimited; issued 122,500,000 2007. 22,503, 924 122.5 22.5

In 2007, the Province held 22,503,924 shares in Hydro with a val ue of $22.5 nillion and pursuant tothe Hydro
Corporation Act, 2007, these shares were transferredto Nalcor. This transfer of shares was accounted for using the
continuity of interests method. During 2008, Nalcor issued an additional 99,996, 076 shares with a val ue of $100.0
mllion,

Contri but ed Capital

m!lions of dollars 2008 2007

Total contributed capital 191.5 114.0

During 2008, the Province contributed capital inthe amount of $77.5 nillion.

CAPI TAL MANAGEMENT

Nal cor’s primary obj ectives when managi ng capital are to nininize Nalcor's cost of capital within the confines of
established risk parameters, and to safeguard Nalcor’s ability to continue as a goi ng concern. Nalcor's approach to
capital management is performed on a consol i dated basis. Management monitors the capital requirenent for each
subsi diary individual l'y.

The capital managed by Nal cor is conprised of debt | ong-termdebentures, promissory notes, bank credit facilities and

bank i ndebt edness and equity share capital, contributed capital, accumul ated ot her conprehensi ve i ncone and
retained earnings.

-15.
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12. CAPI TAL MANAGEMENT conf d.

Asunmmary of the capital structureisoutlined bel ow.

mi 111 ons of dol kus 2008 2007
Debt
Long- t er mdebt 1,175.7 1,187.8
Current portionof |ong-termdebt 9.1 209. 1
Promi ssory not es 163.0 7.0
Sinking funds 163.9 151.8

1,183.9 55. 9% 1,252.1 64. 9%
Equity
Shar e capital 122.5 22.5
Contribut ed capital 191.5 114.0
Accunul at ed ot her conprehensi ve i ncone 16.5 19.5
Ret ai ned earni ngs 604, 0 521.8

934.5 44. 1% 677.8 35. 1%

Total debt and equity 2,118.4 100. 0% 1,929.9 100. 0%

Hydr o

Hydro requires access to capital dueto the capital intensive nature of the business which isrequiredto ensurethe
continued delivery of safe and reliable service to it customers. Hydro's approach to capital management encompasses
various factors including nonitoringthe percentage of floatingrate debt inthe total debt portfolio, the wei ghted
average termto maturity of its overall debt portfolio, its percentage of debt to debt plus equity and its earnings before
interest and taxes " EBI T" coverage of interest. Adjustmentstothe capital structure are acconplished through

adj ustments to the amount of dividends paidto the sharehol der, cash infusionvia contributed equity and new debt

i ssuance or debt issuance with differing characteristics. Hydro's goal isto achieve a capital structure and cash flows to
support debt.

Churchill Falls

Churchill Falls' objective when managing capital isto maintainitsability tocontinue asa going concern. Churchill Falls'
requirenments for capital inthe future are expected toincrease, coincident with the aging of the plant and rel ated
infrastructure. The focus of the capital management policyisto provide flexibility to ensure cash continues to be
availableto satisfy capital requirements. Managingthe level of dividend payments is a key aspect of ensuring the
availability of funding to maintain the plant and infrastructure.

At present, the capital position of Churchill Falls isweighted heavilytoward equity capital share capital and retained
earnings. The only remaining | ong-termdebt at the end of the year consisted of aloan fromthe Bank of Nova Scotia,
the bal ance of which conprised less than 10%of the total capital structure. This Ioan carriesthe same terns of
repayment as the former General Mortgage Bonds and will mature in Decenber of 2010, with any remai ni ng principal
due at that tine. Churchill Falls has the right to prepay under certain conditions and has al ready taken advant age of the
opportunity to do so. On March 19, 2008, Churchill Falls exercised its prepaynent rights under the Credit Agreenent to
prepay $10. 0 million in principal effective March 25 2008. The corporate strategyisto ensure that fundingisin place to
extingui sh the entire debt by the end of 2010 without re-financing. The capital structureis adjusted through the
amount of di vidends pai d to sharehol ders.
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12,

13

14,

CAPI TAL MANAGEMENT cont ' d.

01 and Gas

Future requi renents for capital are expected to increase, coincident with the increasein projectsin devel opment.
Capital coststo-date have been financed by equity. Once projects reach the production stage, Gl and Gas’ cash from
operationswll contributeto funding its capital requirenents.

ACCUMULATED OTHER COVPREHENSI VE | NCOVE

Changes in the fair val ue of sinking fund and reserve fund i nvestnents conprise the items in other conprehensive
i ncorme.

m1ions of dollors 2008 2007
Bal ance, begi nni ng of year 19.5
Adj ust ment due to the adoption of newaccounting policies : 19.3
Change in fair val ue of sinking fund investnents 3.6 0.2
Change in fair val ue of reserve fund i nvestments 0.6 _
Bal ance, end of year 16.5 19.5

FI NANCI AL | NSTRUMENTS AND Rl SK MANAGEMVENT

Nal cor has classified its financial instruments as follows:
Cash and cash equi val ents
Short-terminvestnents
Account s receivabl e
Sinking funds . investments in sanme Hydro issue
Sinking funds - ot her i nvest ments

Hel d-for-trading

Hel d-to-maturity
Loans and recei vabl es
Hel d-to-maturity
Available-for-sale

Reserve fund
Long-termreceivabl e

Avai | abl e-for-sal e
Loans and recei vabl es

Bank i ndebt edness Qther liabilities
Account s payabl e and accrued liabilities Qther liabilities
Promi ssory not es Ot her liabilities
Long-t er mdebt Qther liabilities

Each of these financial instruments is measured at amortized cost, except for the reserve fund, sinking fund - other

i nvestment's and cash and cash equival ents whi ch are measured at fair val ue.

Fair Val ue

The estimted fair val ues of financial instruments as at Decenber 31, 2008, are based on rel evant market prices and
information available at thetine. The fairvalue of |ong-termdebt is estimted based on the quoted market price for
the sane or sinilar debt instruments. The fair val ue estinates bel oware not necessarily indicative of the anounts that
Nal cor might receive or incur inactual market transactions. As a significant nunber of Hydro's assets and liabilities,
including fuel's and supplies and property, plant and equi pment, do not neet the definition of financial instruments, the
fair val ue estimates bel owdo not reflect the fair val ue of Nal cor as a whol e.

In 2007, Nal cor recognized an increase to opening retained earnings of $2.3 nillion resulting fromthe measurement of
outstandi ng | ong-termdebt at amortized cost, using the effective interest method. As well, Nal cor recogni zed an
openi ng hal ance of accumul at ed ot her conprehensi ve i ncone arising fromunreal i zed gai ns on sinking f und

i nvestments of $19.3 nillion.
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14. FINANCIAL INSTRUMENTS AND RiSK MANAGEMENT (cont'd.)

Fair Value (cont’d.)
Carrying Carrying Fair
Value  Fair Value Value Value
millions of dollars 2008 2007
Financial liabilities
Long-term debt including current portion 1,184.8 1,484.8 1,396.9 1,731.2

Transaction costs related to financial assets and financial liabilities are included as part of the cost of the instrument,
with the exception of cash and cash equivalents which are expensed as incurred, based upon the pricing obtained
during the quotation process. Discounts and premiums on financial instruments are amortized to income over the life
of the instrument.

Risk Management
Exposure to credit risk, liquidity risk and market risk arises in the normal course of Nalcor’'s business.

Credit Risk

Nalcor is exposed to credit risk in the event of non performance by counterparties to its financial instruments. The
majority of the receivables are from regulated utilities which minimizes credit risk. There is risk that Nalcor will not be
able to collect all of its remaining accounts receivable and amounts owing under its customer finance plans. These
financial instruments which arise in the normal course of business do not represent a significant concentration of credit
risk as amounts are owed by a large number of customers on normal credit terms. Nalcor manages this credit risk
primarily by executing its credit and collection policy including the requirement for security deposits from certain
customers.

Nalcor manages its investment credit risk exposure by restricting its investments to high-quality securities such as
Canada Treasury Bills, Bankers’ Acceptances drawn on Schedule 1 Canadian Chartered Banks and Term Deposits issued
by Schedule 1 Canadian Chartered Banks. Additionally, the investments held within the portfolios of Churchill Falls de
not exceed 10% with any one institution with the exception of the Government of Canada.

Liguidity Risk

Nalcor is exposed to liquidity risk with respect to its contractual obligations and financial liabilities. This risk is managed
by maintaining borrowing facilities sufficient to cover both anticipated and unexpected fluctuations within the
operations and by continuously monitoring cash flows. Short-term liquidity is provided through cash and cash
equivalents on hand, funds from operations, a $300.0 million promissory note program and credit facilities. Long-term
liquidity risk is managed by the issuance of a portfolio of debentures with maturity dates ranging from 2014 to 2033.
Sinking funds have been established for these issues. In addition, the reserve fund in Churchill Falls and the dividend
management policy is used to meet long-term liguidity requirements associated with debt retirement and capital
expenditure programs.

Market Risk

Market risk refers primarily to the risk of loss resulting from changes in interest rates, commodity prices and foreign
exchange rates.
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14, FI NANCI AL | NSTRUMENTS AND R SK MANAGEMENT cont ' d. }
Mar ket Risk cont’d.

Interest Rates

Interest rate risk is managed within the corporate financing strategy where floating rate debt exposures and interest
rate scenarios are forecast and evaluated. Adiversified portfolioof fixed and floating rate debt is maintained and
managed with a viewto an acceptabl e risk profile. Key quantitative parametersfor interest rate risk management

i ncludes the percentage of floating rate debt inthe total debt portfolio, coupled with an exanination of the weight ed
average termto maturity of the entire debt portfolio. By settingclear guidelines inrespect tothese quantitative
paraneters, Nalcor attenptsto minimzethe likelihood of a material inpact on net i ncone resultingfroman
unexpect ed change In Interest rates.

W thin Hydro, exposure tochanges ininterest rates on interest expense related tothe short-termdebt portfolio and
interest i ncome related to the sinking fund i nvestnent portfolios, creates risk. Hydro estimates that an increase of 100
basi s points fromthe actual average yield on the short-termdebt portfolio in 2008 woul d have resulted in a change in
interest expense of $1.3 nillion 2007- $0.2 nillion. Simlarly, an increase of 100 basis points fromthe actual average
yield on the sinking fund i nvestment portfolio In 2008 woul d have resulted in a change ininterest i ncone of $2.0
milion 2007 -$1.8 million and a decrease in other conprehensive i ncome of $16. 1 nillion 2007 -$16. 1 nillion.
Interest rate risk on the long-termdebt portfolioisnitigated through the use of fixed rate debent ures.

Wthin Churchill Falls, interest rateriskis mtigated on the conpany’s |ong-termdebt by virtue of afixedinterest rate
to mturity. Exposure to changes ininterest rates exists on investnent i ncone relatedto the short-termand reserve
fund investment portfolios. Churchill Falls estimates that an increase of 100 basis points fromthe actual average yield
earned on the short-terminvestment portfolio in 2008 woul d have resulted in a change in interest i ncone of $0.2
milion 2007- $0.2 million. Similarly, an increase of 100 basis points fromthe actual average yield earned on the
reserve fund i nvestment portfolioin 200$ woul d have resulted in a change in interest i ncome of $0.2 nillion 2007-
$0.1 nillion and an increase in other conprehensive income of $0.5 nillion 2007 -$0.2 nillion. Interest rate riskis
managed wi thin the corporate financing strategy wher eby floating rate debt exposures and interest rate scenarios are
forecast and eval uat ed.

Forei gn Currency and Conmodi ty Exposure

Fair val ue of future cash flows of afinancial instrument will fluctuate due to changes inthe exchange rate between the
foreign currency and the Canadi an dollar. Nalcor's primary exposure to both foreign exchange and comodi ty price
risk arises within Hydro fromlts purchases of No. 6 fuel for consunption at the HTGS. During 2008, Hydro had total
purchases of No. 6 fuel of $103.9 nillion 2007 -$122.0 nillion. These purchases are denoni nated in US dol lars.

Nal cor’s exposure to both the foreign exchange and commodi ty price risk associ ated with these purchases is nitigated
t hrough the operation of the RSP. The purpose of the RSPisto hoth reduce volatility in custoner rates as well as
mtigate potential net i ncome volatility fromfuel price and vol unme variations. Al variances in actual fuel prices and
exchange rates as conpared to that approved in Hydro's nost recent COS used to set rates, are captured inthe RSP
and are either refunded to or collected fromcustoners via aut omatic rate adj ustnents. Nal cor also enpl oys the
periodic use of forward currency contracts as a means by whi ch exposure to exchange rates on a particular day can be
avoi ded. As at December 31, 2008, there were no forward contracts out standing.
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15.

16.

| NTEREST EXPENSE

nillions of dab’s

Gross interest
Long-termdebt
Proni ssory not es

Accretion of | ong-termdebt
Provision for forei gn exchange | osses

Less
Recover ed from Hydr o- Québec
Interest capitalized during construction
Interest earned

Net interest expense

Debt guar ant eef ee

Net interest and guarantee fee

2008

96.0
4.2
100. 2
0.5
2.2
102.9

0.1
9.6
15.0
78.2

78.2

2007

105.0
0.9
105.9
0.8
2.2
108.9

1.0
6.3
14.3
87.3
13.1
100. 4

Under the terns of the Power Contract, Churchill Falls recovers the difference between interest cal culated at the rates
prescribed in the Power Contract and interest paid onits|ong-termdebt. In addition, with the refinancing of the
Ceneral Mortgage Bonds, Churchill Fallsisrequiredto sharewith Hydro- Qubec any benefits it receives resulting from

t he refinancing.

Al'so, Churchill Falls can request Hydro and Hydro- Quebec to make advances against the issue of Subor dinat ed Debt
Ohligations, to service its debt and to cover expenses If funds are not ot herwi se avaflable. If such requests fail to attract
sufficient advances, Churchill Falls can require Hydro- Qudbec to make additional advances, against the issue of units of
Subor di nat e Debent ures and shares of common stock, to service its debt and to cover its expenses that remain

unf unded.

CHANGE |N NON- CASK VWORKI NG CAPI TAL BALANCES

millions of do/kits

Account s recei vabl e

Fuel and supplies
Prepai d expenses
Account s payabl e and accrued liabilities
Regul atory assets

Regul atory liabilities
Accrued interest

Enpl oyee future benefits
Long-t ermreceivabl
Long- t er mpayabl e
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17.  SEGVENT | NFORMATI ON

Nal cor operates in four busi ness segments. Regul ated operations enconpass sal es of power and energy to most
customers withinthe Province while Churchill Falls operates a hydroel ectric generating facility and sells electricity
primarilyto Hydro-Quebec. Ot her energy activities are primrily engaged in sales to markets outside the province and
devel opment activities. Gl and Gas activities i nclude expl oration, devel opnent, production, transportation and
processing sectors of the oil and gas industry. The designation of segments has been based on a conbi nati on of

regul atory status and nanagenent accountability. The segnent’s accounting policies are the same as those described
inNote 1

O her
Ener gy Churchill Gl and Inter-
Regul ated  Activities Falls Gas segnent Tot al

m11ions of dollars 2008
Revenue

Ener gy sal es 440.1 58.2 68.9 ) 3.9 563.3

O her 2.2 . 0.3 0.3 3.1 59

442.3 58.2 69. 2 0.3 0.8 569. 2

Expenses

Operations and administration 9.1 8.9 38.8 0.4 . 141.2

Fuel's 164.8 : . : : 164. 8

Power purchased 41.4 3.5 . . 3.9 41.0

Amorti zation 40. 4 0.1 11.4 . 1.2 53.1

I nterest 81.6 9.5 0.1 . . 78.2

Wite-down of investnent . 2.7 . - . 2.1

433.3 5.7 50.3 0,4 2.7 487.0

Net i ncome before equity in Churchill Falls 9.0 52.5 18.9 0.1 1.9 82.2
Equity in Churchill Falls : 11.8 : ) 11.8
Preferred dividends : 9.0 - ) 9.0 :
Net i ncome 9.0 73.3 18.9 0.1 18.9 82.2
Capital expenditures 45.6 43.2 4.3 112. 4 : 205.5
Total assets 1,711,5 723.0 371.2 112.7 438.7  2,479.7

During 2008, salesto Nalcor's three largest custoners anount ed to 90%of total energy sales revenue 2007- 90%
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17. SEGVENT | NFORVATI ONcont ' d.

millions of dollars
Revenue
Ener gy sal es
Q her

Expenses
Operations and administration
Fuel s
Power purchased
Amorti zation
[ nterest

Net income before equity in Churchill Falls

Equity in Churchill Falls
Preferred divi dends
Net i ncome

Capital expenditures
Total assets

Geographi ¢ I nformation
Revenues by geographi ¢ area;

nillions of dollars
Newf oundl and and Labr ador
Quzbec

Regul at ed

438.7
2.0
440.7

98.5
159.2
38.5
38.4
103.2
437.8
2.9

2.9

36.0
1,733.3

Al of Nalcor's assets are | ocated inthe Province.

18. COVM TMENTS AND CONTI NGENCI ES

O her
Ener gy
Activities

58.5
58.5
6.0
3.9

5.0
4.9
53.6
14.7
10.4
8.7

45.7
498.9

Churchil
Falls

2007

74.2
0.3
74.5

38.6

11.2

2.1
51.9
22.6

22.6

4.8
368. 4

Gl and
Gas

[nter-
segment

4.0
11
0.1
2.8
2.5
14.7
10. 4
22.6

314.3

2008
447.6
121.6
569. 2

Tot al

567.5
59
573.4

143.1
159.2
38.4
50.7
100. 4
491. 8
81.6

81.6

86.5
2,286.3

2007
445.1
128.3
573.4

a Under the terns of a subleasewith Twin Falls, expiring on Decenber 31, 2014, Churchill Fallsisrequiredto deliver
toTwin Falls, at an agreed price, horsepower equival ent to the installed hor sepower of the Twin Falls plant and to
mai ntain Twin Falls' plant and equi pment. The costs associ ated with making the plant operational, if required, are
not estimable at this time. In 2015, the physical assets of Twin Fallswill revert to Churchill Falls, and Churchill Falls
is required to make this hor sepower availableto Hydroat rates that are comercial l'y reasonabl e pursuant to the

1999 shar ehol ders’ agr eement.
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18. COVM TMENTS AND CONTI NGENCI ES coned.

a cont’d.

The results of an Environmental Site Assessment " ESA9 conducted at the Twin Falls Generating Station indicated
hi gher than accept abl e concentrations of contaninants inthe soil and waters adjacent to the power house.
Further testing was conduct ed to determine the extent of contanination. The recommendations arising fromthis
testing indicate that remediationis not required, but further monitoring be carried out. Further monitoringis
recommended for 2010 and every five years thereafter.

b Pursuant tothe terns of the 1999 sharehol ders agreement, in 2007, Churchill Falls commenced the creation of a
$75.0 mllion segregated reserve fundto contribute towards the funding of capital expendituresrelatedto
Churchi Il Falls" existing facilities and their repl acement. Churchill Falls invested $17.0 nillion in each of 2007 and
2008. The renmininginvestnents ull be acquired during a 30-day period conmenci ng on each of the fol | owi ng

dates:
January 1, 2009 $17.0 nillion
January 1, 2010 $8.0 nillion
January 1, 2011 $8.0 million
January 1, 2012 $8.0 million

This fund must remain in place until the end of the sharehol ders’ agreement in 2041. Any anmounts renoved to
fund capital expenditures must be replaced. Reserve fund hol ding consist of securities issued by the Gover nment
of Canada, various provinces of Canada and Schedul e 1 Canadi an Chartered Banks. Nalcor's share of this

conmi t ment is 65. 8%

Asummary of Nalcor’s 65. 8%share of the reserve fund is as fol | ovs:

millions of dollars 2008 2007
Qpeni ng bal ance 11.2

Contribution 11.2 11.2
Total contributionto reserve fund 22. 4 11.2
Net interest earned 0.4 0.3
Mar k-t o- mar ket adj ust ment 0.6

Fair val ue of reserve fund 23.4 11.5

C Hydro has received clains instituted by various conpani es and individuals with respect tp outages and ot her
m scel | aneous matters. Al though such matters cannot be predicted with certainty, managenent currently
consi ders Hydro's exposure to such clains and litigation, to the extent not covered by i nsurance policies or
ot herw se provided for, to be $0.2 nillion 2007. $1.2 nillion.

One of Hydro’s industrial customers commenced legal proceedings in 1997, claining approximately $22.2 nillion
2007- $21.8 nillion related to outages and plant shutdowns. Hydro is defending this claimand managenent
bel i eves that this claimuill not be successful.

d Qutstanding commitnents for capital projects total approximately $13.6 nillion 2007 -$16.8 nillion.
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18. COMMITMENTS AND CONTINGENCIES (cont’d.)

(e) Hydro has entered into a number of long-term power purchase agreements as follows:

)

Tvpe Rating In-Service Date Term
Hydroelectric 175 kw 1988 Continual
Hydroelectric 3 MW 1995 25 years
Hydroelectric 4 MW 1998 25 years
Cogeneration 15 MW 2003 20 years
Wind 390 kW 2004 15 years
Wind 27 MW 2008 20 years
Wind 27 MW 2009 20 years

During 2008, the enactment of the Abitibi-Consolidated Rights and Assets Act resulted in the cancelation of two
long-term power purchase agreements (Note 21(a)).

Estimated payments due in each of the next five years are as follows:

millions of dollars 2009 2010 2011 2012 2013

Power purchases 25.6 26.4 29.6 30.0 30.6

Nalcor has issued a letter of credit, in the amount of $1.5 million, to CNLOPB to satisfy certain financial
responsibility requirements specified in the Accords Acts with respect to the issuance of authorizations for
petroleum-related work or activities within the Newfoundland and Labrador offshore area.

Hydro has issued two irrevocable letters of credit, one in the amount of $7.2 million to New Brunswick System
Operator as credit support related to an application for point-to-point transmission service. The second letter of
credit has been issued to the Department of Fisheries and Oceans in the amount of $0.3 million as a performance
guarantee in relation to the Fish Habitat Compensation Agreement.

Churchill Falls has issued two irrevocable letters of credit, in the amount of $0.7 million each to ensure satisfactory
management of its waste management and compliance with a Certificate of Approval for the transportation of
special hazardous wastes, granted by the Department of Environment and Conservation.

19. RELATED PARTY TRANSACTIONS

The Province, Nalcor, Hydro, Churchill Falls, Oil and Gas, LCDC and GIPCo are related parties. In addition, the PUB is
related to Nalcor by virtue of its status as an agency of the Province.

(a) Hydro has entered into a long-term power contract with Churchill Falls for the purchase of $6.0 million (2007 - 56.1

million) of the power produced by Churchill Falls and Nalcor’s 65.8% share is eliminated upon consolidation.

(b) For the year ended December 31, 2008, approximately $2.2 million (2007 - $2.2 million) of operating costs were

recovered from Churchill Falls for engineering, technical, management and administrative services. These
transactions are in the normal course of operations and are measured at the exchange amount, which is the
amount of consideration established and agreed to by the related parties and Nalcor's 65.8% share is eliminated
upon consolidation.
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19.

20.

21.

RELATED PARTY TRANSACTIONS (cont’d.)

(c) Hydrois required to contribute to the cost of operations of the PUB as well as pay for the cost of hearings into
applications it makes. During 2008, Hydro incurred $0.6 million in costs related to the PUB (2007 - $1.2 million) of
which $0.1 million (2007 - 50.1 million) was included in accrued liabilities.

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

(e} During 2008, Hydro received contribution in aid of construction from the Province related to wind feasibility
studies. As at December 31, 2008, the full amount of $0.5 million has been recorded as deferred capital
contribution.

(f) During 2008, Hydro received $0.4 million (2007 - nil) as a rate subsidy for rural isolated customers from the
Province and $1.5 million (2007 - $0.6 million} as an energy rebate to offset the cost of basic electricity
consumption for Labrador rural isolated residential customers under the Northern Strategic Plan with $0.1 million
{2007 - 50.6 million) recorded as accounts receivable at year-end.

CHANGE IN ESTIMATE

In 2007, Hydro incurred $2.0 million in expenses to repair a turbine at HTGS and these costs were deferred as a major
extraordinary repair. Pursuant to Order No. P.U. 31 (2008), the PUB denied Hydro's request to treat the repair of the
turbine as a major extraordinary repair and therefore, the full cost of the repair, net of insurance proceeds of $0.8
million, was recorded in operations and administration expense during 2008.

SIGNIFICANT OCCURRENCES

Hydro

In late 2008, Abitibi-Consolidated announced the shut-down of the Grand Falls Pulp and Paper Mill resulting in the loss
of a major industrial customer. Revenue from this customer for the year ended December 31, 2008, was $5.1 million
(2007 - $4.9 million). The Abitibi-Consolidated Rights and Assets Act was enacted on December 16, 2008, resulting in
the cancellation of two power purchase agreements from two non-utility generators in which Abitibi was a partner.

Churchill Falls
On November 3, 2008, a fire occurred in a cable shaft at Churchill Falls causing extensive damage to two sets of high
voltage cables in two units of the cable shaft.

Repair work has begun on one unit with work expected to be completed in February 2009. The second unit will be
repaired in the summer of 2002 once the necessary cables have been obtained. Nalcor’'s estimated share of the cost of
the repair to the cables in the amount of $6.6 million is covered by an insurance policy with a $1.3 million deductible,
As at December 31, 2008, Nalcor’s share of expenses totaling $1.5 million have been incurred in relation to this repair
and insurance proceeds of 0.2 million have been accrued. Churchill Falls will accrue the expenses and related
insurance proceeds as incurred.
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21. SI GNI FI CANT OCCURRENCES cont ' d.
Churchill Falls conEd

Nal cor’s 65. 8%share of the total | npact of the fire on net I ncome for the year ended December 31, 2008, including | ost
revenue is estimated to be as fol | ows:

m11ions of dolkjrs 2008
Lost revenue . guaranteed winter availability 8.4
Lost revenue - power sales 2.1
Repair costs net of insurance proceeds 1.3
Net decrease in rental and ot her costs 0.8
Total inpact on net i ncone 11.0

22. O L AND GAS | NTERESTS

In 2008, O and Gas purchased a 4. 9%participating interest inthe Significant Discovery Licences SDL" and project
assets for the Hebron Ben Nevis and West Ben Nevis fields for a purchase price of $110.0 nillion. In co-operationwith
the other partners, Gl and Gas is pursuing devel opment of the ail resources withinthe Hebron field.

23.  SUBSEQUENT EVENT

On January 30, 2009, Gl and Gas signed an agreement to purchase a 5%wor ki ng interest inthe ol resources contained
withinthe Wite Rose Growth Project which includes the North Amet hyst Field, West Wiite Rose and the South Wi te
Rose Extension. The purchase price was a maxi mumof $30. 0 nillion, net of HST, to be paid intwo instalments. The
first instal ment of $7.0 nillion was paid on January 30, 2009; the remaini ng payment of $23.0 nillionwll be made
upon the deternination of the West Whi te Rose Extension al reserves. This payment vill be dependent on the extent
of these ol reserves but will be no nore than $23.0 nillion,
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Deloltte & Touche LLP

[b 101t t e. Fort W1 hini Buil ding

St. John's NL ALC 6115
Canada

Tel: 709 576-8480
Fax. 709 576- 8460
ww. del oi tte. ca

Auditors’ Report

To the Li eut enant - Governor in Counci |
Provi nce of Newf oundl and and Labr ador

We have audited the consol i dated bal ance sheet of Newf oundl and and Labrador Hydro t he " Conpany"
as at December 31, 2008 and the consolidated statements of income and retained earnings and
conprehensive incone and cash flows for the year then ended. These financial statements are the
responsibility of the Company’s managenent. Qur 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 performan audit to obtain reasonabl e assurance whet her the financial
statements are free of material msstatement. An audit includes examning, on a test basis, evidence
supporting the anounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimtes nade by management, as well as eval uating the
overal| financial statement presentation.

In our opinion, these consolidated financial statements present fairly, inall material respects, the financial
position of the Conpany as at Decenber 31, 2008 and the results of its operations and its cash flows for
the year then ended in accordance with Canadian general |y accepted accounting principles. As required
by The Hydro Corporation Act, we report that, in our opinion, these principles have been applied on a
basi s consistent withthat of the preceding year, except as disclosed in Note 2

| f

Chartered Accountants
February 20, 2009

Merber of
D&oi tte Tout he Tohmat su
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NEWFOUNDL AND AND LABRADOR HYDRO
CONSOL| DATED BALANCE SHEET

As at Decenber 3i mi Wons 0f SI an

ASSETS

Current assets
Cash and cash equival ents
Short-terminvest nents
Account s receivabl e
Current portion of | ong-termreceivabl e
Current portion of regul atory assets Not e 4
Fuel and supplies
Prepai d expenses

Property, plant and equi prent Notes 3 and 19e
Long-t ermreceivabl es Not eS

Sinking funds Not es 8 and 14

Regul atory assets Not e 4

[nvestments Note 6

Reserve fund Note 18b

UABJLI TJES AND SHAREHCOLDERS EQUI TY

Current liabilities
Bank i ndebt edness Not e 8
Account s payabl e and accrued liabilities
Accrued Interest
Current portion of |ong-termdebt Note 8
Current portion of regulatoryliabilities Not e 4
Deferred capital contribution Note 19t
Promissory notes Not e 8
Due torelated pani cs Notes 14 and 19

Long-termdebt Notes 8 and 14

Regul atory liabilities Not e 4

Enpl oyee future benefits Notes 10 and 19e
Long-terni payable Note 9

Non-control linginterest in Lower Churchill Devel opnent Corporation Note 6
Shar ehol der' s equity

Share capital Note 11

Contributed capital Notes Uand 19e

Accumul at ed ot her conprehensive i ncome Not es 13 and 14

Retai ned earnings Note 19e

Commi t nent s and contingencies Not e 18
See occonponj 4vi g not es

On behal f of the Board:

JOHN OTTENHEI MER
DI RECTOR

2008

4.1
14.6
76.6

50
52.7
1-6
154.6
1,702.4
26.7
163.9
74.6

23.4
2, 1456

517
55.1
28.7

9.1
22.3

2.2

163.0
2.9
289.0
1,175.7
31.5
493

0.7
82-1

22-S
111.8
16.5
448.0
598. 8

2,145.6

ED MKRTI
DI RECTOR

2007

1.2
11.5
80. 2

0.5
17.2
69.7

1,2

187.5
1,825.7
23.3
151.8
81.3

52
11.5

2286S

91
75.9
30.7

209.1
23.5

7.0

355.3
1,187.8
15.5
47.4

62.9
2.5

22.5
114.0
19.5
521.8
677.8

2,286.3



NEWFOUNDLAND AND LABRADOR HYDRO

CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS

Year ended December 31 (millions of dollars) 2008 2007
Revenue
Energy sales (Notes 1 and 21) 563.3 567.5
Other 5.6 5.9
568.9 573.4
Expenses
Operations and administration 141.8 143.1
Fuels 164.8 159.2
Power purchased 41.0 38.4
Amortization 53.0 50.7
Interest (Note 15) 78.8 100.4
Write-down of investment (Note 6) 2.7 -
482.1 491.8
Net income 86.8 81.6
Retained earnings, beginning of year 521.8 437.9
Add: adjustment to long-term debt (Note 14) - 2.3
Deduct: adjustment to retained earnings (Note 19(e)) 160.6 -
Retained earnings, end of year 448.0 521.8
See accompanying notes
NEWFOUNDLAND AND LABRADOR HYDRO
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
Year ended December 31 (millions of dollars) 2008 2007
Net income 86.8 81.6
Other comprehensive income
Change in fair value of sinking fund and reserve fund investments (3.0) 0.2
Comprehensive income 83.8 81.8

See accompanying notes




NEWFOUNDLAND AND LABRADOR HYDRO
CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended December 31 (millions of dollars) 2008 2007
Cash provided by (used in)
Operating activities
Net income 86.8 8l.6
Adjusted for items not involving a cash flow
Amortization 53.0 50.7
Accretion of long-term debt 0.5 0.8
Loss on disposal of property, plant and equipment 25 1.0
Foreign exchange gain - (0.3)
Write-down of investments 2.7 -
Other - (0.1)
145.5 133.7
Changes in non-cash working capital balances (Note 16) 31.7 42.5
177.2 176.2
Financing activities
Increase (decrease) in promissory notes 156.0 (51.8)
Long-term debt retired (207.5) (13.1)
Advance to Nalcor (Note 19(e)) (3.0) -
Foreign exchange loss recovered - 0.1
Increase in deferred capital contribution 2.2 -
(52.3) (64.8)
Investing activities
Additions to property, plant and equipment (90.1) (86.5)
Increase in sinking funds (20.8) (19.6)
(Increase) decrease in short-term investments (3.1) 0.2
Increase in reserve fund (11.3) (11.5)
Proceeds on disposal of property, plant and equipment 0.7 0.6
(124.6) (116.8)
Net increase (decrease) in cash 0.3 (5.4)
Cash position, beginning of year (1.9) 3.5
Cash position, end of year (1.6) (1.9)
Cash position is represented by
Cash and cash equivalents 4.1 7.2
Bank indebtedness (5.7) (9.1)
(1.6) (1.9)
Supplementary disclosure of cash flow information
Income taxes paid 0.1 0.2
Interest income received 0.9 1.2
Interest paid 101.6 105.4

See accompanying notes




NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

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 electricity.

Gull Island Power Corporation (“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. Lower Churchill Development Corporation (“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”). Both GIPCo. and
LCDC are inactive.

Churchill Falls (Labrador) Corporation Limited (“Churchill Falls”) 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 megawatts (“Churchill Falls Project”). Twin Falls Power Corporation (“Twin Falls”) is
incorporated under the laws of Canada and has developed a 225 megawatt hydroelectric generating plant on the
Unknown River in Labrador. The plant has been inoperative since 1974.

Hydro and its subsidiary and jointly controlled companies, other than Twin Falls, are exempt from paying income taxes
under Section 149 (1) (d) of the Income Tax Act.

The consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting
principles. 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. Key areas where management has
made complex or subjective judgements include the fair value and recoverability of assets, litigation, environmental
and asset retirement obligations, amortization, property, plant, and equipment and other employee future benefits.
Actual results may differ from these estimates, including changes as a result of future decisions made by the
Newfoundland and Labrador Board of Commissioners of Public Utilities (“PUB”).

Rates and Regulations (Excluding Sales by Subsidiaries)

Hydro’s revenues from its electrical sales to most customers within the Province are subject to rate regulation by the
PUB. Hydro's borrowing and capital expenditure programs are also subject to review and approval by the PUB. Rates
are set through periodic general rate applications utilizing a cost of service (“COS”) methodology. The allowed rate of
return on rate base is 7.4% (2007 - 7.4%). Hydro applies various accounting policies that differ from enterprises that do
not operate in a rate regulated environment. Generally these policies result in the deferral and amortization of costs or
credits which will be recovered or refunded in future rates. In the absence of rate regulation these amounts would be
included in the determination of net income in the year the amounts are incurred. The effects of rate regulation on the
financial statements are more fully disclosed in Note 4.

Principles of Consolidation

The consolidated financial statements include the financial statements of Hydro and its subsidiary companies, GIPCo.,
(100% owned) and LCDC, (51% owned). Intercompany transactions and balances have been upon consolidation.

Effective June 18, 1999, Hydro, Churchill Falls and Hydro-Québec entered into a shareholders' agreement which
provided, among other matters, that certain of the strategic operating, financing and investing policies of Churchill Falls
be subject to approval jointly by representatives of Hydro and Hydro-Québec. Although Hydro retains its 65.8%



NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (cont’d.)
Principles of Consolidation (cont’d.)

ownership interest, the agreement changed the nature of the relationship between Hydro and Hydro-Québec, with
respect to Churchill Falls, 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 Churchill Falls
subsequent to the effective date of the shareholders' agreement.

A portion of Hydro’s shareholding in Churchill Falls was deposited in a voting trust pursuant to an agreement with
Hydro-Québec, in relation to Churchill Falls' General Mortgage Bonds. Effective February 25, 2008, the bonds were
retired, removing the requirement for the shares to be held in trust.

Churchill Falls holds 33.33% of the equity share capital of Twin Falls and is a party with other shareholdersin a
participation agreement which gives Churchill Falls joint control of Twin Falls. This investment is accounted for by the
proportionate consolidation method.

Cash and Cash Equivalents and Short-Term Investments

Cash and cash equivalents and short-term investments consist primarily of Canadian treasury bills and bankers'
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 twelve months are classified as
short-term investments. Both are stated at cost, which approximates market value. The short-term investments bear
interest rates of 1.58% to 3.60% (2007 - 4.12% to 5.00%) per annum.

Fuel and Supplies
Fuel and supplies inventories are recorded at the lower of average cost or net realizable value.
Property, Plant and Equipment

Property, plant and equipment are recorded at cost, which comprises materials, labour, contracted services, other
costs directly related to construction and an allocation of certain overhead costs. Expenditures for additions and
betterments are capitalized and normal expenditures for maintenance and repairs are charged to operations. The cost
of property, plant and equipment under construction is transferred to property, plant and equipment in service when
construction is completed and facilities are commissioned, at which point amortization commences.

The fair value of the future expenditures required to settle legal obligations associated with the retirement of property,
plant and equipment, are recognized to the extent that they are reasonably estimable. Asset retirement obligations
are recorded as a liability at fair value, with a corresponding increase to property, plant and equipment. Asit is
expected that Hydro's assets will be used for an indefinite period, no removal date can be determined and
consequently, a reasonable estimate of the fair value of any related asset retirement obligation cannot be determined
at this time. If it becomes possible to estimate the fair value of the cost of removing assets that Hydro is legally
required to remove, an asset retirement obligation will be recognized at that time.

Contributions in aid of construction are funds received from customers and governments toward the incurred cost of
property, plant and equipment, or the fair value of assets contributed. Contributions are treated as a reduction to
property, plant and equipment and the net property, plant and equipment is amortized.



NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (cont’d.)
Property, Plant and Equipment (cont'd.)

Hydro

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.

Gains or losses on the disposal of property, plant and equipment are recognized in income as incurred.
Amortization 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%. Amortization 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

Hydroelectric generation plant includes the powerhouse, turbines, governors, and generators, as well as water
conveying and control structures, including dams, dykes, tailrace, penstock and intake structures. Thermal generation
plant is comprised of the powerhouse, turbines and generators, boilers, oil storage tanks, stacks, and auxiliary systems.
Diesel generation plant includes the buildings, engines, generators, switchgear, fuel storage and transfer systems, dykes
and liners, and cooling systems.

Transmission lines include the support structures, foundations and insulators associated with lines at voltages of 230,
138 and 69 kV. Switching stations assets are used to step up voltages of electricity from generating to transmission and
to step down voltages for distribution.

Distribution system assets include poles, transformers, insulators, and conductors.

Other assets would include telecontrol, computer software, buildings, vehicles, furniture, tools and equipment.
Churchill Falls

Churchill Falls uses the group amortization method for certain property, plant and equipment other than the
generation plant, transmission and terminals and service facilities.



NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.

SIGNIFICANT ACCOUNTING POLICIES (cont’d.)
Property, Plant and Equipment (cont'd.)

Amortization is calculated on a straight-line basis over the following estimated useful lives:

Hydroelectric generation plant 67 years
Transmission and terminals 67 years
Service facilities 67 years
Other 5to 100 years

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

Impairment of Long-Lived Assets

Hydro reviews the carrying value of its property, plant and equipment whenever events or changes in circumstances
indicate that the expected undiscounted net cash flows could be lower than the carrying value of the property and
assets. An impairment loss corresponding to the amount by which the carrying value exceeds fair value is recognized, if
applicable.

Revenue Recognition

Revenue is recognized on the accrual basis, as power deliveries are made, and includes an estimate of the value of
electricity consumed by customers in the year, but billed subsequent to year-end. Sales within the Province are
primarily at rates approved by the PUB. Sales to Hydro-Québec and certain major industrial customers are at rates
under the terms of applicable contracts.

A power contract with Hydro-Québec, dated May 12, 1969 (“Power Contract”) provides for the sale of substantially all
the energy from the Churchill Falls Project until 2041. The Power Contract has a 40-year term to 2016 which then
renews for a further term of 25 years. The base rate is predetermined in the Contract and decreases from the existing
rate of 2.5425 mills per kWh to 2.0 mills per kWh upon renewal in 2016.

Churchill Falls receives revenues from Hydro-Québec, under a guaranteed winter availability contract (“GWAC”")
through 2041. The GWAC provides for the sale of 682 MW of additional availability to Hydro-Québec during the months
of November through March in each of the remaining years until the end of the Power Contract.

The value of differences between energy delivered and the Annual Energy Base (“AEB”), as defined in the Power
Contract, are tracked over a four year period and then either recovered from or refunded to Hydro-Québec over the
subsequent four year period, unless the balance is less than $1.0 million in which case it is recovered or refunded
immediately. These long-term receivables or long-term payables are subject to interest at 7% per annum (2007 - 7%).
Foreign Currency Translation

Foreign currency transactions are translated into their Canadian dollar equivalent as follows:

(a) Atthe transaction date, each asset, liability, revenue or expense is translated using exchange rates in effect at that
date.



NEWFOUNDLAND AND LABRADOR HYDRO
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1.

SIGNIFICANT ACCOUNTING POLICIES (cont’d.)
Foreign Currency Translation (cont’d.)

(b) Atthe date of settlement and at each balance sheet date monetary assets and liabilities are adjusted to reflect
exchange rates in effect at that date. Any resulting gain or loss is reflected in income.

(c) Foreign exchange gains and losses are included in income in the current year except for unrealized gains and losses
related to First Mortgage Bonds which were recoverable under the Power Contract.

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 13 years.

CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2008, Hydro adopted the following new accounting standards issued by the Canadian Institute of
Chartered Accountants (“CICA”).

Inventories

Section 3031, Inventory requires inventories to be measured at the lower of cost or net realizable value; disallows the
use of last-in-first-out inventory costing methodology; and requires that, when circumstances which previously caused
inventories to be written down no longer exist, the amount of the write-down is to be reversed. This new standard did
not have any impact on Hydro’s financial results or disclosures.

Disclosure and Presentation of Financial Instruments

Section 3862, Financial Instruments, Disclosures and Section 3863, Financial Instruments, Presentation sets out new
accounting recommendations for disclosure and presentation of financial instruments. The new recommendations
require disclosure of both quantitative and qualitative information that enables users of financial statements to
evaluate the nature and extent of exposure to risks from financial instruments. These new standards did not have any
impact on Hydro’s financial results. The additional disclosure is included in Note 14.

Capital Disclosures

Section 1535, Capital Disclosures requires Hydro to include additional information in the notes to the financial
statements about its capital and the manner in which it is managed. This additional disclosure includes quantitative
and qualitative information regarding objectives, policies and processes for managing capital. The additional required
disclosure is provided in Note 12 to these financial statements.



NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3.

PROPERTY, PLANT AND EQUIPMENT

Property
Plant and Contributions
Equipment in aid of Accumulated  Construction  Net Book
in Service Construction Amortization in Progress Value
{millions of dollars) 2008
Generation plant
Hydroelectric 1,364.7 20.5 325.5 1.5 1,020.2
Thermal 247.5 0.8 190.6 1.9 58.0
Diesel 62.1 6.0 31.7 0.8 25.2
Transmission and distribution 781.2 60.2 245.3 4.2 479.9
Service facilities 22.0 - 11.4 - 10.6
Other 316.6 32.4 179.8 4.1 108.5
2,794.1 119.9 984.3 12.5 1,702.4
(millions of dollars) 2007
Generation plant
Hydroelectric 1,363.5 20.5 313.2 114.4 1,144.2
Thermal 244.2 0.8 188.3 0.8 55.9
Diesel 61.3 5.9 29.7 0.1 25.8
Transmission and distribution 767.2 60.7 229.2 0.8 478.1
Service facilities 22.0 - 11.1 - 10.9
Other 306.0 32.0 167.5 4.3 110.8
2,764.2 119.9 939.0 120.4 1,825.7

At the end of 2008, pursuant to an asset transfer agreement (“the Transfer Agreement”) between Hydro and Nalcor
Energy (“Nalcor”), Hydro’s parent company, $157.2 million of property, plant and equipment was transferred from
Hydro to Nalcor for consideration equal to net book value (Note 19(e)).

FINANCIAL STATEMENT EFFECTS OF RATE REGULATION

Remaining Recovery
Settlement

(millions of dollars) 2008 2007 Period (years)
Regulatory assets
Long-term receivable - 12.1 -
Foreign exchange losses 711 73.3 34.0
Deferred regulatory costs 0.2 0.4 1.0
Deferred major extraordinary repairs 7.6 12.3 4.0
Deferred study costs 0.2 0.4 1.0
Deferred wind power costs 0.5 - 1.0
Total regulatory assets 79.6 98.5
Less current portion 5.0 17.2
74.6 81.3
Regulatory liabilities
Rate stabilization plan 53.2 38.3 n/a
Deferred purchased power savings 0.6 0.7 19.0
Total regulatory liabilities 53.8 39.0
Less current portion 22.3 23.5
31.5 15.5



NEWFOUNDLAND AND LABRADOR HYDRO
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4,

FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (cont’d.)

The following is a description of each of the circumstances in which rate regulation affects the accounting for a
transaction or event. Regulatory assets represent future revenues associated with certain costs, incurred in current or
prior periods, that are expected to be recovered from customers in future periods through the rate-setting process.
Regulatory liabilities represent future reductions or limitations of increases in revenues associated with amounts that
are expected to be refunded to customers as a result of the rate-setting process. The risks and uncertainties related to
regulatory assets and liabilities are subject to periodic assessment. When Hydro considers that the value of these
regulatory assets or liabilities are no longer likely to be recovered or repaid through future rate adjustments, the
carrying amount is reflected in operations.

Rate Stabilization Plan and Related Long-Term Receivable

Fuel expenses are included in allowed rates on a forecast basis. 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 fuel
expense variances resulting from changes in fuel prices, levels of precipitation and load. Adjustments are required in
retail rates to cover the amortization of the balance in the plan and are implemented on July 1 of each year. Similar
adjustments required in industrial rates are implemented on January 1 of each year.

Pursuant to Order No. P.U. 7 (2002-2003) and Order No. P.U. 40 (2003) RSP balances which accumulated prior to March
31, 2003, were converted to a long-term receivable bearing interest at the weighted average cost of capital to be
recovered over a four-year period, which commenced in 2004. The recovery period for industrial customers ended on
December 31, 2007 and for the utility customers on June 30, 2008. Any remaining balances were transferred to the
current plan. Any subsequent balances accumulating in the RSP including financing charges are to be recovered in the
following year, with the exception of hydraulic variation, which will be recovered or refunded at a rate of twenty-five
percent of the outstanding balance at year-end. Additionally, a fuel rider is calculated annually based on the forecast
fuel price and is added to or subtracted from the rates that would otherwise be in effect.

Hydro recognizes the RSP balances as a regulatory asset or liability based on the expectation that rates will be adjusted
annually to provide for the collection from, or refund to, customers in future periods. In the absence of rate regulation,
generally accepted accounting principles would require that the cost of fuel be recognized as an operating expense in
the period in which it was consumed. In 2008, $9.1 million was recognized (2007 - $31.5 million) in the RSP and $14.9
million (2007 - $8.9 miillion) was recovered through rates and included in energy sales, with a corresponding cost
amortized in fuels expenses.

Foreign Exchange Losses

Hydro incurred foreign exchange losses related to the issuance of Swiss Franc and Japanese Yen denominated debt in
1975 and 1985, respectively, which were recognized when the debt was repaid in 1997. The PUB has accepted the
inclusion of realized foreign exchange losses related to long-term debt in rates charged to customers in future periods.
Any such loss, net of any gain, is deferred to the time of the next rate hearing for inclusion in the new rates to be set at
that time. Accordingly, these losses are recognized as a regulatory asset. In the absence of rate regulation, generally
accepted accounting principles would require that Hydro include the losses in operating costs, in each year that the
related debt was outstanding to reflect the exchange rates in effect on each reporting date.

Commencing in 2002, the PUB ordered Hydro's deferred realized foreign exchange losses be amortized over a forty-
year period. This amortization, of $2.2 million annually, is included in interest expense (Note 15).
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4,

FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (cont’d.)
Deferred Regulatory Costs

Pursuant to Order No. P.U. 8 (2007), the PUB approved the deferral and amortization of external costs associated with
Hydro's 2006 General Rate Application in the amount of $0.6 million. These costs are recognized as a regulatory asset.
In the absence of rate regulation, generally accepted accounting principles would require that Hydro include these
costs in operating costs in the year in which they were incurred. In 2008, $0.2 million (2007 - $0.2 million) of
amortization was recognized in operations and administration expenses.

Deferred Major Extraordinary Repairs

In its report dated April 13, 1992, the PUB recommended that Hydro adopt a policy of deferring and amortizing the
costs of major extraordinary repairs in excess of $500,000, subject to PUB approval on a case-by-case basis. In 2005,
Hydro started an asbestos abatement program at the Holyrood Thermal Generating Station (“HTGS”). This program
was carried out over a three-year period. Pursuant to Order No. P.U. 2 (2005) the PUB approved the deferral and
amortization of these costs as a major extraordinary repair. Accordingly, the costs incurred in each year of the program
were recognized as a regulatory asset which will be amortized over the subsequent five-year period. In 2006, Hydro
incurred $2.3 million in expenses to repair a boiler tube failure at the HTGS. Pursuant to Order No. P.U. 44 (2006) the
PUB approved the deferral and amortization of these costs as a major extraordinary repair. Accordingly, these costs
are being amortized over a five-year period. In 2007 $2.0 million of expenses related to a turbine failure were deferred
as a major extraordinary repair. This amount, net of insurance proceeds, has been expensed in 2008 (Note 20). In the
absence of rate regulation, generally accepted accounting principles would require that Hydro expense the cost of the
asbestos abatement program and the boiler tube repairs in the year in which they were incurred. In 2008, $2.7 million
(2007 - $2.1 million) of amortization was recognized in operating costs.

Deferred Wind Power Costs

Pursuant to Order No. P.U. 20 (2008) the PUB has agreed to allow Hydro to defer $0.5 million in costs associated with
connecting the wind farms at St. Lawrence and Fermeuse to the Island Interconnected Grid through Newfoundland
Power’s transmission system and accordingly, these costs have been recognized as a regulatory asset. These costs will
be expensed in 2009. In the absence of rate regulation, generally accepted accounting principles would require that
Hydro include these costs in operating costs in the year in which they were incurred.

Deferred Study Costs

Pursuant to Order No. P.U. 14 (2004) the PUB directed Hydro to conduct an independent study of the treatment of
Newfoundland Power’s generation in Hydro’s COS, and an independent marginal cost study, and to accumulate these
costs in a deferral account to be dealt with at the next general rate application. Pursuant to Order No. P.U. 8 (2007),
Hydro received approval for recovery of these costs over a three year period commencing in 2007. Accordingly, these
costs have been recognized as a regulatory asset. Inthe absence of rate regulation, generally accepted accounting
principles would require that Hydro include the cost of these studies in operating costs in the year in which they were
incurred. In 2008, there were no additions (2007 - $0.2 million) and $0.2 million (2007 - $0.1 million) of amortization
was recognized in operating and administration expenses.

Deferred Purchased Power Savings

In 1997, Hydro interconnected communities in the area of L'Anse au Clair to Red Bay to the Hydro-Québec system. In
its report dated July 12, 1996, the PUB recommended that Hydro defer the benefits of a reduced initial purchased
power rate, to be amortized over a 30-year period. These savings in the amount of $0.6 million (2007 - $0.7 million) are
recognized as a regulatory liability. In the absence of rate regulation, generally accepted accounting principles would
require that Hydro include the actual cost of purchased power in operating costs in the year in which they were
incurred.



NEWFOUNDLAND AND LABRADOR HYDRO
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

4,

FINANCIAL STATEMENT EFFECTS OF RATE REGULATION (cont’d.)
Property, Plant and Equipment

The PUB permits an allowance for funds used during construction (“AFUDC”), based on Hydro’s weighted average cost
of capital, to be included in the cost of capital assets and amortized over future periods as part of the total cost of the
related asset. In 2008, Hydro's AFUDC of 7.6% is higher than its cost of debt of 7.3% the amount capitalized is higher
and interest expense is lower by $0.4 million than that which would be permitted in the absence of rate regulation. In
2007, Hydro’s AFUDC of 7.6% is lower than its cost of debt of 8.0%, the amount capitalized is lower and interest
expense is higher by $0.3 million than that which would be permitted in the absence of rate regulation (Note 15).

Hydro amortizes its hydroelectric generating assets and transmission assets using the sinking fund method, as approved
by the PUB. In the absence of rate regulation, these assets would likely be amortized using the straight-line method.

During 2005, Hydro engaged an independent consultant to conduct an amortization study. The scope of this study
included a review of Hydro’s amortization methods as well as a statistical analysis of service life estimates and
calculation of appropriate amortization rates and annual and accrued amortization balances as at December 31, 2004.
Based on the results of this study, management currently estimates that accumulated amortization is approximately
$170.0 - $180.0 million lower than it would otherwise be, and annual amortization expense is $10.0 - $11.0 million
lower, primarily due to the use of sinking fund rather than straight line amortization for hydroelectric and transmission
assets. An update to this study began in 2008 and is presently ongoing.

LONG-TERM RECEIVABLES

Included in long-term receivables are two refundable deposits in the amount of $25.4 million (2007 - $23.3 million)
associated with an application for transmission service into Québec, bearing interest at prime until April, 2007 and at
one year Guaranteed Income Certificate (“GIC”) rates thereafter. The remaining portion of $1.3 million (2007 - nil is a
long-term receivable from Hydro- Québec.

INVESTMENTS
(millions of dollars) 2008 2007
Lower Churchill Development Corporation Limited - 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 ownership. Hydro is the designate for the Province’s
shareholding in LCDC.

Pursuant to the provisions of the Principal Agreement, Newfoundland agreed to enter into an Option Agreement, dated
November 24, 1978, with LCDC in respect of the GIPCo. assets and the hydroelectric development rights to the Lower
Churchill River, (the Water Rights). In consideration of the option granted from the Province, LCDC issued 520 Class A
common shares to Hydro, valued at $5.2 million.

The option provided that upon agreement to continue with the Project, LCDC would have acquired the GIPCo. assets

for the amount of $94.8 million ($100.0 million less the amount of $5.2 million representing the shares issued pursuant
to the signing of the Option Agreement). A 10% convertible demand debenture in the amount of $94.8 million would
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6.

INVESTMENTS (cont’d.)

have been issued as consideration for the GIPCo. assets and LCDC would have acquired the Water Rights from the
Province with the consideration having been the issue of 3,000 Class B common shares without nominal or par value.
On November 20, 2008, LCDC was advised by the Province that it would not be extending the Option Agreement. As a
consequence, LCDC's option expired on November 24, 2008, which had the effect of terminating the Option Agreement
and Hydro’s share of the option in the amount of $2.7 million was expensed as an asset write-down in 2008 and the
liability to the Government of Canada for non controlling interest in the amount of $2.5 million was eliminated.

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

JOINT VENTURE

The following amounts included in the consolidated financial statements represent Hydro’s proportionate share of
Churchill Falls’ assets and liabilities at December 31, 2008, and its proportionate interest in Churchill Falls’ operations
for the year ended December 31, 2008.

(millions of dollars) 2008 2007
Current assets 37.0 39.5
Long-term assets 334.2 328.9
Current liabilities 10.5 12.5
Long-term liabilities 29.3 36.6
Revenues 65.3 70.6
Expenses 50.3 51.0
Net Income 15.0 19.6

Cash provided by (used in)

Operating activities 30.4 404
Financing activities (12.9) (19.7)
Investing activities (20.0) (16.3)

Income tax expense in the amount of $0.2 million (2007 - $0.2 million) related to a jointly controlled subsidiary, Twin
Falls has been grouped with operating expenses.

LONG-TERM DEBT

Churchill Churchill
Summary of long-term debt Hydro Falls Total Hydro Falls Total
(millions of dollars) 2008 2007
Long-term debt 1,154.7 30.1 1,184.8 1,359.4 375 1,396.9
Less current portion 8.3 0.8 9.1 208.3 0.8 209.1
1,146.4 29.3 1,175.7 1,151.1 36.7 1,187.8
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8.

LONG-TERM DEBT (cont’d.)

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

(millions of dollars) 2009 2010 2011 2012 2013
Sinking fund requirements 8.2 8.2 8.2 8.2 8.2
Long-term debt repayments 0.9 29.3 -

9.1 37.5 8.2 8.2 8.2

Details of long-term debt are as follows:

Hydro
Face Coupon Year of Year of
Series Value Rate% Issue Maturity
(millions of dollars) 2008 2007
AA 200.0 5.50 1998 2008 - 199.9
\Y 125.0 10.50 1989 2014 124.5 1244
X 150.0 10.25 1992 2017 149.1 149.0
Y 300.0 8.40 1996 2026 292.9 292.7
AB 300.0 6.65 2001 2031 306.9 307.1
AD 125.0 5.70 2003 2033 123.5 1235
AE 225.0 4.30 2006 2016 223.5 2233
Total debentures 1,425.0 1,220.4 1,4199
Less sinking fund investments in own debentures 65.9 60.8
1,154.5 1,359.1
Other 0.2 0.3
1,154.7 1,359.4
Less payments due within one year 8.3 208.3
1,146.4 1,151.1

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

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 2013 to 2033. 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 4.50% to 9.86% (2007 - 4.50% to 9.86%).

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
1% annually on the total debt (net of sinking funds) guaranteed by the Province, outstanding as of the preceding
December 31. During 2008, the Province waived the payment of this fee.

Hydro uses promissory notes to fulfill its short-term funding requirements. At year-end the promissory notes
outstanding were at interest rates ranging from 1.40% to 2.90% (2007 — 4.30% to 4.45%).
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8.

LONG-TERM DEBT (cont’d.)
Hydro (cont’d.)

Hydro maintains a $50.0 million Canadian or US equivalent unsecured operating credit facility with its banker and at year
end, there were no amounts drawn on the facility (2007 - nil). Advances may take the form of a prime rate advance or the
issuance of a Bankers' Acceptance (“BA”) with interest calculated at the prime rate or prevailing Government BA fee. The
facility also provides coverage for overdrafts on Hydro's bank accounts, with interest calculated at the prime rate. At year
end, Hydro had two letters of credit outstanding (Note 18(f)) reducing the availability of the credit facility by $7.5 million.

Churchill Falls
(millions of dollars) 2008 2007
General Mortgage Bonds
7.5% due December 15, 2010 - 375
Less: current portion - 0.8
Total long-term debt - 36.7

Bank of Nova Scotia Credit Agreement

4.4% due December 15, 2010 30.1 -

Less: current portion 0.8 -
Total long-term debt 29.3 .
Refinancing

On February 25, 2008 Churchill Falls completed a refinancing of the General Mortgage Bonds. The General Mortgage
Bonds, bearing an interest rate of 7.5% (6.0% net of subsidies) were retired and replaced with a 4.4% fixed rate credit
agreement with the Bank of Nova Scotia. Principal repayment terms of the new credit agreement are the same as those
required by the General Mortgage Bonds which provided for semi-annual payments in an amount equal to 1.0% of the
aggregate principal amount outstanding on January 1 preceding each payment date with a final principal payment due
in 2010.

Churchill Falls exercised its prepayment privileges under the new credit agreement by prepaying $10.0 million principal
on March 25, 2008. Hydro's share of this repayment was $6.6 million.

Dividend Restriction

Under the terms of the long-term debt instruments, Churchill Falls 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.

Operating Credit Facility

Churchill Falls maintains a $10.0 million Canadian or US equivalent unsecured operating credit facility with its banker
and at year end, there were no amounts drawn on the facility (2007 - $0.3 million). Advances may take the form of a
Prime Rate advance or the issuance of a BA's with interest calculated at the Prime Rate or prevailing Government BA
fee. The facility provides coverage for overdrafts on Churchill Falls' bank accounts, with interest calculated at the Prime
Rate. At year end, Churchill Falls had two letters of credit outstanding (Note 18(f)) reducing the availability of the credit
facility by $1.4 million.
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9.

10.

LONG-TERM PAYABLE

The long-term payable to Hydro-Québec as of December 31, 2008 is the accumulation of differences between energy
delivered monthly and the AEB energy billed monthly, which will be tracked during the four-year period from
September 1, 2008 to August 31, 2012. Currently, the full amount of $0.7 million (2007 - nil) is long-term. The final
amount will be determined on August 31, 2012 and will be paid/collected monthly beginning September 2012 and
ending August 2016.

EMPLOYEE FUTURE BENEFITS

Pension Plan

Employees participate in the Province’s Public Service Pension Plan, a multi-employer defined benefit plan. The
employer’s contributions of $4.6 million (2007 - $4.6 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. In 2008, cash
payments to beneficiaries for its unfunded other employee future benefits was $3.0 million (2007 - $2.3 million). The
most recent actuarial valuation was performed as at December 31, 2006 with an extrapolation of the December 31,
2006 valuation to December 31, 2008. The next actuarial valuation will be performed as at December 31, 2009.

(millions of dollars) 2008 2007
Accrued benefit obligation
Balance at beginning of year 68.6 67.8
Transfer to Nalcor (Note 19) (1.4) -
Current service cost 2.1 2.3
Interest cost 3.7 3.6
Actuarial gain (18.9) (2.8)
Benefits paid (3.0) (2.3)
Balance at end of year 51.1 68.6
Plan deficit 51.1 68.6
Unamortized actuarial loss (0.5) (20.9)
Unamortized past service cost (0.2) (0.3)
Transfer to Nalcor (Note 19) (0.5) -
Accrued benefit liability at end of year 49.9 47.4
(millions of dollars) 2008 2007
Components of benefit cost
Current service cost 2.1 2.3
Interest cost 3.7 3.6
Actuarial gain (18.9) (2.8)
(13.1) 3.1
Adjustments
Difference between actual actuarial gain and amount recognized 20.0 4.3
Benefit expense 6.9 7.4
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10. EMPLOYEE FUTURE BENEFITS (cont’d)

The significant actuarial assumptions used in measuring the company's accrued benefit obligations
and benefit expense are as follows:

2008 2007
Discount rate 7.5% 5.5%
Rate of compensation increase 3.5% 3.5%
Assumed health care trend rates:

2008 2007
Initial health care expense trend rate 7.0% 8.0%
Cost trend decline to 5.0% 5.0%
Year that rate reaches the rate it is assumed to remain at 2011 2011
A 1% increase in assumed health care trend rates would have had the following effect:
(millions of dollars) 2008 2007
Current service and interest cost 1.2 1.2
Accrued benefits obligation 6.9 11.9
A 1% decrease in assumed health care trend rates would have had the following effect:
(millions of dollars) 2008 2007
Current service and interest cost (0.8) (0.8)
Accrued benefits obligation (5.5) (9.2)

11. SHAREHOLDER’S EQUITY
Share Capital
(millions of dollars) 2008 2007
Common shares of par value $1 each
Authorized 25,000,000 shares; issued 22,503,942 shares 22.5 22.5

Contributed Capital
(millions of dollars) 2008 2007
Total contributed capital 111.8 114.0

The contributed capital related to the Muskrat Falls project was transferred to Nalcor as at December 31, 2008
pursuant to the Transfer Agreement (Note 19(e)).

12. CAPITAL MANAGEMENT
Hydro
Hydro’s primary objectives when managing capital are to minimize Hydro’s cost of capital within the confines of
established risk parameters, and to safeguard Hydro’s ability to continue as a going concern. Hydro requires access to

capital due to the capital intensive nature of the business which is required to ensure the continued delivery of safe and
reliable service to its customers.
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12. CAPITAL MANAGEMENT (cont'd.)
Hydro (cont’d.)

The capital managed by Hydro is comprised of debt (long-term debentures, promissory notes, bank credit facilities and
bank indebtedness) and equity (share capital, contributed capital, accumulated other comprehensive income and
retained earnings).

Hydro’s approach to capital management encompasses various factors including monitoring the percentage of floating
rate debt in the total debt portfolio, the weighted average term to maturity of its overall debt portfolio, its percentage
of debt to debt plus equity and its earnings before interest and taxes (“EBIT”) coverage of interest. Adjustments to the
capital structure are accomplished through adjustments to the amount of dividends paid to the shareholder, cash
infusion via contributed equity and new debt issuance or debt issuance with differing characteristics. Hydro’s goal is to
achieve a capital structure and cash flow to support debt.

A summary of the capital structure is outlined below:

(millions of dollars) 2008 2007
Debt
Long-term debt 1,175.7 1,187.8
Current portion of long-term debt 9.1 209.1
Promissory notes 163.0 7.0
Sinking funds (163.9) (151.8)

1,183.9 66.4% 1,252.1 64.9%
Equity
Share capital 225 22.5
Contributed capital 111.8 114.0
Accumulated other comprehensive income 16.5 19.5
Retained earnings 448.0 521.8

598.8 33.6% 677.8 35.1%

Total debt and equity 1,782.7 100.0% 1,929.9 100.0%
Churchill Falls

Churchill Falls’ objective when managing capital is to maintain its ability to continue as a going concern. Churchill Falls’
requirements for capital in the future are expected to increase, coincident with the aging of the plant and related
infrastructure. The focus of the capital management policy is to provide flexibility to ensure cash continues to be
available to satisfy capital requirements. Managing the level of dividend payments is a key aspect of ensuring the
availability of funding to maintain the plant and infrastructure.

At present, the capital position of the Churchill Falls is weighted heavily toward equity capital (share capital and
retained earnings). The only remaining long-term debt at the end of the year consisted of a loan from the Bank of Nova
Scotia, the balance of which comprised less than 10% of the total capital structure. This loan carries the same terms of
repayment as the former General Mortgage Bonds and will mature in December of 2010, with any remaining principal
due at that time. The Company has the right to prepay under certain conditions and has already taken advantage of the
opportunity to do so. On March 19, 2008 Churchill Falls exercised its prepayment rights under the Credit Agreement to
prepay $10.0 million in principal effective March 25, 2008. The corporate strategy is to ensure that funding is in place
to extinguish the entire debt by the end of 2010 without re-financing. The capital structure is adjusted through the
amount of dividends paid to shareholders.
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13.

14.

ACCUMULATED OTHER COMPREHENSIVE INCOME

Changes in the fair value of sinking fund and reserve fund investments comprise the items in other comprehensive
income.

(millions of dollars) 2008 2007

Balance, beginning of year 19.5 -
Adjustment due to the adoption of new accounting policies - 19.3
Change in fair value of sinking fund investments (3.6) 0.2
Change in fair value of reserve fund investments 0.6 -

Balance, end of year 16.5 19.5

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

Hydro has classified its financial instruments as follows:

Cash and cash equivalents Held-for-trading
Short-term investments Held-to-maturity
Accounts receivable Loans and receivables
Sinking funds - investments in same Hydro issue Held-to-maturity
Sinking funds - other investments Available for sale
Reserve fund Available for sale
Long-term receivable Loans and receivables
Bank indebtedness Other liabilities
Accounts payable and accrued liabilities Other liabilities
Promissory notes Other liabilities
Long-term debt Other liabilities

Due to related parties Other liabilities

Each of these financial instruments is measured at amortized cost, except for the reserve fund, sinking fund — other
investments and cash and cash equivalents which are measured at fair value.

In 2007, Hydro recognized an increase to opening retained earnings of $2.3 million resulting from the measurement of
outstanding long-term debt at amortized cost, using the effective interest method. As well, Hydro recognized an
opening balance of accumulated other comprehensive income arising from unrealized gains on sinking fund
investments of $19.3 million.

Fair Value

The estimated fair values of financial instruments as at December 31, 2008 are based on relevant market prices and
information available at the time. The fair value of long-term debt 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 property, plant and equipment, 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 Carrying
Value Fair Value Value Fair Value
(millions of dollars) 2008 2007
Long-term debt including current portion 1,184.8 1,484.8 1,396.9 1,731.2
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14. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d.)

Fair Value (cont’d.)

Transaction costs related to financial assets and financial liabilities are included as part of the cost of the instrument,
with the exception of cash and cash equivalents which are expensed as incurred, based upon the pricing obtained
during the quotation process. Discounts and premiums on financial instruments are amortized to income over the life
of the instrument.

Risk Management

Exposure to credit risk, liquidity risk and market risk arises in the normal course of Hydro’s business.

Hydro

(a)

(b)

(c)

Credit Risk

Hydro is exposed to credit risk in the event of non performance by counterparties to its financial instruments. The
majority of Hydro’s receivables are from regulated utilities which minimizes credit risk. There is risk that Hydro will
not be able to collect all of its remaining accounts receivable and amounts owing under its customer finance plans.
These financial instruments which arise in the normal course of business do not represent a significant
concentration of credit risk as amounts are owed by a large number of customers on normal credit terms. Hydro
manages this credit risk primarily by executing its credit and collection policy including the requirement for security
deposits from certain customers.

Hydro manages its investment credit risk exposure by restricting its investments to high quality securities such as
Canada Treasury Bills, Bankers’ Acceptances drawn on Schedule 1 Canadian Chartered Banks and Term Deposits
issued by Schedule 1 Canadian Chartered Banks.

Liquidity Risk

Hydro is exposed to liquidity risk with respect to its contractual obligations and financial liabilities. Hydro manages
this risk by maintaining borrowing facilities sufficient to cover both anticipated and unexpected fluctuations within
the operations and by continuously monitoring cashflows. Short-term liquidity is provided through cash and cash
equivalents on hand, funds from operations, a $300.0 million promissory note program and a $50.0 million
operating credit facility. Long-term liquidity risk is managed by the issuance of a portfolio of debentures with
maturity dates ranging from 2014 to 2033. Sinking funds have been established for these issues.

Market Risk

Market risk refers primarily to the risk of loss resulting from changes in interest rates, commodity prices and
foreign exchange rates.

Interest Rates

Interest rate risk is managed within the corporate financing strategy where floating rate debt exposures and
interest rate scenarios are forecast and evaluated. A diversified portfolio of fixed and floating rate debt is
maintained and managed with a view to an acceptable risk profile. Key quantitative parameters for interest rate
risk management are the percentage of floating rate debt in the total debt portfolio, coupled with an examination
of the weighted average term to maturity of the entire debt portfolio. By setting clear guidelines in respect to
these guantitative parameters, Hydro attempts to minimize the likelihood of a material impact on net income
resulting from an unexpected change in interest rates.
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14. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d.)

Hydro (cont’d)

(d)

Market Risk (cont’d.)

Interest Rates (cont'd.)

Exposure to changes in interest rates exists on interest expense related to the short-term debt portfolio and
interest income related to the sinking fund investment portfolios. Hydro estimates that an increase of 100 basis
points from the actual average yield on the short-term debt portfolio in 2008 would have resulted in a change in
interest expense of $1.3 million (2007 - $0.2 million). Similarly, an increase of 100 basis points from the actual
average yield on the sinking fund investment portfolio in 2008 would have resulted in a change in interest income
of $2.0 million (2007 - $1.8 million) and a decrease in other comprehensive income of $16.1 million (2007 - $16.1
million). Interest rate risk on the long-term debt portfolio is mitigated through the use of fixed rate debentures.

Foreign Currency and Commodity Exposure

Fair value of future cash flows of a financial instrument will fluctuate due to changes in the exchange rate between
the foreign currency and the Canadian dollar. Hydro’s primary exposure to both foreign exchange and commodity
price risk arise from its purchases of No. 6 fuel for consumption at the HTGS.

During 2008, Hydro had total purchases of No. 6 fuel of $103.9 million (2007 - $122.0 million). These purchases are
denominated in U.S. dollars.

Hydro’s exposure to both the foreign exchange and commodity price risk associated with these purchases is
mitigated through the operation of the RSP. The purpose of the RSP is to both reduce volatility in customer rates as
well as mitigate potential net income volatility from fuel price and volume variations. All variances in actual fuel
prices and exchange rates as compared to that approved in Hydro’s most recent COS used to set rates, are
captured in the RSP and are either refunded to or collected from customers via automatic rate adjustments. Hydro
also employs the periodic use of forward currency contracts as a means by which exposure to exchange rateson a
particular day can be avoided. As at December 31, 2008 there were no forward contracts outstanding.

Churchill Falls

(a)

(b)

Liquidity Risk

Churchill Falls is exposed to liquidity risk with respect to its contractual obligations and financial liabilities. Churchill
Falls manages this risk by maintaining borrowing facilities sufficient to cover both anticipated and unexpected
fluctuations within its operations and by continuously monitoring cash flows. Short-term liquidity is provided
through cash and cash equivalents on hand, funds from operations and the $10.0 million unsecured credit facility.
Long-term liquidity risk is managed by maintenance of the reserve fund in accordance with the June 1999
shareholders’ agreement and dividend management policy to meet long term liquidity requirements associated
with debt retirement and the company’s capital expenditure program.

Market Risk

Market risk refers primarily to the risk of loss resulting from changes in commaodity prices, foreign exchange rates
and interest rates.
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14. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (cont’d.)
Churchill Falls (cont’d)
(b) Market Risk (cont’d.)

Interest Rates

Interest rate risk is mitigated on the company’s long-term debt by virtue of a fixed interest rate to maturity.
Exposure to changes in interest rates exists on investment income related to the short-term and reserve fund
investment portfolios. Churchill Falls estimates that an increase of 100 basis points from the actual average yield
earned on the short-term investment portfolio in 2008 would have resulted in a change in interest income of $0.2
million (2007 - $0.2 miillion). Similarly, an increase of 100 basis points from the actual average yield earned on the
reserve fund investment portfolio in 2008 would have resulted in a change in interest income of $0.2 million (2007
-50.1 million) and an increase in other comprehensive income of $0.5 million (2007 - $0.2 million). Interest rate
risk is managed within the corporate financing strategy whereby floating rate debt exposures and interest rate
scenarios are forecast and evaluated.

Foreign Currency Exposure

The fair value or future cash flows of a financial instrument will fluctuate due to changes in foreign exchange rate
between a foreign currency and the Canadian dollar. Churchill Falls is exposed to foreign exchange risk when it
enters into transactions to procure goods and services denominated in a foreign currency however this exposure
to foreign exchange rate fluctuations is immaterial.

Commodity
Churchill Falls does not hold any financial instrument whose value would vary due to changes in a commodity

price.

15. INTEREST EXPENSE

(millions of dollars) 2008 2007
Gross interest
Long-term debt 96.0 105.0
Promissory notes 4.2 0.9
100.2 105.9
Accretion of long-term debt 0.5 0.8
Provision for foreign exchange losses 2.2 2.2
102.9 108.9
Less
Recovered from Hydro-Québec 0.1 1.0
Interest capitalized during construction 9.6 6.3
Interest earned 14.4 14.3
Net interest expense 78.8 87.3
Debt guarantee fee - 13.1
Net interest and guarantee fee 78.8 100.4

Under the terms of the Power Contract, Churchill Falls recovers the difference between interest calculated at the rates
prescribed in the Power Contract and interest paid on its long-term debt. In addition, with the refinancing of the
General Mortgage Bonds, Churchill Falls is required to share with Hydro-Québec any benefits it receives resulting from
the refinancing.
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15. INTEREST EXPENSE (cont’d.)

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 requests fail 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.

16. CHANGE IN NON-CASH WORKING CAPITAL BALANCES

(millions of dollars) 2008 2007
Accounts receivable 3.6 (7.8)
Fuel and supplies 17.0 (15.3)
Prepaid expenses (0.4) 0.3
Accounts payable and accrued liabilities (20.8) 26.7
Regulatory assets 18.9 49.7
Regulatory liabilities 14.8 (11.3)
Accrued interest (2.0) (0.1)
Employee future benefits 3.0 5.1
Long-term receivable (2.9) (4.5)
Long-term payable 0.7 (0.3)
Due from related parties (0.2) -

31.7 42.5

17. SEGMENT INFORMATION

Hydro operates in three business segments. Regulated operations encompass sales of power and energy to most
customers within the province of Newfoundland and Labrador while Churchill Falls operates a hydro-electric generating
facility and sells electricity primarily to Hydro-Québec. Other energy activities are primarily engaged in sales to markets
outside the province. The designation of segments has been based on a combination of regulatory status and
management accountability. The segment’s accounting policies are the same as those described in Note 1.

Geographic Information

Revenues by geographic area:

(millions of dollars) 2008 2007
Newfoundland and Labrador 447.3 445.1
Québec 121.6 128.3

568.9 573.4

All of Hydro's assets are located in the Province.
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17. SEGMENT INFORMATION (cont’d.)

Segments
Other
Energy Churchill Inter-
Regulated Activities Falls segment Total
(millions of dollars) 2008
Revenue
Energy sales 440.1 58.2 68.9 (3.9) 563.3
Other 2.2 0.3 3.1 5.6
442.3 58.2 69.2 (0.8) 568.9
Expenses
Operations and administration 99.1 3.9 38.8 - 141.8
Fuels 164.8 - - - 164.8
Power purchased 41.4 3.5 - (3.9) 41.0
Amortization 40.4 - 11.4 1.2 53.0
Interest 87.6 (8.9) 0.1 - 78.8
Write-down of investment - 2.7 - - 2.7
433.3 1.2 50.3 (2.7) 482.1
Net income before equity in Churchill Falls 9.0 57.0 18.9 1.9 86.8
Equity in Churchill Falls - 11.8 - (11.8) -
Preferred dividends - 9.0 - (9.0) -
Net income 9.0 77.8 18.9 (18.9) 86.8
Capital expenditures 45.6 40.2 4.3 - 90.1
Total assets 1,711.5 385.2 371.2 (322.3) 2,145.6
(millions of dollars) 2007
Revenue
Energy sales 438.7 58.5 74.2 (3.9) 567.5
Other 2.0 0.3 3.6 5.9
440.7 58.5 74.5 (0.3) 573.4
Expenses
Operations and administration 98.5 6.0 38.6 - 143.1
Fuels 159.2 - - - 159.2
Power purchased 38.5 3.9 - (4.0) 38.4
Amortization 38.4 - 11.2 1.1 50.7
Interest 103.2 (5.0) 21 0.1 100.4
Write-down of investment - - - - -
437.8 4.9 51.9 (2.8) 491.8
Net income before equity in Churchill Falls 2.9 53.6 22.6 2.5 81.6
Equity in Churchill Falls - 14.7 - (14.7) -
Preferred dividends - 10.4 - (10.4) -
Net income 2.9 78.7 22.6 (22.6) 81.6
Capital expenditures 36.0 45.7 4.8 - 86.5
Total assets 1,733.3 498.9 368.4 (314.3) 2,286.3

During 2008, sales to Hydro's two largest customers amounted to 60% and 10% of total energy sales revenue (2007 -
60% and 10%). At December 31, 2008 approximately 63.2% (2007 - 59.7%) of the total accounts receivable balance
outstanding is due from one customer.
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18. COMMITMENTS AND CONTINGENCIES

(a)

(b)

(c)

Under the terms of a sublease with Twin Falls, expiring on December 31, 2014, Churchill Falls 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. The costs associated with making the plant operational, if required, are
not estimable at this time. In 2015, the physical assets of Twin Falls will revert to Churchill Falls, and Churchill Falls
is required to make this horsepower available to Hydro at rates that are commercially reasonable pursuant to the
1999 shareholders' agreement.

The results of an Environmental Site Assessment (“ESA”) conducted at the Twin Falls Generating Station indicated
higher than acceptable concentrations of contaminants in the soil and waters adjacent to the powerhouse.
Further testing was conducted to determine the extent of contamination. The recommendations arising from this
testing indicate that remediation is not required, but further monitoring be carried out. Further monitoring is
recommended for 2010 and every five years thereafter.

Pursuant to the terms of the 1999 shareholders' agreement, in 2007, Churchill Falls commenced the creation of a
$75.0 million segregated reserve fund to contribute towards the funding of capital expenditures related to
Churchill Falls’ existing facilities and their replacement. Churchill Falls invested $17.0 million in each of 2007 and
2008. The remaining investments will be acquired during a 30-day period commencing on each of the following
dates:

January 1, 2009 $17.0 million
January 1, 2010 $8.0 million
January 1, 2011 S8.0 million
January 1, 2012 $8.0 million

This fund must remain in place until the end of the shareholders' agreement in 2041. Any amounts removed to
fund capital expenditures must be replaced. Reserve fund holding consist of securities issued by the Government
of Canada, various provinces of Canada and Schedule 1 Canadian Chartered Accounts. Hydro's share of this
commitment is 65.8%.

A summary of Hydro’s 65.8% share of the reserve fund is as follows:

(millions of dollars) 2008 2007
Opening balance 11.2 -
Contribution 11.2 11.2
Total contribution to reserve fund 22.4 11.2
Net interest earned 0.4 0.3
Mark-to-market adjustment 0.6 -
Fair value of reserve fund 23.4 11.5

Hydro has received claims instituted by various companies and individuals with respect to outages and other
miscellaneous matters. Although such matters cannot be predicted with certainty, management currently
considers Hydro's exposure to such claims and litigation, to the extent not covered by insurance policies or
otherwise provided for, to be $0.2 million (2007 - $1.2 million).

One of Hydro's industrial customers commenced legal proceedings in 1997, claiming approximately $22.2 million

(2007 - $21.8 million) related to outages and plant shutdowns. Hydro is defending this claim and management
believes that this claim will not be successful.
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18. COMMITMENTS AND CONTINGENCIES (cont’d.)

(d) Outstanding commitments for capital projects total approximately $7.1 million (2007 - $16.8 million).

(e)

(f)

Hydro has entered into a number of long-term power purchase agreements as follows:

Type Rating In-Service Date Term
Hydroelectric 175 kw 1988 Continual
Hydroelectric 3 MW 1995 25 years
Hydroelectric 4 MW 1998 25 years
Cogeneration 15 MW 2003 20 years
Wind 390 kw 2004 15 years
Wind 27 MW 2008 20 years
Wind 27 MW 2009 20 years

During 2008, the enactment of the Abitibi - Consolidated Rights and Assets Act resulted in the cancelation of two
long-term power purchase agreements (Note 21).

Estimated payments due in each of the next five years are as follows:

(millions of dollars) 2009 2010 2011 2012 2013

Power purchases 25.6 26.4 29.6 30.0 30.6

Hydro has issued two irrevocable letters of credit, one in the amount of $7.2 million to New Brunswick System
Operator as credit support related to an application for point to point transmission service. The second letter of
credit has been issued to the Department of Fisheries and Oceans in the amount of $0.3 million as a performance
guarantee in relation to the Fish Habitat Compensation Agreement. Churchill Falls has issued two irrevocable
letters of credit, in the amount of $0.7 million each to ensure satisfactory management of its waste management
and compliance with a certificate of approval for the transportation of special hazardous wastes, granted by the
Department of Environment and Conservation.

19. RELATED PARTY TRANSACTIONS

The Province, Nalcor, Churchill Falls, LCDC and GIPCo. are related parties of Hydro. In addition, the PUB is related to
Hydro by virtue of its status as an agency of the Province.

(a)

(b)

(c)

(d)

Hydro has entered into a long-term power contract with Churchill Falls for the purchase of $6.0 million (2007 - $6.1
million) of the power produced by Churchill Falls and Hydro’s 65.8% share is estimated upon consolidation.

For the year ended December 31, 2008, approximately $1.8 million (2007 - $2.2 million) of operating costs were
recovered from Churchill Falls for engineering, technical, management and administrative services. These
transactions are in the normal course of operations and are measured at the exchange amount, which is the
amount of consideration established and agreed to by the related parties and Hydro’s 65.8% share is eliminated
upon consolidation.

Hydro is required to contribute to the cost of operations of the PUB as well as pay for the cost of hearings into
applications it makes. During 2008, Hydro incurred $0.6 million in costs related to the PUB (2007 - $1.2 million) of

which $0.1 million (2007 - $0.1 million) was included in accrued liabilities.

Under the terms and conditions of the Churchill Falls (Labrador) Corporation (Lease) Act, 1961, Churchill Falls must
pay rentals and royalties to the Province annually.
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19. RELATED PARTY TRANSACTIONS (cont’d.)

20.

21.

(e) Asat December 31, 2008, certain non-regulated assets and liabilities and the related debt and equity were

(f)

(g)

transferred from Hydro to Nalcor. Details of the transactions are noted below which resulted in a payable of $6.1
million by Hydro to Nalcor. In June, 2008, an advance payment was made by Hydro to Nalcor resulting in a $3.1
million liability as at December 31, 2008 which is recorded in Due to related parties.

(millions of dollars) 2008
Capital assets 157.2

Contributed capital (2.2)
Employee future benefits (0.5)
Retained earnings from non-regulated activity in Hydro (160.6)
Sub total (6.1)
Payment made in 2008 3.0

Total due to Nalcor (3.1)

In addition to the $0.5 million transfer for employee future benefits noted above, in January, 2008, there was a
transfer of a $0.9 million liability from Hydro to Nalcor for a total transferred amount of $1.4 million (Note 10).

During 2008, Nalcor advanced $4.5 million as a contribution in aid of construction related to the Ramea Wind-
Hydrogen-Diesel Project. As at December 31, 2008, $1.7 million of this funding has not been utilized to cover the
costs of the associated capital project and has been recorded as a deferred contribution. Hydro also received
contribution in aid of construction from the Province related to wind feasibility studies. As at December 31, 2008,
the full amount of $0.5 million has been recorded as a deferred capital contribution.

During 2008, Hydro received $0.4 million (2007 - nil) as a rate subsidy for rural isolated customers from the
Province and $1.5 million (2007 - $0.6 million) as an energy rebate to offset the cost of basic electricity
consumption for Labrador rural isolated residential customers under the Northern Strategic Plan with $0.1 million
(2007 - $0.6 million) recorded as accounts receivable at year end.

CHANGE IN ESTIMATE

In 2007, Hydro incurred $2.0 million in expenses to repair a turbine at HTGS and these costs were deferred as a major
extraordinary repair. Pursuant to Order No. P.U. 31 (2008) the PUB denied Hydro’s request to treat the repair of the
turbine as a major extraordinary repair and therefore, the full cost of the repair, net of insurance proceeds of $0.8
million, was recorded in operations and administration expense during 2008.

SIGNIFICANT OCCURRENCES

(a)

In late 2008, Abitibi Consolidated announced a shut down of the Grand Falls Pulp and Paper Mill resulting in a loss
of a major industrial customer. Revenue from Abitibi Grand Falls for the year ended December 31, 2008 was $5.1
million (2007 - 54.9 million). The Abitibi - Consolidated Rights and Assets Act was enacted on December 16, 2008
resulting in the cancellation of two power purchase agreements from two non-utility generator in which Abitibi
was a partner.
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21. SIGNIFICANT OCCURRENCES (cont’d.)

{b) On November 3, 2008, a fire occurred in a cable shaft at Churchill Falls causing extensive damage to two sets of
high voltage cables in two units of the cable shaft.

Repair work has begun on one unit with work expected to be completed in February 2009. The second unit will be
repaired in the summer of 2009 once the necessary cables have been obtained. Hydro’s estimated share of the
cost of the repair to the cables in the amount of $6.6 million is covered by an insurance policy with a $1.3 million
deductible. As at December 31, 2008, Hydro's share of expenses totaling $1.5 million have been incurred in
relation to this repair and insurance proceeds of $0.2 million have been accrued. Churchill Falls will accrue the
expenses and related insurance proceeds as incurred.

Hydro’s 65.8% share of the total impact of the fire on net income for the year ended December 31, 2008 including
lost revenue is estimated to be as follows:

(millions of dollars) 2008
Lost revenue - guaranteed winter availability (8.4)
Lost revenue - power sales (2.1)
Repair costs (net of insurance proceeds) (1.3)
Net decrease in rental and other costs 0.8

Total impact on net income (11.0)

22. COMPARATIVE FIGURES

Certain of the 2007 comparative figures have been reclassified to conform with the 2008 financial statement
presentation.
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