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ONTARIO POWER GENERATION

2008 Overview

FINANCIAL HIGHLIGHTS

Year Ended December 31

(millions of dollars) 2008 2007
Revenue
Revenue before revenue limit rebate 6,359 5,887
Revenue limit rebate (277) (227)
6,082 5,660
Earnings
Income before interest and income taxes by segment:
Regulated — Nuclear Generation 235 (58)
Regulated — Nuclear Waste Management (670) (26)
Regulated — Hydroelectric 310 249
Unregulated — Hydroelectric 508 329
Unregulated — Fossil-Fuelled (25) 74
Other 78 52
Income before interest and income taxes 436 620
Net interest expense 165 143
Income tax expense (recovery) 183 (51)
Net income 88 528
Electricity production (TWh) 107.8 1051
Cash flow
Cash flow provided by operating activities 870 379

REVENUE AND OPERATING HIGHLIGHTS
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Corporate Profile

OPG is an Ontario-based electricity generation company whose principal
business is the generation and sale of electricity in Ontario. OPG’s focus is
on the efficient production and sale of electricity from its generating assets,
while operating in a safe, open and environmentally responsible manner.
OPG was established under the Business Corporations Act (Ontario)

and is wholly owned by the Province of Ontario.

In 2008, OPG had approximately 12,000 regular employees and generated 107.8 terawatt hours (TWh) of electricity.

OPG'’s electricity generating portfolio as of December 31, 2008, had a total in-service capacity of 21,748 megawatts (MW),
which consisted of:

e three nuclear generating stations with a capacity of 6,606 MW
e five fossil-fuelled generating stations with a capacity of 8,177 MW
* 64 hydroelectric generating stations with a capacity of 6,963 MW, and

e two wind power turbines with a capacity of 2 MW.

In addition, OPG and TransCanada Energy Ltd. co-own the Portlands Energy Centre gas-fired generating station. OPG, ATCO
Power Canada Ltd. and ATCO Resources Ltd. co-own the Brighton Beach gas-fired generating station. OPG also owns two
other nuclear generating stations, which are leased on a long-term basis to Bruce Power L.P. (“Bruce Power”).

Electricity Terms Contents
One megawatt (MW) is one million watts. Megawatts are a measure 2 Select Achievements
of electricity supply capacity at a point in time. 4 Chairman’s Message
5 President’'s Message
One kilowatt hour (kWh) is a measure of electricity demand per hour 6 Review of Operations

by customers. One kilowatt hour is the energy expended by fifty 20-watt 14 Management’s Discussion & Analysis
compact fluorescent lights burning for one hour. 72 Consolidated Financial Statements

77 Notes to the Consolidated Financial Statements
116 Officers
117 Ontario Power Generation Facilities

One kilowatt (kW) is 1,000 watts; one gigawatt (GW) is one billion watts;
and one terawatt (TW) is one trillion watts.

The average Ontario household uses approximately 1,000 kWh per month.

One megawatt hour (MWh) is 1,000 kWh; one gigawatt hour (GWh)
is one million kWh; and one terawatt hour (TWh) is one billion kWh.
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SELECT ACHIEVEMENTS - 2008

The Power to Achieve

ONTARIO POWER GENERATION INC.

OPG is selected by the Ontario government to operate two new nuclear
units on the Darlington site.

The first phase of the 550 MW gas-fuelled Portlands Energy Centre —
a partnership between OPG and TransCanada Energy — is completed
on time and on budget, helping to meet Toronto’s energy needs.

OPG continues biomass testing at its coal-fuelled plants involving longer test
burns of carbon neutral biomass — a potential new energy source for Ontario.

OPG receives the President’s Gold Award of Excellence for Employee Safety
from the Canadian Electricity Association — for three consecutive years of
achieving top quartile safety performance.

OPG’s 1,000 hydroelectric employees achieve over three years worked
without a lost-time injury.

Over 15,000 people attend the major anniversaries at OPG generating
stations: DeCew (110 years); Abitibi (75 years); R.H. Saunders (50 years);
and Thunder Bay (45 years).

Darlington and Pickering B nuclear stations receive 5-year operating licence
renewals from the Canadian Nuclear Safety Commission (CNSC).

OPG signs milestone equity partnership agreement with the Lac Seul First Nation.

Hydroelectric production is the best since 1979; hydroelectric availability
is the best since 1984.




The Power to Achieve

The Lac Seul Generating Station in northwestern
Ontario is OPG’s newest hydroelectric station since 1977.

Virtually completed in 2008 and declared in service in February 2009,
the generating station operates as a partnership between the Lac Seul
First Nation and OPG. The facility’s Ojibway name is “Obishikokaang
Waasiganikewigamig,” which means “White Pine Narrows electricity
generating building.”
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Chairman’s Message

“The Board was very pleased with

OPG’s performance in 2008, the strong

leadership provided by its management,
and the role of OPG as a major provider
of electricity for Ontario.”

OPG’s Board of Directors consists of seasoned business professionals with extensive experience in areas important to OPG’s
success. These areas include: the management and operation of nuclear stations; management of complex projects; overseeing
capital intensive enterprises; expertise in financing and financial services; and the restructuring of large business enterprises.

The Board was very pleased with OPG’s performance in 2008,
the strong leadership provided by its management, and the role
of OPG as a major provider of electricity for Ontario.

Operational performance in 2008 included surpassing a number of
milestones for OPG’s nuclear and hydroelectric generation; as well

as recognition for OPG’s safety and environmental performance.

During 2008, the Board was particularly pleased that OPG was
selected by its Shareholder, the Ontario government, to operate
two new nuclear units at its Darlington site. Nuclear expertise is
one of the Board’s strengths, and this decision was seen by the
Board as an affirmation of OPG’s capability as a responsible and
effective nuclear operator.

OPG’s signing of an equity partnership agreement with the
Lac Seul First Nation for a 12.5 MW hydroelectric project in
Ear Falls was another major milestone for OPG — and the first
of its kind in Ontario. A model for future such agreements,
the partnership agreement will help increase Ontario’s supply
of clean, renewable hydroelectric power.

ONTARIO POWER GENERATION INC.

OPG continued to explore in 2008 the possibility of burning
carbon-neutral biomass fuel on units at some of its coal-fired
stations. The Board sees biomass fuelled generation as an
important complement to OPG’s mandate to develop new
sources of clean, renewable power, and is proud of the
company’s efforts in this area.

While the current global economic downturn poses challenges
for Ontario’s economy and for OPG going forward, the Board
will ensure that OPG’s assets, its investments in electricity
infrastructure, and the expertise of its employees will continue
to serve Ontario’s electricity needs.

On behalf of the Board, | would like to express appreciation to
President and CEO Jim Hankinson and his management team for
their leadership and significant contribution to OPG’s continued
strong performance in 2008. Under the CEQO’s direction, OPG also
enhanced its leadership and succession planning capability and
developed a new strategic vision to position OPG as a leading,
low emitting generator.

T = 7. £

Jake Epp
Chairman



President’s Message

“A deep commitment to performance

excellence remains the bedrock
of OPG’s strategy and success.”

A deep commitment to performance excellence remains the bedrock of OPG’s strategy and success. This commitment was
reflected in OPG’s many safety achievements, its excellent environmental performance and its positive operational results.

These results included very strong hydroelectric and nuclear output as well as continued excellent reliability from our fossil-fuelled
plants. Output from our existing nuclear fleet was the best in OPG history. Our hydroelectric business had one of its best years,
achieving strong results across virtually all major indices — including safety, production, availability and environmental performance.
Individual stations and generating units also performed well. The Darlington nuclear station, for example, had another excellent
year in terms of safety, generation, unit capability and planned outage completion. In addition, four OPG nuclear units finished

the year among the top five performing CANDU reactors in the world.

There were challenges as well. Some stations experienced
unexpected extensions to planned outages. And while employee
safety performance was strong, there were areas requiring
improvement. The number of workplace injuries did not improve
compared to 2007 and there were a number of “near miss”
incidents that could have resulted in serious employee injury.
We put plans in place during 2008 to address both these
issues — intensifying our already extensive outage preparation
procedures and launching programs to mitigate risks that
contribute to injuries, and improve our root cause investigation
of near-miss safety incidents.

Our performance focus also includes achieving financial
sustainability. In 2008, we moved closer to this goal as a result
of the Ontario Energy Board’s (OEB) decision to increase
regulated prices on electricity produced by our nuclear and
regulated hydroelectric stations.

OPG earned just over $1 billion before interest and income taxes
in 2008 from its electricity generating segment. This compares
to $594 million earned from this segment during 2007. The strong
operating performance of our nuclear and hydroelectric stations
contributed to our improved results.

In contrast, OPG’s 2008 net income fell to $88 million compared
to net income of $528 million in 2007. The decline was primarily
due to the effects of the global economic downturn, which

had a negative effect on the current value of OPG’s nuclear
decommissioning fund. At the end of 2008, the value of this
fund declined to $4.3 billion compared to $5.1 billion at the
end of 2007.

OPG continued its strong commitment to develop new supplies
of largely low-emission and renewable generation — such as
new nuclear, hydroelectric and, potentially, biomass — for
Ontario’s businesses and residents. Our new supply initiatives
not only add to Ontario’s electricity supply, they contribute
significantly to Ontario’s infrastructure development, economic
growth and employment.

| was particularly proud of the initiatives launched in 2008 to
strengthen our capabilities and outcomes in recruiting, training,
leadership and succession planning. These steps will help
address our growing need for skilled and talented employees
to sustain current operations, manage new projects and
enhance our workforce.

OPG'’s vision is to be a leading clean energy company, powering
Ontario to a more sustainable energy future. In 2008, nearly

80 percent of OPG’s generation was from our nuclear and
hydroelectric stations. These facilities produce virtually no
emissions contributing to smog or climate change. We are
working to reduce emissions even more by expanding our
hydroelectric capability and exploring the possibility of burning
carbon-neutral biomass fuel at our coal-fired stations, which
have been directed by the Ontario government to stop burning
coal by the end of 2014.

Finally, | want to thank all employees for their efforts in making
2008 another productive year for OPG. Their focus on the safe
and reliable operation of our plants, coupled with their strong
community commitment, has contributed significantly to our
success. | am confident our employees will continue to perform,
as they always have, at the highest levels to the benefit of OPG
and the people of Ontario.

iy~

Jim Hankinson
President and CEO
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REVIEW OF OPERATIONS

The Power
to Deliver

OPG’s generating assets consistently
provided safe, reliable power to Ontario’s
families, communities and businesses.

OPG’s nuclear, hydroelectric and fossil generating stations
delivered solid performance in 2008, producing 107.8 TWh

of electricity — representing over 70 percent of the electricity
consumed in Ontario. Strong nuclear and hydroelectric output,
supported by production from our reliable fossil-fuelled plants,
drove performance during the year.

NUCLEAR: OPG'’s nuclear stations are the backbone of Ontario’s
electricity system, accounting for almost one-third of the energy
used in 2008 by the Province. Our nuclear stations had a strong
year in 2008, generating more than 48 TWh of electricity that has
virtually no emissions that contribute to smog or climate change.
Despite some challenging forced outages which impacted output,
this was the highest nuclear production level in the company’s
history from its existing nuclear fleet. Individual nuclear units also
delivered strong performance — with five of OPG’s 10 operating
units achieving unit capability factors of over 90 percent.

In addition, Darlington, Pickering B and the Pickering Nuclear
Waste Management Facility had their operating licences renewed
by the Canadian Nuclear Safety Commission (CNSC). These
licences are for the maximum length of time granted by the CNSC.
This is a strong testament to the safe and effective operation of
our nuclear stations by OPG’s experienced nuclear staff.

ONTARIO POWER GENERATION INC.
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The powerhouse of OPG’s Abitibi Canyon hydroelectric
generating station in northeast Ontario. Abitibi is OPG’s fifth
largest hydroelectric station. Improvements over the years
have increased its capacity from 285 MW to 350 MW.

OPG’s nuclear operations also received positive assessments
from the internationally recognized nuclear safety organization,
the World Association of Nuclear Operators (WANO). In July, a
team from WANO visited Pickering B for more than a week. While
noting a need for improvement in some areas, the WANO team
commented on the station’s progress in safety culture, preventive
maintenance and leadership alignment. Later in the year, a second
WANO team reviewed the corporate functions that support OPG’s
nuclear operations. The WANO team identified a number of key
strengths, including staffing and hiring, contract management
and leadership, and management development. WANO also
pointed out opportunities for improvement which OPG will

be addressing in 2009.

HYDROELECTRIC: OPG'’s hydroelectric stations play a critical
role in providing Ontario with clean and renewable power at an
affordable price. In 2008, these stations produced 36.4 TWh of
electricity — making it the best year for hydroelectric production
since 1979. Hydroelectric availability was also excellent, ending
the year in the mid-90 percent range — the best since 1984. OPG’s
strong hydroelectric performance benefited from higher water
flows on most river systems throughout the Province.



OPG employees Mike Morgan (left) and Jamie Smith (right) perform maintenance
work during a planned outage on Unit 4 at the Lambton coal-fired generating station.
OPG planned and executed 24 major outages in 2008 to ensure its fossil plants are
ready to provide electricity during peak demand periods in summer and winter.

In addition, major planned outages took place at key hydroelectric
sites — including the Beck complex, Cameron Falls, Otto Holden,
Des Joachims, Chats Falls and Chenaux. These outages provided
effective maintenance and targeted improvements which
contributed to the company’s strong hydroelectric performance.

FOSSIL: OPG'’s fossil-fuelled stations provide flexible, reliable
generation during periods of high demand when electricity is
needed most. Fossil generation in 2008 was just over 23 TWh. This
was lower than in previous years, due to a relatively mild summer,
some forced outage challenges, and stronger production from
OPG’s nuclear and hydroelectric stations. Nevertheless, OPG’s
fossil stations continued to deliver excellent reliability throughout
the year. Reliability during the critical summer months was very
strong. From June through August, Fossil’s Equivalent Forced
Outage Rate was under 8 percent — a 30 percent improvement
compared to the same period in 2007. This achievement is

the result of sound planning, smart investment and quality

work by OPG employees.

Going forward, OPG will be operating its coal-fired plants less
frequently as a result of the Ontario government’s revised carbon
dioxide emission requirements. Fossil operations will focus

on producing power primarily during the summer and winter
peak demand periods. The ability to consistently achieve this
performance goal will define Fossil’s success in the future.

Excellence in Reliability

NUCLEAR

Percentage of OPG’s 10
operating nuclear units that
had unit capability factors
above 90 percent

HYDROELECTRIC

OPG'’s hydroelectric
stations achieve their best

94 .3

availability since 1984
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REVIEW OF OPERATIONS

The Power
to Grow

OPG’s new generation projects and
ongoing asset improvements to its
existing generating facilities help ensure
Ontario has sufficient power to meet

its long-term electricity needs for many
decades to come.

NEW NUCLEAR: Nuclear energy represents the single most
important large-scale energy source to meet Ontario’s electricity
needs in the future. Nuclear generation has the added advantage
of being virtually free of emissions that cause air pollution and
contribute to global warming. In June 2008, OPG was selected
by the Ontario government to be the operator of two new nuclear
units at its Darlington site. The decision reflected OPG’s strong
performance and community support as a nuclear operator.
Throughout the year, OPG conducted extensive site evaluation
and environmental studies of the Darlington site — as well as
comprehensive community consultations — as part of the
required Federal approval process. When complete, the new units
will provide over 2,000 MW of generating capacity for Ontario’s
future energy supply. Next steps in the process include completion
of an ongoing Environmental Assessment (EA) and licensing
processes by OPG and the selection of the appropriate reactor
technology by the Ontario Government. The Government has
indicated the first reactor is expected to be in service by 2018
and the second by 2019.

NUCLEAR REFURBISHMENT: OPG is also assessing the
feasibility of refurbishing two of its existing nuclear generating
stations — Pickering B (brought into service: 1983-86) and
Darlington (brought into service: 1990-93). Together, these
stations contribute over 5,500 MW to Ontario’s electricity supply.
Extending their operating lives represents an important potential

ONTARIO POWER GENERATION INC.

The Darlington nuclear site in Durham Region can
accommodate up to four additional nuclear reactors
representing a total of 4,800 MW virtually free of
emissions contributing to smog and climate change.

supply option for Ontario. After extensive reviews by various federal
departments, a key milestone was completed in 2008 with a public
hearing on the EA for Pickering B’s refurbishment. Following this
hearing, the CNSC concluded in early 2009 that Pickering B’s
refurbishment is not likely to cause significant adverse environmental
effects after taking into account mitigation measures. Preliminary
work for assessing Darlington’s refurbishment also got underway

in 2008. Even though Darlington will not need to be refurbished
until the middle of the next decade, OPG is starting to plan early

to ensure the process goes smoothly.

HYDROELECTRIC DEVELOPMENT: OPG has a mandate
from the Ontario government to develop and expand the
Province’s supply of clean, renewable hydroelectric energy.

To help meet this goal, OPG has three major hydroelectric
projects underway — the Niagara Tunnel; the Upper Mattagami
and Hound Chute redevelopment project in northeast Ontario;
and the Lac Seul generating station in northwest Ontario. At the
end of 2008, excavation of the 10.4 kilometre Niagara Tunnel
was about one-third completed — slower than expected progress
due to challenging rock conditions inside the Tunnel itself. When
completed, the Tunnel will operate for at least 90 years — adding
an annual average of 1.6 TWh of energy to the output generated
by OPG’s Beck hydroelectric complex near Niagara Falls.



The 550:MW Portlands Energy Centre is strategically
positioned to help meet Toronto’s electricity needs.
In 2008, Portlands was named Energy Company

of the Year by the Ontario Energy Association.

Meanwhile, in northern Ontario, construction of the Upper
Mattagami/Hound Chute redevelopment projects began in the
summer. Construction of the 12.5 MW Lac Seul generating station
was completed in February 2009 and the station is now producing
power for Ontario. OPG also has eight new hydroelectric projects
in various stages of planning, representing a potential 600 MW

of additional hydropower for Ontario.

HYDROELECTRIC IMPROVEMENTS: OPG also added to its
hydroelectric supply through proactive maintenance, upgrades
and equipment improvements at its existing hydroelectric
stations. Runner upgrades completed on units at Chats Falls
and Des Joachims resulted in energy improvements representing
13.8 GWh of additional energy — enough to power about

1,400 households for one year.

FOSSIL: Working in partnership with TransCanada Energy,
OPG completed the first phase of the Portlands Energy Centre
in 2008. Portlands provides 550 MW of added capacity to help
meet central Toronto’s electricity needs. The second, combined
cycle phase of the natural gas-generating facility is expected to
be completed to meet its scheduled in-service date of June 1,
2009. The timely execution and completion of the first phase

of the Portlands Energy Centre earned for it the distinction

of being named “Energy Company of the Year” by the Ontario
Energy Association.

Going forward, OPG will position itself to respond to future natural
gas opportunities under the Ontario Power Authority’s Request
for Proposals process.

Enhancing Capacity

Number of potential
megawatts OPG’s
hydroelectric development
projects will contribute to
Ontario’s electricity supply

Number of hours OPG
employees devoted to the

Environmental Assessment
process for the Pickering B
refurbishment
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REVIEW OF OPERATIONS

The Power

of People

Investing in employees and
communities helps ensure
our long-term success.

A WORKPLACE TO BE PROUD OF: OPG is building a
workplace that leverages the power of people. The company
offers employees broad-based opportunities for interesting and
engaging work, professional growth and personal fulfillment.

It also means attracting highly qualified people to choose

OPG as an employer.

To help meet these goals, OPG is building a leadership culture
that proactively identifies, encourages and develops future leaders
within the company. In 2008, OPG'’s leadership model was

rolled out company-wide. This initiative focuses on developing
competencies in leadership selection, succession management,
performance planning and development. Robust development
programs were aimed at all management levels. The company is
also embracing a variety of options to expand its leadership pool,
including formal training and education, experienced-based learning
and mentoring. We are looking deeper into the organization to
identify future leaders earlier and accelerate their development.

During the past year, OPG launched a Leadership Forum for more
than 100 senior leaders. Under the auspices of this Forum, two
leadership events were held in 2008, enabling OPG to tap into the
expertise of its current leadership pool. The result was a number
of spin-off initiatives to improve performance and efficiency. These
Forums are now a regular feature of OPG’s operations, aimed

at strengthening leadership and organizational effectiveness.

ONTARIO POWER GENERATION INC.

Young people learn about nature as part of the Pickering
nuclear station’s “Tuesdays on the Trail” program on the
Waterfront Trail in Durham Region. The program is one
of more than 1,000 local community initiatives that OPG
helped support in 2008.

OPG also focused on increasing the number of new employees

— especially in the trades and engineering. In 2008, the company
hired approximately 800 new employees — including over

300 engineers and technicians. The company has expanded

its recruitment efforts at colleges and universities in Ontario and
Eastern Canada. Over 100 job offers were made to new university
graduates in 2008 as a result of this expanded campaign. OPG
also continued to develop and strengthen partnerships with many
educational institutions, trade and industry groups. These efforts
are helping to broaden the talent pool available to OPG.

To attract the best employees, OPG is committed to becoming

an employer that people want to work for — an employer of choice.
In 2008, OPG moved closer to this goal by being named one of
Canada’s Top 100 Employers for the second year in a row. OPG
was also named one of the top employers in the Greater Toronto
Area for the third consecutive year.

PRIDE IN OUR COMMUNITIES: OPG’s investment in people
includes investing in the communities where we operate.

As an Ontario-based company, OPG is proud of its economic
contribution to the Province.

In 2008, OPG invested more than $1.4 billion (excluding fuel
purchases) on goods and services in Ontario. Much of this
investment was directed toward operations and initiatives at

our many generating facilities. These investments helped finance
such undertakings as our efforts in nuclear new build, upgrades
to our hydroelectric stations and biomass testing at our
fossil-fuelled stations.



Lucy He, an intern at OPG’s Niagara Plant Group in 2008, is studying
Environmental Engineering at Carleton University, Ottawa. In 2008, OPG
hired over 425 students in its co-op and summer employment program as
part of its strategy to attract talented young people as future employees.

Through its Corporate Citizenship Program, OPG helped support
nearly 1,000 small, grass-roots community, environmental and
educational non-profit initiatives in its host communities.

OPG and its employees and pensioners also contributed over

$2 million to Ontario charities and other worthy causes as part

of the company’s annual Charity Campaign. Many OPG employees
and pensioners regularly volunteer their time and effort in our host
communities across Ontario.

In addition to its economic contribution, OPG is committed
to being an open, accountable and accessible presence in the
communities where it operates.

In 2008, the company held more than a dozen information
sessions — and established a special Community Kiosk — to share
information and seek input about the nuclear new build EA. OPG
plant personnel regularly reported to municipal councils and other
local groups on plant operations and initiatives. Senior executives,
including the CEO, met with community leaders in Durham
Region, Niagara, Timmins, Atikokan and other locations across
Ontario. OPG also celebrated four major station anniversaries in
2008 - all open to the public — at R.H. Saunders; Thunder Bay;
Abitibi; and DeCew generating stations.

Strong community support was also evident at Pickering B’s
and Darlington’s re-licensing hearings, conducted by the CNSC
in 2008. At these hearings, the stations received supportive
interventions from elected officials, organizations and individuals
in OPG’s host communities.

Employee and Community Focus

Number of times in the past
three years (2006-2008) that
OPG has been recognized
as one of Canada’s and
Toronto’s top employers

Number of engineers
and technicians hired

by OPG in 2008
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REVIEW OF OPERATIONS

The Power of
Commitment

OPG is committed to safety and
environmental excellence. We will
meet these commitments through

our continued focus on achieving

zero workplace injuries and through
our determination to become a leading
low emissions generating company.

SAFETY: Public and workplace safety is a fundamental OPG
value. It is the basis for all the trust and respect we have earned
from our stakeholders.

OPG’s overall safety performance was strong in 2008. A number
of sites reached major safety milestones with no lost time injuries,
demonstrating our progress towards reaching the goal of zero
workplace injuries. OPG was also honoured with several safety
awards — including awards from the Industrial Accident Prevention
Association, the Electrical and Utilities Safety Association and the
Canadian Electricity Association.

OPG measures its workplace safety performance using two
industry-recognized standards — Accident Severity Rate (ASR)
and All Injury Rate (AIR). Performance in both categories

was strong in 2008.

* OPG’s 2008 ASR performance is the best in its history.
During the year, OPG achieved an ASR of 1.47 days lost per
200,000 hours worked. This betters the company’s strong 2007
ASR performance of 1.56 days lost per 200,000 hours worked.

e OPG’s 2008 AIR was 1.15 injuries per 200,000 hours worked.
While slightly below the company’s 2007 AIR of 1.12 injuries
per 200,000 hours worked, this was still the second best
AIR in OPG’s history.

OPG’s commitment to continuous improvement in safety was
demonstrated in 2008 through programs launched to target the
reduction in musculoskeletal disorder injuries and our high risk areas
that contribute to “near-miss” incidents, any one of which could
have led to serious injuries to one of our employees or contractors.

ONTARIO POWER GENERATION INC.

OPG Fossil participants at OPG’s Joint Health and Safety
Committee (JHSC) Conference. Demonstrating their
commitment to OPG’s strong safety culture, more than

200 JHSC members from across OPG and those who support
them attended this major safety conference in February 2008.

ENVIRONMENT: OPG is committed to becoming a leading
low emissions energy company. Environmental performance
will define our progress toward this goal.

OPG'’s environmental performance is assessed annually using a
voluntary Environmental Performance Index (EPI). The EPI is based
upon weighted scores calculated relative to voluntary performance
benchmarks for spills, regulatory compliance, energy efficiency,
radiation measures and waste management. An overall score of
100 indicates that, on average, benchmarks were met. Scores
greater than 100 indicate performance better than benchmarks,
and scores less than 100 indicate performance that did not

meet benchmarks. The EPI sets targets for OPG that are more
demanding that those set by government regulation and includes
targets for several areas not covered by government regulation.

In 2008, OPG’s EPI was 117, indicating that OPG’s overall
environmental performance was better than target in many areas,
including spills, regulatory compliance and energy efficiency.
Nitrogen oxide emission rates at OPG units equipped with Selective
Catalytic Reduction (SCR) technology did not meet targets due to
temporary equipment issues and the operation of these units at low
loads, which compromised SCR operation. OPG’s tritium emissions
were worse than target. OPG has actions underway to address this
issue and improve its tritium emission performance going forward.

Total emissions from the company’s fossil-fuelled plants were
significantly lower compared to 2007 levels. This was primarily
due to lower demand and higher production from OPG’s nuclear
and hydroelectric plants. Emissions will be further reduced in 2009
as a result of OPG’s plan to focus its fossil production on meeting



Over 200 volunteers planted almost 650 trees and shrubs in Aléx Robertson
Park, Pickering, as part of “Take Pride in Pickering Day.” A supporter of the
bi-annual event, OPG and its local partners planted over 400,000 native
trees and shrubs across southern Ontario in 2008.

peak demand during the summer and winter months. This is in Demonstrating our Values
response to the Ontario government’s CO, reduction initiative,

announced in May 2008.

. ) o OPG’s operations - in the
OPG also continued to be honoured for its leadership in form of salaries, purchases,
biodiversity. The company received the international “Wings Over and payments in lieu of taxes -
Wetlands” award from the Wildlife Habitat Council and Ducks - represent a significant

contribution to Ontario’s billion

Unlimited Inc. for its wetlands stewardship. OPG and its partners "
economy and communities

were also recognized by the Carolinian Canada Council for its
forest restoration efforts. OPG operates one of the largest tree

planting programs in the Province.
At the end of 2008, OPG’s

Longer term, OPG is shaping its generation mix to be one of hy‘;"_‘i‘*'?‘ggg b“Siress ur;it g
the most low emitting portfolios in North America. The company’s ey employees ha

. R » | worked for a record period
evolving asset mix will include additional nuclear and hydroelectric without a lost time injury

sources as well as some gas-fired generation. As directed by the
Ontario government, OPG will no longer be burning coal at its
fossil-fuelled stations after 2014. This will significantly advance
OPG’s position as a low-emission generator.

OPG is also exploring the feasibility of burning carbon-neutral
biomass fuel at some of its coal-fired stations. In 2008, test burns
were conducted on units at the Nanticoke, Lambton and Atikokan
coal-fired stations. These included tests in which 100 percent
biomass fuel was burned — proving that the fuel is technically
capable of replacing coal. While these results are promising,

more studies are needed to determine whether biomass is

a practical commercial option.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This Management’s Discussion and Analysis (“MD&A”) should be read in conjunction with the audited consolidated financial
statements and accompanying notes of Ontario Power Generation Inc. (“OPG” or the “Company”) as at and for the year ended
December 31, 2008. OPG’s consolidated financial statements are prepared in accordance with Canadian generally accepted
accounting principles (“GAAP”) and are presented in Canadian dollars. Certain of the 2007 comparative amounts have been
reclassified to conform to 2008 presentation. This MD&A is dated February 12, 2009.

FORWARD-LOOKING STATEMENTS

The MD&A contains forward-looking statements that reflect OPG’s current views regarding certain future events and circumstances.

Any statement contained in this document that is not current or historical is a forward-looking statement. OPG generally uses words

such as “anticipate”, “believe”, “foresee”, “forecast”, “estimate”, “expect”, “schedule”, “intend”, “plan”, “project”, “seek”, “target”,
“goal”, “strategy”, “may”, “will”, “should”, “could” and other similar words and expressions to indicate forward-looking statements.

The absence of any such word or expression does not indicate that a statement is not forward-looking.

All forward-looking statements involve inherent assumptions, risks and uncertainties and, therefore, could be inaccurate to a
material degree. In particular, forward-looking statements may contain assumptions such as those relating to OPG’s fuel costs

and availability, asset performance, nuclear decommissioning and waste management, closure of coal-fired generating stations,
refurbishment of existing facilities, development and construction of new facilities, pension and other post employment benefit
(“OPEB”) obligations, income taxes, spot electricity market prices, the ongoing evolution of the Ontario electricity industry,
environmental and other regulatory requirements, health, safety and environmental developments, business continuity events,

the weather, the developments with respect to third-party Asset-Backed Commercial Paper, and the impact of decisions by the
Ontario Electricity Board. Accordingly, undue reliance should not be placed on any forward-looking statement. The forward-looking
statements included in this MD&A are made only as of the date of this MD&A. OPG does not undertake to publicly update these
forward-looking statements to reflect new information, future events or otherwise.
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THE COMPANY
OPG is an Ontario-based electricity generation company whose

principal business is the generation and sale of electricity in Ontario.

OPG'’s focus is on the efficient production and sale of electricity
from its generating assets, while operating in a safe, open and
environmentally responsible manner. OPG was established under
the Business Corporations Act (Ontario) and is wholly owned by
the Province of Ontario (the “Province”).

At December 31, 2008, OPG’s electricity generating portfolio
had an in-service capacity of 21,748 megawatts (“MW”). OPG’s
electricity generating portfolio consists of three nuclear generating
stations, five fossil-fuelled generating stations, 64 hydroelectric
generating stations, of which four are being redeveloped, and
two wind generating stations. In addition, OPG and TransCanada
Energy Ltd. co-own the Portlands Energy Centre gas-fired
generating station. OPG, ATCO Power Canada Ltd. and ATCO
Resources Ltd. co-own the Brighton Beach gas-fired generating
station. OPG also owns two other nuclear generating stations,
which are leased on a long-term basis to Bruce Power L.P.
(“Bruce Power”).

In-Service Generating Capacity

by Segment
December 31, 2008
Mw)
21,748
6,606
8,177
2
B Regulated — Nuclear
B Regulated — Hydroelectric
B Unregulated - Hydroelectric

Unregulated — Fossil-Fuelled
Other

OPG’s Reporting Structure

During the fourth quarter of 2008, OPG revised the composition
of its reporting segments to correspond with OPG'’s strategic
business unit structure and changes to internal reporting. OPG’s
business segments are reported in a manner consistent with the
way that management organizes the business for making operating
decisions and assessing performance. As part of the revised
internal reporting structure and to improve the transparency of the
information provided to stakeholders, a new business segment
was created and classified under the caption Regulated — Nuclear
Waste Management. This new segment includes certain activities
associated with the management of used nuclear fuel and low
and intermediate level waste, the decommissioning of OPG’s
nuclear generating stations (including the stations leased to Bruce
Power), the management of the nuclear fixed asset removal and
nuclear waste management funds (the “Nuclear Funds”), and
related activities including the inspection and maintenance of the
waste storage facilities. OPG’s other business segments include
Regulated — Nuclear Generation, Regulated — Hydroelectric,
Unregulated — Hydroelectric, and Unregulated — Fossil-Fuelled.

A description of all of OPG’s business segments is provided under
the heading Business Segments. The preceding year figures have
been reclassified to conform with this new presentation.

RATE REGULATION

Since April 1, 2005, OPG has received a regulated price for
electricity generated from most of its baseload hydroelectric
facilities and all of the nuclear facilities that it operates. This
comprises electricity generated from the Sir Adam Beck 1, 2 and
Pump generating station, DeCew Falls 1 and 2, and R.H. Saunders
hydroelectric facilities, and Pickering A and B and Darlington
nuclear facilities. The regulated prices were established pursuant
to a regulation issued under the Electricity Restructuring Act, 2004
(Ontario) for the three-year period that ended on March 31, 2008.
The regulated price established for the first 1,900 megawatt hours
(“MWh”) of production from the regulated hydroelectric facilities

in any hour was $33.00/MWh (3.3¢/kWh). For generation above
1,900 MWh, OPG received the spot electricity market price as an
incentive mechanism to optimize hydroelectric production. The
regulated price established for production from OPG’s nuclear
facilities was $49.50/MWh (4.95¢/kWh). OPG’s production was
subject to these regulated prices up to April 1, 2008, and to the
hydroelectric incentive mechanism up to December 1, 2008.

The regulation also directed OPG to establish variance and
deferral accounts for certain costs incurred and revenues earned
or foregone. Variance account balances recorded by OPG
captured deviations from the forecast information provided

to the Province for the period from April 1, 2005 to April 1, 2008
for the purposes of establishing the above regulated prices.
These related to the impact of water conditions on hydroelectric
electricity production; revenues for ancillary services from the
regulated facilities; transmission outages and transmission
restrictions; and non-capital costs related to nuclear capacity
refurbishment incurred since April 1, 2005. Deferral account
balances recorded by OPG included non-capital costs incurred
after January 1, 2005 associated with the planned return to
service of all units at the Pickering A nuclear generating station;
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the revenue requirement impact of changes in OPG’s liabilities for
nuclear used fuel management and nuclear decommissioning and
low and intermediate level waste management (“Nuclear Liabilities”)
arising from the 2006 Approved Reference Plan in accordance with
the terms of the Ontario Nuclear Funds Agreement (“ONFA”); and
non-capital costs related to new nuclear generation development
incurred on or after June 13, 2006.

The regulation further prescribed, subject to certain requirements,
that the Ontario Energy Board (“OEB”) should determine OPG’s
regulated prices to be effective no earlier than April 1, 2008. In
November 2007, OPG filed an application with the OEB for new
regulated prices for its regulated facilities effective April 1, 2008.

The OEB’s decision on the application was issued on November 3,
2008. This was followed by an OEB order on December 2, 2008
which established the new regulated prices at $36.66/MWh
(3.67¢/kWh) and $54.98/MWh (5.50¢/kWh) for OPG’s regulated
hydroelectric and nuclear facilities, respectively, based on an
approved 21-month revenue requirement for the period from
April 1, 2008 to December 31, 2009 of approximately $6.0 billion.
These prices were approved effective April 1, 2008. The new
regulated prices reflect the OEB’s decision with respect to the
recovery of OPG’s variance and deferral account balances
recorded prior to April 1, 2008 pursuant to the regulation under
the Electricity Restructuring Act, 2004 (Ontario). In order to
reflect the recovery of these balances, the nuclear regulated
price of $54.98/MWh includes a rate rider of $2.00/MWHh.

The Independent Electricity System Operator (“IESO”) implemented
the new prices on December 1, 2008. As the OEB determined that
these prices should apply retrospectively to production starting on
April 1, 2008, OPG receives additional rate riders of $3.22/MWh
for production from its nuclear facilities and $2.18/MWh for its
regulated hydroelectric facilities starting on December 1, 2008,

as a means of collecting the retrospective revenue.

The OEB also approved a revised incentive mechanism based
on market signals to optimize hydroelectric production. This new
mechanism became effective on December 1, 2008. Under this
mechanism, OPG receives the approved hydroelectric payment
amount for the actual average hourly net energy production from
the prescribed hydroelectric facilities in that month. In the hours
when the net actual energy production in Ontario is greater or
less than the average hourly net volume, OPG’s revenues are
adjusted by the difference between the average hourly net volume
in the month and the actual net energy production multiplied

by the market price.

The OEB also authorized the continuation of certain existing,

and the creation of new variance and deferral accounts effective
retrospectively to April 1, 2008. Additional information regarding the
OEB decision is provided under the heading Recent Developments.

The production from OPG’s other generating assets remains
unregulated and continues to be sold at the Ontario electricity spot
market price. However, 85 percent of the generation output from
OPG’s other generating assets, excluding the Lennox generating
station, stations whose generation output is subject to a

ONTARIO POWER GENERATION INC.

Hydroelectric Energy Supply Agreement (“HESA”) with the Ontario
Power Authority (‘OPA”) pursuant to a ministerial directive, and
forward sales as of January 1, 2005, is subject to a revenue limit.
The output from a generating unit where there has been a fuel
conversion and the incremental output from a generating station
where there has been a refurbishment or expansion of these assets
are also excluded from the output covered by the revenue limit.

The revenue limit, which was originally established for a period

of 13 months ending April 30, 2006, was subsequently extended
for an additional three years. Starting May 1, 2006, the revenue
limit decreased to 4.6¢/kWh from the previous limit of 4.7¢/kWh.
On May 1, 2007, the revenue limit returned to 4.7¢/kWh and
increased to 4.8¢/kWh effective May 1, 2008. In addition, beginning
April 1, 2006, volumes sold under a Pilot Auction administered

by the OPA are subject to a revenue limit that is 0.5¢/kWh higher
than the revenue limit applicable to OPG’s other generating assets.
Revenues above these limits are returned to the IESO for the
benefit of consumers. The term of the revenue limit rebate

ends on May 1, 2009.

HIGHLIGHTS

Overview of Results

This section provides an overview of OPG’s audited consolidated
operating results. A detailed discussion of OPG'’s performance
by reportable business segment is included under the heading
Discussion of Operating Results by Business Segment.

(millions of dollars) 2008 2007
Revenue
Revenue before revenue limit rebate 6,359 5,887
Revenue limit rebate (277) (227)
6,082 5,660
Fuel expense 1,191 1,270
Gross margin 4,891 4,390
Expenses
Operations, maintenance
and administration 2,967 2,974
Depreciation and amortization 743 695
Accretion on fixed asset removal and
nuclear waste management liabilities 581 507
Losses (earnings) on nuclear fixed
asset removal and nuclear waste
management funds 93 481)
Other net expenses 71 75
4,455 3,770
Income before interest and income taxes 436 620
Net interest expense 165 143
Income t