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PE AT Peat, Marwick, Mitchell & Co.
Chartered Accountants
MARWICK Viking Building
Crosbie Road

St. John's, Newfoundland A1B 3K3
(709) 722-5593

Auditors’ Report to the Shareholders

We have examined the balance sheet of Churchill Falls (Labrador) Corporation Limited as at December 31, 1985 and
the statements of income and retained earnings and changes in financial position for the year then ended. Our examination
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

In our opinion, these financial statements present fairly the financial position of the company as at December 31,

1985 and the results of its operations and the changes in its financial position for the year then ended in accordance
with generally accepted accounting principles applied on a basis consistent with that of the preceding year.

Pl Pranirik, AZLA +Co,

Chartered Accountants

St. John's, Newfoundland
Canada

February 7, 1986
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Management Report to the Shareholders

The financial statements of the Company have been prepared by Management in accordance with Canadian generally
accepted accounting principles consistently applied and including information available up to February 7, 1986. The
integrity and objectivity of the data in these financial statements, including estimates and judgments relating to matters
not concluded by year end, are the responsibility of Management.

The Management of the Company maintains systems of internal accounting controls and procedures to provide
reasonable assurance at reasonable cost that its assets are safeguarded against loss from unauthorized use or disposition
and that the financial records provide a reliable basis for the preparation of financial statements and other data, as
well as maintaining accountability for corporate assets.

The independent auditors of the Company provide an objective, independent review of Management's discharge of
its responsibilities as they relate to the fairness of reported operating results and the financial condition of the Company
in accordance with generally accepted accounting principles.

The Board of Directors pursues its responsibility for these financial statements principally through its Audit Committee
which meets periodically with Management as well as with the internal and independent auditors who have full and

free access to the Audit Committee, and meet with it, with and without Management being present, to discuss auditing
and financial reporting matters.

Management is responsible for and the Board of Directors has approved all of the information in the financial statements.

X

Chairmantnd Chief Exdcutive Oi‘ﬁ,:e/--""J

dent

s

Vicg/r’resident Finance
and Chief Financial Officer

St. John's, Newfoundland
Canada

February 7, 1986
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Balance Sheet December 31, 1985
with comparative figures for 1984

Assets

Fixed assets (Note 2)
Property, plant and equipment . .................... .. .....

Current assets
Cash and short-term deposits .. s s s ons o st i Do 2o s
Receivables and accrued interest...........................

Due from affiliates. . ............... ... .. ... ..............
Supplies’ and prepaid’ BXPeNSes: - o st wagis o sn s it o

Long:term receivable (INote ). s winsine s e s e o i s o)

Investment in Twin Falls Power
Corporation Limited (Note 4) .. ............... ... .........

Deterred foreign exchange 1088 ... v v ssis was s & s eie o s

Unamortized debt discount and financing expenses ............

1985
(000)

$ 729,000

40,038
19,758
4,709
5,888

70,393

25,260

3,456
11,709

4,384

$ 844,202

1984
(000)

740,709

46,275
19,512
3,222
5,533

74,542

29,397

2,903
12,216

4,658

864,425




Liabilities and Shareholders’ Equity

1985 1984
(000) (000)
[iong-termudebt N Ore s e e e shbo) i s s = $ 520,444 540,646
Current liabilities
Accounts payable and accrued liabilities. . .................. 4,516 4,916
Royalty and rental due to the Province
of Newfoundland!(INote 100a)) o - cue wnis wisais v s = o s 5,377 8,535
Long-term debt due within one year (Note 5) ............... 15,630 16,618
25,523 30,069
Shareholders’ equity
Share ‘capitall(INGte 6) s nior ol v o 2 i s v ins e 82,900 82,900
Retained earnings (Note 7). .. .. ... on 215,335 210,810
298,235 293,710
S 844,202 864,425
See accompanying notes
On behalf_of the Board:
M
Signed £ Signed /7 m‘t‘ A Q"" L&d____,
0 l Director / Q k ) @rector
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Statement of Income and Retained Earnings
Year ended December 31, 1985
with comparative figures for 1984

Revenue
Sales of power (Note 8) ......... ... ... ... ...........
Rental of rights and facilities to Twin Falls
RowerlCorporation: Bimited - s s b e s e
Equity in net income of Twin Falls Power
Corporation Limited for the year (Note 4) ................

Total revenue . ...

Expenses
Operating costs .. ............ i
Horsepower royalty and Newfoundland rental (Note 10(a)) . . .
Hiterest (INOEEiO) . prver ot s e e rers ol e e e e
PDEpTeciabion s o o Lot Saa tis AT e TR SR T e R

Total expenses .................c i

Net income t6r thelyear- - wrs moie son s s = 552 10E w6

Retained earnings at beginning of year .......................

Dividends (Note 7). o s om 502 255 200 Ba6 s ToE TR b 708 et

Retained earnings at end of year ......................... ...

See accompanying notes

1985
(000)

S 94,365

735

553

95,653

17,543
5,377
22,256
13,264

58,440

37,213

210,810
248,023

32,688

$ 215,335

1984

(000)
108,177
735

803

109,715

17,388
8,535
1,081

13,290

40,294

69,421

169,011
238,432

27,622

210,810
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Statement of Changes in Financial Position
Year ended December 31, 1985
with comparative figures for 1984

Funds provided
From operations

Net income .. ... ... i
Add (deduct) items not requiring (providing) working capital
Amortization of deferred foreign exchange loss..........
Amortization of debt discount and financing expenses . ..
Depreciation . ...........oiitiiii i

Equity in net income of Twin Falls
Power Corporation Limited for the year .............

Funds provided from operations...................

Reduction in long-term receivable ................. .. ... ..
Dividends from Twin Falls Power Corporation Limited ... ...

Total funds provided. .z -0 Fos e S

Funds applied
Additions to fixed assets .......... .. ... .. ... ... ...,
Long-term debt. . .. cifai i s o siuee s viasovars oo eage e s e s
IAVAAEIAS] .« culy v amn S Pt s s e e T P S
Increase in long-term receivable ...........................

Totalshindsiapplied. =5 0 s = s e el ey e .

Inerease in working: capital=. . i, s i wev TR E

Working capital at beginning of year ..... ... ................

Working capital atend of year........... ... ... ... ... ... ...

See accompanying notes

1985
(000)

37,213

507
274
13,264

(553)

50,705

4,410

55,115

1,555
20,202
32,688

273

54,718

397

44,473

44,870

1984
(000)

69,421

409
274
13,290

(803)

82,591

5,879
798

89,268

1,555
16,618
27,622
35,276

81,071

8,197

36,276

44,473
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Notes to Financial Statements
December 31, 1985

Churchill Falls (Labrador) Corporation Limited (“Churchill Falls”) is incorporated under the laws of Canada and
operates a hydro-electric generating plant and related transmission facilities in Labrador with a rated capacity
of 5,400 megawatts (“Project”). The Project operates under rights leased from the Province of Newfoundland
(“Province”) for 99 years under the Churchill Falls (Labrador) Corporation Limited (Lease) Act, 1961 (“Lease”)
as amended covering the water power potential of the Upper Churchill watershed. A power contract with Hydro-
Quebec dated May 12, 1969 (“Power Contract”) provides for the sale of substantially all the energy from the
Project for an initial period expiring in 2016 with an automatic renewal for a further period of 25 years. In 1976
the Province requested Churchill Falls to supply 800 megawatts of power, commencing in 1983, pursuant to
the Lease to meet the Province's requirements. This request was denied and legal action was commenced and
is continuing against Churchill Falls (See Note 10(b)(i}).

Churchill Falls qualifies for exemption from payment of income taxes under Section 149(1)(d) of the Income Tax
Act.

1. Summary of Significant Accounting Policies

The accounting policies followed by Churchill Falls are in accordance with generally accepted accounting
principles in Canada.

Investment in Shares of Twin Falls Power Corporation Limited
Churchill Falls owns voting control (66 2/3%) of Twin Falls Power Corporation Limited ("“Twin Falls”).
However, such shares represent only a 33 1/3% interest in the equity of Twin Falls.

In view of the fact that the equity interest in Twin Falls is 33 1/3% and as the principal assets and the
credit resources of Twin Falls cannot be transferred to Churchill Falls, consolidation is not considered
appropriate and the investment is carried on an equity basis.

Depreciation and Amortization
(a) Churchill Falls provides depreciation at a rate of 1 1/2% per annum on a straight-line basis on property,
plant and equipment.
(b) Debt discount and financing expenses are being amortized on a straight-line basis over the estimated
term of the First Mortgage Bonds.

Foreign Currencies
Churchill Falls changed its accounting policy with respect to foreign currency translation prospectively
from January 1, 1984 to conform with the recommendations of the Canadian Institute of Chartered
Accountants.

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

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

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

(c) Foreign exchange gains and losses are included in income in the current period except for unrealized
gains and losses related to First Mortgage Bonds. Under the Power Contract Churchill Falls recovers
a portion of the difference between actual exchange rates prevailing at the settlement dates of its First
Mortgage Bonds and a Weighted Average Exchange Rate as defined in the Power Contract. The foreign
exchange loss not recoverable under the Power Contract is being amortized to operations over the
remaining life of the debt.

10



Insurance
Churchill Falls has adopted the policy of appropriating a portion of retained earnings as a reserve for
self insurance of risks for direct damage to assets and related loss of revenue with respect to deductibles
stipulated in its insurance policies.

. Fixed Assets

1985 1984

(000) (000)

Property, plant and equipment, at cost .................... $ 884,595 883,864
Less accumulated depreciation ............................ 155,595 143,155
$ 729,000 740,709

These assets of Churchill Falls are pledged as security for long-term debt.

. Long-Term Receivable

The long-term receivable relates to the additional revenue referred to in Note 8(b) plus interest referred to
in Note 9. Payments of the amount related to the initial review period will be received in monthly instalments
over an eight year period which commenced September 1, 1984. Payments of the amount related to the four
year review will commence in 1988. The receivable bears interest at 7% per annum from September 1, 1984,
which interest is payable concurrently with each instalment. Details of the receivable are as follows:

1985 1984
(000) (000)
Additional revenue pursuant to the initial review
plus interest to August 31, 1984 ............. ... ....... $ 35,276 35,276
Payments received . ............ ... .. ... .. ... ........ 5,879 1,470
29,397 33,806
Reclassified to current receivables ......................... 4,410 4,409
24,987 29,397
Interest adjustment pursuant to the four year review ........ 273 —
Long-term receivable .............. ... ... ... . ... ..... $ 25,260 29,397
. Investment in Twin Falls
1985 1984
(000) (000)
SHATes, At COSE e & v mee & S e Sae s o $ 2,500 2,500
Equity in retained earnings
at beginning of year................ $ 403 398
Equity in net income
forthevyear ....................... 553 803
956 1,201
Dividends for the year ............... = 956 798 403
$ 3,456 2,903

11



5. Long-Term Debt

Details of long-term debt at December 31 are as follows:

First Mortgage Bonds

7 3/4% Series A due
December 15, 2007

Authorized . ... ...

Issued s s o e
Retired!.. . con o i ;

Qutstanding at December 31 ........
Due within one year ...............

Long-term debt . ..

7 7/8% Series B due
December 15, 2007

Authorized . . .. ...

Issued ...........

Retited -5 ovu v

Qutstanding at December 31 ........
Due within one year ...............

Long-term debt . ..

General Mortgage Bonds
7 1/2% due three years
after latest maturity
of any First Mortgage Bonds

Authorized . . ... ..

Issued ...........
Retired. .« vams 5o

Qutstanding at December 31 ........
Due within one year ...............

Long-term debt . ..

Total long-term debt

1985
(000) (U.S. 000)
$ 500,000
$ 528,414 500,000
119,686 113,251
408,728 386,749
12,660 11,979
396,068 374,770

$ 50,000

50,000
11,239

38,761

1,198
37,563

$ 100,000

100,000
11,415

88,585
1,772

86,813

$ 520,444

12

(000)

528,414

101,971

426,443

13,529

412,914

50,000

1984
(U.S. 000)




First Mortgage Bonds
The Series A and Series B bonds are repayable in fixed semi-annual and in contingent annual sinking
fund instalments which commenced June 1978.

General Mortgage Bonds
The Deed of Trust and Mortgage securing the General Mortgage Bonds provides for semi-annual sinking
fund payments which commenced in June 1980. Each payment will be an amount equal to 1% of the
aggregate principal amount outstanding on January 1 preceding each payment date. These bonds are
subordinate to the First Mortgage Bonds.

Repayment of Long-Term Debt
Due to the contingent nature of the amounts of certain of the sinking fund instalments it is not possible
to be precise concerning long-term debt repayments over the next five years, but these, if made in accordance
with sinking fund provisions applicable to Churchill Falls as a taxable corporation, are estimated to be
$16,000,000 in each of the years 1986 to 1990 inclusive.

. Share Capital

The share capital of Churchill Falls as at December 31, 1985 and 1984 is summarized below:

Amount
Shares (000)
Common shares without nominal or par value
Authorized .. ... 10,000,000
Issued and fully paid .. ..........oooiie 8,759,999 $ 82,900

Preferred shares without nominal or par value
Authorized, issued and fully paid ....................... 3 —

Additional shares cannot be issued without the approval from the holders of at least 75% of the outstanding
common shares.

The preferred shares are divided into three classes and the dividends thereon, which rank pari passu but ahead
of dividends on common shares are as follows:

The Class A Cumulative Preferred Shareholder is entitled to dividend payments calculated as the amount
equal to the income taxes which would have been received by the Province had Churchill Falls continued
to be a taxable corporation.

The Class B Redeemable Cumulative Preferred Shareholder is entitled to dividends equal to the Additional
Quebec Interest Subsidy Payment, as defined, during the life of the First Mortgage Bonds.

The Class C Redeemable Cumulative Preferred Shareholder is entitled to dividends equal to the Additional
Newfoundland Interest Subsidy Payment, as defined, during the life of the First Mortgage Bonds.

13



7. Retained Earnings

Under the terms of the long-term debt instruments, Churchill Falls may pay cash dividends only out of earnings,
as defined, accumulated from September 1, 1976. At December 31, 1985 the amount of retained earnings
available for cash dividends was $36,966,000 (1984 - $40,350,000). The policy of the company is to relate
dividends to cash flow and therefore dividend payments will be influenced by the receipt of the long-term
receivable (Note 3). Subsequent to December 31, 1985 the Directors declared a dividend on the common shares
amounting to $6,570,000 and a dividend on the Class A preferred share amounting to $400,000.

At December 31, 1985 $4,900,000 (1984 — $4,300,000) of the retained earnings has been appropriated as a
reserve for self insurance.

. Sales of Power

(a) Sales of power under the Power Contract have been recorded at mill rates based on a determination by
an independent auditor that the Final Capital Cost of the Project is $887,575,000. Hydro-Quebec and
Churchill Falls implemented an increase in rates during 1981 without prejudice to the rights of either party
in further negotiations or in a judicial review of the Final Capital Cost pursuant to the provisions of the
Power Contract. Churchill Falls instituted proceedings in November, 1984 in the Quebec Superior Court
claiming that the Final Capital Cost is in excess of $900,000,000, the maximum to be used as a basis for
the mill rate. Hydro-Quebec filed a preliminary motion concerning whether Churchill Falls could institute
the action, which motion was heard January 21, 1985. On February 11, 1985 the Court upheld the
preliminary motion and stated that it lacked jurisdiction over the subject matter of the action as drafted
by Churchill Falls. Churchill Falls has appealed this judgment.

(b) The terms Energy Payable and Annual Energy Base are defined in the Power Contract. Section 8.5.2 of
the Power Contract provides for an initial eight year review and subsequent four year reviews of the annual
average Energy Payable for comparison with the Annual Energy Base then in effect. When the annual
average Energy Payable exceeds the Annual Energy Base in effect an additional payment is due from Hydro-
Quebec, the amount being calculated in accordance with Article VIII of the Power Contract. Conversely,
if a shortfall should occur, a refund would be due from Churchill Falls to Hydro-Quebec. Article IX of
the Power Contract provides for adjustment to the Annual Energy Base where applicable in the same
time intervals.

Energy delivered to Hydro-Quebec during the period September 1, 1976 to August 31, 1984 was reviewed
in September 1984 to determine the annual average Energy Payable for comparison with the Annual Energy
Base in effect during the period. The annual average Energy Payable during the initial period was determined
to be in excess of the Annual Energy Base, thereby resulting in an adjustment of $10,893,000, which amount
was included in sales of power in December 1984. The Annual Energy Base was also reviewed pursuant
to Article IX and was increased from 31.5 billion kwhs (Hydro-Quebec 30.74 billion kwhs) per annum
to 32.2 billion kwhs (Hydro-Quebec 31.44 billion kwhs) per annum, the maximum permissible under the
Power Contract.

Included in interest income in 1985 is $273,000 which is an estimate of the interest adjustment relating
to that year to be determined in the first four year review of the Energy Payable and the Annual Energy Base.

9. Interest

Churchill Falls recovers the difference between interest calculated at the rates described in the Power Contract
and interest paid on its long-term debt together with a portion of the difference between actual exchange rates
prevailing at the time of the interest payments and the Weighted Average Exchange Rate as defined in the
Power Contract.

14
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An analysis of interest and amortization of debt discount and financing expenses is as follows:

1985 1984
(000) (000)
Gross interest ....................... $ 57,671 55,580
Less: Interest income relating to revenue
adjustment (See Note 8 (b)) ..... $ 2,490 25,094
INterest INCOME hn o & s ve <loes 5 5 6,050 5,792
Recovered from power customers . . 27,149 35,689 23,887 54,773
Net interest eXpense ... < s . s siss o i o s 21,982 807
Amortization of debt discount and
financing expenses ................. 274 274
$ 22,256 1,081

Also, Churchill Falls can require Hydro-Quebec to make additional advances, against the issue of units of
Subordinate Debentures and shares of common stock, to service its debt and to cover its expenses if funds
are not otherwise available.

10. Commitments and Contingencies

{(a) Under the terms of the Lease and amendments thereto Churchill Falls is required to pay an annual rental
of 8% of the consolidated net profits before income taxes, as defined, and an annual royalty of $.50 per
horsepower year generated, as defined.

(b) (i) A request was made by the Province in 1976 for Churchill Falls to supply 800 megawatts of power
pursuant to Clause 2(e) of Part 1 of the Lease to meet the Province’s requirements commencing in
1983. The request was denied and legal action was commenced against Churchill Falls. The trial of
this action concluded July 8, 1982 and on June 13, 1983 the Newfoundland Supreme Court, Trial
Division, denied the Province’s request. This judgment was appealed to the Newfoundland Supreme
Court, Court of Appeal which heard the appeal on October 15-18, 1984. On October 25, 1985 the
Court of Appeal dismissed the Province's appeal. An application by the Province to the Supreme
Court of Canada for leave to appeal this judgment will be heard on February 24, 1986.

(ii) In June 1977, Hydro-Quebec commenced an action against Churchill Falls and the Province in the
Superior Court in Montreal to obtain a declaration as to certain rights and obligations of the parties
under the Power Contract. This action was dismissed on preliminary points of law in August 1977.
The Court of Appeal of Quebec reversed the decision of the lower court and this decision was appealed
by Churchill Falls and the Province to the Supreme Court of Canada which rendered its judgment
on August 9, 1982. The Supreme Court of Canada decided that Hydro-Quebec could proceed against
Churchill Falls, but not against the Province. Hydro-Quebec filed an amended motion seeking a
declaration as to its rights under the Power Contract should Churchill Falls comply with the Province’s
request referred to in Note 10(b)(i). On August 4, 1983 judgment was rendered in which the Superior
Court stated that, inter alia, failure by Churchill Falls to supply Hydro-Quebec all the power and
energy pursuant to the Power Contract would be a breach of the Power Contract. This judgment
was appealed by Churchill Falls, and on February 18, 1985 the Quebec Court of Appeal rendered
its judgment dismissing the appeal. The Supreme Court of Canada will hear an application by Churchill
Falls for leave to appeal this judgment on February 24, 1986.

(c) Under the terms of a sublease with Twin Falls, expiring on December 31, 1989, with a twenty-five year
renewal option under certain conditions, Churchill Falls is required to deliver to Twin Falls, at an agreed
price, horsepower equivalent to the installed horsepower of the Twin Falls plant and to maintain the Twin
Falls plant and equipment.

15






Twin Fatls Power Corporation Limited
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PE AT Peat, Marwick, Mitchell & Co.

M ARWI C K Chartered Accountants

Viking Building
Crosbie Road

St. John's, Newfoundland A1B 3K3
(709) 722-5593

Auditors’ Report to the Shareholders

We have examined the balance sheet of Twin Falls Power Corporation Limited as at December 31, 1985 and the
statements of income and retained earnings and changes in financial position for the year then ended. Our examination
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

In our opinion, these financial statements present fairly the financial position of the company as at December 31,

1985 and the results of its operations and the changes in its financial position for the year then ended in accordance
with generally accepted accounting principles applied on a basis consistent with that of the preceding year.

Chartered Accountants

St. John's, Newfoundland
Canada

February 7, 1986
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Twin Falls Power Corporalion

Balance Sheet December 31, 1985
with comparative figures for 1984

Assets

Fixed assets (Notes 2 and 3)
Plant and equiPIent . . ... ..o « s o 60658 5 8305 S5 a7 & 008 50 73

Current assets

€ ashi and short=term deposits: - =i cux s s aie e s s =
Receivables - Frade: :ox oo o som can i o s 5em Sl §laaty St S i

20

Limited

1985
(000)

$ 25,383

1,281
436

1,717

1984
(000)

27,281

2,175
481

2,656

29,937




Liabilities and Shareholders’ Equity

Long-term debt (Note 3)................ .. .. .. ...

Current liabilities

Accounts payable and accrued liabilities. ... ... ..
Due to affiliate . . .............................
INCOMEIAXES . < s s ot e S e S o e ne

Deferred income taxes. ..........................

Shareholders’ equity

Share capital (INobe 4) - i e eee o o i
Retained earnings (Note 3)................. .. ..

See accompanying notes

On behalf of the Board:

Gienc! ))(%v /) ﬂ%/
J

( Director

1985
(000)

........... $ 1,603

........... 119
........... 321
........... 2,204

2,644

........... 12,485

........... 7,500
........... 2,868

10,368

$ 27,100

1984
(000)

3,807

38
125
213

3,667

4,043

13,379

7,500
1,208

8,708

29,937

Sign ‘\3—““— e R

B ( Directo;
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Twin Falls Power Corporalion [imited

Statement of Income and Retained Earnings
Year ended December 31, 1985
with comparative figures for 1984

1985 1984
(000) (000)
Revenue
Sales of POWET .. ... ..o $ 9,153 10,156
Expenses
@ostiot power (NGteiS) . . o s ihn 2o s s s auts ot o 2,291 2,201
Interest on long-term debt .......... ... ... ... ... .. 381 578
Blepreciabion & e e el o et Boe e 1,987 1,987
Ol (©XTIEINSES . 1. vieisi s vir shene) mrmss e sty S5 o)) e s STalomatehatn e 51 =i 4,659 4,766
4,494 5,390
TAEETESE INCOMIYE & o oise Soiis & S e o 50 R B SHE 0 dHe0y s ol Sists Biogs o <5t s 198 430
Income before income taxes. . ............... ... ... 4,692 5,820
Incdome taxesi(Note 6) ~ICUTEent: s s smici e slos o sl T s e oie 3,926 4,274
DD be) d 1o T i e e (894) (862)
3,032 3,412
Net income for the year ........... ... .. 1,660 2,408
Retained earnings at beginning of year ....................... 1,208 1,193
2,868 3,601
Dividends (Note 3) . ....... ... — 2,393
Ratained (earnings at endiof Year « o s iis o v w4 sl s e L $ 2,868 1,208

See accompanying notes
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Twin Falls Power Corporation Limited

Statement of Changes in Financial Position
Year ended December 31, 1985
with comparative figures for 1984

1985
(000)
Funds provided
NEL TICOINE) 5o tor = St e = e B o s s = e sy o o e v $ 1,660
Add (deduct) items not requiring (providing) working capital
Depreciation .. ........... ... 1,987
IDeferted i OrneaEaRES: mermen iz i 7 o s i e s s (894)
Total funds provided ........... .. ... ... ... ..... 2,753
Funds applied
Long-term debt becoming current.......................... 2,204
Additions to Fixed aSSets: . o - 5is 5o s s S Ske) s S 5 89
Dividends ......... ..ottt —
Totaltfundsiapplied’: - = v o s o o NS S 2,293
Increase (decrease) in working capital ........................ 460
Working capital (deficiency) at beginning of year.............. (1,387)
Working capital (deficiency) at end of year ................... $ (927)

See accompanying notes
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1984
(000)

2,408

1,987
(862)

3,533

3,667
21
2,393

6,081

(2,548)

1,161

(1,387)



Twin Falls Power Corporalion Limited

Notes to Financial Statements
December 31, 1985

Twin Falls Power Corporation Limited (“Twin Falls”) is incorporated under the laws of Canada and has developed
a 225 megawatt hydro-electric generating plant on the Unknown River in Labrador. The plant has been inoperative

since 1974 (refer to Note 5).

1. Summary of Significant Accounting Policies

The accounting policies followed by Twin Falls are in accordance with generally accepted accounting principles

in Canada.

Depreciation

(a) Plant and related equipment is depreciated using the straight-line method at a rate of 3% per annum.

(b) Other furniture and equipment is depreciated using the straight-line method at a rate of 10% per annum.

Foreign Currencies

Since the funds required to service The First Mortgage Bonds are made available in U.S. dollars under
long-term power contracts without loss or gain on exchange to Twin Falls, this debt is carried in the accounts
at the proceeds realized in Canadian dollars. All other accounts in foreign currencies are stated in Canadian

dollars at the exchange rate in effect at the balance sheet date.

2. Fixed Assets

1985

(000)
Plant and equipment, at cost .......... .. ... .. $ 66,375
Lessiaccumulated:depreciation . . < s cap s o dm = s s s s 40,992
$ 25,383

3. Long-Term Debt

1984
(000)

66,286
39,005

27,281

The following amounts of 5 1/2% First Mortgage Bonds Series A due June 30, 1986, and 6 1/4% First Mortgage
Bonds Series B due June 30, 1989, have been authorized, issued and retired by Twin Falls pursuant to the

terms of the Deed of Trust and Mortgage (“Trust Deed”) as amended:
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1985
(000) (U.S. 000)
Series A
Authorized: = e ceeime 2 sms s wase o $ 45,256 42,500
15508A! s s o i s & R d 0E s S 42,061 39,500
Retired ......... ... ... . ... .. ... 40,433 37,971
Outstanding at December 31 .. ... ... 1,628 1,529
Due within one year ........... .... 1,628 1,529
Long-term debt .................... — —
Series B
Authorized .. .. ... .. ... ... ... .. .. $ 10,783 10,000
Issued . ......... ... . .. . . ... 8,626 8,000
Retired .......... ... .. ... ....... 6,447 5,979
QOutstanding at December 31 . ... ... . 2,179 2,021
Due within one year ............. .. 576 534
Long-term debt .- < s s 5or oz = i v e 5 1,603 1,487
Total long-term debt .............. ... $ 1,603 1,487

Estimated repayments of First Mortgage Bonds over the next four years are:

(000)
1986, ..o $ 2,204
(. e R 611
AOEBL . s o o e o Wopmmwns s amesipyans 650
OB vy sl s B e kol 342

45,256

42,061
37,306

4,755
3,127

1,628

(U.S. 000)

2,063
567
603
317

The Bonds are repayable in equal semi-annual instalments of principal and interest. The Bonds are secured
by a first fixed and specific mortgage, pledge and charge on plant and equipment and long-term power and
other contracts and a first floating charge on all other assets of Twin Falls. Certain restrictions are placed
by the Trust Deed on the payment of dividends other than stock dividends. The Series A Bonds will be retired

in June 1986.
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4, Share Capital
Authorized
500,000 Class A shares without nominal or par value.

1,000,000 Class B shares without nominal or par value.

Issued and fully paid

250 000 ClASSTA SNATES. vk she e ke oimeatal mimies el Shbhe & S500s mets, =0 % g Secue = soe o scses et 0 $ 2,500,000
500,000 Class B shares . ... ...t 5,000,000
$ 7,500,000

The issued Class A shares are owned by Churchill Falls (Labrador) Corporation Limited (“Churchill Falls”)
and the issued Class B shares are owned by the present long-term customers of Twin Falls. The Class A shares
are entitled to four votes per share and the Class B shares are entitled to one vote per share but rank pari
passu in all other respects.

5. Commitments

Twin Falls has a sublease from Churchill Falls giving Twin Falls the right to develop the hydro-electric power
potential of the Unknown River, a tributary of the Churchill River, at the site of the Twin Falls plant. The
sublease expires December 31, 1989, but may be renewed for a term of 25 years under certain conditions,
if Twin Falls so requests. Certain rights under the sublease were suspended by Churchill Falls with effect from
June 30, 1974 with the result that Churchill Falls is diverting the flow of water from the Twin Falls plant and
using the facilities of Twin Falls as required. In consideration for this suspension of rights, Churchill Falls
is required to deliver to Twin Falls, during the unexpired term of the sublease or any renewal thereof, horsepower
equivalent to the installed horsepower of the Twin Falls plant. Twin Falls is obliged to purchase this power
for an amount equal to the average annual cost of operating the Twin Falls plant for the five-year period
ended March 31, 1974. In addition, Twin Falls is required to pay annually to Churchill Falls a rental amounting
to $305,000 and $1.40 per installed horsepower. Twin Falls also pays to Churchill Falls an annual royalty
of $.50 per horsepower year generated, as defined, all talculated as though the power delivered by Churchill
Falls to Twin Falls had been generated in the Twin Falls plant.

6. Income Taxes

The income tax provision included in the statement of income is based on a rate which is different from the
prevailing rate primarily because of the treatment of losses on the redemption of bonds for income tax purposes.
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