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Corporate mission
To satisfy customers with safe,
environmentally responsible, reliable

electric service at the lowest possible cost.

Corporate profile

TransAlta Utilities Corporation is the
largest investor-owned electric utility in
Canada. Since 1911 TransAlta has
provided safe, reliable electric service to
Albertans. Today, more than 632,000
customers rely on the corporation for
electric service.

The principal subsidiary of TransAlta
Utilities is TransAlta Resources
Corporation, which holds investments in
non-regulated activities including
TransAlta Technologies, Inc. and
TransAlta Energy Systems Corporation.
Other subsidiaries include TransAlta Fly
Ash Ltd., Kanelk Transmission Company
Limited, and Farm Electric Services Ltd.

For more information

TransAlta offers additional financial
information through the following
publications:

* Management Discussion and Analysis
* Financial Statistical Summary

® [nterim Reports to Shareholders

For copies, please write to:
Corporate Secretary
TransAlta Utilities Corporation
Box 1900
Calgary, Alberta T2P 2M1
Telephone (403) 267-7301
Fax (403) 267-7372

Shareholders’ meeting

Shareholders are invited to attend the
Annual Meeting to be held at 10:00 a.m.
on May 10, 1991 at the Westin Hotel,
4th Avenue and 3rd Street S.W.,
Calgary, Alberta.



FINANCIAL HIGHLIGHTS
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($ millions) compared with long-term Canada bond rates ( g
(percentage)
Per cent
ual Growth
(in millions except per contmon share data) 1 1981-90
Electric revenue, net of Alberta Electric Energy Marketing Agency (EEMA) charge S 946.0 $ 9116 9.9
Operating deductions 620.3 588.3 10.3
Allowance for funds used 45.9 40.7 -
Earnings before financing charges 373.7 366.0 6.6
Earnings from continuing operations 145.3 150.0 5.4
Capitalization 3,293.7 3,223.7 6.4
Common shareholders’ equity 1,155.8 1,230.6 6.1
Return on common shareholders” investment (per cent) 12.2 12.2 (2.4)
Per common share data
Earnings — from continuing operations S 1.07 $ 111 0.9
- net earnings per share 0.26 1.01 (7.2)
Dividends declared 0.98 0.965 7.4
9.10 2.4

Book value (year end) 8.42




OPERATING HIGHLIGHTS

81 82 83 84 B85 85 87 88 89 90 81 82 83 84 B5 B6 87 88 89 90 81 82 83 84 85 86 87 88 89 90
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Per cent

Annual Growth

1990 1989 1981-90
Electric energy sales (millions of kilowatt-hours) 22,786 21,942 59
Generating capability (megawatts) 4,476 4,293 3.2
Customers (thousands) 632.9 618.2 1.7
Employee positions 2,633 2,542 0.4
Cash from operations ($ millions) 152.9 177.6 9.0
Additions to property (S millions) 280.9 2934 (3.8)

Property account ($ millions) 3,538.7 3.451.7 6.9




LETTER TO SHAREHOLDERS

Earnings per share from continuing
operations decreased to $1.07 per share
from §$1.11 in 1989, largely due to an
unfavorable regulatory decision, lower-
than-anticipated load growth and
increased financing costs.

Dividends declared on common shares
were $0.98 per share, compared with
$0.965 per share in 1989.

Energy sales increased to 22,786
million kilowatt-hours, up 3.8 per cent
from 1989. Electric revenues increased to
$1,063.5 million, up from $954.9 million
in 1989. After deducting for a higher
Alberta Electric Energy Marketing
Agency (EEMA) charge, electric revenues
were $946.0 million in 1990, compared
with $911.6 million in 1989.

The investment in Canada Northwest
Energy, an international oil and gas
exploration and production company,
and the building automartion operations
of TransAlta Energy Systems, were no
longer considered compatible with the
company’s long-term strategic direction.
We intend to sell or otherwise deal with
the investment in Canada Northwest
Energy and discontinued the building
automation operations. The loss from
these discontinued operations was $0.81
per share in 1990.

Despite the discontinued operations, the
year was one of significant achievements:
¢ Contracts were completed for two
cogeneration power projects in Ontario.
e Unit 2 of the Sheerness Plant was
commissioned.

* System load factor was among the
highest in Canada and the United States.

* A statement of intent was signed with
B.C. Hydro to increase co-ordinated
operations.

® Environmental commitment and action
were increased.

¢ Energy efficiency was enhanced by a
new customer incentive program.

* Customer satisfaction ratings reached a
record high.

The regulatory process — a difficult

As noted in last year’s annual
report, the Public Utilities Board allowed
a rate of return on common equity of
13.5 per cent for 1988, 1989 and 1990 -
not 14.5 per cent, which was more
appropriate, given financial market

challenge

circumstances. The adverse effects of this
lower rate of return were intensified by
the Board’s decision to exclude unit 2 of
the Sheerness Plant from rate base in
1990. The decision has increased the
investment risk posed by large generation
projects, further emphasizing the need to
consider smaller, shorter lead-time
projects which cost less to build but more
to operate.

An already difficult situation was com-
plicated when energy sales fell short of the
forecast made in early 1989 and used by
the Board as the basis of approved rates in
1990. To offset reduced revenues and
increased financing costs forecast for 1990,
TransAlta asked for a review and variance
to adjust the Board’s decision for 1990,
which was denied.

Costs under our control were signifi-
cantly reduced by extraordinary effort by
our employees. In respect of costs beyond
our control, we applied to the Board for a
refund of the 1989 adjustment to EEMA
costs, the recovery of 1990 EEMA costs
not covered by rates and the recovery of
the 1991 increase in EEMA costs. The
Board approved the refund of the 1989

adjustment and the recovery of a major
part of the 1991 costs but denied the
recovery of 1990 costs in the absence of a
general rate application. Such an applica-
tion has been filed for that year.

To strengthen our financial position,
the Dividend Reinvestment and Share
Purchase Plan was modified with the
QOctober 1, 1990 dividend. A 5 per cent
discount from a five-day weighted
average market price was reintroduced
for the purchase of common shares issued
from treasury and acquired through the
reinvestment of cash dividends. A total of
$41.8 million in common equity financ-
ing was raised through the plan, largely
from the October 1, 1990 and January 1,
1991 dividends.

A weakened financial condition
arising from regulatory decisions led to
lower credit ratings for TransAlta’s debt
securities. The Dominion Bond Rating
Service lowered credit ratings on first
mortgage bonds from AA (High) to AA
in 1990 but continued to rate secured
debentures at AA since TransAlta
indicated that it will no longer issue
additional first mortgage bonds. The
Canadian Bond Rating Service lowered
credit ratings on outstanding first mort-
gage bonds and secured debentures from
A++ and A+ to A+ (High) and A+ (Low)
respectively in 1990. In explaining the
decision, CBRS said: “The rating revision
reflects weakening debt coverage ratios
over the past two years, resulting from
lower utility ROE (return on common
equity), higher debrt levels and to other
regularory decisions.”



From left: Ken McCready, President and
Chief Executive Officer; Marshall Williams,
Chairman of the Board; and Harry Schaefer,
Deputy Chairman of the Board and Chief
Financial Officer.

TransAlia adapted to change by taking important steps

in 1990 to prepare for future growth.



Canada Northwest Energy  Since 1981,
we have held an investment in Canada
Northwest Energy. The investment is held
by TransAlta Resources, our principal
subsidiary, which is responsible for non-
regulated investments. As previously
noted, steps are being taken to sell or
otherwise deal with this investment.

As a result, equity accounting for this
investment was discontinued December
31, 1990. The carrying value in the
investment was reduced to $20.0 million,
resulting in a recorded loss of $77.5
million in 1990.

TransAlta focuses on cogeneration  We
determined that the future of TransAlta
Energy Systems, a wholly owned subsidiary
of TransAlta Resources, lay in cogeneration
- not in building automation operations.
The building automation operations were
discontinued on June 30, 1990.

Since 1983, TransAlta Energy Systems
has provided opportunities to explore
new energy efficient technologies such as
cogeneration. In 1990 this effort led to
contracts for two cogeneration power
projects in Ontario. The projects require
some $168 million in capital expendi-
tures, will provide 178 megawatts of
generating capacity and represent
contracts having lifetime revenues of
more than $3.6 billion.

Cogeneration produces both electricity
and useful heat simultaneously. The
results are greater energy efficiency and
reduced effect on the environment.

In a time of increasing environmental
concerns and economic and regulatory
uncertainty, cogeneration offers TransAlta
opportunities for corporate growth.
Taking advantage of our expertise in
engineering, financing and operations, we
plan to become a leader in Canada’s
cogeneration market.

We are investigating additional cogen-
eration projects, particularly in Ontario,
British Columbia and Quebec. We have
proposed the development of a 100-
megawatt project with Alberta Natural
Gas Company Ltd. in British Columbia.
This project is being considered as a
potential source of electricity by a U.S.
utility customer.

Utility operations remain strong  As we
explored new areas of business, the core
utility operations remained strong.

System load factor, a measure of
operational efficiency, was 74.4 per cent,
among the highest in Canada and the
United States, where the utility average
was 63.7 per cent. Other operational
highlights included an all-time high peak
load demand of 3,808 megawatts in
December and the commissioning of unit
2 of the Sheerness Plant.

Looking to the future, the growth of
TransAlta’s core utility business will
continue to reflect that of the Alberta
economy. We expect the economy to be
stronger than the national average in the
early 1990s and more stable and diversified
than in the past. Although the energy sector
will remain the major economic force in the
province, new growth will be more broadly
based, generated by petrochemicals, pulp
and paper, forestry, advanced technologies,
tourism, and business services.

In the mid-1990s, TransAlta
anticipates growth in Alberta’s electrical
load mainly from:

* the oil and gas sectors, which currently
account for one-third of our energy sales.
The mid-term outlook for natural gas
volumes is positive. As pipeline
expansions are approved, new markets
will be opened for Alberta’s natural gas.
¢ the chemical sector, including ethylene-
based plants and new plants to supply the
pulp and paper industry.

e the forestry industry, a potentially
attractive market for TransAlta.

TransAlta remains confident that
electricity will play an increasing role in
the province’s economic development. We
also remain committed to keeping the
cost of electricity low to attract new
industries and to help Alberta to remain
competitive in world markets.



While optimistic about Alberta’s
economic future, we are looking beyond
provincial borders for business opportu-
nities. Recognizing the potential benefits
of co-ordinated planning and operarions,
we signed a statement of intent with B.C.
Hydro to pursue these goals.

Through the 500-kilovolt trans-
mission connection to British Columbia,
TransAlta is able to position itself for
future exports of surplus electricity and
to reduce costs to customers. We expect
utilities in the Pacific Northwest and
California to purchase electricity to meet
their load growth in the late 1990s.

Customer satisfaction rating reaches new
high  While we look to future oppar-
tunities beyond Alberta’s borders, we
continue to emphasize the importance of
satisfying customers within our tradi-
tional service area.

In 1990 customers gave us our highest
service rating ever. According to results of
the independent public attitude survey,
925 per cent of customers rated
TransAlta’s service as “good or excellent,”
compared with 89 per cent in 1989.

These results help to confirm that the
Quality of Service initiative continues to
be successful. Begun in 1988, the initia-
tive is designed to help us meet changing
customer needs and to enhance our
traditional value of service. In 1990 we
sought to improve service, for example,
through customer feedback, employee

training, and computer systems for billing
information and service requests.

Using the year’s results as a benchmark,
we will seek further improvements to our
customer service. We will endeavor to
increase flexibility and responsiveness in
serving customers. The resulting strategic
gain from these improvements will be
critical to all aspects of our business as
we serve existing and future customers,
develop new business opportunities
through cogeneration and respond to
environmental concerns.

Environmental commitment in action
Expanding our commitment to the
environment, we asked an independent
Environmental Advisory Panel as well as
TransAlta employees to review environ-
mental policies. The panel worked with
management to draft a series of policy
statements. Employees throughout the
organization provided practical input and
revisions leading to the policies listed on
page 13 of this report. As a result of such
involvement by the panel and employees,

we believe the policies reflect the needs of
society and will be more easily understood
and implemented by TransAlta’s employees.

Another outcome of the review process
was the amending of TransAlta’s corpo-
rate mission statement to include the
words “environmentally responsible.”

It now reads:

“To satisfy customers with safe,

environmentally responsible,

reliable electric service at the lowest

possible cost.”

As part of our responsibility to the
environment, we contributed to public
consultation processes, such as the
Government of Canada’s Green Plan:

A Framework for Discussion on the
Environment. We took an active role in
advocating a policy framework that
encourages the use of economic incen-
tives to achieve environmental objectives.
TransAlta supports economic incentives
in preference to traditional command and
control regulation. Incentives can provide
flexible, cost-effective solutions to
problems and reward excellence in envi-
ronmental innovation and performance.

We sought ways to protect the
environment through energy efficiency
programs which promote the wise use of
energy. We introduced a rebate program
to encourage customers to install high-
efficiency electric motors.



We pursued our commitment to the
environment by continuing to research
and develop clean coal burning
technology. We own the Low NO, 50,
Burner technology, which promises to
significantly reduce the emissions of
oxides of nitrogen (NO,) and sulphur
dioxide (S0,). This technology is being
tested through two commercial-scale
demonstration projects: The first project
is in the commissioning test phase at Cold
Lake, while the second project is under
construction at Marion, Illinois.

Strategy for the 1990s  TransAlta’s
diverse achievements in 1990 reflect a
strategy for the decade which focuses on:
* satisfying customers with quality service
* developing energy resources in an envi-
ronmentally sensitive, cost-effective
manner

® pursuing business opportunities in
energy conservation through technolog-
ical developments

e developing non-regulated opportunities
in electrical generation

® participating in research and
development related to the control of
atmospheric emissions from the
combustion of coal.

While not withour difficulties, 1990
was a year of achievement. We completed
contracts for two cogeneration projects,
as part of our intention to become a
leader in this market. Core operations
remained strong with highly efficient use
of generating facilities. A new record in
customer satisfaction ratings was estab-
lished. We stepped up our commitment to
the environment. As a result, TransAlta is
well positioned for the challenges ahead.

In accordance with our strategy, we
will continue to build on the historical
base of operations in Alberta and seek
new business opportunities in Canada
and beyond for generating electrical and
thermal energy. While adapting the corpo-
ration’s utility operations to a changing
regulatory climate, we will pursue fair
treatment and return from these opera-
tions. We will actively participate in
endeavors to develop investments in non-
regulated generation projects. Our stated
purpose is to provide energy that is safe,
reliable, environmentally responsible and
at the lowest possible cost. We are confi-
dent that pursuit of this strategy will
benefit customers and contribute to
future earnings.

Changes in senior management
responsibilities  Ken McCready was
appointed President and Chief Executive
Officer, TransAlta Resources. He
continues to perform the same responsi-
bilities for TransAlta Utilities.

Harry Schaefer was appointed
Chairman of the Board and Chief
Financial Officer for TransAlta
Resources. He continues his duties as
Deputy Chairman and Chief Financial
Officer for TransAlta Utilities.

Walter Nieboer was appointed Senior
Vice-President, Operations for TransAlta
Resources. Mr. Nieboer will oversee
operation and development of non-
regulated businesses.

Walter Saponja was appointed Senior
Vice-President, Operations for TransAlta
Utilities, with responsibility for the regu-
lated business groups of Generation,
Transmission and Customer Services.

Also appointed were Rick Winsor as
Vice-President, TransAlta Resources;
Wolfgang Janke as Vice-President,
Customer Services; Murray Nelson as
Vice-President, Transmission; and John
Tapics as Vice-President, Generation.

These changes were made to integrate
the talents of our people in both regulated
and non-regulated operations.

Our people — a key to success  The
Board of Directors wishes to thank
employees for their dedication in helping
the company in its efforts to adapt success-
fully to change. In particular, we greatly
appreciate contributions made in providing
customers with excellent service, protecting
the environment and helping to strengthen
TransAlta.

We also thank members of our Northern
and Southern Alberta Advisory Boards and
our Environmental Advisory Panel for their
contributions during the vear.

On behalf of the Board of Directors,
we are pleased to submit this report.

WM

M.M. Williams
Chairman of the Board

K.F. McCready
President and Chief Executive Officer

February 8, 1991



A DISCUSSION WITH MANAGEMENT

What were the most significant factors

in 19902

Me¢Cready: It became even more apparent
that expectations of TransAlta on the part
of customers and the public continued to
change rapidly. At the same time, share-
holders expected TransAlta to develop
opportunities for corporate growth.

1990 was a year of adapting to these
expectations while building on our corpo-
rate strengths of service, productivity and
environmental performance. With a strong
focus on satisfying customers, our Quality
of Service initiative made fresh gains. Our
commitment to improving environmental
performance advanced, thanks in part to
the active involvement of employees. And
our pursuit of new growth opportunities
in non-regulated power generation
resulted in the signing of contractual
arrangements for two significant
cogeneration projects in Ontario.

You mentioned cogeneration. Is this new
for the company?

MecCready: We've been pursuing this form
of business for some time. We believe that
independent power production projects
such as these have the potential of being the
way of tomorrow, carrying on our basic
generation business in a new form.

Could you elaborate?

Schaefer: Back in 1978, we worked to
develop the financing and contracrual
arrangements for a major cogeneration
plant, which supplies electricity and steam
to the Syncrude Project in northern Alberta.
Nieboer: Then in 1983 we formed
TransAlta Energy Systems to develop
non-regulated business opportunities
relating to energy management. And
while we’ve left the building automation

Ken
MeCready,
President
and Chief

Executive

side, it was through TransAlta Energy
Systems that we’ve gained a foothold in
the cogeneration business outside Alberta.

Why is TransAlta interested in business
opportunities such as cogeneration?
Schaefer: It’s our view the electric utility
business is changing as some generation is
developed independently of the integrated
electric utility. Artractive opportunities for
independent non-regulated generation of
electricity are emerging in various areas of
the country.

Nieboer: We're also interested because
cogeneration has a higher energy efficien-
cy and therefore is environmentally
attractive.

Will TransAlra’s utility background be an
advantage in the cogeneration market?
Nichoer: We have 80 years of engineering
and operating experience with generating
plants. So we know how to optimize the
technical and operational aspects of
power plants.

Saponja: And because we're a utility
ourselves, we know what’s necessary to
create satisfactory business relationships
and contracts with electric utilities — the
purchasers of electricity generated by
independent power projects.

What is special abour the development of
cogeneration contracts?

Schaefer: Independent power projects like
cogeneration require a complex set of

business arrangements. Putting together
these arrangements can be a tough, long
process. The process is worth it, because
when it’s done well it can provide superior
service to customers and a fair return to
investors. The business arrangements
replace regulation and establish the
business regime for the life of the project.

Let’s turn to satistying customer expecta-
tions. Why is this important to TransAlta?
McCready: To put it simply, satisfying
customer expectations is really the
hallmark of a successful business.

Ieslie: Customer service has always been
important at TransAlta. In the last couple
of vears, it has become still more focused
with emphasis on customer satisfaction.

Walter
Nieboer,
Senior Vice
President

Operations

for Tran.

Resources

How is TransAlta meeting customer
expectarions?

Leslie: Through the Quality of Service
initiative, we’re building and strength-
ening our business franchise with existing
customers and establishing strong rela-
tionships with new customers as we widen
the boundaries of our business. We're
looking at business processes to determine
how they can be done with greater flexi-
bility, with quicker delivery, at minimal
cost, and through our long-term strategic
relationships with suppliers and
contractors.



Saponja: We're also empowering our
employees on the frontlines to take more
individual responsibility and respond to
customer neceds more quickly.

Is there a tradeoff between customer
service and productivity improvements?
Leslie: No. What has been outstanding
about the Quality of Service initiative, as
far as I'm concerned, is we're making
gains in customer service and productivity

simultaneously.

Walter
Saponja,
Senior Vice-
President
Operations

for TransAlta

Utilities

You mentioned the environment as a key
factor for TransAlta. What did TransAlta
do in 1990 that was new?

Mc¢Cready: To ensure we understood
increasing public expectations on the
environment, we involved an independent
advisory panel of Albertans. This group
challenged us to step back and take a
fresh look at our environmental practices

and policies.

Were employees involved in this process?
Saponja: They made an important
contribution through focus groups which
reviewed the environmental policy state-
ments developed by the panel.

What were the results?

Saponja: We set out in more formal terms
the elements of good environmental
practice, reaching for improvements. We
created what I believe are strong,

Harry
Schaefer,
Deputy

Chairman

and Chief
Financial

Officer

workable and forward-looking policy
statements. Moreover, employees feel
responsible for the statements and are
committed to implementing them.

What is TransAlta’s long-term strategy on
the environment?

McCready: Very simply, we're making
the environment as important as safety,
cost and quality of service in our decision-
making. In addition, it will continue to be
a key responsibility of our employees.

Is the environment a factor in planning
for future electricity needs?

Schaefer: Yes. Greater emphasis on the
wise use of energy and environmentally
conscious planning are hallmarks of the
future. Demand-side strategies, which
seek to minimize customer demand for
electricity and reduce the utility’s impact
on the environment, are important.

Are there other factors?

Nieboer: There’s a need to consider more
uncertainty in load forecasts and a shift in
the regulatory climate.

Leslie: We must consider smaller plant
additions because of the risks of under-
taking large capital investments with long
lead times, especially in times of lower,
less predictable load growth.

Whart will help the utility to manage these
changes?

Schaefer: There should be more regulatory
incentives which help the utility to pursue
environmental and demand-side goals and
reward excellent performance. Electric
revenue adjustment mechanisms, now
being considered in the U.S., may be useful.
Saponja: Through our own planning
process, we intend to seek input from
stakeholders to supplement the normal
economic and business risk considerations
when making resource option decisions.
Our objective is to match supply to
demand, while taking into account envi-
ronmental factors, cost and the need to
avoid placing undue risk on investors.
Nieboer: And the planning must be on-
going. Only in that way can we be confi-
dent that we’ll continually adapt to meet
changing needs and expectations of our

customers and society.

Jim Leslie,
Senior Vice
President

Corporate

Services

In addition to power planning, how will
TransAlta adapt to future expectations
of stakeholders?

McCready: By pursuing fair treatment in
our regulated business, developing non-
regulated business opportunities, serving
our customers well, achieving greater
productivity and being prepared to adapt
to the future. Meeting changing expecta-
tions calls for continuous improvements
in quality, cost, safety and environmental
performance. We have to improve in all of
these areas at the same time — and all of
the time.



The generation of electricity continues to be
the core strength of TransAlta’s business. An
example in 1990 of TransAlta’s on-going
efforts to maintain the high productivity of its
generating equipment was the preventive
maintenance carried out at the Sundance
Plant at Wabarwun Lake.

Adapting to change in 1990, TransAlta built on the strength
of its core business — the generation of electrigigy~ and continued strong
commitments to the environmment and customner service.



THE YEAR IN REVIEW

Maintaming generation strength  The
core business remained strong as TransAlra
generated a low-cost, reliable supply of
electricity to meet growing electricity
needs. The corporation continued to be
the prime supplier of electric energy in
Alberta, supplyving 71.4 per cent of the
total electricity used by urility customers
in the province. Overall energy sales
increased to 22,786 million kilowartt-
hours, up 3.8 per cent from 1989. The
system’s load factor of 74.4 per cent was
among the highest in Canada and the
United States where the utility average
was 63.7 per cent. In December an all-
time high peak load demand of 3,808
megawatts was recorded.

The company’s net generating capacity
grew by 183 megawatts with the successful
completion of unit 2 of the Sheerness Plant
near Hanna. TransAlta and Alberta Power
Ltd., which jointly own the plant, worked
closely together for 11 years to design,
construct and commission the unit,

TransAlta operates some of the most
productive generating unirts in Canada,
according to the Canadian Electrical
Association’s 1989 Anmual Report -
Generation Status Report, which was
released in 1990. Unit 1 at the Wabamun
Plant placed first for Operating Factor
and three other units at the Wabamun
and Sundance thermal plants were ranked
among the 10 most productive of 97
fossil fuel units in the report.

Maintaining a reputation for excel-
lence in generation requires constant
attention. A special team was formed to
improve boiler performance in TransAlea’s
thermal plants. Using equipment such as
ultrasonic devices to measure metal
erosion in boiler tubing, this team helped
to decrease the number of power outages
caused by boiler leaks.

To ensure that

Delivering the product

electric power moves from the generating
plants to customers as reliably and cost-
effectively as possible, transmission and
distribution facilities were added or
improved.

TransAlta constructed a 26-kilometre,
240-kilovolt line as part of a $12-million
transmission system to serve Alberta
Newsprint Company Ltd. near Whitecourt.

A $7.6-million transmission system
between the Ellerslie and East Edmonton
substations increased the corporation’s
capacity to serve growing electricity needs
in the area north and cast of Edmonton.
The 240-kilovolt line was built along an
existing transmission right-of-way to mini-
mize visual impact and construction costs.

A $3.9-million substation was
completed at Seebe, west of Calgary. By
replacing a 42-vear-old substation, the
reliability of the Bow Hydro System and
local distribution facilities was improved.



Since the mid-1960s, TransAlta has restored
mined land to productive use, including
agriculture, recreation and wildlife habitats.
As a public service, TransAlta allows
professional beekeeping on reclaimed pasture
land rich with clover and alfalfa.




Controlling fuel costs  TransAlta’s
reputation as one of the lowest cost pro-
ducers of electricity in Canada and the
United States remains unchanged due to
large reserves of inexpensive coal and
efficient mining methods.

At the Highvale and Whitewood mines
near Wabamun Lake, TransAlta owns or
controls an estimated 625 million tonnes of
coal reserves — enough to fuel the existing
three thermal generating plants in the
Wabamun arca for 42 years. Contractors
mine and deliver coal to these plants under
five-year contracts.

New contracts with Manalta Coal
Ltd. and Fording Coal Limited were com-
pleted for 1991 to 1995. The contracts
include incentives which promote efficient
operations and help TransAlta and the
contractors to control costs and increase
producrivity.

Under the new contracts, Manalta
will operate the Highvale Mine, which
produced 11.9 million tonnes of coal in
1990. Fording will operate the
Whitewood Mine, which produced
2.8 million tonnes.

Continuing a strong commitment to the
environment  Beginning with land
reclamation at the Whitewood Mine in
the mid-1960s, protection of the
environment has long been an important
commitment for TransAlta. In 1990 this
commitment was recognized by the
Alberta Chamber of Resources’
“Ammonite” Reclamation Award,
presented annually to a company which
has shown exemplary dedication and
success in land reclamation.

The chamber, an industry association
which promotes the orderly development
of Canada’s minerals, cited land reclama-
tion at the Whitewood Mine, saying:
“TransAlta has succeeded in integrating
the efforts of engineers, soil scientists,
biologists and land managers into its
reclamation planning. Good field level
supervision ensures proper implemen-
tation of plans. In addition, TransAlta has
maintained open communication with the
government and the public. TransAlta
and its staff are to be commended for
their commitment and dedication to
reclamation in Alberta.”

An outstanding example of reclama-
tion at the Whitewood Mine has been the
East Pit Lake. The lake replaces two
shallow bodies of water, which were
drained to allow for mining activities.
Working closely with the provincial gov-
ernment, TransAlta has spent $2.2 million
since 1987 to transform 123 hectares of
mined land into a recreational resource,
which also provides a habirat for geese,
ducks, loons, deer and other wildlife.

Plans are now under way to transfer
ownership of the site to the Province of
Alberta for public use.




TransAlta's Quality of Service initiative
emphasizes the importance of satisfying the
special requirements of customers. To replace
a transmission line in the back country of
Watzrton Lakes National Park, TransAlia
worked closely with park officials to
successfully locate the line without disturbing
an existing osprey nest and the breeding
grounds of a large elk herd.
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Together, as individuals and as a
company, we seek to contribute to two
major goals — the protection of the envi-
ronment and the building of a strong
economy. An example of individual
involvement is the role of Ken McCready,
TransAlta’s President and Chief Executive
Officer, as Chairman of the Alberta Round
Table on Environment and Economy.
Appointed in 1990 by the Province of
Alberta, Mr. McCready is working with a
diverse group of citizens to advise the
provincial government on strategies for
sustainable development.

In discussing environmental strate-
gies, TransAlta worked closely with
various stakeholders. Environmental
policy statements were created with the
help of TransAlta employees and an
Environmental Advisory Panel. The
panel, established in 1989, represents a
wide cross-section of Albertans and
provides input on environmental issues
involving the corporation’s business.

TransAlta participated fully in consul-
tations to develop the Government of
Canada’s plan for controlling oxides of
nitrogen (NO, ) and volatile organic com-
pounds (VOCs). The company took an
active role in policy discussions for the
Province of Alberta’s proposed Alberta
Environmental Protection and
Enhancement Legislation as well as the
federal government’s Green Plan. In each
case, TransAlta advocarted the use of
economic incentives to achieve environ-
mental objectives.
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The corporation contributed to public
awareness of environmental issues by
sponsoring a series of lectures entitled The
Living Planet at the Alberta Science Centre
in Calgary, the Space and Science Centre in
Edmonton, and the H.R. MacMillan
Planetarium in Vancouver. Scientists and
public policy makers spoke on the role of
science and technology in discovering and
predicting changes to the environment.

Within TransAlta’s operations, envi-
ronmental performance continued to be
monitored to maintain high standards.
Environmental audits were carried out by
independent consultants at the Keephills,
Brazeau, Bearspaw and Cascade
generating plants. These provided a
management tool for environmental
protection as well as an objective test of
compliance with government and corpo-
rate requirements. The audits confirmed
that the corporation is meeting or
exceeding government standards.

Along distribution lines, the use of
2,4-D was reduced by subsrituting
Garlon™, an environmentally effective
herbicide. Vouchers were offered to
customers to replace trees that interfere
with power lines. This program will help
to benefit the environment and reduce
tree trimming costs by encouraging the
planting of more compatible trees.

On their own initiative, employees set
up environmental teams in the thermal
plants. Their achievements included
developing new ways to recycle byprod-
ucts, dispose of hazardous wastes and
increase environmental awareness.

Employees at different work sites
collected 40,000 kilograms of paper for
recycling — saving the equivalent of about
750 trees. Much of this material was used
by a commercial paper manufacturer to
produce cereal boxes and other packaging.




At the Acheson Service Centre near
Edmonton, a camputer-directed crane
stores and retrieves inventory, improving
warebouse productivity and service to
customers. The centre handles materials for
building and repairing TransAlta facilities
north of Red Deer.
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Crearing customer satisfaction  Satisfying
customers is the driving force behind
TransAlta’s Quality of Service initiative,
Begun in 1988, the initiative is designed
to help TransAlta manage change by
responding quickly to customer needs and
by providing more choices in service. The
introduction of new programs and techno-
logical innovations resulted in further
improvements to service.

Employees were provided with the
capability of providing service estimates
and settling small customer damage
claims on the spot.

When customers said price quotations
for new services took too long, TransAlta
developed a computerized form-driven
system to provide most quotations in a
day, instead of weeks. During the first full
year of use, the system saved the
corporation more than $300,000 in
design and engineering costs while pro-
viding customers with improved service.

The ability of employees to provide
quick answers to customer billing
inquiries was improved by the Customer
Utility Billing and Information System.
Accessed instantly from district and head
offices, this computer system puts
information at the fingertips of customer
service staff, saves labor and in 1991 will
offer customers the additional choices of
budget billing and pre-authorized
withdrawal service.
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Strong efforts were made to build new
partnerships with industrial and commer-
cial customers. Opportunities for rate
savings, credit options and more invest-
ment in customers’ electric facilities were
explored. Specific marketing representa-
tives were designated for TransAlta’s
largest industrial customers and additional
representatives were appointed for
distribution customers.

To further improve service, feedback
from customers was actively sought. A
survey questionnaire was hung on cus-
tomers’ doors to solicit comments on tree
trimming. A series of three-question
surveys, called the One Minute Phone
Call, asked customers for responses to
service involving new installations, power
outages and transmission lines. A comput-
erized Customer Response Information
System underwent a pilot test, logging
inquiries from customers and documenting
follow-up and results.

Company-wide involvement in the
Quality of Service initiative continued to
be encouraged through a series of training
courses. A total of 773 employees took
these courses and developed new skills in
serving other employees or dealing effec-
tively with customers. A new program,
“Managing Extraordinary Service,” was
developed to assist management in
planning and achieving improvements in
customer service.

An important aspect of the training
series has been the use of employees as
trainers. Through their involvement, they
have come to better understand how
TransAlta is striving for further
improvements. Following training, they
are well able to promote Quality of
Service within their working areas.




As TransAlta prepares for the electricity needs
of tomorrow’s customers, it continues to
emphasize the importance of public
education. At Wabamun Lake, the company
provides information on its operations to the
public through plant and mine tours, regular
open houses ard newsletters.




New technology and facilities complement
service TransAlta’s ability to locate the
source of power outages, notify customers
and make repairs was improved through
enhancements to the Automated Mapping
and Facilities Management System. This
system supports the Quality of Service
initiative by providing easy access to
service maps and customer information as
well as more accurate construction prints.
Designing new distribution lines will be
quicker as engineers are now able to
make changes and calculations instantly
on the system.

The year saw the official opening of the
Acheson Service Centre near Edmonton.
This facility has improved the supply of
materials for building and maintaining
service to customers. A feature of the new
facility is a computer-directed crane
which stores and retrieves inventory. The
centre provides the transformers, insula-
tors and other materials required for
transmission lines and service facilities
north of Red Deer.

Maintaining a safe working environment
TransAlta believes that safety is important
to good customer service and a good
working environment. More than 100
safety awareness presentations were made

to assist industrial customers and their
employees in developing safe work habits
near electricity lines and equipment.

The corporation continued to seek
ways to improve safety by testing new
methods of protective grounding for
power lines and providing linemen with
the most up-to-date work procedures.
Training programs in substation
operations and transmission line work
were added to the more than 40 programs
routinely scheduled for employees at the
Trades Training Centre at Red Deer.

The Canadian Electrical Association
recognized the corporation with the
Safety Achievement Award for the third
consecutive year. TransAlta won the
award for reducing the frequency of lost-
time accidents by 25 per cent or more
compared to the previous three-year
average. The company also recorded the
lowest frequency of accidents involving
vehicles, job injuries and lost-time injuries
of a Canadian electric utility with 500
employees or more.

Gaining strength through people In 1989
TransAlra’s first employee opinion survey
was carried out. The results, published in
1990, show that employees are proud of
their company and, in general, satisfied
with their jobs. They view management
favorably and clearly understand the
goals of the company.

Although essentially good news, the
survey revealed areas for improvement,
including a need for more communication
between employees and management.
Departmental focus groups were set up to
discuss the results and address areas for
improvement.

Through the Action Recommended
Program, employees submitted 828 ideas
on improving productivity and solving
problems. Over 25 per cent were accepted,
saving an estimated $370,000 in operating
costs and helping to contribute to safety
and goodwill.

The corporation’s goal for customer
service reliability was met through the
efforts of employees who participated in
the Performance Recognition Program.
The program is designed to improve
corporate performance by rewarding
employees with TransAlta shares for
superior efforts.



Locking to the future, TransAlta plans to
become a leader in Canada’s independent
power market. The company took an
important step towards this goal with the
signing of contracts for a $100-million
cogeneration plant at McDonnell Douglas
Canada’s airplane wing manufacturing
facility in Mississauga, Ontario. The plant
will provide thermal energy to the facility
and electricity to Ontario Hydro.

Adapting to change requires the ability to see new trends

as they emerge and to take action. In 1990 TransAlta acted by entering into
business arrangements for cogeneration, exploring clean éoal technglogies

and looking across borders for new opportunitiess



WHAT LIES AHEAD

Expanding into the cogeneration market
Seven years ago, with the formation of
TransAlta Energy Systems, the corpora-
tion began to explore energy management
opportunities resulting from changes in
the electric utility industry. One of these
opportunities is cogeneration, which
produces both electricity and useful heat
simultaneously.

This initiative resulted in the comple-
tion in 1990 of business arrangements for
two cogeneration plants in Ontario. Both
plants will begin operation in late 1992,
generating electricity for sale to Ontario
Hydro. A key component of the plants
will be the General Electric LM6000 gas
turbine, one of the most efficient rurbines
of its size. Natural gas from Alberta will
fuel the plants.

TransAlta will construct, own and
operate a 110-megawatt plant at
McDonnell Douglas Canada Ltd. in
Mississauga, Ontario. The $100-million
project will provide McDonnell Douglas’
airplane wing manufacturing plant with
heat as well as purified water, compressed
air, waste water treatment and emergency

power. The project is expected to generate
$2.6 billion in revenue for TransAlta over
25 vears.

Under a similar arrangement,
TransAlta will construct, own and operate
a 68-megawatt cogeneration plant at the
Ottawa Health Sciences Centre (OHSC).
The $68-million project will supply heat
and chilled water for air conditioning to
the National Defence Medical Centre, the
proposed Perley Hospital and members of
the OHSC’s organization, including the
Children’s Hospital of Eastern Ontario, the
Ottawa General Hospital, the Ottawa
Children’s Treatment Centre and the Royal
Ottawa Health Care Group. The project is
expected to generate $1 billion in revenue
for TransAlta over two decades.

On the basis of TransAlta’s
cogeneration projects in Mississauga and
Orttawa, the Ontario Ministry of Energy
awarded the corporation an $800,000
Technology Demonstration Grant for
special excellence in technical innovation,

Although Ontario was TransAlta’s most
important cogeneration market in 1990,
the corporation continues to explore busi-
ness opportunities elsewhere. Plans have
been proposed for a $95-million cogen-
eration project with Alberta Natural Gas
Company Ltd. Waste heat from exhaust

gases and natural gas will be used to
generate 100 megawatts of electricity at

a compressor station near Sparwood,

British Columbia. TransAlta is actively
exploring the potential for energy sales
from the plant to British Columbia and
the United States.

Researching ways to burn coal more
cleanly  As a major producer of coal-fired
electricity, TransAlta actively promotes,
funds and participates in the research and
development of technologies for burning
coal more cleanly.

TransAlta continued strong interest in
Integrated Gasification Combined Cycle
(IGCC) technology, which addresses the
problems of acid rain and global warming,
Working with the Coal Association of
Canada, the corporation participated in a
feasibility study to lay the groundwork
for an IGCC plant in Western Canada.
The $1-million study will examine the
costs, economic viability, expected
performance and environmental benefits
of the technology.



As part of its commitment to emerging
technologies, TransAlta is participating in a
caal gasification project at the federal govern:-
ment’s CANMET research facility in Ottawa.
The project will use coal from TransAlta and
other sources to demonstrate a cleaner
method of burning coal to supply energy.




TransAlta
Low NO_ SO, Burn
of controlling acid-rain producing emissions.

ective way
The TransAlta-owned clean coal technology is

currently being tested at Esso Resources
Canada’s oil recovery project at Cold Lake.
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In IGCC technology, coal is converted
in an oxygen-fired gasifier to a synthetic
gas, mainly composed of carbon monox-
ide and hydrogen. Heat is recovered from
the hot gas, and sulphur and other
impurities are removed. Then the clean
gas is burned in a gas turbine to drive a
generator. The waste heat recovered from
the gas turbine exhaust, together with
that recovered during the cooling of hot
gas, generates steam, which drives a
turbine and generator. The efficiency of
energy conversion is significantly
increased, reducing the amount of heat
wasted, coal burned, and CO, and other
gases produced for every kilowatt hour of
energy generated.

As part of an on-going search for clean
coal technology, TransAlta became the first
Canadian utility to join the U.S.-based Fuel
Cell Commercialization Group. Together
with this group of electric and gas utilities,
the corporation will gain informarion on
the potential of molten carbonate fuel
cells, which could be commercially
available as early as the year 2000.

A fuel cell is an electrochemical power
generator like a battery which can convert
hydrogen, natural gas or coal-derived
synthetic gas to electricity without the need
for intermediate conversion to heat and
mechanical energy. Originally developed
for the U.S. space program, this technology
is expected to reduce CO; emissions by
50 per cent and NO, and SO, emissions
essentially to zero, when compared to
conventional coal-fired plants.

Turbo-expander — making more of waste
energy TransAlta has been involved in
the development of another energy
efficient technology - the turbo-expander.

The turbo-expander harnesses energy
normally lost when high-pressure natural
gas is reduced to a lower pressure at gas
pressure regulating stations. With the
turbo-expander, pressure is lowered by
passing the gas through a turbine, which
in turn drives an electric generator.

In 1990 a 250-kilowatt unit began
operation on the British Gas system in
Stretford, England while a 500-kilowatt
unit went into service on the Inter-City Gas
Corporation system in Dryden, Ontario.

To maximize the application of this
technology, TransAlta has entered
discussions with a number of interna-
tional companies with proven technical,
marketing and service strengths. It is
anticipated that a business arrangement
will be concluded in 1991 with one of
these companies.




Demonstration of LNS Burner begins  In
1990 TransAlta was the first non-U.S.
firm to sign an agreement with the United
States Department of Energy for a com-
mercial-scale demonstration project under
the Innovative Clean Coal Technology
Program. This agreement was the result
of strong interest in a TransAlta-owned
technology, the Low NO, SO, (LNS)
Burner, which is designed to significantly
reduce the emissions of oxides of nitrogen
(NO,) and sulphur dioxide (SO,) during
coal combustion.

Under the program, the burner will be
demonstrated at the Southern Illinois
Power Co-operative in Marion, Illinois.

A demonstration of the burner began
at Esso Resources Canada Limited’s heavy
oil recovery development at Cold Lake,
Other participants in the project include
Shell Canada Limited, Alberta Power

Limited, Fording Coal Limited and the
governments of Canada and Alberta. The
purpose of the project is to show that coal
can be used in place of natural gas to
generate steam for heavy oil recovery
while controlling acid-rain producing
emissions such as 5O, and NO,.

The burner is potentially attractive
because, if successfully demonstrared, it can
deliver comparable emission control for
lower costs than alternative technologies.

During coal combustion in the burner,
almost all of the sulphur is caprured in a
molten slag. At the same time the burner
converts oxides of nitrogen to harmless
elemental nitrogen.
Looking across borders  Important
considerations in any plan to meet
Alberta’s future electric needs will be inter-
utility co-ordination and the export of
power. The reasons are clear: Inter-utility
co-ordination increases the efficiency of
utilities and the export of power offers a
potential source of revenue. Both increase

the opportunity to reduce customer rates.

Recognizing the opportunities of

inter-utility co-ordination, TransAlra
signed a statement of intent with B.C.
Hydro. As a result, TransAlta expects to
reduce operating costs and to increase
revenues from the export of electricity.
The statement of intent was the result
of the B.C. Hydro-Alberta Interconnected
System Generation Co-ordination Study
that forecast the benefits of co-ordination
between B.C.’s hydro-based system and
the coal-based system of Alberta utilities
at $400 million in cost savings over 20
years. This arrangement will allow the
utilities to share surplus power and to help
defer the need for new plant facilities.
These savings can be achieved without the

need for added transmission expenditures.



FINANCIAL OVERVIEW

Earnings  Earnings per share from
continuing operations were $1.07 in
1990, compared with $1.11 per share in
1989. The decline in earnings was largely
due to an-unfavorable regulatory
decision, lower-than-anticipated load
growth and increased financing costs.

Dividends Dividends declared on
common shares for 1990 and 1989 were
$0.98 and $0.965 per share respectively.

Energy sales Electric energy sales
amounted to 22,786 million kilowatt-
hours, an increase of 3.8 per cent from
1989. Although less than the forecast on

* which rates were based, the increase

reflected growth in Alberta’s industrial
sector, especially the forest products
industry. Electric energy sales for 1991
are forecast to increase by approximately

~ 6 per cent, with particular strength antici-
pated in the forestry, petrochemical and
metal products industries.

Revenues - Electric revenues increased to
$1,063.5 million, up from $954.9 million
in 1989. After deducting for a higher
Alberta Electric Energy Marketing Agency

_charge, electric revenues were $946.0
million in' 1990, compared with $911.6
million in 1989. ’ -

- Alberta Electric Energy Marketing Agency
The purpose of the Alberta Electric Energy
Marketing Agency (EEMA) is to reduce
the disparity in electric rates of customers
served by TransAlta, Alberta Power and
Edmonton Power. As a result of pooling
generation and transmission costs,
TransAlta’s customers bear as a cost or
charge the difference between the com-
pany’s costs and the higher average costs
in Alberta.

"™

The net EEMA charge borne by customer -

rates was $117.5 million in 1990, up from
$43.3 million in 1989. The increase was
the result of Edmonton Power including
costs of unit 2 of the Genesee Plant in the
EEMA costs for part of 1990, adjustments

of prior years’ EEMA costs, and the

removal of the Province of Alberta’s
program of shielding TransAlta’s
customers from EEMA costs. The net
charge for 1991 is forecast to increase to
$155 million, up 32 per cent, or $37
million, reflecting the inclusion of Genesee
‘unit 2 for a full year. By 1991, the charge
will be the most significant factor in'rate
iﬁ_crcases for TransAlta’s customers,
growing to 14 per cent of customer rates -
from 3 per cent in 1988. = |
Operating deductions - Operating
deductions for 1990 were $620.3 million,
compared with $588.3 million for 1989.
The change reflects increases in energy
sales and inflation as well as higher fuel
and purchased power costs.

Depreciation expense increased $10.8
million to $180.8 million in 1990, reflect-
ing additions to property in rate base.

Allowance for funds nsed TransAlta
capitalizes an allowance for funds used
during construction at its cost of capital

’

related to utility property under
construction. As directed by the Public

 Utilities Board, the company also

capitalizes an allowance for funds used on
plant held for future use at its cost of

" capital, including a common equity return

which is reduced to a debt cost level to
determine the cost of capital. These
allowances represent non-cash items of
income which will eventually be charged
and are expected to be-recovered through
customer.rates over the service life of the
assets, commencing with their inclusion in
rate base.

Allowance for funds used during
construction declined to $27.3 million in
1990 from $35.1 million in 1989 as the
construction of facilities such as unit 2 of
the Sheerness Plant was completed.

Allowance for funds used on plant held
for future use increased'to $18.6 million
in 1990 from $5.6 million in 1989. “Plant
held for future use” refers to property
that has been completed, commenced ;
service but the cost of which is not
included in rates approved by the Board.

This increase resulted from the Board’s
direction to TransAlta that investment in
unit 2 of Sheerness and certain associated
transmission facilities be treated as plant
held for future use. In July 1990 the
investment in the Keephills-Ellerslie
transmission system, which was treated
by the Board as plant held for future use

- in 1989, was included in rate base.

'
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Reinvestment in the corporation 1¢

continuing operations were $ 145 .3 million in 1990,
illion in 1989. Dividend levels were maintained and
ken to prepare for future financial growth.
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Discontinued operations
Canada Northwest Energy, an interna- -
tional oil and gas exploration and
production company, and the building
automation operations of TransAlta

Energy Systems, were no longer consid- ~

ered compatible with the company’s long-

term strategic direction. Steps were

therefore taken to sell or otherwise deal
with the investment in Canada Northwest
Energy and to discontinue the building
automation operations. Losses from these
two discontinued operations were
$110.0 million or $0.81 per share.

Capital expenditures TransAlta’s capital
expenditures were $280.9 million in
1990, compared with $293.4 million in
1989. Of these expenditures, 31 per cent
were for generation facilities (including
17 per cent for unit 2 of the Sheerness
Plant), 30 per cent for distribution
facilities, 21 per cent for transmission
facilities, 16 per cent for general equip-

- ment and 2 per cent for the development

of cogeneration projects.

Investments in

-Origin of electric revenue

Although representing a modest
portion of the expenditures in 1990,
cogeneration offers opportunities for
corporate growth. Contracts were
completed for two cogeneration projects

' in Ontario. The projects require some

$168 million in capital expenditures and
represent contracts having lifetime
révenue of more than $3.6 billion.

- Capital expenditures of $375 million are
forecast for 1991, including $76 million
for the development of additional cogen-
eration projects, $83 million for generating
facilities and $216 million for transmis-
sion, distribution and other property.

Financings Financing charges were
$228.4 million in 1990, compared with
$216.0 million in-1989. Two issues of
secured debentures were sold, each with
a principal amount of $100 million,
maturing in the year 2000 and bearing
an mtercst rate of 11% per cent and 11%
per cent respectively. These issues
reduced higher cost short-term debt
incurred for the 1990 capital
expenditures and provided long-term
financing for refunding. In 1989, a

\

Industrial custémers are the largest users of energy

$100 million issue was sold at 10/5 per
cent, maturing in 1999,

At the end of 1990, a total of
137.3 million common shares were
outstanding, up 2.0 million from 1989. -
This increase was due to the issue of
common shares from the reinvestment of

dividends by shareholders.

The Dividend Reinvestment and Share
Purchase Plan was modified with the
October 1; 1990 dividend. A § per cent
discount from a five-day weighted
average market price was reintroduced

for the purchase of common shares issued -

from treasury and acquired through the
reinvestment of cash dividends. A toral
of $41.8 million in common equity
financing was raised through the plan,
largely from the October 1, 1990 and

- January 1, 1991 dividends.



Credit ratings A weakened financial
condition arising from regulatory
decisions led to lower credit ratings for
TransAlta’s securities as follows:

Canadian Bond Rating Service
First Mortgage Bonds

A+ (High), from A++
Secured Debentures

A+ (Low), from A+
First Preferred Shares

P-1, unchanged

Dominion Bond Rating Service
First Mortgage Bonds

AA, from AA (High)
Secured Debentures

AA, unchanged
First Preferred Shares

Pfd-1, unchanged

In explaining its decision, the Canadian
Bond Rating Service said, “The rating
revision reflects weakening debt coverage
ratios over the past two years, resulting .
from lower utility ROE (return on com-
mon equity), higher debt levels and ro
other regulatory decisions.” The Dominion
Bond Rating Service lowered credit ratings
on first mortgage bonds from AA (High)
to AA in 1990 but continued to rate
secured debentures at AA since TransAlta
indicated that it will no longer issue '
additional first- mortgage bonds.

Credit ratings are intended to provide - -

investors with an independent measure of
the credit quality of an issue of securities.
Bonds or debentures rated A+ or AA are
described by the rating agencies as being
tof superior investment quality with a high
~ degree of protection of interest and
principal. Similarly, preferred shares rated
P-1 or Pfd-1 are described as prime
credits with strong earnings necessary to
pay dividends and any capital repayments
of preferred shares.

Rates of service — the year at a glance

TransAlta’s rates of service are subject to
the regulatory process. This process
unfolded in 1990 as follows:

February: As directed by the Board,
TransAlta filed a revised schedule of
base rates for 1990 and a proposed
method of refunding $99.5 million for
1989 and 1988.

April: The refund was commenced with
an initial refund rider.

June: An application by TransAlta for a
review and variance of the Board’s
December 1989 Phase I decision was
denied. This application had sought an
increase of $13.7 million or 1.3 per cent
over existing rates to offset a reduction in

" forecast energy sales for 1990 and
changes in forecast 1990 financing costs.

September: An application was made to
the Board for approval to recover
additional revenue with respect to 1990
costs of EEMA. Since TransAlta’s load
increase in 1990 was less than forecast,
the application was required to recover a
portion of the fixed EEMA costs.

This application also requested
direction to implement a rider for 1991
EEMA costs and to refund an adjustment
of 1989 costs.

New rates for electric service were
approved by the Board in a Phase II
decision.

. October: The new rates for electric service -

became effective, resulting in a 1.1 per

cent average reduction of base rates.
AN

December: The Board rejected the
September application to recover addi-
tional revenue with respect tg 1990
EEMA costs, advising that the matter
may be reviewed in a future general rate
application. The portion of the appli-
cation for 1991 was approved effective
January 1, 1991 and will recover the |
estimated EEMA shortfall of $52.1 million
for that year. By means of the rider,
TransAlta will also refund during 1991 the
$5.3 million arising from an adjustment of
the 1989 costs. _ _

The City of Calgary, a major wholesale
customer of TransAlta, filed two separate
applications with the Board: The first
application requests that the Board direct
TransAlta to refund to customers $47.8
million in unbilled revenue (since
amended to $52.4 million). The second
requests that the Board direct TransAlta
to revise the method of accounting for
provincial income taxes to the flow-
through method, resulting in a reduction
of revenue requirement and an additional
refund to customers for 1990.

Both applications by the City of Calgary
will be the subject of public hearings in the
spring of 1991.

As a consequence of these applications
and the Board’s treatment of the corpo-
ration’s application for 1990 EEMA
costs, TransAlta filed an application
seeking a review and variance or a new

. determination of the 1990 revenue

requirement. The company has reserved

the right to amend or withdraw this

application pending the outcome of the .
City of Calgary’s applications. TransAlta
has deferred $4.4 million of the
unrecovered EEMA costs pending the

. outcome of its application.



MANAGEMENT’S RESPONSIBILITY

In management’s opinion, the financial
statements have been properly prepared
within reasonable limits of materiality
and within the framework of accounting
policies consistently applied and
summarized in the consolidated financial
statements. Since a precise determination
of many assets and liabilities is dependent
upon future events, the preparation of
periodic financial statements necessarily
involves the use of estimates and
approximations. These have been made
using careful judgement and with all
information available up to February 8,
1991. Management is responsible for all
information in the annual report. -

Financial operating data in the report are
consistent, where applicable, with the
financial statements. :

To meet its responsibility for reliable
and accurate financial statements,
management has established systems of
internal control which are designed to
provide reasonable assurance that assets
are safeguarded and that transactions are
executed in accordance with
management’s authorization. These
systems are monitored by internal
auditors who perform extensive tests and
related procedures.

The financial statements have been

examined by Ernst & Young, independent

Chartered Accountants, The external

_auditors’ responsibility is to express a

professional opinion on the fairness of
mandgement’s financial statements. The
Auditors’ Report outlines the scope of
their examination and their opinion.

In ensuring that management fulfills its
responsibility for financial reporting and
internal control, the Board of Directors is
assisted by an Audit Committee, whose
members are non-management directors.
The Audit Committee meets with
management, the internal auditors and
the external auditors to satisfy itself that
each group is properly discharging its
responsibilities and to review the financial
statements. The internal and external
auditors have full and free access to the
Audit Committee.



AUDITORS’ REPORT

TO THE SHAREHOLDERS OF TRANSALTA UTILITIES CORPORATION

We have audited the consolidated
statements of financial position of
TransAlta Utilities Corporation as at
December 31, 1990 and 1989 and the
consolidated statements of earnings and
reinvested earnings and cash flows for the
years then ended. These financial
statements are the responsibility of the
Corporation’s management. Our respon:
sibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance
with generally accepted auditing )
standards. Those standards require that
we plan and perform an audit to obtain
reasonable assurance Whethe; the financial
statements are free of material misstate-
ment. An audit includes examining, on a
test basis, evidence supporting the
amounts and disclosures in the financial

statements. An audit also includes

assessing the accounting principles used
and significant estimates made by manage-
ment, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial

- statements present fairly, in all material

respects, the financial position of the

~ Corporation as at December 31, 1990 and
1989 and the results of its operations and
the changes in its financial position for the
years then ended in accordance with
generally accepted accounting principles.

Chartered Accountants

Calgary, Canada
February 8, 1991
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CONSOLIDATED STATEMENTS OF EARNINGS

AND REINVESTED EARNINGS

(in millions except earnings per share)

Year ended December 31 . 1990

TransAlta Utilities C_orporation :

See accompanying summary of accounting policies and notes.

1989
‘Electric revenue . § 1,063.5 954.9
Less Alberta Electric Energy '
Marketing Agency charge - net . 117.5 43.3
946.0 911.6
Operating deductions
Operating expenses 194.1 177.3
Fuel and purchased power . 63.0 57.3
Taxes, other than taxes on income ] : 393 36.6
Depreciation - = - 180.8 170.0
Taxes on income 143.1 147.1
620.3 588.3
Operating income 325.7 323.3
Allowance for funds used ;
During construction ' o 273 35.1
On plant held for future use ‘ . 186" 5.6
45.9 40.7
Investment income S ¥
Equity income 2.1 2.0
Earnings before financing charges 373.7 366.0
Interest charges 2
Long term debt : . T 1479 138.6
_ Short term-debt o ' 22.8 18.0
Subsidiary S/ 6.9
; ) ' " 1764 163.5
Preferred share dividend requirements - 52.0 52.5
Financing charges ) 228.4 216.0
Earnings from continuing operations : 145.3 150.0
Discontinued operations - 110.0 13.1
Net earnings applicable to common shares (Note 8) 353 136.9
Common share dividends 133.2 130.5
Reinvested earnings (97.9) 6.4
Opening balance - 566.1 559.7
Closing balance : § 468.2 566.1
Earnings per share - - )
Average common shares outstanding 135.9 13:545
From continuing operations . ; $. 1.07 1.11
Net earnings per share 7 $ 026 1.01



CONSOLIDATED STATEMENTS
OF FlHAHC!Al'POSITION

(in millions) TransAlta Utilities Cérporation

December 31 1990 ‘1989
ASSETS
Property account
Land, buildings, plant and equipment $ 4,989.5 $ 4,749.2
Less accumulated depreciation 1,450.8 129755
3,538.7 3.451.7
Investments 15.8 15.4
Current assets ‘

. Accounts receivable : 17159 : 162.7
Income taxes receivable - . 37.6
Materials and supplies at average cost 56.0 i 49.3

- 227.9 . 249.6
Other assets 41.8 : 51.6:
Net assets of discontinued operations - 20.0 124.0
$ 3,844.2 08 89208
CAPITAL AND LIABILITIES
Capitalization
Common shares S 67id $ 648.8
Contributed surplus _ 16.5 15.7
Reinvested earnings 468.2 566.1
Common shareholders’ equity 1,155.8 1,230,6
Preferred shares ' 668.2 673.7
Long term debt : 1,469.7 1,319.4
) 3,293.7 BT
Current liabilities
Bank loan and short term notes 115.0 L 178.6
Accounts payable and accrued liabilities 113.5 1119
Revenue refund due to customers 29:95 929 1
Dividends payable 46.6 46.2
Income taxes payable ' : 18.5 —
Current portion of long term debt 21.0 35.0
' 344.5 . 470.8
Deferred credits
Deferred income taxes 337 3357
Customer and other contributions 1723 ' 164.1
- § 206.0 197.8
$ 3,844.2 $ 3,892.3

See accompanying summary of accounting policies and notes.

b e

On behalf of the Board:

& Sexln M

Director Director



‘CONSOLIDATED S"I'A'I'EMEN'I'S OF CASH FLOWS

{in millions)

TransAlta Utilities Corporation

1990 ; 1989

Year ended December 31
‘Cash from operations ‘
Earnings from continuing operations § 1453 $ 150.0
Operating items not using cash 167.5 160.8
) ‘ 312.8 310.8
Change in non-cash working capital balances (25.0) 4.9
Common share dividends ' (132.7) : (129.8)
Cash from continuing operations 155.1 185.9
Discontinued operations (2.2) ‘ (8.3) .
' 152.9 177.6
Cash applied to investments
Additions to property 280.9 293.4
Leds allowance for equity funds used
during construction and used on
plant held for future use 260 23.8
254.9 269.6
AEC Power Ltd. 04 3.2
Cash applied to investments 7 :
in continuing operations 255.3. 272.8
Discontinued operations 0.1 31
255.4 303.9
Cash deficiency before financing $ 1025 $ 1263
Financing
Long term financing : :
Common shares SN2 3 S —
Long term debt 201.0 L 125,
Subsidiary long term debt 215 - 56.2
Repayment of long term debt (38.6) (93.9)
Repayment of subsidiary long term debt (47.3) (25.0)
Redemption or purchase of preferred shares ' -
- Parent (4.7 (4.7)
- Subsidiary — {12:1)
Other 11.9 ‘ 12.0
Net increase in long term financing 166.1 44,7
Short term financing :
Bank loan and short term notes
(decrease) increase (63.6) : 81.6
S

102.5 Sl $i5126.3

’ ko =
See accompanying summary of accounting policies and notes.



SUMMARY OF ACCOUNTING POLICIES

Generally Accepted Accounting Principles The consolidated
financial statements have been prepared in accordance with
accounting principles generally accepted in Canada. These
principles conform in all material respects with International
Accounting Standards. :

The Corporation is engaged primarily in the production and sale
of electric energy in the Province of Alberta and its activities are
classified as one segment for financial reporting purposes.

Regulation  The Corporation is regulated by the Energy
Resources Conservation Board pursuant to the Hydro and Electric
Energy Act (Alberta) and the Public Utilities Board pursuant to
Part II of the Public Utilities Board Act (Alberta). The Corporation
is also subject to the Provincial Water Power Regulations (Alberta).
These Acts and Regulations cover such matters as rates,
construction, operations and ‘accounting.

Allowance For Funds Used During Construction And Used On
Plant Held For Future Use The Corporation caPitalizes an
allowance for funds used during construction at its cost of capital
related to utility property under construction. As directed by the

Public Utilities Board, the Corporation capitalizes an allowance for

funds used on plant held for future use at its cost of capital which
includes a common equity return reduced to a debt cost level in
determining the cost of capital.

These amounts represent non- cash items of income which will even-
tually be charged and recovered in rates to customers over the service
life of the assets, commencing with their inclusion in rate base.

Consolidation And Investments The consolidated:financial

statements include the accounts of the Corporation and all its

subsidiaries, of which FransAlta Resources Cdrporation,

TransAlta Fly Ash Ltd., Kanelk Transmission Company Limited
and Farm Electric Services Ltd. are active.

TransAlta Resources Corporation holds investments and has certain
non-utility operations, including cogeneration projects undér
construction. TransAlta Fly Ash Ltd. processes and sells fly ash
gathered at the Corporation’s coal fired generating plants. Kanelk
Transmission Company Limited owns facilities interconnecting the
Corporation’s transmission system between the Crowsnest Pass
region and the Kananaskis River valley and in doing so passes
through a portion of British Columbia, Farm Electric Services Ltd.
is a non-profit entity which organizes, constructs, operates and
maintains, at cost, electric distribution systems owned by rural
electrification co-operative associations. )

TransAlta Resources’ investment in AEC Power Ltd. is accounted
for by the equity method.

Customer Contributions Customer contributions for new
service connections amounting to $169.3 million at December
31, 1990 ($161.0 million in 1989) are credited to deferred-
revenue and amortized over the expected terms of the revenue,
deficiencies. The composite rate of amortization is
approximately 3% per annum,

Financing Costs Unamortized financing costs are included in

other assets and are amortized to earnings as follows:

Debt issues — over the lesser of the remaining original life or the
estimated average life of the issue.

Preferred share issues - over the estimated average life of the issue.

‘Gains or losses realized on the purchase of Corporation debt for

sinking fund purposes are amortized over the remaining life of the
issue. These policies are in accordance with the method of deter-
mining the Corporation’s cost of capital for regulatory purposes.

Plant Held For Future Use
which has been completed and is in service but which is not
recognized as such by the Public Utilities Board. The Board has
directed that it not be included in rate base until some future date

Plant held for future use is property

-and has also directed the Corporation to capitalize an allowance

for funds used on plant held for furure use. :

’

Revenue Recognition Revenues are recognized on the accrual.
basis which includes an estimate of the value of electricity
consumed by customers and billed subsequent to year end.

Taxes On Incomc Earnings from operating activities are taxed
by a tax allocation method under which all related income taxes
are paid on a current basis and not deferred. Income taxes on
earnings from construction activities will only be recorded when
the costs of the constructed assets are depreciated and included in -
rates to customers, since there is reasonable £xpectation that such
income taxes will be included at that time in rates set by the
Public Utilities Board and recovered fro@ customers.

Prior to 1990, under the Public Utilities Income Tax Transfer Act

" (Canada) and enabling legislation passed by the Province of

Alberta, 95% of the federal and 100% of the provincial income

“taxes paid by the Corporation attributable to its electric utility

operations were rebated to its customers. Effective for the 1990
taxation year, rebates of federal income tax have been frozen at
the 1989 level for a period of two years and rebates of provincial
income tax have been eliminated.

For 1981 and 1982 the Corporation reduced its federal income
tax provision and payments by one half by claiming deductions
greater than the amounts charged in the accounts. This federal

- tax reduction of $58.8 million has not been recorded in the

accounts’since there is reasonable expectation that wheit such
taxes are payable they will be recoverable in customer rates at
that time. Prior to 1973 deferred income taxes were recorded and
included in customer rates.

Translation Of Foreign Currency Long term debt payable in

foreign currency is translated at the current exchange rate. The -
resulting adjustment is amortized over the remaining life of the
debt in accordance with the method used in determining the
Corporation’s cost of capital for regulatory purposes.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(tabular dollar amounts in millions)

s

1. PROPERTY ACCOUNT

= - _ December 31

Depreciation rates 1990 i 1989

Hydro production 2.52% $ 2481 $ 243.5
Thermal production including coal mines 2.90% - 4.13% 1,836.3 <1.822.7
Envirofimental control 3.33% 346.7 345.5
Transmission lines, substations and distribution systems 7 3.99% -5.71% 1,771.5 1,611.0
Other Various 366.1 333.1
Plant held for future use 997 48.7
Property under construction - Utility 115.3 34475
‘ - Cogehefation ) 5.8 -

- 4,989.5 ; 4,749.2

Less accumulated depreciation - \ 1,450.8 1529755

$ 3,538.7 $ 34517

[

The land, buildings, plant and equipment are carried at cost. The
Corporation provides for depreciatian on a straight line basis using
various rates as set by the Public Utilities Board based on
depreciation studies prepared by the Corporation which result in
an overall composite rate of 4.15% (4.04% in 1989).

The allowance for funds used during construction was capitalized
at a rate of 11.4% (11.4% in 1989) on utility property under

2. INVESTMENTS

The amounts are in respect of the Corporation’s investment in AEC
Power Ltd. TransAlta Resources holds other investments which are
recorded at nominal values. :

3. OTHER ASSETS

construction. The allowance for funds.used on plant-held for
future use was capitalized at a rate of 10.7% (11.2% in 1989).

Plant held for future use in 1989 was in respect of the”
Corporation’s investment in the Keephills-Ellerslie transmission
system, which was included in rate base in July 1990. The 1990
" amount is in respect of the Corporation’s investment in unit 2 of
the Sheerness generating station and certain associated
transmission facilities. '

AEC Power Ltd. owns and operates the utilities plant that supplies
electric energy and steam on a cost of service basis to the Syncrude
Project far production of synthetic crude oil from the Alberta oil
sands. The investment consists of 50% of the voting common shares,
which represents one third of the outstanding shares.

~ December 31
= 1990 ' 1989
Unamortized financing costs . $ . 2290 $ 26.2
" Unamortized preliminary construction costs - Keephills units 3 and 4 18.9- 25.4
: S 41.8 35 516

Other assets represent amounts recoverable from customers in
future years.

Unamortized financing costs are amortized to earnings on the

~ basis of remaining or average life of an issue and are recovered in
. rates to customers.

‘ - - V

The unamortized Keephills units 3 and 4 costs are charge‘d to,
earnings and recovered in rates to customers in equal annual
amounts ending in 1993, in accordance with a direction of the
Public Utilities Board. =



4. CAPITALIZATION

i) Common shares At December 31, 1990 and 1989 the
authorized common share capital consisted of an unlimited
number of Common Shares, all without nominal or par-value.
A total of 137.3 million Common Shares were outstanding at
December 31, 1990 (135.3 million in 1989) and during 1990 a
total of 2.0 million shares were issued under the terms of the
Corporation’s Dividend Reinvestment and Share Purchase Plan
for cash proceeds of $22.3 million.

Under the terms of a share option plan, the Corporation is
authorized to grant certain key employees options to purchase up

i1) Preferred shares

to an aggregate of 2,000,000 Common Shares at prices based on
the market price of the shares as determined on the date of the
grant. Options may not be exercised until one year after grant
and thereafter at an amount not exceeding 20% of the grant per
year on a’cumulative basis until the sixth year, after which the
entire grant may be exercised at any time prior to expiry. During
the year ended December 31, 1990, options to purchase 4,000
shares were exercised at a price of $12.625. At December 31,
1990, options to purchase 1,221,000 shares were outstanding at
prices ranging from $11.875 to $14.373 per share and expiring

“from 1996 - 2000.

4% to December 31
First Preferred Shares 5.40% 7% to 9% ' 1990 1989
Changes during the year: . !
Cancelled through . J
Purchase fund $ — $  (5.4) $ (5.4) $ (4.8)
Other . ‘ {0.1) — (0.1) ' (0.4)
$  (0.1) $  (54) ‘ $ (5.5) $ (5.2)
Number of shares Al (55,203), (51,568)
Number of votes (42,003 ) (38,368)
Issued and outstanding:
Purchase fund $ — $ 665.1 $ 665.1 $ 670.5
Other 3.1 — spil 3.2
$ Sl § 665.1 g $ 668.2 $ 673.7
Number of shares 23,021,920 23,077,123
Number of votes 6,384,610 6,426,613
Retraction privileges:
In 1992 $ —_ $ 149.2 $ 149.2 $ 149.2
In 1993 — 100.0 100.0 100.0
In 1994 . — 100.0 100.0 100.0
In 1995 o 194.4 194.4 194.4
No retraction : 3.1 121.5 124.6 130.1
$ 3l $ 665.1 $  668.2 $ 6737

The authorized preferred share capital consists of an unlimited
number of First and Second Preferred Shares, all without nominal
or par value. )

The preferred shares, which are issuable in series, are
cumulative and redeemable at designated dates at the oprion of

_the Corporation at their subscription price together with a

premium not in excess of the annual dividend. Certain series are

“retractable at the option of the holder on designated dates at

their subscription price plus any accrued and unpaid dividends.
Certain series have annual purchase funds which are non-
cumulative but require the Corporation to make all reasonable

efforts to purchase for cancellation, in the open market,
preferred shares at a price not exceeding their subscription price
plus any accrued and unpaid dividends and costs of purchase.

- L]

An annual purchase fund may bé required for up to $12.9
million stated capital in each of 1991 and 1992, and $7.9 million
stated capital in each of 1993, 1994 and 1995. Any such
requirements could reduce the retraction privileges:

The excess of the subscription price of the preferred shares
cancelled over their purchase cost amounted to $0.8 million in

i 1990 ($0.5 million in 1989) and is included in contributed surplus.



iii) Long term debt

December 31

6%% to 10% to . 14%% to

9% % 13% % 17% % 1990 1989
First mortgage bonds $ 55.0 $ 100.0 3 — $ 155.0 $ 155.0
Foreign debt 34.8 — — 34.8 37.7
Debentures 119.9 943.6 39.0 1,102.5 931.1
Notes payable - — 40.0 40.0 40.0
Capital leases 68.9 — — - 68.9 73.0
Other 16.0 — — 16.0 18.3
Subsidiary loan c = 73.5 — 73.5 998
294.6 11700 79.0 1,490.7 1,354.4
Current portion 9.8 8.2 3.0 21.0° 55:0
$ 284.8. $1,108.9 §° 76.0 $1,469.7 $1,319.4

The following principal amounts and sinking fund requirements, excluding current portion, are due:
In 1991 $ — $ — $ — S — $ 303
In 1992 7 26.6 26.9 13.5 67.0 66.9
In 1993 43.1 141.1 9:9 194.1 194.0
In 1994 38.9 11:9:2 8.1 166.2 166.1
In 1995 9.3 8.3 11.4 29.0 ©28.8
1996 to 2000 ’ 148.0 714.3 331 895.4 681.8
After 2000 - 18.9 99.1 — 118.0 1515
$ 284.8 $1,108.9 § 76.0 $1,319.4

$1,469.7

The first mortgage bonds are secured by a first charge on certain
of the Corporation’s land, buildings, plant and equipment and by
a first floating charge on all other assets situated in the Province
of Alberta. The Trust Deed provides for a sinking fund for the
retirement of first mortgage bonds, payable on September 1 of
each year, of 1% of the principal amount of all first mortgage
bonds outstanding. All foreign debt of the Corporation is shown
separately stated in equivalent Canadian dollars. This debt
consists of first mortgage bonds payable in United States dollars
of $2.5 million per year over the next 12 years.

The debentures are secured by a floating charge on the property
and assets of the Corporation subject to the first specific charge
and the first floating charge securing the first mortgage bonds.

The notes payable are unsecured, have no authorized limit, bear
interest determined at June 30 and December 31 of each year at
the greater of the five-year bank term deposit rate or the
prevailing bank p;ime interest rate and mature December 31 in
each year. These amounts are payable to rural electrification co-
operative associations through their agent, Farm Electric Services

Ltd., and represent a portion of funds contributed by members of
these associations.

The Corporation leases, with options to purchase, draglines costing

. $92.2 million ($92.2 million in 1989). The cost of this equipment is

included in the property account and classified as thermal
production. The related liability is included in long term debe to
reflect the effective acquisition and financing of the equipment.
Accumulated amortization amounted to $29.4 million at December
31, 1990 ($25.6 million in 1989). The future minimum payments
under the capitalized leases are $9.8 million per year for the next
two years, $15.6 million in 1993, $8.0 million in 1994, $8.0 million
in 1995 and $54.1 million thereafter. The in'iputesi interest included
in these future minimum rentals is $36.4 million at December 31,
1990 ($42.1 million in 1989).

The subsidiary has available a credit facility of $100.0 million.

* Funds drawn under this facility bear interest at current lending

rates and are convertible into term debt upon 30 days’ notice by
either party. At December 31, 1990, $73.5 million of the facility
had been utilized ($99.3 million in 1989).

5. ALBERTA ELECTRIC ENERGY MARKETING AGENCY CHARGE

The Alberta Electric Energy Marketing Agency charge-net was
$121.9 million in' 1990 ($43.3 million in 1989) of which $4.4
million has been deferred as discussed in note 6. These amounts
arise from the operation of the Electric Energy Marketing Act
(Alberta) and are to be included in the Corporation’s rates for
service which are collected from its customers.

The purpose of the Electric Energy Marketing Act (Alberta) is to
reduce the disparity in electric rates throughout Alberta resulting
from differing power generation and transmission costs of the three
major electric utilities. The Alberta Electric Energy Marketing
Agency (Agency) purchases electric energy generated by the
Corporation, Alberta Power Limited and Edmonton Power at a



price fixed by the Public Utilities Board for each utility. The Agency
immediately resells the electric energy to the utility from which it
was purchased at the average price of all electric energy purchased.

As the Corporation is the lowest cost producer of electricity, the
price fixed by the Board-for electric energy for the Corporation is
currently below the average price established by the Agency,
which gives rise to a net charge from the Agency to the
Corporation. This net charge must be paid by the Corporation |

'

6. RATES FOR SERVICES

As directed by the Public Utilities Board in a Phase I decision
rendered in December 1989 and amended in February 1990, on
February 20, 1990, TransAlta filed a revised schedule of base
rates for 1990 and a proposed method of refunding $99.5 million
with respect to 1989 and 1988. Effective April 1, 1990, the
Corporation commenced the refund by means of an initial refund
rider. In a Phase IT decision rendered in"September, the Board
approved new rates for electric service effective October 1, 1990.

In June 1990, the Board denied an-application by the
Corporation for a review and variance of the Board’s Phase I
decision. This application had sought an increase of $13.7
million or 1.3 per cent over existing rates to offset a reduction in
the forecast of energy sales for 1990 and changes in forecast
1990 financing costs.

In September 1990, the Corporation applied to the Board for
approval to recover additional revenue with respect to 1990
Alberta Electric Energy Marketing Agency (Agency) costs. The
application was required as the Corporation’s load increase for
1990 was less than forecast, which would have resulted in a
portion of the fixed Agency costs being unrecovered without
the application. In December 1990, the Board rejected the
application but adviséd the matter could be reviewed in a future
general rate application.

7. DISCONTINUED OPERATIONS

and recovered in the rates for service charged to the
Corporation’s customers.

During the phase-in period of the Agency’s operation, which
started in 1982, the Province of Alberta provided shielding for
the Corporation’s customers from net charges arising out of the
averaging process. Effective June 1989, the Province discontinued
this shielding. ¥

In late 1990, the City of Calgary filed two separate applications
with the Board seeking review and variance of the Corporation’s
1990 Phase I decision. The first application requests the Board to
direct TransAlta to refund $47.8 million to the Corporation’s
customers in respect of unbilled revenue. The second application
requests the Board to direct TransAlta to revise the method of
accounting for provincial income taxes to the flow-through
method, resulting in a reduction of revenue requirement and an
additional refund to customers for 1990.

As a consequence of these applications and the Board’s treatment

of the Corporation’s application to recover additional revenue
with respect to unrecovered 1990 Agency costs, in December,
1990, TransAlta filed an application with the Board secking a
review\and variance or, in the alternative, a new determination of

" the 1990 revenue requirement. TransAlta reserved the right to

amend or withdraw this application pending the dispositions of
the two applications described above. TransAlta has deferred $4.4
million of the unrecovered Agency costs pending the outcome of

.its application,

Both applications by the City of Calgary will be the subject of
public hearings in the spring of 1991. While the Corporation is
not in a position to assess the impact of the applications on 1990
earnings, it beljeves the returns recorded in 1990 to be in
accordance with those determined by the Board.

Year ended December 31

1990 1989
Loss from operations to measurement date = ‘
TransAlta Energy Systems Corporation $ 3.8 $ 9.2
Canada Northwest Energy Limited 6.8 i 3.9
: - 10.6 - 131
Loss on discontinuance _ 2
TransAlta Energy Systems Corporation (includes writeoff of deferred tax asset of -
$11.0 million and losses of a subsidiary of $4.5 million) ' 287 - . o
Canada Northwest Energy Limited 70.7 —
99.4 - -
$ 110.0 SN 13
Net assets of discontinued operations
TransAlta Energy Systems Corporation $ — $ 245
Canada Northwest Energy Limited _ 200 99.5
‘ $

$ 124.0

20.0



Effective June 30, 1990 TransAlta discontinued the building
automation operations of its wholly owned subsidiary, TransAlta
Energy Systems Corporation. TransAlta Energy Systems has con-
cluded arrangements with a third party to complete all existing
projects, honor outstanding warranties and continue service to
its customers.

TransAlta intends to sell or otherwise deal with its investment in -
Canada Northwest Energy. Effective December 31, 1990, the

Corporation discontinued equity accounting for this investment.
The Corporation has reduced the carrying value in the investment

8. NET EARNINGS AND TAXES ON INCOME

!

t0-$20.0 million. Canada Northwest Energy is an intérnationai oil
and gas exploration and production company.

The investment in Canada Northwest Energy Limited represents an -
interest of approximately 40% consisting of 15,374,320 common
shares, $18.2 million principal amount 8% convertible debentures,
$8.0 million stated value 6%% corivertible preferred shares and $20.0
million stated value 7%% convertible preferred shares.

"These decisions have been accounted for on a retroactive basis as

discontinued operations and certain of the comparative amounts
have been restated. '

Year ended December 31

1990 1989
Statutory income tax rates 43.8% 43.8%
Adjustments -
i) Equity income _ . (0.3) (0.3)
ii) Allowance for equity funds used during construction and used on -
plant held for future use, net of applicable depreciation adjustnienlt (2.1) (1.3)
iii) Coal mining allowances - (1.8) (1.8)
iv) Subsidiary losses available for future years 251 e 1.3
“v) Large corporations tax 0.9 0.5
vi) Other (0.6) (0.1)
Effective income tax rate ' - 42.0% 42.1%

Net earnings in 1990 were $87.3 million ($189.4 million in
1989) after deducting taxes on income. As outlined in the above
table, taxes on income from continuing operations vary from the

9. PENSION PLAN

The Corporation maintains a defined benefit retirement pension
fund covering substantially all employees. At December 31, 1990,
the market value of pension fund assets for actuarial purposes

10. RESTATED AMOUNTS
Certain of the comparative amounts have been reclassified to.
conform with the statement presentation adopted in 1990.

amount that would be determined by applying the combined
statutory Canadian federal and Alberta provincial income tax
rates to pre-tax earnings,

3

was $245.9 million ($225.5 million in 1989) and exceeded the
estihated actuarial present value of accrued pension obligations
by $2.1 million ($0.7 million in 1989).
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TEN-YEAR SUMMARY OF
TRANSALTA UTILITIES CORPORATION

FINANCIAL RECORD (millions of dollars except where noted) = 1990 1989
Statement of earnings : .
Electric revenue 1,063.5 - 954.9
Alberta Electric Energy Marketing Agency (charge) recovery - net (117.5) (43.3)
Operating deductions (620.3) (588.3)
Allowance for funds used during construction 27.3 858
Allowance for funds used on plant held for future use 18.6 Si60
Investment income 21 2.0
Interest charges (176.4) (163.3)
Preferred share dividend requirements (52.0) (52.5)
Earnings from continuing operatlons before extraordmary item 145.3 150.0
Extraordinary item — —
Earnings from continuing operatlons 145.3 150.0
Discontinued operations (110.0) 231l
Net earnings applicable to common shares 558 136.9
Common shareholders’ investment 7
Average common shareholders’ investment (weighted) 1,188.9 15227
Return from continuing operations on weighted average common shareholders’ investment (%) - 12.2 12:2
Common share information (dollars per share) ]
Book value (year end) 842 9.10
Earnings from continuing operations 1.07 1]
Net earnings 0.26 S0
Dividends declared 0.98 0.965
Coverages (times carned before income tax) ]
Interest 3.0 (27
Interest and preferred dividends 2.0 2.0
Assets and property
Total assets (year end) 3,844.2 3,892.3
Property account IS8R 3,451.7
Electric utility property in service (year end) 3,117.9 3,058.3
Additions to property ix 280.9 293.4
Capitalization (year end) ,
Common shareholders’ equity 1,155.8 1,230.6
Preferred shares 668.2 673.7
Long term debt 1,396.2 1,220.1
Subsidiary long term debt 7355 99.3
Preferred shares of a subsidiary — —
3,293.7 SRR
STATISTICAL RECORD
Electric energy sales (millions of kWh) '
Residential and commercial 3,306 3,205
Industrial 10,911 10,359
Cities and towns under wholesale contracts 7,376 7,216
Farms 1,193 1,162
‘ i 22,786 21,942
Generating capability (nominal net MW)
' Hydro ‘ 800 800
Thermal 3,676 3,493
4,476 4,293
Sources of primary energy (millions of kWh)
Hydro .2,051 1,589
Thermal -Gas — —
-Coal 25,584 25,510
Nert purchases and exchanges (2,809) (2,969)
24,826 24,130
Customers
Served directly 312,131 303,684
Served indirectly through wholesale contracts 320,807 314,430

* Before extraordinary item.



1988 1987 1986 1985 1984 1983 1982 1981
909.6 _917.0 909.0 833.8 788.6 U 6574 493.6 406.2
17.4 . 8.5 (15.9) (21.5) (27.6) (18.9) — - —
(585.3) (582.3) - (557.6) (500.8) (464.9) (402.5) (313.7) (244.9)
38.2 38.7 ~61.0 L 75.6 77.3 97.4 952 35.4
— 0.5 0.4 — ey 2o — £
1.9 5.4 12.9 8.2 16.7 17.0 234 22 .
(146.2) ©(130.3) (147.7) (136.3) (135.6) (135.2) (106.6) (76.9)
(61.7) (80.9) (84.0) (86.3) (77.1) (66.5) (53.5) (37.1)
173.9 176.6 178.1 172.7 177.4 148.4 128.4 104.9
— — — — — - (33.4) —
173.9 176.6 173.1 172.7 177.4 148.4 95.0 104.9
(57.6) 2.4 (124.6) 32 6.3 2.9 (2.2) (1.0)
116.3 179.0 53.5 180.9 183.7 151.3 92.8 103.9
1,236.6 1,301.6 1,278.9 1,256.9 1,150.9 879.6 777.6 680.1
14.1 13.6 13.9 13.7 15.4 16.9 16.5* 15.4
9.05 . 9.87 9.46 9.93 9.39 8.60 7.69 7.48
1.29 + E3] 1.35 1.33 1.39 1.37 1.24* 1.09
0.86 1.33 0.41 1.39 . 1.44 1.39 0.90 1.08
0.93 0.92 0.86 0.81 0.74 0.69 0.60 0.52
3.8 4.4 4.1 41 4.1 358 3.0 3.3
22 2.3 22 2.2 232 2 2.0 2.3
3,721.6 3,685.5 3,701.9 3,733.7 35138 3,291.0 2,810.3 2,373.4
3,335.6 3,286.1 3,273.5 3,187.1 3,055.2 2,8585 = 2,459.5 1,928.6
3,024.8 3,005.3 2,993.4 2,560.5 2,536.0 22121 1,601.8 1,456.7
229.7 ©169.9 233.8 253.1 304.8 490.8 605.6 399.5
1,223.7 1,334.3 1:265.7 1,298.9 1,214.7 1,084.2 797.7 789.4
678.9 TSBT 689.7 741.8 707.8 621.9 664.1 476.4
1,149.4 946.2' 992.3 1,054.2 1,022.7 985.2 909.3 582.7
68.1 — — 39.7 1.9 42.9 = .
— 124.2 160.0 160.0 120.0 70.0 — 2.0
3,120.1 3,163.4 3,107.7 3,294.6 3,067.1" 2,804.2 2,371.1 1,850.5
3,129 2,928 2,854 2,802 2,671 2,539 2,557 2,332
9,922 8,789 8,215 7,994 7,205 5,963 5,197 4,901
7,002 6,668 6,522 6,453 6,240 6,107 6,010 5,536
1,117 1,006 1,006 999 962 . 904 906 803
21,170 19,391 18,597 18,248 17,078 15,513 14,670 " 13,572
800 800 800 800 800 800 800 800
3,493 3,493 * 3,493 3,310 3,310 2,933 2,556 2,556
4,293 4,293 4,293 4,110 4,110 3,733 3,356 3,356
1,423 1,444 1,791 1,385 1,420 1,473 1,584 2,027
— — — — — 6 19 3
126,342 24,839 23,813 23,181 21,256 18,062 16,379 14,276
(4,619) (4,970) (5,304) (4,610) (3,965) (2,398) (1,785) (1,332)
23,146 21,313 20,300 19,956 18,711 17,143 16,197 14,974
296,601 292,177 ' 287,758 283,254 279,164 275,226 267,001 264,497
306,327 300,672 296,674 292,538 292,324 292,774 279,722 274,255
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TRANSALTA SERVICE AREA

In 1990 TransAlta supplied
71.4 per cent of the electric
energy consumed by utility
customers in Alberta.




GLOSSARY OF INDUSTRY TERMS

Alberta Electric Energy Marketing Agency (EEMA) Agency
established by the Province of Alberta to reduce the disparity in
electric power rates.

Cogeneration The simultaneous production of both electricity
and useful heat. The combined process is more efficient than a
process designed only for the production of electricity.

Distribution
from major substations to customers.

Process of moving electric energy at lower voltages

Energy conservation More efficient use of energy resources
through waste reduction.

Kilovolt (kV) 1,000 volts.

Kilowartt (kW) 1,000 watts.

Kilowatt-hour (kWh) Unit of measure equal to one kilowatt of
power supplied to or taken from an electric circuit steadily for one
hour. Equivalent to ten 100-watt light bulbs burning for one hour.

Load Amount of electric power or energy consumed by a
particular customer or group of customers,

Megawatt (MW) 1,000 kilowatts.

Public Utilities Board (PUB) Regulatory body of the Province
of Alberta which is responsible for consumer rates and approvals
to issue securities.

Rate base  The value established by the regulatory authority,
upon which the utility is allowed to earn a specified return.

Rate of return  The ratio of the allowed operating income to the
specified rate base, expressed as a percentage.

Substation  Electrical facility for changing and controlling the
voltage of incoming and outgoing circuits.

Thermal A term used to identify generating plants using heat to
generate electricity. Coal is burned to provide heat for some of
TransAlta’s plants.

Transmission  Process of moving electric power in bulk at
higher voltages from the source of generation to distribution or

load centres.

Watt Unit of measuring electric power or the rate of doing
work. One horsepower equals 746 watts.
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