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ONTARIO HYDRO BOARD OF DIRECTORS
REPORT FOR 1989

To the Honourable Lyn McLeod, Minister of Energy

On behalf of the Board of Directors, I am pleased to submit to you Ontario
Hydro’s report of the financial position of the corporation, with discussion

and analysis of issues and initiatives for 1989 and beyond.

We thank you and your staff in the Ministry of Energy for the co-operation

extended over the year.

£y fourttn

Robert C. Franklin
Chairman of the Board of Directors

April, 1990



CORPORATE PROFILE

Ontario Hydro serves the electricity needs ol the province. We ury
to do this while staving in tune with our customers, their needs and their
expectations. Qur goal is to provide good energy value while caring for the
environment, involving the public in planning for the future, and being
an open and accessible corporation.

Ontario Hydro was created in 1906 by a special statute of the Provinee
of Outario. We are a financially self-sustaining corporation without share
capital. Bonds and notes issued to the public are guaranteed by the province.
Under the Power Corporation Act, itis our responsibility 1o generate, supply
and deliver electricity at cost throughout Ontario. We also produce and sell
steam and hot water as primary products. We work with and regulate
municipal utilities. In co-operation with the Canacian Standards Association,
we are responsible for the inspection and approval ol electrical equipment
and wiring throughout the province.

We sell whalesale electric power to 315 municipal utilities, which, in turn,
retail it to customers in their service arca. We also directly serve more than
100 large imdustrial customers and 891,306 small business and residential

customers in rural and remote arcas, The total number of customers, direct

and indirect, is 3.5 million.

Ontario Hydro operates 80 hvdroelectrie, fossil-fuelled and nuclear
generating stations and an extensive transmission and distribution svstem
across the province,

The corporation is controlled by a Board of Directors. The board can have
up to 17 members who are appointed by the Licutenant-Governor-in-Council
ol Ontario. The President and Chief Executive Officer, also a Board member,
is a full-time employee of the corporation and appointed by the Board. There
are six Committees of the Board: Finance, Audit, Management Resources,
Social Responsibility, Technical Advisory, and Pension and Insurance.

Our head office is located at 700 University Ave., Toronto. We also have

six Regional and 47 Arca offices across Ontario to serve our customers,

FINANCIAL HIGHLIGHTS

1989 1988

willions of doliars

Revenues 6,346 5813
Net Income 699 626
Total Assets 36,277 34 358

Investment in Fixed Assets 3,095 2,680
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FUTURE GENERATIONS

What will the future be like? What will electricity’s role be?

Ontario's elementary schools recognize the stake our children have in
these questions and have put aside time to study energy. We asked parents
and teacher Georgette Bray if we could observe her Grade 3 French
immersion class al Pine Street Public School in Thunder Bay., Ontario,
while she explored the topic with them.

We watched them in the classroom, illustrating and discussing electricity
and its role in their lives and the future. We also watched them use electricity
in a multitude of ways that students — and the rest of us — have come to take
for granted. The result was a series of bold, optimistic paintings and photo-
graphs which illustrate this annual report.

We wish to thank the students, their parents, Madame Bray, Pine Street
Principal Gerry Carlson, and the Thunder Bay Board of Education for their

kind and generous co-operation.

The Grade 3 French immersion class and

teacher Georgette Bray, Pine Street Public School,
Thunder Bay, Ontario.



MESSAGE FROM ROBERT C. FRANKLIN,
CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER

AL Ontario Hydro, our mandate is to provide the province with a reliable,
reasonably-priced supply of electricity. The fulfilment of this mandate has
been a major factor in Ontario’s economic prosperity for the more than
8 vears since public power hecame a reality,

But hand-in-hand with that mandate are other considerations which are
just as important. We have a responsibility to this and future generations
to ensure that Hydro’s operatons have the least possible adverse impact on
the natural environment. Like the citizens of Ontario we serve, Hvdro and
its employees are concerned about our quality of life, about clean air and soil,
about lakes we can swim and fish in. The decisions we make together must
take into account both todav’s need for reliable reasonably-priced electricity
and the right ol future generations to inherit a habitable world

As a result, our planning has to try 10 reconcile manv and diverse objec-
tives, some of them in conflict with each other, We want 1o maintain our
financial soundness. We want 1o he sure our operations enhance the lileswvle
ol the citizens of Ontario. We want to be sure that our presence in various
parts of the province is acceptable and in harmony with the people living
there now and in the [uture.

[he responsibilities all of us have to this generation and to future gener-
ations as we enter the last decade of the 20th Century were at the forefroni
of our minds over the last five vears as we developed - in consultation with

the public — our 25-vear plan to supply Ontario’s elec tricity needs.



The plan was released in December and Hydro is now in the process
of going back to the public and its customers to ask them to respond to its
specifics. Hydro needs to know how they think electricity should be generated
in the longer term so their children and their children’s children can be best
served. We also need their help now to conserve electricity to enable future
generations to sustain and improve their way of life.

These are not decisions Hydro can make in isolation, nor should they be.
What Hydro has already done, and will continue to do in the weeks and
months ahead, is to take a leadership role in bringing these issues before
the people of Ontario. But that leadership must forge a partnership with the
people of Ontario, otherwise we will not be successful in finding answers.

Five years ago we began seeking that partnership by talking to more than
300 opinion leaders and citizens in 13 centres around the province.

We heard from 58 special interest groups representing hundreds of thousands
of Ontarians. They told us what people wanted, and more emphatically

what they didn’t want. They made it clear that belore supporting a decision

to build a major new generating station, they wanted Hydro to explore

in depth a range of alternatives such as conservation, energy efficiency

and the parallel and co-generation of electricity by private producers.

To try to meet these needs and expectations, Ontario Hydro has put
forward what we believe is a balanced plan. We are trying to strike a balance
between the growing needs of our customers and the resources which are
available 1o meet them, between the economic operation of Hydro’s system
and environmental protection, and between measures to save electricity
and measures to produce more as it’s needed.

Most of all, a balance has to be struck between the needs of this gener-
ation and those of future generations. This is not an issue that can wait.

The kind of Ontario, and the kind of world, we hand on to our children
and to their children is being decided now.

Given the need to create electricity as it is needed, and the length ol time
it takes both to change lifestyles and to ensure new capacity, we must plan
ahead for 25 years and more. Ontario Hydro is only too aware of the fallibility
of predictions, and we have therefore built the largest possible measure
of flexibility into our various options.

The decisions which emerge will not be made by closed committees of
experts. The people of Ontario have the opportunity, and the responsibility,
to plan with Ontario Hydro on behalf of future generations, and I am

confident the challenge will be taken up.

£y fouter



WANTING IT BOTH WAYS

Citizen Customer

wants wants

environmental reliability

protection and
reasonable
price

When asked, seven out of 10
people say they want environ-
mental protection over reliable
electricity and reasonable
price. But answering another
question, they said they would
be reluctant to sacrifice either

reliability or reasonable price.

Graeme, 8; Katey, 8; Christy, 8;

and Andrew, B8, display their art.

CHOICES FOR OUR FUTURE GENERATION

[t is becoming a cliché that we are living in an age of high-tech wizardry.
Robots have begun to free people from laborious and repetitive work,
Electronic information and illustration travels almost instantly round the
glohe through satellites, fax machines and computer networks. Our homes
are lilled with labonrsaving and entertainment devices ranging from micro-
waves and coffee makers to VORs and compact disc plavers.

Individually, each of these technological marvels has proven to be a social
and economic success. Together they represent a very complex and often
intangible problem.

As they proliferate, our lives become increasingly dependent on having
seemingly limitless and inexpensive electricity available on demand. In
deciding the best wav to supply that electricitv. we tend to ignore how
clectrical generation alfects the natural and the social environment in which

we live, and which [uture generations will inherit.

Wearing two hats

As Ontarians, we wear two hats. Donning our electricity consumer’s had,
we've come o expect owr lights will go on and our machines will operate
every time we flick the switch. We also expect that electricity to be supplied

nt and continued

ata reasonable price. This is a cornerstone of our pres
CCONOMIC SLCCESS,

But, switching to our citizen’s hat, we are concerned that the greenhouse
ellect is warming the climate, that depletion of the ozone laver could increase
the amount of the sun’s radiation to which we are exposed, that society is
running out of places to dispose of its waste.

As individuals we Took forward to continued cconomic growth and pro-
gress. Unfortunately, growth, and the generation of electricity which helps o

fuel it, has a part in many of the environmental problems which concern us.

Present and future needs

So we have difficult decisions to make about what our future sources of
clectricity will be. To the consumer, the answer mav seem as simple as build-
ing a new generating station. The concerned citizen, by contrast, will want
to avoid the impacts on the environment which inevitably ACCOMpPany new
generating stations,

The contradiction between onr desire to maintain our social and economic
well-being and our desire to preserve the natwral world around s is o
common one, and extremely difficult 1o resolve. There will alwavs be tension
between the immediate individual needs of woday, and the more distant com-

munitv needs ol the future.



The Electric Magic Dictionary,
by Carla, 8.

DIFFICULTY IN
FORECASTING

Actual
demand

6.5%

85 86 87 88 89

1980 forcast average
annual increase
in demand

Annual growth in demand fluc-
tuates due to economic
conditions and other factors,

making forecasting problematic.

Both citizens and customers, however, are showing an increasing under-
standing of the need to make tough choices, and this applies to the field of
electricity as well. Ontario Hydro considered the problem of satisfying both
consumer and citizen as it put together its recommended plan to supply
electricity to the province over the next 25 vears.

The facilities needed to generate new electricity supply take years to plan
and build, and are expensive. We rely on forecasts to tell us what the growth
in the demand for electricity will be and when we’ll need more. However,
forecasting in the utility business, as in other businesses, has proven to be
an inexact science.

For example, few could have predicted in 1970 that the world price of oil
would rise to well over $30 (U.S.) a barrel by 1981. On the other hand, no one
would have predicted in the early 1980s that, by the middle of the decade, the

price of oil would fall to $15 (U.S.) a barrel.

Preparing for the future

Similarly, the 1980 prediction for growth in the demand for electricity during
the 1980s was about 3 per cent each year. No one foresaw the staggering
growth in Ontario’s economy after 1984 or the resulting growth in demand for
electricity during that time. Instead of 3 per cent, demand rose an average of 5
per cent in each of the last seven years of the 1980s.

Whatever their fallibility, however, we must continue making a range of
forecasts and preparing for a future based on them. Right now, Ontario Hydro
is forecasting that the demand for electricity may overtake the corporation’s
ability to supply it by the mid-1990s unless a strenuous program to increase the
efficiency of electricity use and conservation is urgently implemented. That
prediction takes into account the full operation of the Darlington Generating

Station and a decline in new demand growth to 2.9 per cent a year.

25-year plan

Hydro’s 25-year plan, published in December, seeks to deal with the need for
electricity by taking a balanced approach, integrating measures to produce
more electricity with measures designed to reduce growth in demand.

The plan attempts to achieve trade-offs involving a variety of customer
and citizen expectations such as environmental considerations, safety,
reliability and low cost. The balanced approach offers choices so everyone
can contribute to ensuring there is enough electricity now and in the future.

Conserving electricity is an attractive choice and it doesn’t mean doing

without. It simply means using electricity more thoughtfully, more efficiently,



KEEPING THE BALANCE

Supply Demand
+

Savings by

conservation

and efficiency

Conservation and efficiency
will be vital in the 1990s in
balancing supply and demand
because no new major gener-
ating stations will be built

before 2000.

The Electric Freckle Remover,

by Kate, 8.

less wastefully, Conservation can be accomplished by improving insulation
in our homes, turning down our thermostas a few degrees, or waiting 1o
use large appliances during the time of dav when demand for electricin

is alits lowest,

Commerce and industry will be crucial to the impact of any conservation
drive in Ontario. Industry is already being offered lower prices to shift its use
ol clectricity to what are known as the “ofl peak hours™, And businesses are
being encouraged to install more energy efficient equipment and lighting.

Saving electricity means less pollution because less electriciny is being
created from sources like fossil-fived stations, Conserving also lessens the
need to build as many new large-scale stations. And it means that customers

who conserve will save money.

Private producers

Another way to minimize the building ol new generating stations is
by encouraging private enterprise to produce electricity. Hvdro is already
cncouraging private producers to generate electricity and sell it to the power
svstem. Much of this privately produced power would be from falling water,
Other businesses are heing encouraged 1o ])I'(l[lll(‘(' their own electricin
as a bv-product ol one ol their indusirial processes. For example. a business
may produce excess steam which conld be channelled to provide heat
or run a turbine.
Ontario Hydro will also import power from outside the province.
Fen :'_\.un|1h', Ontario Hudro has contracted 1o buy 1000 megawatts of lirm

power [rom Manitoba beginning in 2000,

Upgrading the existing system

Another alternative 1o new generating stations is to make the most of the
existing power svstem. Rehabilitation and upgrading of older hvdroelectric
and coal-fired stations is already under way all over Ontario. Many of the
province’s hvdrocelectric stations are over 50 vears old. but they can be tech-
nologically upgraded to bring them o peak efficiency and add more
clectricity o the svstem.

Older coal-fired stations can also be technologically upgraded so they
continue to produce elecuoiciy into the next century. The advantage of these
stations is their flexibilite. Thev can be started and reach full power very
quicklv. This means thev can casily serve the periods in the day when demand
for electricity s the highest — usually at breaklast and the dinner hour, While
coal-fired generation is a direct cause of acid rain, there are wavs 1o sub-

stantiadly reduce its emissions of acid gases.



Michael, 8, and Crystal, 8,

discuss their artwork.

PRIVATE AND
PUBLIC POWER

1,600 megawatts
of private power

CANDU reactors

The 1,600 megawatts of private
power expected to be in place
by 2000 would provide the
same power as about one and
a half CANDU reactors.

Hydro plans to install scrubbers on two of its largest coal-fired stations
to remove sulphur dioxide. The process creates gypsum as a solid waste which,
when processed, can be used for landfill and to manufacture wallboard. The
coal these stations burn is “washed” to remove some of the sulphur.

Other Hydro coal-fired stations have been outfitted with special burners
which remove some of the nitrogen oxides from their emissions. However, all
fossil-fired stations — coal, oil, and natural gas — produce carbon dioxide which
is thought to be a cause of global warming or “the greenhouse effect”. There is

no satisfactory method as yet to deal with the carbon dioxide emissions.

Hydroelecliric power

Hvdroelectric generation, or electricity generated from falling water, is

a renewable resource and relatively benign in its effect on the environment.
The stations take only about five years to build and, because the water provides
a continuous source of energy, they are inexpensive to run. Hydro is
developing plans for a third station at Niagara Falls, a new station on the Little
Jackfish River in Northwestern Ontario, and a redevelopment plan for the
Mattagami River.

However, overall, there are very few places left in Ontario where new hydro-
electric development is economically feasible. Although the province has vast
water resources, little of it has the steep drop - like Niagara Falls — necessary
to rush the water through the turbines. This can be accomplished by
damming rivers and creating what are known as head ponds. But dams mean
areas of land are submerged in water which is often unacceptable to

surrounding communities,

New generating systems

While all the measures mentioned so far will go a long way towards securing
our supply of electricity, there will be a growing gap between supply and
demand for electricity by the end of the century which will probably have to
be filled by new generating stations. To fill this gap. Hydro has proposed a
mix of combustion turbine units and CANDU nuclear stations.

The combustion turbine units burn natural gas, the cleanest of the fossil
fuels. These units can also be built and brought into service in the shortest
length of time. Because of their flexibility, Hydro proposes to use them
to meet the peak periods of demand during the day.

To provide what is known as the “base load”, or the constant demand for
electricity throughout the day, Hydro suggests building more nuclear stations.
About 46 per cent of Ontario’s electricity is now generated by Hydro's

CANDU nuclear stations.



Nuclear stations are very expensive to construct and take well over 10 vears
to build. However, once they are operating. CANDU stations have proven to
be an cconomical way of generating electricity. A nuclear station’s
contribution to air polhition is minimal, but there is concern about where
the used uranium fuel from these plants will be stored,

Right now, the used fuel is being stored in pools of water ai the stations
and may be stored some day in above-ground depositories at the stations.

One method ol disposal might be 1o place the used fuel deep in the bedrock

ol the Canadian Shield. The federal government will hold hearings to
The Electric Homework Machine

determine if such a proposal is acceptable. The safety of nuclear power is also
by Devin, 8, and Chris, 9.

a concern, but the CANDU reactor boasts an impressive safewy record, and
asvstem ol saleguards designed 1o meet anv conceivable emergeney.
Conservation and greater efficiency of use; imports and purchases from

private producers and other ntilities; rehabilitation: hvdroelectrie, natural

gas. coal and nuelear energy. All of these are companents of Hydro's plan
for the next 25 vears, Together they provide a balanee of options to produce
or conserve electricity,

The balance we achieve will never be perfect or permanent and it would
be counterproductive to search for one ideal solution. Instead we must
continue to become more fully aware ol the options which are (and which
are not) available to us all. Only through improved nnderstanding ol
the many factors underlying our choices will the difficult choices facing

both Ontario Hydro and its customers become more manageable.



THE YEAR IN REVIEW



A J: s Andrea moves through her teens, public
'awareness campaigns should encourage
Ontarians to save more electricity in the
1990s than Brampton, Burlington, Kitchener

and St. Catherines combined use today.

Andrea, B.



CUSTOMER AWARENESS

1-800-263-9000

1,500 megawatts saved

INCENTIVES

2,000 megawatts saved

TIME OF USE RATES

Midnight

6 p.m. 6 a.m.

Noon

1,000 megawatts saved

How Hydro plans to save 4,500
megawatts of electricity by the
year 2000.

HIGHLIGHTS OF 1989

Continuing growth — Demand for electricity in Ontario increased

5 per cent in 1989. In the Metro Toronto area, some municipal loads increased
by more than 15 per cent. Ontario Hydro supplied a total of 140.8 million
megawatt-hours of electricity last year, compared to 134.4 million megawatt-
hours in 1988. In December, a new all-time record peak in daily demand

of 23,630 megawatts was reached. In 1989, Hydro was a net importer of power,
buying 7.1 million megawatt-hours of electricity while selling 2.3 million

megawatt-hours,

Providing the Balance of Power — After five years of public consult-
ation and internal study, Ontario Hydro released its 25-year plan for supplying
the electricity needs of the province. The plan proposes a balance of the
various options and suggests ways in which they can be integrated.

As part of the plan, Hydro will spend $3 billion over the next decade
on one of the most ambitious energy efficiency programs undertaken by any
North American utility, designed to encourage its customers to cut back on
their use of electricity and use electricity more efficiently. This should provide
about 25 per cent of Ontario’s new needs by the vear 2014, almost equal
to the output of one and a half generating stations the size of Darlington
at full power.

Another important component of Hydro’s plan is the encouragement
of private-sector power projects in Ontario. Some private producers sell
electricity directly to Hydro or other companies. Others produce electricity
for their own use. In each case, Hydro avoids having to generate that electri-
city itself. These private producers will eventually provide about 12 per cent
of new electricity needs over the life of the plan.

A third component of the plan is making the most of hydroelectric or
water-powered generation which is renewable and doesn’t produce any waste.
New stations are being developed at Niagara Falls, the Little Jackfish River,
and the Mattagami River; and existing hydroelectric stations are being
refurbished. These plans will enable water power to continue to provide
about 10 per cent of our electricity over the life of the plan.

After looking at a number of options, Hydro is recommending the other
half of new requirements to the year 2014 come from CANDU nuclear stations
for base demand, gas-fired plants for meeting the peaks, and existing coal-
fired stations to fill intermediate demand. Nuclear generation was proposed
because of its relatively low cost and because it causes little air pollution.
Natural gas was proposed because the plants are quick and inexpensive
to build, flexible to operate and cause less pollution than other fossil-fuel
sources.

Public information centres about the 25-year plan were initiated across
Ontario. The plan will be subject to an environmental assessment by the

government during 1990.

Electricity from Manitoba — In a related move to ensure Ontario
a secure supply of power, Ontario Hydro signed a 22-year agreement
with Manitoba Hydro to purchase 1,000 megawatts of firm power beginning

in 2000.



T hese children will conserve far more
electricity by 2014 than today’'s adults.
So much so that the savings should equal
the present needs of Metro Toronto and

Ottawa combined.

Clockwise from the right: Bradley, 9; Christopher, 9;
Gillian, 8; Paul, 8; Sandy, 9, and Allyson, 8.
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The power will be produced at a hydroelectric station now being planned
in Northern Manitoba. Ontario Hydro will be building new transmission lines

and facilities in Northwestern Ontario Lo accept the purchased power and to

improve transmission generally within the area. The long-term commitment
to buy a major amount of power is a departure from tradition for Ontario

Hydro and will strengthen the balance among diverse sources of supply.

Energy management — Energy efficiency and conservation are not new

T YL to Ontario Hydro. The corporation has been pursuing these activities for a

number of years. Hydro's 25-year plan, however, includes the ambitious target

of 4,500 megawatts of demand management savings by 2000.

The first major steps toward that goal were taken in 1989 with the intro-

duction of a number of programs. “Power Savers” is an energy audit program

for commercial and industrial customers which analyzes a building’s energy

use and identifies opportunities to save electricity through such measures

as more efficient lighting, better insulation, installation of high efficiency
Appliances use 46.8%
of electricity in homes motors, and thermal storage of heat.

During its first year of operation, the energy efficient lighting incentive
program was responsible for 15,000 kilowatts of savings among commercial
and industrial customers. The program provides customers with up

COMMERCIAL
to 50 per cent of the capital cost of conversion,

A streetlighting pilot conversion project, sponsored jointly by Hydro
and the Ministry of Energy, was introduced in the northeastern and eastern
regions of the province, In those areas, municipalities were offered up
to 25 per cent of the cost of converting to energy efficient streetlights.

If the program is expanded to the rest of Ontario, the potential savings

are 72,000 kilowatts.
Lighting uses 37.4% of

1 Residential customers were encouraged to purchase energy efficiency
electricity in businesses ] /

household items during a discount coupon campaign which ran in September
and October. In conjunction with a major retail hardware chain, five million
flyers were distributed throughout the province.

INDUSTRIAL Ontario’s industrial sector was introduced to the Energy Management

Challenge, a portfolio of four programs designed to help industries become
more energy efficient. Among these is the high efficiency motor program.
Motors represent 70 per cent of all electricity used in industry. High
efficiency motors are up to 8 per cent more efficient than standard motors.
The program features a rebate of $12 per horsepower to the purchaser and

an additional $3 per horsepower to the motor distributor to ensure their

Motors use 73.0% of availability.

electricity in factories 1 . - e . o
Time-of-use rates were also introduced for Ontario’s large industrial

customers, whether served directly by Hydro or through the municipal
The largest uses of electricity o - X o, :
b dhe e by pa el utilities. Under this rate structure, electricity costs less during the off-peak
be madseiin afficlancyvioriwith night-time hours. During its first full year of operation, time-of-use rates

time-of-use rates. v z < .
were responsible for a reduction of approximately 80,000 kilowatts of demand.




B y the time Katey and Davis reach their
30s, electricity from private producers
in Ontario could equal the current needs

of Mississauga, Hamilton and London.

Katey, B, and Davis, 8.



SOURCES OF
ELECTRICITY

1989

21%

43%

36%

2014 *

19%

22%

41%

Hydroelectric

Fossil

MNuclear

Privately-produced
power

Conservation and
energy efficiency

O
@
@
@® Manitoba purchase
@
@]

* Includes generation in
service in 1989 which will
still be operating in 2014

Where our power comes from
now compared to where
our power will come from in

25 years’ time.

Power Corporation Act — Passed in 1906, this Act spells out Ontario
Hydro's mandate to supply power at cost to the people of Ontario. Late in
1989, the Ontario Legislature passed amendments to the Act which increase
Ontario Hydro's accountability to the government and the people of
Ontario. The amendments reinforce Hydro’s obligation to ensure that

its activities are carried out in a manner which is compatible with government
policy. They also empower Hydro to form subsidiary companies and provide
incentives for conservation and private power generation. In addition, they

make the President the Chief Executive Officer of the corporation.

Tritium sales — Tritium is a radioactive form of hydrogen gas which

is produced during the operation of CANDU nuclear reactors. Hydro's new
Tritium Removal Facility, at Darlington Generating Station, will extract about
2.5 kilograms of tritium annually.

Hydro received permission in 1989 from the Ontario Government to sell
tritium for peaceful uses. Tritium will be sold to specific fusion energy projects
in Canada, Europe and Japan and exported only to countries which have
signed the Nuclear Non-Proliferation Treaty. It will also be sold to specific

radiopharmaceutical companies for use in cancer and AIDS research.

Private power — Hydro’s Non-Utility Generation Division, which
is responsible for the development and purchase of economic private-sector
power production, marked its first anniversary in 1989.

By the end of the vear, there were 32 private producers under contract
with Hydro, producing a total of 111 megawatts of power. There are currently
21 more private power projects being built, a total of 343 megawatts. Ontario
Hydro forecasts over 1,600 megawatts of new private power by 2000. At pre-
sent, there's a total of over 1,200 megawatts of private generation operating

in the province, representing about 4 per cent of the corporation’s capacity.

The environment — As part of its commitment to meet the Ontario
Government limits on acid gas emissions, Hydro announced it would begin
installing two sulphur dioxide scrubbers at the coal-fired Lambton Generating
Station near Sarnia. The $450 million project will see the first scrubber
operating by 1994, The scrubbers remove 90 per cent of sulphur dioxide from
the station’s flue gas and each will produce between 108,000 and 138,000
tonnes of gypsum annually, which can be made into wallboard or used
as landfill, Ontario Hydro's acid gas emissions dropped to 368,000 tonnes
in 1989, 14 per cent below the provincial guideline of 430,000 tonnes.
Permissible levels of emissions will drop to 280,000 tonnes in 1990 and
to 215,000 tonnes by 1994.

Hydro’s plan to reduce herbicide spraying, announced in 1988, is now
well on the way to its goal of a 35 per cent reduction over five years.

Liquid effluent monitoring equipment is being installed to monitor water

flowing from Hydro's generating stations,



E lectronic communications will continue
to shrink the world and lifestyle differences
between Thunder Bay and Toronto school
children will probably disappear by the time

Allyson grows up.

Allysan, 8.
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Environmental auditing has been adopted by Hydro to provide a systematic,
documented and objective review of its compliance with regulations and
corporate standards. The Production Branch has begun an audit program
of its thermal generating stations, The Regions Branch is launching
a continuing audit of hazardous materials.

The formation of an environmental advisory panel was approved in 1989.

It consists of nine external environmental experts and two Hydro vice-presi-
dents who will meet quarterly, offering advice to Hydro’s Senior Management
HOW ELECTRICITY Committee on the environmental effects of major projects, policies, and
FRIEEER D RO operating practices.
Hydro employees undertook a waste paper recycling program at Hydro's
Head Office and Kipling Avenue Complex in Toronto. A conservative estimate

is that 1,600 tonnes a year of high-quality, fine paper will be recycled.

Darlington Generating Station has developed a similar program which collects

33.8 Residential

both paper and cardboard. The program is to be expanded throughout the

2.6 Rural

corporation in 1990.
831 Commarcia New Business Ventures — Ontario Hydro’s New Business Ventures

Division reported revenues of $48.8 million in 1989.

New Business Ventures received 80 new contracts last year with a total

33.3 Industrial

value of $9.8 million. Net income in 1989 was $6.3 million.

Employment Equity — Hydro expanded its focus in 1989 from affirm-
In billions of kilowatt-hours <

ative action programs for women to employment equity which takes in four
designated groups — women, visible minorities, aboriginal people, and

The commercial sector is the

largest user of electricity in pcople with disabilities.

QutdrigsThe othermalaritsers, Branches currently set targets for the representation of women in all job
residential and industrial, are N . . y
categories and, in the future, will set targets for the representation of all

about the same.
four groups.
The Employment Equity Department has recently taken responsibility

for co-ordinating internal reviews of human rights complaints.

Remote community rates and service — In April, 1989, electricity

prices and service conditions for residential and commercial customers
in remote communities in Northern Ontario were improved to the same
| level as those for customers in the rest of the province. Remote customers

can now have larger electrical services and upgraded wiring in their homes.

Service in French — In November, 1989, Hydro began offering service
in French in several areas where francophones make up 10 per cent of the
population, or where there’s a francophone community of at least

5,000 people.




W hen Guy is 18, Hydro will have spent about
one quarter of the cost of a nuclear station
to encourage conservation. This should save
more electricity than an entire new station

could produce.

Guy, 8.
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Ontario’'s peak demand for
electricity in 2014 should be
almost twice the demand in
1989 and about 20 times the
demand in 1945.

Advertising campaign — “People are talking, Hydro is listening™

was the theme of a major television and print advertising campaign launched
by the corporation in 1989 to encourage energy conservation. Each ad
included a 1-800 telephone number. Over 100,000 people called for

information on a variety of Hydro's programs and business procedures.

Nuclear costs — The independent Ontario Nuclear Cost Inquiry gave
Ontario Hydro a vote of confidence in the way it estimates the cost of nuclear

electricity production.

Price increase — Hydro's Board of Directors approved an average price
increase of 5.9 per cent in electricity rates for 1990 at its October meeting.
The price increase, which was in line with the rate of inflation, was needed
to cover the cost of new generating facilities coming into service, Lo meet
environmental and regulatory requirements, and to carry out energy

efficiency programs.

OUR CURRENT OPERATIONS
MNuclear Generation

Darlington unit near start-up — As 1989 drew to a close, Unit 2 at
Darlington Generating Station, on Lake Ontario near Oshawa, began tests

at low power. The unit produced its first electricity in late 1989.

Nuclear safety — In 156 million hours worked in nuclear operations

from 1955 through 1989, there has never been a fatality or any measurable
dose of radiation to a member of the public. In 1989, however, two employees
at Pickering Generating Station received radiation exposures of 12.4 rem

and 5.6 rem. The annual federal whole-body limit for atomic radiation workers
is 5 rem. The exposures occurred while they were removing a control rod
containing Cobalt-60 from a reactor. Steps have been taken to make sure such

an accident does not happen again.

Thermal Generation

Lakeview rehabilitation — About $1.1 billion will be spent to extend
the working life of Hydro's coal-fired Lakeview Generating Station, in
Mississauga, to 2006. By using low-sulphur coal in conjunction with new
sulphur trioxide/ammonia flue gas conditioners, Lakeview’s acid gas

emissions will be reduced by up to 40 per cent by the mid-1990s.

Lennox fully operational — The oil-fired Lennox Generating Station,
near Kingston, became fully operational again late last year to help meet

winter peaks in demand.

Acid gas — In early 1989, Hydro announced it would spend almost
$2.7 billion over the next decade to slash acid gas emissions from its coal-

fired generating stations.
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W ill Evan and Andrew's generation do more
to improve the environment? Canadians say
they are concerned about the environment
(89%). but say the concern hasn't changed

their lifestyle (78%).

Evan, 8, and Andrew, 8.
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OFF

25 %

HYDROELECTRIC

11 %%

PRIVATE POWER

8 %

Together, conservation, hydro-
electric stations and private
power producers could provide
over 40 per cent of new elec-
tricity requirements over the
next 25 years.

The plan calls for the installation of flue gas scrubbers to remove sulphur
dioxide at both the Lambton and Nanticoke generating stations, burning
more low-sulphur coal and lignite, and retrofitting of larger stations with

equipment to reduce nitrogen oxide emissions.

Hydroelectric generation

Smoky Falls Generating Station — Spruce Falls Power and Paper
agreed to sell the Smoky Falls Generating Station, on the Mattagami River,
to Ontario Hydro. Pending the obtaining of environmental approvals, the
Smoky Falls purchase would allow Hydro to rebuild and extend the station,
as well as install additional generating capacity for peaking purposes

at the Little Long, Harmon and Kipling generating stations it operates

on the Mattagami.

Alternative Energy

wind — Hvdro’s 60-kilowatt wind turbine at Fort Severn on Hudson Bay
entered its third year of operation in 1989. During September, energy pro-

duced by the turbine displaced 1,600 litres of diesel oil.

Sun — The 10-kilowatt photovoltaic demonstration installation at Big Trout

Lake completed its third year of successful almost maintenance-free operation.

Fusion —Ontario Hydro's involvement in fusion is through the Canadian
Fusion Fuels Technology Project. This project is jointly funded by the Federal
Government, through Atomic Energy of Canada, the Government of Ontario

and Ontario Hydro. Ontario Hydro manages the project.

Transmission — The first of two 500-kilovolt transmission lines between
Lennox Generating Station and Ottawa Hawthorne Transformer Station
went into service in October. The line makes the supply of electricity

to the Ottawa area more secure. A second 500-kilovolt line is scheduled to
go into service in November 1992. In September, approval was granted in
principle for the construction of new transmission facilities in Northeastern
Ontario. The facilities are needed to meet rapidly increasing loads in

the region, incorporate a number of proposed private power projects with
Hydro’s system, and maintain a reliable supply of power to Spruce Falls

Power and Paper in Kapuskasing.

New System Control — Construction of a new System Control Centre,
at Clarkson near Toronto, neared completion at the end of 1989. The new
centre will be ready to take over from the System Control Centre at Richview

in December 1990.

Research — Ontario Hydro's Research Division continues to support the
corporation’s activities and assist the private sector. Help was given to

industries by the installation of new and efficient electrical processes



such as electromagnetic aids to steel making. laser welding and cutting,
and plasma material processing,

The division took partin a 1,000-home survey 1o help assess the
maximum economic potential of window and heating system upgrades

in existing dwellings.

EMPLOYEES

Health and Safety — The Workplace Hazardous Materials Identification
System, a federal government program to protect emplovees’ health through
education on hazardous materials, saw its first full vear of operation in 1989,
Hydro went bevond the program’s legal requirements and introduced new
corporate rules for managing hazardous agents.

Regrettably, an employee was killed on the job in 1989 in an accident at

Kakabeka Falls Generating Station in Northwestern Ontario.

Career centre — As aresult of the continuing studies at Hydro ta improve
organizational effectiveness and efficiency, a Career Centre was opened in
January 1989 to assist emplovees with redeployment within the organization.
A total of 547 people, of Hydro's approximately 25,000 regular staff, used

the Centre's services last vear, and approximately 90 per cent were employed

clsewhere within Hydro.

Suggestion program — Hvdro has offered its emplovees the chance
to make suggestions. The TIPS (The Ideas People Suggest) suggestion
program was launched in mid-year. By late 1989, TIPS had received more

than 1,000 suggestions.






FINANCIAL REVIEW OF ONTARIO HYDRO
for the year ended December 31, 1989

FINANCIAL HIGHLIGHTS

Ontario Hydro’s total revenues for 1989 came to
$6,346 million, $533 million higher than in 1988.
Approximately $337 million of this increase came
from the 1989 rate increase, and $196 million from

a greater volume of electricity sales. Total operating
costs for 1989, including financing charges, amounted
to $5,647 million, an increase of $460 million over
1988. This increase was due primarily to higher oper-
ating and maintenance costs and increased power
purchases. Net income for 1989 was $699 million
compared with $626 million for 1988.

The capital expenditures for investment in fixed
assets during 1989 amounted to $3,095 million. Cash
provided from operations and available for invest-
ment in fixed assets was $1.705 million for 1989.

RESULTS OF OPERATIONS
Revenues

Primary revenues for 1989 amounted to $6,255
million, an increase of $598 million, or 10.6 per cent,
over 1988. Electricity sales to municipal utilities, rural
retail and direct industrial customers totalled 133,973
million kilowatt-hours as shown in the chart. The
volume of primary energy grew by 4.6 per cent in 1989
because of continued economic growth in Ontario.
Electricity use by rural retail customers rose more than
the use by municipal utilities and direct customers.
The 1989 electricity rates increased 5.3 per cent
on average. The average increase was 5.0 per cent for
municipal utilities, 5.9 per cent for rural retail and 6.0
per cent for direct industrial customers. The rural rate

increase takes into account $105 million in assistance

PRIMARY ENERGY
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provided by all electricity consumers in the province
to reduce the electricity bills of year-round rural resi-
dential customers.

In 1989, Ontario Hydro introduced specific
changes in the electricity rate structure. These
changes include demand and energy rates for direct
industrial customers and certain municipal utilities
based on time-of-use and are designed to shift demand
from peak periods to off-peak periods. The changes in
rate structure will encourage a more efficient use of
the bulk power systern and offer Ontario Hydro cus-
tomers the opportunity to control their costs by
managing their own electricity use.

Secondary revenues for 1989, mainly from export-
ing electricity to utilities in the United States, came
to 391 million. Compared with 1988, this represents
a decrease of $65 million, or 41.7 per cent. This
decrease is mainly attributable to reducing export
sales to ensure Ontario Hydro's acid gas emissions
were below 1988 levels.

Over the last five years, Ontario Hydro has sold
approximately 28,000 million kilowatt-hours of elec-
tricity to utilities in the United States, but only alter
the needs of Ontario customers have been met. These
sales have earned about $1,031 million in secondary
revenues. The net benefit to Ontarians was $385
million for the period 1985 through 1989, and $30
million in 1989. This benefit helped Ontario Hydro

lo keep electricity rates lower for Ontario customers.

Major Electricity Production Resources

Ontario Hydro responds to the energy demands of its
customers by supplying electricity from a number of
different sources. Hydraulic generating stations, which
are relatively inexpensive to operate, have
traditionally provided a large part of the electricity
generated by Ontario Hydro. Although Ontario has
vast water resources, little of the water has enough
drop or flow to make it suitable for further hydraulic
development, New development will be significant,
but limited. Although the total capacity of hvdraulic
facilities has increased since the 1960s, hydraulic gen-
eration has formed a declining proportion of the
system as a whole, which has grown substantially in

the intervening period.



In order to meet the total energy needs of Ontario
customers, Ontario Hydro has continued to increase
its nuclear generating capacity. The increased capacity
reduces the need to operate coal-fired generating
units which have higher fuelling costs. However, fossil-
fuelled generation, the other major source of electrici-
ty generation, will continue to be required during
periods of higher demand which cannot be satisfied by
less expensive generation. Ontario Hydro also pur-
chases power and energy from neighbouring utilities
as required.

On December 7, 1989, Ontario Hydro entered into
a long-term contract with Manitoba Hydro to buy up
to 1,000 MW of power starting in the year 2000 and
continuing for 22 years, The contract is conditional
upon certain governmental approvals which must be
received by Ontario Hydro and Manitoba Hydro.

It is expected that these approvals will be obtained.

Ontario Hydro is also placing greater emphasis on
non-utility generation. Historically, there has been
about 1,200 MW of non-utility generation connected
directly or indirectly to Ontario Hydro’s system,
representing about 4 per cent of the Corporation’s
capacity.: On May 1, 1989, Ontario Hydro issued its
first request for proposals soliciting non-utility genera-
tion projects to be in-service by the end of 1993.
Proposals are expected by early 1990. As of December
31, 1989, 32 non-utility generation projects totalling
111 MW are in operation. Developers of another
21 facilities totalling 343 MW have indicated they are
committed to construction.

The production resources from 1985 through 1989,
highlighting the changes in volume and generation
mix, are shown in the chart. Nuclear stations supplied

ELECTRICITY PRODUCTION
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45.6 per cent of the total energy to the system in 1989.
Fossil-fuelled generation provided 24.7 per cent and
hydraulic stations supplied 24.5 per cent. Purchased
power provided the remaining 5.2 per cent. In 1988,
of the total energy to the system, nuclear, hydraulic,
fossil-fuelled and purchases supplied 48.4 per cent,
25.2 per cent, 24.9 per cent and 1.5 per cent, respec-
tively. A breakdown of the annual average cost per
kilowatt-hour of energy by major generating sources
is shown in the Five-Year summary of Financial and
Operating Statistics (see page 49).

TOTAL OPERATING COSTS

Ontario Hydro’s total operating: costs for 1989 were
$5,647 million, $460 million or 8.9 per cent higher
than in 1988. The chart shows major operating costs
for the period 1985 through 1989.

Operation, Maintenance and Administration

In 1989, operation, maintenance and administration
costs amounted to $1,534 million, an increase of $180
million over 1988. This increase of 13.3 per cent related
primarily to escalation in labour and other costs, and the
impact of the return to operation of Pickering unit 2 and
Lennox unit 4 in November 1988. The transmission and
distribution system work-load also grew in 1989, as
reflected in an increase of about 3 per cent in the
number of customers and an increase of about 1 per cent
in the kilometres of rural lines maintained.
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Fuel and Fuel Related Costs

In 1989, fuel and the related costs of power purchased
and Nuclear Agrecement - Payback, were 14.5 per cent
higher than in 1988.

The 1989 fuel costs for coal, uranium, oil and water
rental payments other than to the Province of Ontario
came to $1,132 million, $10 million higher than in
1988. The impact of costs associated with the slightly
higher level of fossil-fuelled generation required as
a result of higher primary energy sales was partially
offset by the lower unit cost of coal consumed.

In 1989, Ontario Hydro purchased $230 million
warth of electricity from neighbouring utilities, an
increase of $173 million from 1988, Ontario Hydro
buys electricity when it is economical to do so and
during periods of peak demand or in emergencies.

In 1989, purchases were used to meet higher primary
sales and ensure acid gas emissions were below 1988
levels.

In 1989, the Nuclear Agreement - Payback amount
charged to operations was $1 million, a $10 million
decrease from 1988,

Provincial Government Levies

Provincial government levies are payments made
to the Province of Ontario with respect to the debt
guarantee fee and water rentals.

In 1989 the Province of Ontario legislated that
Ontario Hydro is required to pay to the Province an
annual debt guarantee fee of one hall of one per cent
on the total outstanding debt guaranteed by the
Province as of the preceding December 31. The fee
for 1989 amounted to $82 million and reflects the fact
that the charge came into effect in May 1989.

Provincial water rental payments for the use of
provincial waters by Ontario Hydro in its hydraulic
plants, amounted to $95 million in 1989, an increase
of 4 million over 1988, The increased payments
reflect the impact of higher water rental rates and
higher hydraulic generation in 1989 over 1988.

In addition to Provineial Government Levies,
Ontario Hydro also made, similar to other businesses,
payments to various government agencies of approxi-
mately $230 million in 1989, These payments include
payments in lieu of taxes to municipalities, provincial
and federal sales taxes, Unemployment Insurance
Commission premiums and Canada Pension Plan

contributions.

Depreciation

The depreciation charged to operations totalled $845
million in 1989, $34 million or 4.2 per cent higher
than in 1988, The increase reflects the revision in

estimates related to provisions for fixed asset removal

ONTARIO HYDRO

costs. The higher provisions were partially offset by the
impact of extending the estimated service lives of fossil
generating stations to 40 years from 30 to 35 years.

Financing Charges

Financing charges are comprised of interest charged
to operations and foreign exchange costs. Interest
charged to operations represents gross interesl
reduced by capitalized interest and by interest earned
on investments. By capitalizing interest, costs are prop-
erly allocated between current and future customers.
Foreign exchange represents mainly the amortization
of gains or losses on the principal amount of foreign
debt and the net exchange loss on foreign transactions
other than foreign debt.

Gross interest costs for 1989 amounted to $3,016
million, an increase of $172 million or 6.0 per cent
over 1988, The primary reason for this increase is
related to additional funds borrowed during the vear
to finance construction of Darlington Generating
Station. This increase was partially offset by the effect
of the stronger Canadian dollar relative to the United
States dollar on foreign currency interest payments
and refinancing debt that matured during the vear at
lower interest rates.

Interest charged to operations amounted to $1,697
million in 1989, $43 million or 2.5 per cent lower than
in 1988. The decrease resulted primarily from
increased interest income on cash and temporary
investments.

Foreign exchange costs amounted to $31 million
in 1989, an increase of $30 million from 1988. The
increase was due primarily to the early redemption
of United States dollar long-term debt which was refi-
nanced with Canadian dollar debt, and higher foreign
currency hedging activity costs.

NET INCOME/FINANCIAL INDICATORS

Ontario Hydro's net income was $699 million in 1989,
compared to $626 million in 1988. The Corporation's
main financial indicators are the cash {low coverage,
interest coverage and debt ratios. The cash low cover-
age ratio for 1989 was 1.16 compared to 1.19 for 1988.
The level of interest coverage for 1989 was 1.24
compared to 1.23 for 1988. The debt ratio at the end
of 1989 improved to .817 from the 1988 ratio of .829.
The 1989 debt ratio is at the lowest level since 1974.
The financial position of Ontario Hydro remains

strong.
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CAPITAL EXPENDITURES AND
FINANCING

Investment in Fixed Assets

Ontario Hydro invests in fixed assets to meet expected
growth in the demand for electricity, to replace exist-
ing assets with facilities that are more economical

and to meet regulatory requirements. The total assets
of the Corporation at the end of 1989 were $36,277
million, 89 per cent consisting of fixed assets in
service or under construction. This relatively high

per centage reflects the capital intensive nature of
Ontario Hydro’s business.

The investment in fixed assets during 1989 totalled
$3,095 million. Of this amount, $1,441 million went
toward the construction of facilities at Darlington.
The four nuclear generating units at Darlington are
expected to be placed in service over the period 1990
to 1992. In addition, the 1989 expenditures reflect
continued emphasis on investment in the transmission
and distribution facilities to keep the quality and
reliability of service high. During 1989, $938 million
went toward constructing major transmission and dis-
tribution facilities, such as the 500 kilovolt transmis-
sion lines in southwestern Ontario and the Longwood
Transformer Station.

The annual investment in fixed assets from 1985
through 1989 are shown in the chart. The level of
investment in fixed assets for 1989 was somewhat
higher than the average of the previous four years.
The increase reflects a higher level of investment in
the transmission and distribution facilities.
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Financing

The cash required by Ontario Hydro to finance its
investment in fixed assets comes from two major
sources: operations and external borrowings.

For 1989, operations provided $1,705 million and net
borrowings provided $662 million. The cash provided
from financing consists of cash from the issuance of
long-term debt and the change in the level of short-
term notes payable issued for debt management
purposes, less the amount of cash used to retire
long-term debt.

The proceeds from bonds sold by Ontario Hydro
to the public during 1989 amounted to $2,570 million.
In addition, bonds issued to the Province of Ontario
provided a further $651 million. In total, there were
eleven Canadian and one Euro-Canadian issues with
an average annual coupon interest rate of 10.4 per
cent for an average term to maturity of 11.8 years.
For the same period in 1988, the average annual
coupon interest rate was 10.3 per cent for an average
term to maturity of 9.3 years.

Cash provided from financing from 1985 through
1989 is shown in the chart. Since 1985, financing
requirements have been met primarily from the
Canadian public market and from Canada Pension
Plan funds, thereby not incurring new foreign
exchange exposure.

Cash amounting to $1,656 million was used to
retire maturing long-term debt in 1989, compared
with $1,191 million in 1988. Cash amounting to $403
million was used to redeem debt prior to maturity in
1989, compared with $636 million in 1988. Of the
debt redeemed prior to maturity in 1989, $197 million
was used to redeem United States dollar issues which
were called during the year. In addition, the level of
short-term notes payable issued for debt management
purposes decreased by $500 million in 1989.
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MANAGEMENT’'S RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying financial statements of Ontario
Hydro are the responsibility of management and have
been prepared in accordance with accounting princi-
ples generally accepted in Canada, applied on a basis
consistent with that of the preceding year. The signifi-
cant accounting policies followed by Ontario Hydro
are deseribed in the Summary of Significant
Accounting Policies. The preparation of financial state-
ments necessarily involves the use of estimates based
on management’s judgement, particularly when trans-
actions affecting the current accounting period cannot
be finalized with certainty until future periods. The
financial statements have heen properly prepared with-
in reasonable limits of materiality and in light of infor-
mation available up to March 12, 1990. The informa-
tion presented elsewhere in the Annual Report is
consistent with that in the financial statements.

Management maintains a system of internal controls
designed to provide reasonable assurance that the
assets are safeguarded and that reliable financial
information is available on a timely basis. The system
includes formal policies and procedures and an organi-
zational structure that provides for appropriate delega-
tion of authority and segregation of responsibilities.
An internal audit function independently evaluates the
effectiveness of these internal controls on an ongoing
basis and reports its findings to management and the
Audit Committee of the Board of Directors.

The financial statements have been examined by
Ernst & Young, independent external auditors
appointed by the Lieutenant Governor in Council

of Ontario. The external auditors’ responsibility is to

express their opinion on whether the financial state-
ments are fairly presented in accordance with general-
ly accepted accounting principles. The Auditors’
Report, which appears below, outlines the scope ol
their examination and their opinion.

The Board of Directors, through the Audit
Committee. is responsible for ensuring that manage-
ment fulfills its responsibilities for financial reporting
and internal controls. The Audit Commitiee meets
periodically with management, the internal auditors
and the external auditors to satisfy itself that each
group has properly discharged its respective responsi-
bility, and to review the financial statements before
recommending approval by the Board of Directors.
The external auditors have direct and full access to
the Audit Committee, with and without the presence
of management. to discuss their audit and their find-
ings as to the integrity of Ontario Hydro's financial
reporting and the effectiveness of the system of

internal controls.

On behall of Management

£y fouttns FA Lo

Chairman, President and Senior Vice-President

Chiet Executive Officer Finance and Services
Toronto. Canada,
March 12, 1990

AUDITORS' REPORT

To the Board of Directors of Ontario Hydro:

We have examined the statement of financial position
of Ontario Hydro as at December 31, 1989 and the
statements of operations, accumulated debt retire-
ment appropriations, reserve for stabilization of rates
and contingencics and source of cash used for invest-
ment in fixed asscts for the vear then ended. Our
examination was made in accordance with generally
accepted auditing standards, and accordingly included
such tests and other procedures as we considered

necessarv in the circumstances.

ONTARIO HYDRO

In our opinion, these financial statements present
fairly the financial position of Ontario Hydro as at
December 31, 1989 and the results of its operations
and the changes in financial position for the year then
ended in accordance with generally accepted account-

ing principles applied on a basis consistent with that

&J*‘ﬁf—af

Chartered Accountants

of the preceding year.

Toronto, Canada,

March 12, 1990



SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements have been
prepared in accordance with accounting principles
generally accepted in Canada, applied on a basis con-
sistent with that of the preceding year. The significant
accounting policies followed by Ontario Hydro are
described below.

Rate setting

Ontario Hydro has broad powers to generate, supply
and deliver electric power throughout the Province
of Ontario. The Corporation operates under the
Power Corporation Act and is subject to provisions
of the Ontario Energy Board Act.

Under the provisions of the Power Corporation Act,
the price payable by municipal corporations is the cost
of operating and maintaining the system, deprecia-
tion, interest, and the amounts appropriated for debt
retirement and stabilization of rates and contingen-
cies. The debt retirement appropriation is the amount
required under the Act to accumulate on a sinking
fund basis over 40 years a sum equal to the debt
incurred for the cost of the fixed assets in service.
The appropriation for, or withdrawal from, the stabi-
lization of rates and contingencies reserve is an
amount established to maintain a sound financial
position and to stabilize the effect of cost fluctuations,

Under the provisions of the Ontario Energy Board
Act, a public hearing before the Ontario Energy Board
is required in respect of any changes in electricity
rates proposed by Ontario Hydro which affect its
municipal utilities, direct industrial customers, or,
if the Minister of Energy so directs, rural retail
customers, The Ontario Energy Board submits its
recommendations to the Minister of Energy. After
considering the recommendations of the Ontario
Energy Board, the Board of Directors of Ontario
Hydro, under the authority of the Power Corporation
Act, establishes the electricity rates to be charged
to customers.

If the Board of Directors specifies an amount
related to a certain transaction be included in future
electricity rates that, in accordance with the account-

ONTARIO HYDRO

ing policies summarized below, would be charged or
credited to operations in the current year, then this
amount is deferred and amortized to future opera-
tions on a basis consistent with its inclusion in rates.

Fixed assets

Fixed assets in service include operating facilities and
non-operating reserve facilities. Construction in
progress includes fixed assets under construction and
heavy water held for use in nuclear generating stations
under construction,

Fixed assets are capitalized at cost which comprises
material, labour, engineering costs, overheads, depre-
ciation on service equipment, interest applicable to
capital construction activities, and for new facilities,
the costs of training initial operating staff. In the case
of generation facilities, the cost also includes the net
cost of commissioning which comprises the cost of
start-up less the value attributed to energy produced
by generation facilities during their commissioning
period. For multi-unit facilities, a proportionate share
of the cost of common facilities is placed in service
with each major operating unit. The cost of heavy
water comprises the direct cost of production and
applicable overheads, as well as interest and deprecia-
tion on the heavy water production facilities and the
estimated removal costs of these facilities. Leases
which transfer the benefits and risks of ownership
of assets to Ontario Hydro are capitalized.

Interest is capitalized on construction in progress
at rates (1989 - 10.8 per cent, 1988 - 10.8 per cent)
which approximate the average cost of long-term
funds borrowed in the years in which expenditures
have been made for fixed assets under construction,
If the construction period of a project is extended
and the construction activities are continued, interest
is capitalized during the period of extension provided
that the project has a reasonable expectation of
being completed.



If a projectis cancelled or deferred indefinitely
with a low probability of construction being resumed,
all costs including the costs of cancellation are written
off to operations.

If fixed asscts are removed from operations and
mothballed for future use, termed non-operating
reserve facilities, the costs of mothballing are charged

lo operations.

Depreciation

The capital costs of fixed assets in servic

are depreci-
ated on a straight-line basis. Depreciation rates for the
various clusses of assets are based on their estimated
service lives. Major components of generating stations
are depreciated over the lesser of the service life
expectancy of the component or the remaining ser-
vice life of the associated generating station.

The estimated service lives of assets in the major

classes are:

Generating stations
- hydraulic - 65 1o 100 vears
- fossil - 40 years (1988 - 30 1o 35
years)

- nuclear - 40 years

Heavy water over the period ending
) £

in the year 2040

Transmission and

distribution facilities - 20 o 53 years

Heavy water

production facilities

20 years

Administration and

service facilities - 5 to 65 years
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In accordance with group depreciation practices,
for normal retirements the cost of fixed assets retired
is charged to accumulated depreciation with no gain
or loss being reflected in operations. However, gains
and losses on sales of fixed assets, and losses on prema-
ture retirements are charged to operations in the yvear
incurred as adjustments to depreciation expense.

When the costs of removal less residual value,
termed removal costs, on retirements ol fixed assets
can be reasonably estimated and are significant, provi-
sions for these costs, except lor those related 1o heavy
waler production facilities, are charged 1o deprecia-

ton expense on an annuity basis over the remaining

service life of the related fixed assets. For heavy water
production facilities, provisions for removal costs are
charged to heavy water production costs on a straight-
line basis over the remaining service lile of the related
facilities. Other removal costs are charged o deprecia-
tion expense as incurred. Removal costs include the
estimated costs of decommissioning nuclear and fossil
stations and heavy water production facilities, and the
estimated costs of removing certain nuclear reactor
fuel channels.

The estimated service lives of fixed assets and the
significant assumptions underlving the estimates of
fixed asset removal costs are subject to periodic review.
Any changes arising out of such a review are imple-
mented on a remaining service life basis from the year
the changes can be first reflected in electricity rates.

Non-operating reserve facilities are amortized so
that any estimated loss in value is charged o deprecia-
tion expense on a straight-line hasis over their expect-

ed non-operating period,



Unamortized advances for fuel supplies

As part of its program to ensure the adequate supply
of fuels for its generating stations, Ontario Hydro has
entered into long-term fuel supply contracts. Where
these contracts require Ontario Hydro to make pay-
ments for pre-production costs to suppliers in advance
of the fuel delivery, these payments and associated
costs, including interest, are carried in the accounts
as unamortized advances for fuel supplies. The
advances are amortized to fuel inventory as the fuels
are delivered.

Fuel for electric generation

Fuel used for electric generation comprises the aver-
age inventory costs of fuel consumed, charges for
commissioning energy produced, and provisions for
disposal of nuclear fuel irradiated during the period.
The inventory cost of fuel consumed comprises fuel
purchases, transportation and handling costs, and the
‘amortization of advances for fuel supplies.
Transportation costs include charges for interest and
depreciation on railway equipment owned by Ontario
Hydro. The charges for commissioning energy pro-
duced during the period represent the incremental
operating and fuel costs of producing the same quanti-
ty of energy at generating units displaced because of
the commissioning activity. The costs for disposal of
nuclear fuel irradiated in each period are charged to
operations based on estimated future expenditures
and interest accumulating to the estimated date of
disposal. Estimates of expenditures, interest and esca-
lation rates, and the date of disposal are subject to
periodic review. Adjustments resulting from changes
in estimates are charged to operations on an annuity
basis over the period from the year the changes can
be first reflected in electricity rates to the estimated
in-service date of the disposal facility.
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Foreign currency translation

Current monetary assets and liabilities in foreign cur-
rencies are translated to Canadian currency at year-
end rates of exchange and the resultant exchange
gains or losses are credited or charged to operations.
Long-term debt payable in foreign currencies is
translated to Canadian currency at year-end rates

of exchange. Resulting unrealized exchange gains or
losses are deferred and included in unamortized debt
costs, and are amortized to operations on an annuity

‘basis over the remaining life of the related debt.

Foreign exchange gains or losses on hedges of
long-term debt payable in foreign currencies are
deferred and included in unamortized debt costs:
The deferred gains or losses related to principal pay-
ments are amortized to operations on an annuity basis
over the remaining period to the year in which the
hedged principal payments are due. The deferred
gains or losses related to interest payments are credit-
ed or charged to operations in the year in which the
hedged interest payments are due.

Foreign exchange gains or losses on early redemp-
tion of long-term debt are deferred and included in
unamortized debt costs if the exposure in the foreign
currency related to the redeemed debt is not reduced
as a result of the refinancing of the redeemed debt
in the same currency. These deferred gains or losses
are amortized on an annuity basis over the period to
the original maturity date of the redeemed debt. If
the foreign currency exposure is reduced as a result
of the early redemption of debt, the resulting foreign
exchange gains or losses related to the redeemed debt
are credited or charged to operations.



Unamortized debt costs

Unamortized debt costs include the unamortized
amounts related to unrealized foreign exchange gains
or losses resulting from the translation of foreign
currency long-term debt, foreign exchange gains or
losses on hedges, foreign exchange gains or losses
on the early redemption of long-term debt, discounts
or premiums arising from the issuance of debt or the
acquisition of debt prior to maturity, and discounts
or premiums accrued on foreign currency hedges.
Debt discounts or premiums arising from the
issuance of debt are amortized over the period to
maturity of the debt. Discounts or premiums on debt
acquired prior to the date of maturity are amortized
over the period from the acquisition date to the origi-
nal maturity date of the debt. Discounts or premiums
on foreign currency hedges are credited or charged to
operations over the terms of the individual hedges.

Nuclear agreement - payback

Ontario Hydro, Atomic Energy of Canada Limited and
the Province of Ontario are parties to a joint under-
taking for the construction and operation of units 1
and 2 of Pickering Nuclear Generating Station, with
ownership of these units being vested in Ontario
Hydro. Contributions to the capital cost by Atomic
Energy of Canada Limited and the Province of
Ontario amounted to $258 million and these have
been deducted in arriving at the value of fixed assets
in service in respect of Pickering units | and 2.
Ontario Hydro is required to make monthly pay-
ments, termed “payback”, until the year 2003 to each
of the parties in proportion to their capital contribu-
tions. Payback represents in a broad sense the net
operational advantage of having the power generated
by Pickering units | and 2 as compared with coal-fired
units similar to Lambton units | and 2.
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During the 1983 through 1988 shutdown period for
replacement of pressure tubes in Pickering units 1 and
2, the payback calculations resulted in negative pay-
back amounts. These amounts have been credited
against the cost of operations over the shutdown
period and the accumulated amounts, plus interest,
are included in the accounts as long-term accounts
receivable. The accumulated negative payback
amounts, plus interest, are to be offset against future
positive payback amounts payable over the remaining
term of the Agreement to Atomic Energy of Canada
Limited and to the Province of Ontario, commencing
with the return to operation of the last of the two
units in November 1988,

Pension plan

The pension plan is a contributory, defined benefit
plan covering all regular employees of Ontario Hydro.
Pension costs for accounting purposes are actuarially
determined based on the assumptions that reflect
management’s best estimate of the effect of future
events on the actuarial present value of accrued pen-
sion benefits, and the valuation of pension plan assets
using a five-year market value average, Pension plan
surpluses and deficiencies are amortized on an
annuity basis over the expected average remaining
period of service of the employees covered by Ontario
Hydro’s pension plan,

Research and development

Research and development costs are charged to opera-
tions in the year incurred, except for those related
directly to the design or construction of a specific cap-
ital facility which are capitalized as part of the facility.



STATEMENT OF OPERATIONS

&

for the year ended December 31, 1989 . 1989 1988
millions of dollars
Revenues
Primary power and energy
Municipal utilities’ 4,209 3,824
Rural retail customers 1,256 1,108
Direct industrial customers 790 730
6,255 5,657
Secondary power and energy (note 1) 21 156
6,346 - 5,813
Costs
Operation, mainteénance and administration 1,534 1,354
Fuel used for electric generation 1,132 1,122
Power purchased 230 57
Nuclear agreement - payback 1 11
Provincial government levies (note 2) 177 91
Depreciation (note 3) 845 811
3,919 3,446
Income before financing charges 2,427 2,367
Interest (note 4) 1,697 1,740
Foreign exchange (noté 5) 31 1
1,728 1,741
Net income 699 626
Appropriation for:
Debt retirement 357 341
Stabilization of rates and contingencies 342 285
699 626

See accompanying summary of significant accounting policies and notes to financial statements.
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STATEMENT OF FINANCIAL POSITION

as at December 31, 1989

1989

1988

Assets

Fixed assets (note 6)

millions of dollars

Fixed assets in service 27,786 26,918
Less accumulated depreciation 7,017 6,289
20,769 20,629
Construction in progress 11,593 9,346
32,362 29,975

Current assets
Cash and temporary investments - 312
Accounts receivable 788 663
Fuel for electric generation (note 7) 1,108 1,113
Materials and supplies, at cost 339 332
. 2,235 2,420

dtﬁer assets

Unamortized debt costs 218 324
Unamortized advances for fuel supplies (note 8) 728 755
Unamortized deferred costs (note 9) 313. 401
Long-term accounts receivable and other assets 421 483
1,680 1,963
36,277 . 34,358

See accompanying summary of significant accounting policies and notes to financial statements.
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1989

-9

1988

millions of dollars

Liabilities
Long-term debt (note 10) 25,141 24,240
Current liabilities
Bank indebtedness (note 11) 356 =
Accounts payable and accrued charges 919 664
Short-term notes payable - 500
Accrued interest 742 714
Long-term debt payable within one year 1,661 1.665
3,678 3,543
Other liabilities
Long-term accounts payable and accrued charges 222 216
Accrued fixed asset removal and irradiated fuel disposal costs (note 12) 949 771
1,173 987
Contingencies (notes 8 and 14)
Equity
Accumulated debt retirement appropriations 3,927 3,570
Reserve for stabilization of rates and contingencies 2,233 1,891
Contributions from the Province of Ontario as
assistance for rural construction 127 127
6,287 5,h88
36,277 34,358

On behalf of the Board

Chairman, President and Vice-Chairman

Chief Executive Officer

Toronto, Canada,
March 12, 1990
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STATEMENT OF ACCUMULATED DEBT RETIREMENT APPROPRIATIONS

for the year ended December 31, 1989

Power District

(Rural Retaial and
Municipal  Direct Industrial Total
Utilities Customers) 1989 1988

milltons of dollars

Balances at beginning of year 2,478 1.092 3,570 3,299
Appropriation 241 116 357 341
Balances at end of year 2,719 1,208 3,927 3,570

STATEMENT OF RESERVE FOR

for the year ended December 31, 1989

STABILIZATION OF RATES AND CONTINGENCIES

“Held for

the benefit of

Held for the benefit of

(or recoverable from)

all customers certain groups of customers Total
Rural Direct
Municipal Retail Industrial
Utilities Customers Customers 1989 1988

millions of dollars

Balances at beginning of year 1,906 1 (15) () 1,891 1,606
Appropriation 311 - 28 3 342 285
Balances at end of year 2917 1 13 2 2,233 1,891

See accompanying summary of significant accounting policies and notes to financial statements.
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STATEMENT OF SOURCE OF CASH USED FOR INVESTMENT IN FIXED ASSETS

for the year ended December 31, 1989 1989 1988

millions of dollars

Cash provided from operations (note 13) 1,705 1,368

Cash provided from financing
Long-term debt issued Loz21 3,402

Change in short-term notes payable issued for debt

management purposes - (decrease) " (500) =

2,721 3,402

Less long-term debt retired 2,059 1,827

Cash provided from financing 662 1,575
Cash used for investment in other assets (note 13) 43) (45)

Cash provided from operations, financing and other activities 2,324 2,898

Changes in cash and cash equivalents

- decréase (increase) (note 13) 668 (225

Cash used for investment in fixed assets 2,992 2,673
Changes in accounts payable and accrued charges affecting

investment in fixed assets - increase 103 16

Investment in fixed assets (note 13) : 3,095 2,689

See accompanying summary of significant accounting policies and notes to financial statements.
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NOTES TO FINANCIAL STATEMENTS

1. Secondary power and energy

Secondary power and energy revenues include $87 million (1988 - $153 million) from sales of electricity to United

States utilities.

2. Provincial government levies

1989 1988

Provincial water rentals

Provincial debt guarantee fee

Provincial government levies are the amounts charged

bv the Ontario Provincial Government for the debt

guarantee fee and water rentals.

Provincial water rentals

Provincial water rentals are the amounts paid to the

Province of Ontario [or the use of water for hydraulic

generation.

millions of dollars

95 91
82 =
177 91

Provincial debt guarantee fee

In May 1989, the Province of Ontario legislated that
Ontario Hydro is required to pay to the Province an
annual debt guarantee fee of one half of one per cent
on the total outstanding debt guaranteed by the
Province as of the preceding December 31, For 1989,
the fee of $82 million dollars reflects the fact that the
fee came into effect in May 1989,

3. Depreciation

Depreciation of fixed assets in service
Amortzation of deferred costs
Fixed asset removal costs
- provision for fuel channel removal costs
- provision for decommissioning costs

- other removal costs

Less:
Depreciation charged to
- heavy water production
- CONSLIUCLion in progress
- fuel for electric generation

Net gain on sales of fixed assets

1989 1988

millions of dollars

792 774
40 40
¥ 39
33 34
22 25
964 912
51 il
53 44
2 2
13 4
119 101

845 811

4. Interest

1989 1988

Interest on bonds, notes, and other debt
Interest on accerued fixed asset removal and

irradiated fuel disposal costs

Less:
[nterest charged ro
- COnsSruction in progress
- heavy water production
- fuel for electric generation

Interest carned on investments

mitlions of dollars

2,932 2,780
84 65
3,016 2,845
1,016 836
77 26

82 90
144 93
1,319 1,105
1,697 1,740
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5. Foreign exchange

1989 1988

millions of dollars

Amortization of foreign exchange gains and losses (52) (61)
Net exchange loss on other foreign transactions 83 62
31 1
6. Fixed assets 1989
Assets in Accumulated Construction
Service Depreciation in Progress
millions of dollars
Generating stations
- hydraulic 1,923 657 51
- fossil 3,732 1,539 169
- nuclear 10,874 1,785 8,837
Heavy water ‘2,507 294 1,316,
Transmission and distribution 6,197 1,641 1,122
Heavy water production facilities 1,127 498 -
Administration and service facilities 1,426 603 98
27,786 7,017 11,593
1988
Assets in Accumulated Construction
Service Depreciation in Progress
millions of dollars
Generating stations
- hydraulic 1,899 628 33
- fossil 3,707 1,447 66
- nuclear 10,805 1,474 7,258
Heavy water 2447 252 1,140
Transmission and distribution 5,663 1511 730
Heavy water production facilities 1,126 445 -
Administration and service facilities 1,271 552 119
26,918 6,289 9,346

Fossil generating stations in service include non-operating
reserve facilities. As at December 31, 1988, substantially all
of the undepreciated cost of the non-operating reserve
facilities pertained to Lennox unit 3. On December 20,
1989, Lennox unit 3 returned to operation.

A major portion of the construction in progress as at
December 31, 1989, relates to the construction program
for the Darlington Nuclear Generating Station.

The costs associated with this construction program,
including heavy water, amounted to $9,885 million as
at December 31, 1989 (1988 - $8,209 million). The four
generating units at Darlington are planned to be

placed in service over the period 1990 through 1992
and will provide 3,524 megawatts of dependable capaci-
ty. The estimated cost to complete the Darlington
construction program is $2,526 million, including cost
escalation and interest of approximately $1,582 mil-
lion. Cost escalation and interest are forecast to
average 5% and 10.5% per year, respectively, over

the period 1990 to 1992. Because of the uncertainties
associated with long construction lead times and
planned in-service dates, the estimated cost to
complete is subject to change.
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7. Fuel for electric generation

: N

1989 1988

millions of dollars

Inventories
- uranium 700 668
- coal 396 118
- oil 12 29
1,108 1,113
8. Unamortized advances for fuel supplies

1989 1988

Uranium
- Rio Algom Limited
- Denison Mines Limited

Coal

Unamortized advances for fuel supplies are recovered
as fuel is delivered. Over the next five years, the
amortization of advances for uranium supplies will be
about $33 million for the contract with Rio Algom
Limited and about $64 million for Denison Mines
Limited.

Ontario Hydro has long-term contracts with
Denison Mines Limited and Rio Algom Limited for
uranium supplies through to 2012 and 2027, respec-
tively. Ontario Hydro's current forecast of the annual
requirements for uranium is about 1,700 megagrams
for 1990, increasing to about 1,800 megagrams by
1994. The uranium inventory as at December 31,

1989, plus the contracted deliveries through to the

millions of dollars

406 414
322 334
728 748

- 7
728 ' 755

end of 1993 exceed the forecasted requirements to the
end of 1993 by about 400 megagrams. Starting in 1994
through to 2012, contracted deliveries exceed forecast-
ed requirements of the nuclear generating facilities
currently in service and under construction by about
1,000 megagrams per year. Ontario Hydro’s options
for managing the oversupply include resale ol the ura-
nium and, under specified conditions, cancellation or
renegoltiation of the contracts. In the event that a con-
tract is cancelled, the supplier is not required to
refund any outstanding advances. At this time, the
outcome with respect to managing the oversupply of
uranium is not determinable.

9. Unamortized deferred costs

1989 1988

Bruce Heavy Water Plant *D”

Wesleyville Generating Station

Fuel oil contract
Coal Purchase Agreement

Unamortized deferred costs are amounts that the
Board of Directors, under its rate setting authority,
has determined be deferred and amortized for recov-
ery through electricity rates on a straight-line basis
over a specified period of years. The nature of these
costs are described below.

» Bruce Heavy Water Plant “D” is an indefinitely

deferred project with a low probability of construc-
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millions of dollars

148 185
10 15
158 200
B7 116
68 85
313 401

tion being resumed. The capital cost of this project
and the unamortized deferred costs associated with
the cancelled Wesleyville Generating Station project
are being amortized over the period 1984 through
1993. Accordingly, $40 million was charged to depre-
clation in 1989.



9. Unamortized deferred costs (continued)
®* Under the terms of the settlement reached by
Ontario Hydro and Petrosar Limited in 1987 with
respect to a fuel oil contract, Ontario Hydro paid
$150 million to Petrosar Limited and the parties
released each other from all obligations and claims
related to the contract. The net cost of this settle-
ment is being amortized over the period 1988
through 1992. Accordingly, $29 million was

charged to fuel used for electric generation in 1989.

In November 1987, Ontario Hydro provided USX

Corporation with notification of cancellation of the-

Coal Purchase Agreement pursuant to the three
year notice period provision in the Agreement. On

cancellation of the Agreement, USX Corporation is
not required to refund any outstanding pre-produc-
tion payments made in advance of the coal deliveries
to Ontario Hydro. The outstanding advances and
associated costs as at the date of cancellation of the
Agreement were estimated to be $85 million and are
to be amortized over the period 1989 through 1993.
Accordingly, during 1989, $17 million was charged to
fuel used for electric generation. In December 1989,
Ontario Hydro and USX Corporation agreed to can-
cel the Agreement as of December 31, 1989 and the
net cost of settlement payable by Ontario Hydro was
charged to fuel used for electric generation in 1989.

10. Long-term debt

Bonds and notes payable
Other long-term debt

Less payable within one year

1989 1988
millions of dellars
26,694 25,775
108 130
26,802 25,905
1,661 1,665
25,141 24,9240

Bonds and notes payable, expressed in Canadian dollars, are summarized by years of maturity and by the currency

in which they are payable in the following table:

1989 1988
: Weighted Weighted
Years of Principal Average Principal Average
Maﬁ.lrity Outstanding Coupon Rate- Outstanding Coupon Rate
Canadian Foreign Total Total
millions of dollars per cent millions of dollars per cent
1989 7 = - 1,644
1990 1,018 621 1,639 1.668
1991 1,372 273 1,645 1,675
1992 1,136 900 2,036 1,910
1993 2,781 41 2,822 2,587
1994 1,328 563 1,891 o -
1- 5 years 7.635 2,398 10,033 11.0 9,484 10.9
6 - 10 years 4,868 548 5,416 9.6 5,256 10.2
11 - 15 years 3,084 567 3,651 11.6 3,245 11.9
16 - 20 years 3,023 2,345 5,368 10.0 4,726 9.8
21 - 25 years 1,326 S00 2,226 13.5 3,064 12.6
19,936 6,758 26,694 10.8 25,775 10.9
CGurrency in which payable:
Canadian dollars 19,936 J 17,905
United States dollars 6,753 7,858
United Kingdom pounds sterling 5 . 12
26,694 25,775

Bonds and notes payable are either held, or guaranteed as to principal and interest, by the Province of Ontario.
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10. Long-term debt (continued)

pavahle within one year is $22 million (1988 - $21 million).

Bonds and notes pavable in United States dollars These financial arrangements hedge principal and
include Canadian $5,096 million (1988 - Canadian interest payments amounting to United States 8876
$5.689 million) of Ontario Hydro bonds held by the million due in 1990 and the remaining United States
Province of Ontario and having terms identical with 31119 million hedge principal and interest pavments
Province of Ontario issues sold in the United States due over the period 1991 through 1993,
on behalf of Ontario Hydro. Ontario Hydro has entered into interest rate swap
Ontario Hydro has entered into financial arrange- arrangements amounting to Canadian $120 million in
ments to hedge a portion of the foreign currency notional principal as at December 31, 1989 (1988 -
exposure related to principal and interest pavments Canadian $1,380 million), expiring in 1991 through
with respect to long-term debt and these arrange- 1994 (1988 - 1989 10 1993). These arrangements have
ments arc primarily in forward exchange contracts. cifectively converted fixed interest rates on long-term
These contracts amounted to United States $1,995 debrt, having a weighted average coupon rate of 11.2%
million as at December 31, 1989 (1988 - United (1988 - 10.0%). to variable interest rates which are
States 52,198 million), having a weighted average adjusted quarterly to the prevailing Canadian bankers’
Canadian dollar exchange rate of 1.26 (1988 - 1.26). acceptance rate.
Other long-term debt: Years of Maturity  Interest Rate 1989 1988
prer cent millions of dollears

Balance due to Atomic Energy of Canada Limited

~1
o

on purchase of Bruce Heavy Water Plant “A” 1992 67 87
Capitalized lease obligation for the Head Office
building, pavable in U.S. dollars 2005 8.0 40 42
Capitalized lease obligations for transport and
service equipment 1990 6.3
to 1994 to 11.9 1 1
108 130

Payments required on the above debt. excluding interest, will total $76 million over the next five vears. The amount

11. Bank indebtedness
Bank indehtedness includes shori-term bank lines of credit available to Ontario Hydro in the amount of $600

million. The lines of credit are unsecured and bear interest at the Canadian prime rate,

ONTARIO HYDRO



@

12. Accrued fixed asset removal and irradiated fuel disposal costs

1989 1988

Accrued fixed asset removal costs
- accrued decommissioning costs
- accrued fuel channel removal costs

Accrued irradiated fuel disposal costs

Fixed asset removal costs

Fixed asset removal costs are the costs of removing
certain fuel channels from nuclear reactors which are
expected to be replaced during the life of the reac-
tors, and the costs of decommissioning nuclear and
fossil generating stations and heavy water production
facilities after the end of their service lives. The signif-
icant assumptions used in estimating fixed asset
remnval COsls were:

removal of fuel channels in Pickering Nuclear Gener-
ating Station “A” units 3 and 4 in the 1989 to 1992
(1988 - 1997 to 2000) period, Bruce Nuclear Gen-
erating Station A" units 1 and 2 in the 1996 1o 2000
period and units 3 and 4 in the 2002 to 2010 (1988 -
2001 to 2011 for all 4 units) period, Pickering "B” in
the 2012 to 2017 (1988 - 2012 to 2017) period and
Bruce “B” in the 2014 to 2019 (1988 - 2014 to 2020)
period;

decommissioning of nuclear generating stations in the
2042 to 2065 period on the deferred dismantlement
basis (dismantlement following storage with surveil-
lance for a 30-year period after shutdown of the reac-
tors), and a transportation distance of 1,000 kilometres
from nuclear generating facilities to disposal facilities;

millions of dollars

267 212
250 194
517 406
432 365
949 771

dismantlement of Bruce Heavy Water Plants “A”, “B” and
“D” in the 1995 to 2005 period;

interest rates through to 2065 ranging from 10% to 11%

(1988-10% to 11%); and

escalation rates through to 2065 ranging from 4% to 9%

(1988 - 4% to0 9%).

Because of possible changes to the above factors and the

methods used for decommissioning and fuel channel

removal, these costs are subject to revision.

Irradiated fuel disposal costs

The significant assumptions used in estimating the future
irradiated fuel disposal costs were:

an in=service date of the year 2010 for irradiated nuclear
fuel disposal facilities;

a transportation distance of 1,000 kilometres from nuclear
generating facilities to disposal facilities;

interest rates through to the disposal date ranging from
10% to 11% (1988 -10% to 11%); and

escalation rates through to the disposal date ranging from
4% 10 9% (1988 - 4% to 9%).

Because of the uncertainties associated with the technology
of disposal, and the above factors, these costs are subject to
change.

13. Statement of source of cash used for investment in fixed assets

The Statement of Source of Cash Used for
Investment in Fixed Assets reports the investment in
fixed assets resulting from the cash flows from opera-
tions, financing and other activities, and the effects
of changes in cash and cash equivalents and changes
in accounts payable and accrued charges affecting
investment in fixed assets during the year. This state-
ment focuses on the investment in fixed assets in view
of Ontario Hydro's current level of construction
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activities which are financed from two major sources,
cash provided from operations and cash provided
from financing. Cash provided from financing repre-
sents the amount of cash provided from the issuance
of long-term debt and the increase in the level of
short-term notes payable issued for debt management
purposes, less the amount of cash used to retire long-
term debt.



13. Statement of source of cash used for investment in fixed assets (continued)
The components of cash provided from operations, cash and temporary investments net ol short-term
cash provided from investment in other assets, and notes payable issued for cash management purposes,
changes in cash and cash equivalents, defined to be are summarized below.

1989 1988

mitlions of dollars
Cash provided from operations:

Net Income 699 626
ltems not requiring cash in the current vear
Depreciation 845 811
Amortization of foreign exchange gains and losses (52) (61)
Provision for irradiated fuel disposal costs 27 26
Nuclear agreement - payback 1 11
Other 177 120
.l_-“und.a‘ provided from operations . 1,697 o 71 .533
Changes in working capital, excluding cash and cash
equivalents, and long-term accounts payable affecting
operations - (increase) decrease 8 (165)
Cash provided from _(Ji)('rt"(lli()ll.'i o _1_,705 l,.‘%ﬁHr
Cash used for investment in other assets:
Advances and related costs for fuel supplies (3) (2)
Less repayments and amortization of advances for fuel supplies 32 27
- 29 25
Other (72) (70)
Cash used for investment in other assets - (43) __(4:"»]
Changes in cash and cash equivalents:
Cash and temporary investments - (increase) decrease 668 (223)
Short-term notes payable issued for cash management
purposes - (decrease) - (2)
Changes in cash and cash equivalents - (incl'eusé) decrease 668 (225)
The reconciliation of the change in fixed assets during the year with
the investment in fixed assets for the vear is summarized below:
Change in fixed assets 2,387 1,989
Depreciation of fixed assets in service 792 774
Less depreciation charged 1o heavy water production
and construction in progress (104) (95)
688 679
Net book value of fixed assets sold or retired 20 21
Investment in fixed assets 3,095 2,689

14. Pension, insurance and health care
Ontario Hydro's emplovee benefit programs include
the pension plan, the group life insurance plan and
the long-term disability plan. The assets of these plans
and the changes in assets during the vear are shown
in the financial statements of The Pension and
Insurance Fund and are not included in Ontario

Hyvdro's financial statements.

Pension Plan
On October 21, 1986, the Ontario Hvdro Employees’

Union, Local 1000 of the Canadian Union of Public
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Employees — C.L.C. (OHEU) filed an application for

Jjudicial review in the Supreme Court of Ontario to

determine whether Ontario Hyvdro was entitled to

apply the pension surplus that had accumulated in

Ontario Hydro's Pension Plan to meet the

Corporation’s contribution obligation with respect to
1986, On May 3, 1989, the Court of Appeal of the

Supreme Court of Ontario rendered its decision that

Ontario Hydro was not entitled 1o apply the pension

surplus that had accumulated in the Pension Plan to

meet the Corporation’s contribution with respect 1o



14. Pension, insurance and health care (continued)

1986, being about $74 million, and ordered Ontario
Hydro to contribute such amount to the Pension
Plan. In compliance with the Court of Appeal deci-

- sion, Ontario Hydro paid $71 million into the
Pension Plan in January 1990. This amount is com-
prised of the amount awarded by the Court of Appeal
and post-judgement interest, less a prepaid contribu-
tion, The amount of $71 million was charged against
the accrued pension liability account in Ontario
Hydro’s Statement of Financial Position.

On December 22, 1989, the OHEU filed an appli-
cation for judicial review in the Supreme Court of
Ontario to require Ontario Hydro to comply with its
statutory obligation to contribute the difference
between the amount of the contributions of the
employees and the amount of the cost of the pension
benefits as determined by actuarial valuations for the
years 1983, 1984, 1985, 1987, 1988 and 1989, plus pre-
judgement interest. Ontario Hydro has filed a notice
of appearance in response to the application. No
amount has been accrued in the 1989 financial state-
ments to provide for the coﬁtingency with respect to
these years as, at this time, the results of the judicial
review are not determinable. Any amount that
Ontario Hydro is required to contribute to the
Pension Plan with respect to these years will be
charged to the accrued pension account in the state-
ment of financial position. In the event that the
accrued pension amount does not have future benefit
to Ontario Hydro as determined in accordance with
the recommendations of the Canadian Institute of
Chartered Accountants, it is expected that manage-
ment would request the Board of Directors specify
such loss in value be deferred and amortized to future
operations on a basis consistent with its inclusion in
electricity rates. i :

The pension costs for 1989 were $65 million (1988 -
$40 million). In 1989, about $49 million (1988 - $30
million) of the pension costs were charged to opera-
tions and $16 million (1988 — $10 million) were
capitalized.

The pension costs for 1989 were actuarially deter-
‘mined for accounting purposes using the following sig-
nificant assumptions which take into consideration the
long-term nature of the pension plan:

s rate used to discount future pension benefits —

8.50% (1988 — 8.50%); '

= rate used to estimate interest cost and return on
investments - 8.50% (1988 — 8.50%);

« salary escalation rate = 7.00% (1988 — 7.00%);

e rate used to estimate ad hoc improvements in pension
benefits to partially offset the effect of increase in cost
of living —2.560% (1988 — 2.50%);

. éwerage retirement age for males— 59.1 (1988 = 59.1)
and for females — 60,2 (1988 — 60.2); and

e average remaining period of service of the employees —
17 years (1988 — 17 years).

Based on these assumptions, the actuarial present value
of the accrued pension benefits is estimated to be
$3,524 million as at December 31, 1989 (1988 - $3,182
million), and the pension plan assets available for these
benefits were $3,882 million (1988 - $3,451 million).

Group Life Insurance Plan

- The group life insurance plan had assets of $21
million as at December 31, 1989 (December 31, 1988 —
$25 million). Effective Apri{ 1, 1986, the assets are
being used to pay both the employee and employer
insurance premiums for all members of the ﬁlan until
such time as the assets are fully utilized.

Group Health Care Plan

Ontario Hydro provides a group health care plan to its
employees. In 1989, the cost of providing these benefits
was $53 million (1988 - $52 million).

Post Employment Benefits

In addition to pension benefits, Ontario Hydro provides
group life insurance and health care benefits to its retired
employees and, in certain cases, their surviving spouses
and unmarried dependents. The cost of providing the
group life insurance and health care benefits is charged
to operations as incurred. In 1989, the cost of providing
these benefits was $12 million (1988 — $11 million).

15. Research and development

In 1989 approximately $112 million of research and development costs were charged 1o operations and $10
million were capitalized (1988 - $88 million and $22 million, respectively).

16. Comparative figures

Certain of the 1988 comparative figures in the Statement of Operations have been reclassified to conform with

the 1989 financial statement presentation.
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FIVE-YEAR SUMMARY OF FINANCIAL AND OPERATING STATISTICS

1989 1988 1987 1986 1985
millions of dollars
Revenues
Primary power and energy
Municipal utilities 4,209 3,824 3,441 3,116 2,891
Rural retail customers 1,256 1,103 968 885 815
Direct industrial customers 790 730 675 604 568
6,255 5,667 5,084 4,605 4,274
Secondary power and energy 91 156 196 248 351
6,346 5,813 5,280 4,853 4,625
Costs
Operation, maintenance and administration 1,534 1,354 1,150 1,014 966
Fuel and fuel-related 1,363 1,190 1,223 1.008 1,061
Provincial government levies 177 91 85 86 82
Depreciation 845 () S 723 705 655
3,919 3,446 3,181 2,808 2,764
Income before financing charges 2,427 2,367 2,099 2,045 1,861
Financing charges
Gross interest 3,016 2,845 2,744 2,684 2,551
Capitalized interest (1,175) (1,012) (978) (1,038) (1,166)
Investment income (144) (93) —eiled] (61) (60)
Foreign exchange 31 1 126 213 176
1,728 1,741 1,828 1,798 1,501
Net income 699 626 271 247 360
millions of dollars
Financial position
Total assets 36,277 34,358 32,6567 31,357 29,320
Fixed assets 32,362 29,975 27,986 26,103 24,149
Long-term debt 25,141 24,240 23,862 23,494 22,518
Equity 6,287 5588 4,962 4,691 4,444
millions of dollars
Cash flows
Cash provided from operations 1,705 1,568 1,204 1,040 1,055
Cash provided from financing 662 1,575 1,355 1,850 737
Cash used for investment in fixed assets 2,992 2.673 2,452 2 585 2,644
Investment in fixed assets 3,095 2,689 2,524 2,523 2.541
Financial indicators
Debt ratioth 0.817 0.829 0.8%6 0.835 0.830
Cash flow caoverage(? 1.16 119 1.08 1.05 1.02
Interest coverage (s 1.24 1.23 1.10 1.09 1.14
millions of kilowatt hours
Primary energy sales(4
By major customer category
Municipal utilities 93,715 89,607 84,0568 80,026 77,011
Rural retail customers 19,767 18,365 16,599 16,279 15,638
Direct industrial customers 20,491 20,096 19,561 - 18,458 18.011
133,973 128,068 120,218 114,763 -110,660
Secondary energy sales( 2,292 5,019 6,515 6,046 8,566
Energy and Demand
Installed dependable peak capacity
(megawatts) () 30,271 30,333 30,080 30,701 28,224
December primary peak demand
(megawatts) 23,630 23,012 20,624 20,609 20,473
Primary energy made available
(millions of kilowatt-hours) (6 140,770 134,395 126,455 120,574 116,049
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1989 1988 1987 1986 1985
Number of primary customers®
Municipal utilities 315 316 316 316 316
Rural retail customers 891,306 863,039 835,937 813,193 795,022
Direct industrial customers 112 110 108 106 103
in cents per kilowatt-hour of total energy sales
Average revenue(
Primary power and energy
Municipal utilities 4.491 4.268 4.094 3.894 3.754
Rural retail customers 6.801 6.361 6.248 5.901 5.720
Direct industrial customers 3.855 3.633 3.451 3.272 3.155
All primary customers combined 4.715 44530 4.268 4.058 3.911
‘Secondary power and energy 3.970 3.108 3.008 4.102 4.098
All classifications combined 4.702 4.402 4.203 4.060 3.925
expressed as a per cent
Average rate increases ‘
Municipal utilities 5.0 4.7 5.2 4.0 8.5
Rural retail customers 5.9 4.4 6.6 3.8 8.7
Direct industrial customers 6.0 5.2 5.6 4.3 8.8
All primary customers combined 5.3 4.7 5.5 4.0 8.6
in cents per kilowatt-hour of energy generaled
Average cost(¥(?
Hydraulic
Operation, maintenance
and administration 275 270 .276 213 .187
Water rentals .287 274 285 243 233
Depreciation, debt guarantee fee
and financing charges .389 .386 465 413 .399
.951 1930 1.026 .869 .819
Nuclear
Operation, maintenance
and administration 739 623 .508 481 479
Uranium .458 453 .481 481 426
Depreciation, debt guarantee fee
and financing charges. 2.241 2.078 2.193 2.073 1.889
3.438 3.154 3.182 3.035 2.794
Fossil £
Operation, maintenance
and administration .600 .530 .488 550 437
Coal, gas and oil 2.217 2.258 2.600 2.746 2.609
Depreciation debt guarantee fee
and financing charges .931 .918 .933 1.367 .997
3.748 3.706 4.021 4.663 4.043
Average number of employees
Regular 25,147 24,543 24,066 23,373 23,001
Non-regular(® 8,929 7,930 8,081 9,032 8,135

Footnotes

(1) Debt ratio represents debt (bonds and notes payable, short-term
notes payable, other long-term debt, accrued fixed asset removal and
irradiated fuel disposal costs and bank indebtedness less unamortized
foreign exchange gains and losses) divided by debt plus equity.

(2) Cash flow coverage ratio represents funds provided from
operations plus net interest, and interest charged to fuel for electric
generation less interest on accrued provisions divided by interest on
bonds, notes and other debt.

(3) Interest coverage represents net income plus interest on bonds,
notes, and other debt divided by interest on bonds, notes and other
debt.

(4) Figures for 1989 are preliminary.

(5) Installed dependable peak capécity represents the net output
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power supplied by all generating units, and includes non-operating
reserve facilities: 1989 - 2,109 megawatts; 1988 - 2,109 megawatts; 1987-
2,667 megawatts; 1986 - 3,784 megawatts; and 1985 - 3,933 megawatts.
Also included are net firm power purchase contracts.

(6) Primary energy made available represents primary energy sales
plus ransmission losses and energy used for heavy water production
and generation projects.

(7) Average cost per kilowatt-hour represents the costs attributable to
generation but excludes the costs related to transmission, distribution
and corporate administrative activities. These figures reflect the
historical accoum.iru.; costs of operating facilities and the actual energy
generated by these facilities during the year.

(B) The majority of non-regular staff are construction trades persons.
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FIVE-YEAR SUMMARY OF STATISTICS - CUSTOMERS SERVED BY ONTARIO HYDRO
AND ASSOCIATED MUNICIPAL UTILITIES :

1989 1988 1987 1986 1985
in thousands
Total number of customers!(!)
Residential 3,041 2,958 2,868 2,781 2712
Farm ' 105 106 106 106 107
Commercial and industrial 404 302 377 365 354
3,550 3,456 3,351 3,252 3178

in kilowatt-hours per customer

Average annual use!l!

Residential : 1 2',_000 11,588 11,019 10,909 10,618
Farm 24,762 24,795 23,547 23,004 22,618
Commercial and industrial 228,000 224 705 220,834 216,666 213,675

in cents per kilowatl-hour

Average revenue!l

~ Residential 6.44 6.22 5.98 5.63 b.42
Farm 7.05 6.67 6.48 6.00 5.74
Commercial and industrial 4.87 4,62 4.40 4.20 4.03
All customers 5.35 5.10 4.87 4.63 4.44
Footnote

(1) Figures for 1989 are preliminary.
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