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PE AT Peat, Marwick, Mitchell & Co.

Chartered Accountants

MARW ICK 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, 1983 and
the statements of income and retained earnings and changes in financial position for the year then ended. Qur
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, 1983

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.

J1T SMsirid’ A e

Chartered Accountants

St. John’s, Newfoundland
Canada

February 3, 1984
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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 3, 1984. The
integrity and objectivity of the data in these financial statements, including estimates and judgments relating to
matters not concluded by vear end, are the resporsibility 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.

Chair xecutive Cer

To,3

President

s

Vice-President Finance
and Chief Financial Officer

St. John’s, Newfoundland
Canada

February 3, 1984



e CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Balance Sheet December 31, 1983
with comparative figures for 1982

Assets
1983 1982
(000) (000)
Fixed assets (Notes 2 and 9(b))
Property, plant and equipment.........oovvvvrrreiiiei. $ 752,444 765,395
Current assets
Cash and short-term deposits......ovvvenrnirireririnsniannenenes 39,704 40,704
Receivables and accrued iNteTeSt ..oceveerrerreriiararnmniacirecrrsnsones 15,089 14,068
Dite from affiliates . ..ososinsivaims i isisssasinaavasevoressannssaves 4,208 8
Supplies and prepaid EXPenses. .. ...covviiiirarrrnrerierreniine. 5,403 5,141
64,404 59,921
Investment in Twin Falls Power
Corporation Limited (NOt€ 3) ....oovvviivinniiiiiiiininnene 2,898 2,859
Unamortized debt discount and financing expenses...........oeeeevnes 4,932 5,206
$ 824,678 833,381




Liabilities and Shareholders’ Equity

Long-term debt (Notes4 and 9(b)) ......cceevniininniniiinnnnns

Current liabilities

Accounts payable and accrued liabilities...................

Royalty and rental due to the Province

of Newfoundland (Note 9(a))....cccvevierenrenncncacancnas
Long-term debt due within one year (Note 4) .............

Shareholders’ equity

Share capital (NOLES) ivecoviinncivmnivionsssmisusenasssesions
Retained earnings (Note 6) - ..:..ccisiiziamismsserserasseases

See accompanying notes

On behalf of the Board:

............

Director

_ éaf% Grrnbear

r

1983 1982
(000) (000)
$ 544,639 562,667
5,295 5,731
4,899 5,300
17,934 16,851
28,128 27,882
82,900 82,900
169,011 159,932
251,911 242,832
$ 824,678 833,381
Signed %
“Director
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CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

o

Statement of Income and Retained Earnings
Year ended December 31, 1983
with comparative figures for 1982

1983 1982
(000) (000)
Revenue
Sales Of POWET (INOLE T) 1uivririeienirnereerrieiienessennsaneranernrenns $ 92,136 96,434
Rental of rights and facilities to Twin Falls
Power' Corporation-Limited ... o isvssesimsananssnsunseesssisas iesus 735 735
Equity in net income of Twin Falls Power
Corporation Limited for the year (Note 3).....cccceevvninnnnennns 839 . 897
Total TeVene. i moiiis i s s s v e ss s e s ehnemnnniss 93,710 98,066
Expenses
OPETraAtiNg COSS vvuvurnirineirnieeieneuianeareieneererenseeerensssnensannes 16,332 18,371
Horsepower royalty and Newfoundland rental (Note 9(a)) ........ 4,899 5,300
IterestiNOLeN) cv: csvrsraissasnmssanivrisse s oaes i sy T e o e s 28,098 26,739
DePreciation i mamrnis e T e T TR 13,274 13,252
TOtal BXPENSES sroiviimar v T 62,603 63,662
Netincome fortRe Year :oouivsiicsis i sivinsssisionannnrnnns 31,107 34,404
Retained earnings at beginning of year..........ccccoveeiiiiiiiiinininns 159,932 156,083
191,039 190,487
Dhvidendsi{NOLE0) . ooisiim s iivss s o su e ss T s s eaeaes 22,028 30,555
Retained eamningsiat end Of YEar: iiovescisvesvarsnianssisisnsssmasasise $ 169,011 159,932

See accompanying notes
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Statement of Changes in Financial Position
Year ended December 31, 1983
with comparative figures for 1982

Funds provided
From operations

NEEANCOMIE .0 oo it DR s e R P ST T s R

Add (deduct) items not requiring (providing)
working capital

Amortization of debt discount and financing expenses ..
Depreciation vt s s s R R

Equity in net income of Twin Falls

Power Corporation Limited fortheyear ............

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

Dividends from Twin Falls Power Corporation Limited . . ...

Total fundsiprovided’ - .. vn s fiosvosi s tasions -

Funds applied

Additionstofixed asBeLS & iy Sonn ciiie alls siele s Ere steeluiar s
Long-term debt becomingcurrent ...........cooveiivians
I IVACIIAS, o vioicie e e oo e als weanel stasais mumbeds Sols mpainds | SFREE 500% &

Totalfundsapplied. - ... .o .eeh o6 e e s -

Increase (decrease) in working capital ......................

Working capital at beginningofyear .......................

Working capitalatendofyear ........... ...l

See accompanying notes

1983
(000)

$ 31,107
274
13,274
(839)
43,816

800

44,616

323
18,028
22,028

40,379
4,237
132,039

$ 36,276

CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

1982
(000)

34,404

274

13,252
(897)

47,033

1,025

48,058

1,834
17,129
30,555
49,518
(1,460)
33,499

32,039




g CHURCHILL FALLS (LABRADOR) CORPORATION LIMITED

Notes to Financial Statements
December 31, 1983

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 5,225 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
option of renewal for a further period of 25 years. In 1976 the Province requested Churchill Falls to supply
800 megawatts of power, commenéing 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
9(b)(i)). On December 17, 1980 The Upper Churchill Water Rights Reversion Act (‘‘Act’’) was enacted (see
Note 9(b)(ii)).

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

. 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.

10



Foreign Currencies

The accounts in foreign currencies are stated in Canadian dollars on the following basis:

(a) Current assets and current liabilities, exclusive of current portions of long-term debt, at the rate of
exchange prevailing at the balance sheet date.

(b) Long-term debt at the proceeds realized in Canadian dollars. No recognition is given in the accounts
to unrealized gains or losses.

(c) All other assets and any related depreciation at rates in effect at the time of each transaction.

(d) Gains or losses arising on the translation or conversion of foreign currencies are included with
interest in the statement of income.

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
1983 1982
(000) (000)
Property, plant and equipment, atcost ..................... $ 884,512 884,531
ICessiaccumilatedidepreciation) o oo st te st ool oo oz 132,068 119,136
$ 752,444 765,395
These assets of Churchill Falls are pledged as security for long-term debt.
. Investment in Twin Falls
1983 1982
(000) (000)
SHATESALCOST mvn v 2ntn s e Siems ik $ 2,500 2,500
Equity in retained earnings
at beginningofyear ................ $ 359 487
Equity in net income
fortheyear ........cocvcuvenncnnnn 839 897
1,198 1,384
Dividends forthe YEAR . -iorelprarelests oie 800 398 1,025 359
$ 2,898 2,859

11



4. Long-Term Debt

Details of long-term debt at December 31

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

Authorized .......................
Issued . ......covvriiiiiin,
Retired ............cccoveneenn...

Outstanding at December 31 .........
Due within OneYear . .... ..o, voe aace

Long-termdebt ... ovs vios sarcteieny -

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

Authorized, .o ion snwm e o et &
Issued . ...... ... ... .. ..
ReTed: voevrs v s zsse srarany s, 3ats, o

Outstanding at December 31 .........
Due withinoneyear ................

Long=term debt ... oo vineoan oo o

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

Authonzed ... ovs cum oo s w

Outstanding at December 31 .........
Due withinoneyear ................

Long-termdebt ....................

Total long-termdebt .................

First Mortgage Bonds

are as follows:

1983
(000)

$ 513,277
84,750

(U.S. 000)

$ 500,000

500,000
82,558

428,527
14,662

417,442
14,282

413,865

403,160

$ 100,000

100,000
7,763

92,237
1,844

90,393
$ 544,639

1982

(000)

513,277
71,015

(U.S. 000)

442,262
13,639

428,623

The First Mortgage Bonds Series A are carried in the accounts at the proceeds realized in Canadian
dollars. 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.

12



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 $18,000,000 in each of the years 1984 to 1988 inclusive.

Based on the exchange rates in effect at December 31, 1983 the approximate amount required to
discharge U.S. dollar debt obligations recorded in the accounts in Canadian dollars as $428,527,000

after giving effect to foreign exchange cost sharing arrangements provided for in the Power Contract,
would be $441,165,000.

5. Share Capital

The share capital of Churchill Falls as at December 31, 1983 and 1982 is summarized below:

Amount
Shares (000)
Common shares without nominal or par value
Authorized ........... . . . . e 10,000,000
Issuedand fullypaid ........... .. ... .. ciiiiiiiiiiinn. 8,759,999 $ 82,900

Preferred shares without nominal or par value
Authorized, issued and fullypaid ........................ 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.

6. 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, 1983 the amount of retained
earnings available for cash dividends was $5,920,000 (1982 - $4,228,000). Subsequent to December 31, 1983
the Directors declared a dividend on the common shares amounting to $5,431,199, and a dividend on the
Class A preferred share amounting to $150,000.

In the event that Churchill Falls was to no longer qualify for income tax exemption, deferred income taxes
would have to be reinstated. At December 31, 1983 such deferred income taxes amounted to approximately
$4,900,000 (1982 - $8,137,000).

At December 31, 1983 $3,700,000 (1982 - $3,100,000) of the retained earnings has been appropriated as a
reserve for self insurance.

13



7. Sales of Power

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 right 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 a declaratory action against Hydro-Quebec claiming that the Final
Capital Cost was the maximum $900,000,000 permitted by the Power Contract. On October 11, 1983 this
declaratory action was dismissed on procedural grounds relating to the nature of a declaratory action
without prejudice to Churchill Falls’ right to institute a further legal action.

8. Interest
Churchill Falls recovers the difference between interest calculated at the rates prescribed 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.

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

1983 1982
(000) (000)
BroSSUNLETESt w5 ciews s wsns saets S o $ 53,744 56,170
Itess: INtErestINCOME v fuii: overer e $ 4,772 7,306
Recovered from power customers . . 21,148 25,920 22,399 29,705
Net interest eXpense .................. 27,824 26,465
Amortization of debt discount and
finANCINE eXPENSES ... siniws cae = wiaie sies 274 274
$ 28,098 26,739

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.

9. 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) (1) 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 I of the Lease to meet the Province’s requirements commencing in
1983. This 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 has been appealed to the Newfoundland
Supreme Court, Court of Appeal. The appeal had been scheduled to be heard commencing January
23, 1984 but on the request of the Province, supported by Churchill Falls and Hydro-Quebec, it was
postponed to permit the Province and the Province of Quebec (‘‘Quebec’’) to explore a negotiated
settlement on the Churchill Falls situation. The Province was granted leave to apply on April 3,
1984 for a new date for the hearing.

(ii) On November 21, 1980 the Province introduced in the Legislature a Bill entitled ‘“The Upper
Churchill Water Rights Reversion Act” (‘‘Act’’). The Province stated that the purpose of this Act is
to repeal the Lease which granted Churchill Falls the right to develop the Upper Churchill River.
While the Act received Royal Assent on December 17, 1980 it has not yet been proclaimed into
force. The Province referred the Act to the Newfoundland Supreme Court, Court of Appeal

14



(c)

(d)

(‘‘Reference’’) for an opinion on its constitutional validity. Quebec, Hydro-Quebec, Churchill Falls
and trustees of the bondholders of Churchill Falls intervened in the Reference to contest the validity
of the Act. On March 5, 1982 the court rendered its unanimous opinion that the legislation is
constitutionally valid. This opinion was appealed to the Supreme Court of Canada. The hearing of
the appeal concluded on October 1, 1982 and judgment was reserved. In September and again in
December 1983, at the request of the Province, supported by Churchill Falls and Hydro-Quebec,
the Supreme Court of Canada agreed to reserve its judgment until March 31, 1984. This request was
made to permit the parties to explore a negotiated settlement of the dispute between the Province
and Quebec over the Churchill Falls situation.

The Province has stated that the legislation will not be proclaimed into force until all rights of
appeal relating to the Reference have been exhausted by the affected parties, including appeals to
the Supreme Court of Canada. If the Act is proclaimed, the rights granted to Churchill Falls under
the Lease will be rescinded and the hydro-electric works attached to the land held under the Lease
will revest in Her Majesty in Right of the Province of Newfoundland. Thereafter, Churchill Falls
will not have any rights under the Lease nor will it own the hydro-electric works attached to the land
and consequently will be unable to use the water of the Upper Churchill basin to generate electricity
for export from the Province or for any other purpose.

The Act provides for the payment of all indebtedness secured by way of mortgage, lien, debenture
or other encumbrance against the rights, privileges, liberties or interests referred to in the Lease.
The Act also provides that the shareholders may elect to be compensated for any reduction in the
value of their common shares subject to the conditions contained in the Act. It is the Province’s
stated intention that the Act will not be proclaimed into force until all arrangements have been
made by it for the payment in full of all the secured indebtedness of Churchill Falls.

(iii) 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 ap-
pealed 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 pro-
ceed against Churchill Falls, but not 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 Pro-
vince’s request referred to in Note 9(b)(i). On August 4, 1983 judgment was rendered in which the
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
has been appealed by Churchill Falls.

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.

The Act states that ““all rights, privileges, liberties and interests vested in, conferring on or accruing to
Twinco (“Twin Falls’’) under the Statutory Lease and any sublease or license, as amended, executed
pursuant thereto do not cease to vest, confer or accrue and do not revest in Her Majesty but continue on
and after the commencement of this Act in all respects as though this Act had not been passed, except
that in all respects and for all purposes CFLCo (*‘Churchill Falls’’) is replaced as lessor or licensor to
Twinco by Her Majesty’’. Twin Falls is therefore assured that its rights to use the waters of the
Unknown River to generate electricity at the Twin Falls plant are protected notwithstanding the loss of
rights by Churchill Falls to use the water of the Upper Churchill basin to generate electricity.

Proceedings have been instituted by Churchill Falls against contractors for damages resulting from the
reduction in revenue due to premature failure of certain generating units. Settlement of this matter is

currently under negotiation.



10. Remuneration of Directors and Officers

The aggregate remuneration to persons who served as directors and officers of Churchill Falls at any time
during the year was as follows:

Aggregate

Number Remuneration
Directors — 1983 8 $ 8,300
— 1982 7 8,400
Officers — 1983 8 (Directors — 2) 320,491
— 1982 8 (Directors — 2) 266,581

In 1983, one officer and three directors of Churchill Falls served without remuneration. At December 31,
1983 there were seven directors and eight officers.

11. Comparative Figures

Certain of the 1982 financial statement amounts have been reclassified to conform to the current year’s
presentation.

16



Twin Falls Power Corporalion Limited
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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, 1983 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, 1983

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.

[2ul Pk BTkl #Co,

Chartered Accountants

St. John’s, Newfoundland
Canada

February 3, 1984
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Twin Fatls Power Cor'pordlion [imited

Balance Sheet December 31, 1983
with comparative figures for 1982

Assets
1983 1982
(000) (000)
Fixed assets (Notes 2 and 3)
Plant and eqUIPIMENE. .o ciin s visis i itheretsheisataton saaiossinte $ 29,247 31,158
Current assets
Cash and short-term deposits .............ccoiiirernnn.. 3,390 6,713
Receivablessitrade’ i ion cinn cremmn mnm e aas tsion: Soi 560 411 523
Due from affiliates. &« oo e o s sie ven e 5e Dok Tak 2 0 891 —
4,692 7,236
$ 33,939 38,394
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Long-term debt (Note 3)

Current liabilities

Accounts payable and accrued liabilities
Duetoatfihate . : i e s cae o EEs e s e
Incometaxes ......ccooviunnneiennnnnccncrnnsansssassss
Long-term debt due within one year (Note 3)

Deferred income taxes

Shareholders’ equity

Share capital (Note 4)
Retained earnings (Note 3)

See accompanying notes

On behalf of the Board:

Signed N Sl

Liabilities and Shareholders’ Equity

Director

...................................

Signed
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1983
(000)

$ 7474

59
3,471

3,531
14,241
7,500
1,193

8,693

1982
(000)

10,945

102
401
3,284
3,790

15,083

7,500
1,076

8,576

38,394

Director



Twin Fatts Power Corporalion

Statement of Income and Retained Earnings
Year ended December 31, 1983
with comparative figures for 1982

Revenue
Sales OF POWE . . oo iviin v cvros ve miie e viee arae wiere waia v ares

Expenses
Cost of power (Note5) ..ottt
Interestion long-termidebt! o o v e srom s o e st s
Deprecialion’ wxw « suw smns s siumd s i 7 s w2 s S ik & Lo

FOTAlEXDENSES = vave s o Ve &) st ahs s o Bavsncs S0, U o e

INtErESE INCOIME .ot vttt et teenn s e aonooeensnaenssss
Income before incometaxes .............ccovuuen...

INCOME LAXES - CULTEIIL ..o v o oioie i ein e inie sierais susis sieie o siome siaie s siose
-Deferred ... ..

Net income fortheyear ............. .. ...,

Retained earnings at beginningofyear .....................

Dividends (Note3) .......oiiiiiiii i,

Retained earningsatendofyear ...........................

See accompanying notes
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Limited

1983
(000)

$ 10,111

2,156
765
1,984

4,905

5,206

548

5,754

4,079
(842)

3,237

2,517

1,076

3,593

2,400

on

1,193

1982
(000)

10,024

2,071
942
1,984

4,997

5,027

1,194

6,221

4,244
(713)

3,331

2,690

1,461

4,151

3,075

1,076




Twin Falls Power Corporation

Statement of Changes in Financial Position
Year ended December 31, 1983
with comparative figures for 1982

Funds provided
N GO et re e e s s e stk e s e oo o
Add (deduct) items not requiring (providing)
working capital
IDEPTECIALIONY rure sy <vetis ovasts aharmants ot ransasa Vit VEUESSe (Whss wieiasa ni
Deferred INCOME TAXES. : o e iman s e Wi s srs s

Total Funds PrOVIAed  .n oo s s sem sratin oo fansiose i

Funds applied
Long-term debt becomingcurrent .................000...
Additionsito fixed assels = i s i i Siash woi serle st S e
IDIVIACTIAS . s o5 e e Sxsieds a6 51aiess Slae shitiane 1 SE000 SeH B alsrs s

Totalfundsapplied] = os: =i v aas von vem i ie Sakm s

Decrease in workingicapital « = o s fere sion S siens siangae

Working capital at beginningofyear .......................

Workingcapitalatendiof YEaT ..oz o i s son s i) e

See accompanying notes
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Limited

1983
(000)

$ 2,517
1,984
(842)

3,659

3,471
74
2,400

5,945

(2,286)
3,447

$ 1,161

1982
(000)

2,690
1,984

(713)

3,961

(2,457)

5,903

3,446




Twin Falls Power Corporation Limited

Notes to Financial Statements
December 31, 1983

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).

|.  Summary of Significant Accounting Policies

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

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

Foreign Currencies
All accounts in foreign currencies are stated in Canadian dollars at the exchange rate in effect at the
balance sheet dates except for those accounts relating to the First Mortgage Bonds which are carried in
the accounts at the proceeds realized in Canadian dollars.

2. Fixed Assets

1983 1982

(000) (000)
Plant and equipment, @t COSt .. .....ovvirnnriiinerenn. $ 66,265 66,192
Lessiaccumulated'depreciation: . v sae s o s o e sm e 37,018 35,034
$ 29,247 31,158

3. Long-Term Debt
The following amounts of 5 1/2% First Mortgage Bonds Series A due June 30, 1986 and 6 1/4% First Mort-

gage 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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1983 1982

(000) (U.S. 000) (000) (U.S. 000)
Series A
Authorized .......... ... ... $ 45,256 42,500 45,256 42,500
s [ i e T 42,061 39,500 42,061 39,500
Retired . .....coviiiiniiiieaannn 34,344 32,253 31,538 29,618
Outstanding at December 31 . ........ 7,717 7,247 10,523 9,882
Due withinoneyear ................ 2,962 2,782 2,806 2,635
Long-termdebt .................... 4,755 4,465 i 7,247
Series B
Authorized ................. .. ... $ 10,783 10,000 10,783 10,000
Issued .. ... .. . .. . . 8,626 8,000 8,626 8,000
Retired . ... 5,398 5,006 4,920 4,563
Qutstanding at December 31 ......... 3,228 2,994 3,706 3,437
Due withinoneyear ................ 509 472 478 443
Long-termdebt .................... 2,719 2.522 3,228 2,994
Total long-termdebt ............... $ 7,474 6,987 10,945 10,241

The funds required to service this debt are made available in U.S. dollars under long-term power contracts
without loss or gain on exchange to Twin Falls.

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

(000) (U.S.000)
HCEE) ¢ com oo oo ann neno son oo dods nonan $ 3,471 $ 3,254
1 R SO = O e S P 3,666 3,437
L G et oo b e e A e R e R 2,204 2,063
VBT imeese oo rwwsms rmosveredasatagube fenssleyalimvate. oks 611 567
JO88 o oo s ety syerestsls 650 603

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
June 1986.
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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/Class:A shares' o vinn oo sam s i st 0 i 59000 SRsre.s Vs, 7554 Sam Smr s Heg Ses 5 $ 2,500,000
500,000 Class B Shares . .........iuuttniuttieit ittt a e et te i ean s 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.

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 calculated as though the power
delivered by Churchill Falls to Twin Falls had been generated in the Twin Falls plant.

On November 21, 1980 the Province of Newfoundland (“‘Province’’) introduced in the Legislature a Bill
entitled ““The Upper Churchill Water Rights Reversion Act” (‘‘Act’’). The Province stated that the purpose
of the Act is to repeal the Churchill Falls (Labrador) Corporation Limited (Lease) Act, 1961 (‘‘Lease’’)
which granted Churchill Falls the right to develop the Upper Churchill River. While the Act received Royal
Assent on December 17, 1980 it has not yet been proclaimed into force. The Province referred the Act to the
Newfoundland Supreme Court, Court of Appeal (‘‘Reference’’) for an opinion on its constitutional
validity. The Province of Quebec (*‘Quebec’’), Hydro-Quebec, Churchill Falls and trustees of the
bondholders of Churchill Falls intervened in the Reference to contest the validity of the Act. On March 5,
1982 the Court rendered its unanimous opinion that the legislation is constitutionally valid. This opinion
was appealed to the Supreme Court of Canada. The hearing of the appeal concluded on October 1, 1982 and
judgment was reserved. In September and again in December, 1983 at the request of the Province, supported
by Churchill Falls and Hydro-Quebec, the Supreme Court of Canada agreed to reserve its judgment until
March 31, 1984. This request was made to permit the parties to explore a negotiated settlement of the
dispute between the Province and Quebec over the Churchill Falls situation.

The Province has stated that the legislation will not be proclaimed into force until all rights of appeal
relating to the Reference have been exhausted by the affected parties, including appeals to the Supreme
Court of Canada. If the Act is proclaimed, the rights given to Churchill Falls under the Lease will be
rescinded and the hydro-electric works attached to the land held under the Lease will revest in Her Majesty
in Right of the Province of Newfoundland. Thereafter, Churchill Falls will not have any rights under the
Lease nor will it own the hydro-electric works attached to the land and consequently will be unable to use the
water of the Upper Churchill basin to generate electricity for export from the Province or for any other

purpose.
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The Act states that ‘‘all rights, privileges, liberties and interests vested in, conferring on or accruing to
Twinco (“Twin Falls’’) under the Statutory Lease and any sublease or license, as amended, executed
pursuant thereto do not cease to vest, confer or accrue and do not revest in Her Majesty but continue on and
after the commencement of this Act in all respects as though this Act had not been passed, except that in all
respects and for all purposes CFLCo (‘“Churchill Falls"’) is replaced as lessor or licensor to Twinco by Her
Majesty”’. Twin Falls is therefore assured that its rights to use the waters of the Unknown River to generate
electricity at the Twin Falls plant are protected notwithstanding the loss of rights by Churchill Falls to use
the water of the Upper Churchill basin to generate electricity.

Directors and Officers

During the year Twin Falls had ten directors and seven officers including three who were both directors and
officers. In 1983 and 1982 no remuneration was paid by Twin Falls to its directors and officers. At
December 31, 1983 there were nine directors and seven officers.

Comparative Figures

Certain of the 1982 financial statement amounts have been reclassified to conform to the current year’s
presentation.

27






g

: 1L I"I

— .
n n o .
— e ——
T = e
LR —
— - -
- -- il S
_— e o .
n = - B
—— - — -
S i
I o

R
|

;
-

b
i

e - -:--.EI— B
- e

B




...i..: e I _l.:F._:__ N

-.._._!i..‘ﬂ..--._-.l..-uaj . I S——— e .

_-ni ' - ﬁ,_





