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THE YEAR 2010

view

(millions of dollars — except where noted) 2010 2009 REVENUE, NET OF REVENUE LIMIT
REBATE BY SEGMENT
Revenue (millions of dollars)
Revenue before revenue limit rebate 5,375 5,640
Revenue limit rebate = (27) 5,375 5,613
5,375 5,613
Fuel expense 908 991
3.030 3,179
Gross margin 4,467 4,622
Expenses 72523 7gg
Operations, maintenance and administration 2,903 2,882 497 605 _
Depreciation and amortization 698 760 936 901
Accretion on fixed asset removal and 125 102
nuclear waste management liabilities 660 634 2010 2009
Earnings on nuclear fixed asset removal
and nuclear waste management funds (668) (683)
Restructuring 27 - ELECTRICITY GENERATION
Property and capital taxes 77 86 BY SEGMENT
Other losses (gains) 5 (10) (TWh)
3,702 3,669 88.6 L)
Income before interest and income taxes 765 953
Net interest expense 176 185 45.8 6.8
Income tax (recovery) expense (60) 145
Net income 649 623 18.9 B
16.8
Electricity production (TWh) 88.6 92.5 11;; ] -
. 9.5
Cash flow 2010 2009
Cash flow provided by operating activities 817 299

IN-SERVICE GENERATING
CAPACITY (MW) BY SEGMENT
December 31, 2010

19,931 MW Other
2 MW
Regulated — Nuclear Generation
Regulated
Regulated — Nuclear Waste Management Unregulated Nuclear
. Thermal Generation
Regulated — Hydroelectric 6,327 MW 6,606 MW
B Unregulated - Hydroelectric
Unregulated — Thermal
Other
Unregulated Regulated
Hydroelectric Hydroelectric

3,684 MW 3,312 MW



CORPORATE PROFILE

OPG is an Ontario-based electricity generation
company whose principal business is the
generation 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.

We are OPG

AT DECEMBER 31, 2010 OPG’s electricity generating portfolio had In addition, OPG and TransCanada
an in-service capacity of 19,931 megawatts Energy Ltd. co-own the Portlands Energy
(“MW?”). OPG operates: Centre gas-fired combined cycle generating

station. OPG and ATCO Power Canada Ltd.
co-own the Brighton Beach gas-fired
combined cycle generating station. OPG also
owns two other nuclear generating stations,

e Three nuclear
generating stations,

* Five thermal generating stations,

* 65 hydroelectric generating which are leased on a long-term basis to
stations, and Bruce Power L.P. These co-owned and leased
 Two wind power turbines. stations are incorporated into OPG'’s financial

results but are not included in the generation
portfolio statistics set out in this report.

ELECTRICITY TERMS One megawatt (MW) is one million watts. The typical residential customer uses
Megawatts are a measure of electricity supply approximately 800 kWh per month.
capacity at a point in time.
One megawatt hour (MWh) is 1,000 kWh;
One kilowatt (kW) is 1,000 watts; one gigawatt ~ one gigawatt hour (GWh) is one million kWh;
(GW) is one billion watts; and one terawatt (TW)  and one terawatt hour (TWh) is one billion kWh.
is one trillion watts.

One kilowatt hour (kWh) is a measure

of electricity demand or supply per hour.
One kilowatt hour is the energy expended
by fifty 20-watt compact fluorescent lights
burning for one hour.
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CHAIRMAN’S MESSAGE

The OPG Board of Directors embraces

a “continuous improvement” approach to
corporate governance and to fulfilling its
responsibilities for oversight and stewardship
of the company and its assets, ensuring
financial sustainability and enhancing
shareholder value.
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In 2010, the expertise and experience of the Board was
heavily engaged in:

e enhancing Board oversight,
e developing new generation projects and partnerships, and
e continuing to demonstrate value to Ontario ratepayers.

Enhancing Board Oversight: OPG is operating in an
increasingly dynamic and changing electricity sector in
Ontario. To improve its oversight in this shifting environment,
the Board streamlined and restructured its committees

to permit more strategic oversight of OPG’s risk profile

and mitigation. This has resulted in a more nimble and
strategic approach to understanding the implications of

the key risks facing OPG and equipping directors with

a sharpened perspective on where OPG should be

10 to 20 years from now.

The Board also hosted quarterly receptions throughout
the year to meet and build rapport with those employees
who will be OPG’s future leaders.

New Generation Development and Partnerships:

The OPG Board is pleased that a number of OPG generation
and refurbishment projects were recognized in Ontario’s
Long-Term Energy Plan. These projects will create jobs

and will protect and add value to existing assets already
paid for by Ontarians. They will also add reliable and
virtually emission free generation to the Province’s supply
of hydroelectric and nuclear generation — the backbone

of Ontario’s electricity system.



The Board holds OPG’s management accountable for
effective project performance and, as part of its oversight,
visits various project sites. In 2010, some OPG directors
visited with staff, contractors and stakeholders at the Niagara
Tunnel project and the Upper Mattagami River project sites.

In celebration of OPG’s partnership in the largest
hydroelectric development project in northern Ontario in
the last 40 years, a group of OPG Directors travelled to
northern Ontario to tour the Lower Mattagami River project
and then travelled on to Moosonee and Moose Factory to
meet with the Chief and Council of Moose Cree First Nation
(MCEN). There they participated in a signing ceremony to
honour the anniversary of the partnership agreement. The
whole Board later hosted the MCFN in a celebration of the
partnership in Toronto.

Demonstrating Value to Ontarians: Ontario ratepayers
expect the Province’s publicly-owned companies to
continuously demonstrate their value to Ontarians. OPG is
no exception. While OPG is the only electricity generating
company to have its rates publicly reviewed and regulated
by the Ontario Energy Board, it also receives lower rates
for electricity generation than its competitors, meaning that
OPG continues to mitigate electricity prices for Ontarians.
This is an important role for OPG. But that is only one

side of the coin.

In 2010, OPG furthered the work started in 2008 to reduce
costs without compromising safety, reliability or the
environment. The 2011-2015 Business Plan approved by
the Board and submitted to our Shareholder, included
actions that will help increase electricity production while
also reducing costs.

Going forward, the Board will continue to effectively
enhance its oversight and fiduciary responsibilities by
evolving, responding and adapting strategically to change
in Ontario’s electricity sector.

The Board is proud of OPG’s performance in 2010. The
company’s achievements in safety, the environment, project
management, cost-efficiency, in openness and transparency,
and in its financial and operational performance represent

a valuable contribution to the Province’s social and
economic well-being.

We thank OPG’s management and all employees for their
role in making this possible and look forward to further
successes in the years ahead.

'q—:-—_;uc Etr .
Jake Epp \\)

Chairman
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PRESIDENT’S MESSAGE

OPG performed well in 2010. Net income for the year
was $649 million compared to $623 million in 2009.
OPG is a publicly-owned company, and our net-income
remains within the Province. The company held the line
on costs, successfully completed several major capital
projects and had reliable performance from its major
asset groups. OPG also continued to expand its supply
of renewable hydroelectric generation and progressed
in its plans to modernize its nuclear fleet and convert
its thermal stations into cleaner burning facilities
fuelled by natural gas or biomass.

Our progress in 2010 was a direct result of the effort, initiative
and commitment of our skilled and dedicated employees.
As always, their contribution made the difference. | am proud
to lead a company that attracts and employs such people.

Low-Cost Provider: OPG maintained its position as Ontario’s
low-cost electricity provider. Effective cost control contributed
to this and remains an ongoing imperative for OPG. We are
committed to providing electricity to Ontarians at the lowest
rates in the Province. As a publicly owned company, this is

a key role for us and one that we are proud to play.

OPG is also the only generator in Ontario with rates set
through an open and transparent hearings process,
conducted by the Ontario Energy Board (OEB). During the past
year, the company applied to the OEB for a rate increase on its
regulated hydro and nuclear generation. The OEB’s decision
was issued on March 10, 2011 followed by the issuance of the
OEB’s order establishing the new regulated prices. The OEB
established regulated prices of $34.13/MWh and $55.85/MWh
for production from OPG’s regulated hydroelectric and nuclear
facilities, respectively, effective March 1, 2011. This compares
to previously established regulated prices of $36.66/MWh

and $54.98/MWh, respectively. OPG will continue to produce
reliable, low-cost electricity and help expand and enhance
Ontario’s electricity infrastructure.

Reliable Production: Production for the year was

88.6 TWh — nearly 4 TWh less than in 2009. Low water levels
and the Pickering Vacuum Building Outage (VBO) contributed
to this decline by reducing production at our hydroelectric
and nuclear plants. Offsetting this was the solid performance
displayed by OPG’s thermal generating stations.
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Despite lower production, asset performance as measured
by reliability was strong — the result of a focused inspection,
maintenance and operations strategy. Hydro and thermal
reliability was high and reliability for the Darlington nuclear
station improved. In fact, two of Darlington’s reactors finished
the year among the top five performing CANDU reactors in
the world. Reliability at Pickering declined relative to 2009
because of the VBO which required taking all of the station’s
reactors offline for almost six weeks. This was OPG’s largest
nuclear project in 2010.

Increasing Ontario’s Hydroelectric Supply: In keeping
with our mandate to help expand Ontario’s electricity supply,
OPG continued to add clean, renewable hydropower to

its portfolio in 2010. A significant contribution came from the
successful completion of the Upper Mattagami-Hound Chute
redevelopment project in northeast Ontario. The project
replaced four end-of-life stations in Northeastern Ontario.
With a total capacity of 44 MW, these new stations will
produce hydroelectricity for generations to come. Capacity
additions were also achieved through OPG’s ongoing
hydroelectric runner upgrade program. This program has
contributed 278 MW since the company was formed in 1999.
Qver the next five years, OPG plans to increase capacity at
its hydro stations by more than 50 MW through installation of
new runners and other equipment. In addition, a fourth unit
was added at Healey Falls generating station in Campbeliford,
increasing the station’s capacity by just over 6 MW.

Further additions to energy and capacity will come from
generation projects such as the Niagara Tunnel located
beneath the City of Niagara Falls and the Lower Mattagami
project located north of Kapuskasing. Excellent progress
was made on the Tunnel in 2010, and tunnel excavation was
completed in May 2011. By the end of 2013, we expect it

to be providing the Sir Adam Beck complex with enough
additional water to generate an additional 1.6 TWh of
electricity annually. The $2.6 billion Lower Mattagami project,
announced in June 2010, will add approximately 438 MW
of peaking electricity to Ontario’s supply. This is the largest
hydroelectric generating construction project undertaken in
northern Ontario in 40 years.



Modernizing Our Nuclear Assets: OPG also continued
efforts to revitalize its long-serving nuclear fleet. Our nuclear
units are the workhorses of Ontario’s electricity system,
supplying the Province with a significant amount of its
baseload generation. To maintain this role, OPG plans to
sequentially refurbish the four reactors at its Darlington
station, starting in the middle of this decade. Steps taken

in 2010 included: announcing construction of a full scale
reactor mock-up to train refurbishment workers, and the
commencement of the Environmental Assessment (EA)
process. In addition, OPG plans to build two new nuclear units
at Darlington. Preparations include obtaining a site preparation
licence and continuing with the EA process. EA hearings

for the new reactors were held March/April 2011. The past
year also saw OPG announce plans to continue the safe and
reliable performance of Pickering B nuclear station until about
2020. OPG is undertaking a coordinated set of initiatives to
evaluate this opportunity, including the September 2010
submission of a Continued Operations Plan to Canada’s
nuclear regulator, the Canadian Nuclear Safety Commission.

Modernizing our nuclear fleet will require precise coordination,
meticulous planning and the ability to execute complex work
on time and on budget. The preparations made in 2010 have
put us on a firm footing toward accomplishing these goals.

Converting our Coal Units to Cleaner Fuels: Plans for
the modernization of some of OPG’s coal-burning units
likewise made progress. In 2010, the Ontario Minister of
Energy directed the Ontario Power Authority to negotiate

an energy supply agreement with OPG for the supply of
biomass-fuelled electricity from our Atikokan station. In
addition, Ontario’s Long-Term Energy Plan includes the
conversion to natural gas of OPG’s Thunder Bay station. The
Plan also recognizes the potential to convert to natural gas
some units at the Lambton and Nanticoke stations. These are
important steps in transitioning portions of our coal-burning
operations to cleaner fuels. OPG must stop burning coal by
the end of 2014. To accelerate this process, the company

in response to government direction closed four coal-units
in 2010 and will close another two units in 2011.

Excellence in Project Management: OPG completed
several significant projects in 2010 aimed at strengthening
our assets. These included:

e the Pickering VBO, a massive project involving the inspection
and maintenance of one of the station’s key safety systems;

¢ the Pickering A Safe Storage project — a five-year project
requiring the defueling, dewatering and isolating of
Units 2 and 3 while the station’s remaining two units
continued to operate;

e the Upper Mattagami-Hound Chute hydro project, and

e completion of outages at the Abitibi Canyon generating
station and on Unit 7 at the Pickering B nuclear station.

All these projects were finished ahead of schedule and within
their approved budgets. OPG undertakes a number of large
projects every year, and we are committed to continuous
performance improvement in every project we undertake.

OPG’s Commitment to Safety: Safety is OPG’s most
fundamental and encompassing value. Earlier this year, a
tragic earthquake and tsunami damaged several of Japan’s
nuclear reactors, proving once again that safety can never
be taken for granted. OPG’s safety commitment is constant,
uncompromising and unconditional. Because we generate
large amounts of energy from many sources — hydroelectric,
nuclear and thermal — we have a special responsibility to
achieve safety excellence.

While we had safety successes in 2010, we know we

can always do better. Our ultimate goal with respect to
employee safety is zero workplace injuries. In addition, our
focus on public and environmental safety will continue to
help ensure that all our generating facilities operate at the
highest standards of safety and security. This includes an
emphasis on continually improving our safety performance.
As a responsible power producer, we owe it to ourselves
to achieve our safety goals. We also owe it to all Ontarians,
whose trust and respect we must earn every single day.

Pl e
Tom Mitchell
President and CEO
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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, 2010. 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 2009
comparative amounts have been reclassified to conform to
the 2010 presentation. This MD&A is dated March 4, 2011.

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, including those set out under

the heading Risk Management, 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
or conversion 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 on-going evolution of the Ontario electricity industry,
proposed new legislation, conversion to International
Financial Reporting Standards (“IFRS”), environmental

and other regulatory requirements, health, safety and
environmental developments, business continuity events,
the weather, and the impact of regulatory decisions by the
Ontario Energy Board (“OEB”). 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. Except as required
by applicable securities laws, OPG does not undertake to
publicly update these forward-looking statements to reflect
new information, future events, or otherwise.

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
generation 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, 2010, OPG’s electricity generating portfolio
had an in-service capacity of 19,931 megawatts (‘“MW”).
OPG operates three nuclear generating stations, five thermal
generating stations, 65 hydroelectric generating stations,
and two wind power turbines. In addition, OPG and
TransCanada Energy Ltd. co-own the Portlands Energy
Centre (“PEC”) gas-fired combined cycle generating station.
OPG and ATCO Power Canada Ltd. co-own the Brighton
Beach gas-fired combined cycle 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”). These co-owned facilities and leased stations are
incorporated into OPG'’s financial results, but are not included
in the generation portfolio statistics set out in this report.

IN-SERVICE GENERATING
CAPACITY (MW) BY SEGMENT
December 31, 2010

19,931 MW
Other
2 MW
Regulated
Unregulated Nuclear_
Thermal Generation
6,327 MW 6,606 MW
Unregulated Regulated
Hydroelectric Hydroelectric
3,684 MW 3,312 MW
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MANAGEMENT’S DISCUSSION AND ANALYSIS

On October 1, 2010, the in-service capacity of the
Unregulated — Thermal segment decreased by 1,730 MW as
a result of the closure of four coal-fired units: Units 1 and 2
at the Lambton generating station and Units 3 and 4 at the
Nanticoke generating station. Prior to the closure of Units 1
and 2 at the Lambton coal-fired generating station, the
in-service capacity of the Unregulated — Thermal segment
decreased in 2010 by 120 MW as a result of a reduction in
the net Maximum Continuous Rating (“MCR”). The reduction
in MCR enabled the units to operate within environmental
regulations until their closure on October 1, 2010.

During 2010, the in-service capacity of the Regulated —
Hydroelectric segment increased by 10 MW primarily due to
a runner upgrade at the Sir Adam Beck 1 generating station.
The in-service capacity of the Unregulated — Hydroelectric
segment increased by 42 MW during 2010 compared to
2009 primarily due to the completion of the Upper Mattagami
and Hound Chute generating stations, the addition of a fourth
unit at the Healey Falls hydroelectric generating station,

and increases in capacity at the Cameron and Alexander
generating stations as a result of runner upgrades.

OPG’S REPORTING STRUCTURE

OPG receives 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
(collectively the “Prescribed Facilities”). The operating results
related to these regulated facilities are described under the
Regulated — Nuclear Generation, Regulated — Nuclear Waste
Management, and Regulated — Hydroelectric segments. For
the remainder of OPG’s hydroelectric facilities, the operating
results are described under the Unregulated — Hydroelectric
segment. The results from the thermal facilities are discussed
in the Unregulated — Thermal segment.

A description of all OPG’s segments is provided under
the heading, Business Segments.
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Revenue Mechanisms for Regulated
and Unregulated Generation

REGULATED GENERATION

Beginning April 1, 2005, the prices for most of OPG'’s baseload
hydroelectric generation and all of its nuclear generation
became regulated pursuant to changes to the Ontario Energy
Board Act, 1998 and Ontario Regulation 53/05. The regulation
established the regulated prices that OPG received up to
April 1, 2008 for the Prescribed Facilities. Beginning April 1,
2008, OPG'’s regulated prices for the Prescribed Facilities
are determined by the OEB. In 2008, the OEB determined
the regulated prices effective April 1, 2008, based on a
forecast cost of service methodology. The forecast cost

of service methodology establishes regulated prices based
on a revenue requirement taking into account a forecast

of production volumes and total operating costs, and a
return on rate base. Rate base is a regulatory construct that
represents the average net level of investment in regulated
fixed assets and an allowance for working capital.

The regulated price for production from OPG’s nuclear
facilities is 5.50¢/kWh, as established by the OEB effective
April 1, 2008. This price included a rate rider of 0.20¢/kWh
for the recovery of approved nuclear deferral and variance
account balances. The regulated price for production from
OPG'’s regulated hydroelectric facilities is 3.67¢/kWh, as
established by the OEB effective April 1, 2008, and includes
the recovery of approved hydroelectric variance account
balances. The OEB’s 2008 decision also established a
number of variance and deferral accounts for the period
after April 1, 2008, including those authorized pursuant

to Ontario Regulation 53/05. Variance accounts capture
the difference between actual costs and revenues, and
the corresponding forecast amounts approved by the
OEB in the setting of the regulated prices.

Effective December 1, 2008, the OEB also approved

a revised incentive mechanism for production from the
regulated hydroelectric facilities. Under this mechanism,
OPG receives the approved regulated price of 3.67¢/kWh
for the actual average hourly net energy production from
these hydroelectric facilities in that month. In the hours
when the actual net energy production in Ontario is greater
or less than the average hourly net volume in the month,
hydroelectric revenues are adjusted by the difference
between the average hourly net volume and the actual
net energy production multiplied by the spot market price.



In January 2009, OPG filed a motion with the OEB to review,
and vary a portion of the OEB’s decision establishing current
regulated prices, as it pertains to the treatment of tax losses
for the period April 1, 2005 to March 31, 2008 and their

use for mitigation of the regulated prices. The OEB granted
OPG’s motion in a decision and order in May 2009. This
order also directed OPG to establish a variance account

to record the difference between the amount of mitigation
included in the approved regulated prices and the revenue
requirement reduction available from tax loss carry forwards
recalculated as per the OEB’s decision (“Tax Loss Variance
Account”). The establishment of this variance account,
which was effective retrospectively to April 1, 2008, resulted
in an increase in regulatory assets and a corresponding
recognition of revenue in 2009 and 2010.

In October 2009, the OEB’s decision and order on OPG’s
accounting order application authorized the continuation of
the nuclear rate rider of 0.20¢/kWh after December 31, 2009.
The decision and order also approved the basis for recording
entries to the existing deferral and variance accounts after
December 31, 2009.

In May 2010, OPG filed an application with the OEB for
new regulated prices to be effective March 1, 2011 for
the Prescribed Facilities using a forecast cost of service
methodology. The public hearing process on OPG’s
application was completed on December 21, 2010. As of
the date of this MD&A, the OEB has not issued its decision
on OPG'’s application. Further information about OPG’s
application filed with the OEB is included under the
heading, Recent Developments.

UNREGULATED GENERATION

Electricity generated from OPG’s other generating assets
remains unregulated and continues to receive the Ontario
electricity spot market price, except where an energy
supply agreement is in place. Generation from the Lac Seul
and Ear Falls generating stations, Healey Falls generating
station, and the Sandy Falls, Wawaitin, Lower Sturgeon,
and Hound Chute generating stations are subject to a
Hydroelectric Energy Supply Agreement (“HESA”). In 2010,
OPG also finalized a HESA for the Lower Mattagami
hydroelectric development project. The payments under
the Lower Mattagami HESA commence when the first
incremental unit comes into service.

The Lambton and Nanticoke generating stations are subject
to a contingency support agreement with the Ontario
Electricity Financial Corporation (“OEFC”). The agreement
was put in place to enable OPG to recover the costs of those
coal-fired generating stations following implementation of
OPG’s CO, emissions reduction strategy. Production from
the Lennox generating station was subject to a reliability
must run contract up to September 30, 2009. OPG finalized
a Lennox Generating Station Agreement (“LGSA”) with the
Ontario Power Authority (“OPA”) for the station for the period
October 1, 2009 to December 31, 2010. The LGSA for 2011
was executed in the first quarter of 2011. In 2010, OPG and
the OPA began negotiation of the Atikokan Biomass Energy
Supply Agreement (“ABESA) for the supply of biomass-
fuelled electricity generation from the Atikokan generating
station. The ABESA is expected to be executed in 2011.

For the period April 1, 2005 to April 30, 2009, the generation
output from 85 percent of OPG’s unregulated generating
assets, excluding the Lennox generating station, stations
whose generation output was subject to a HESA with the
OPA pursuant to a ministerial directive, and forward sales
as of January 1, 2005, was subject to a revenue limit.
The output from a generating unit where there was a fuel
conversion and the incremental output from a generating
station where there was a refurbishment or expansion of
these assets were also excluded from the output covered
by the revenue limit.

The revenue limit was 4.8¢/kWh for the period May 1, 2008
to April 30, 2009. During this period, volumes sold under

a Pilot Auction administered by the OPA were subject to

a revenue limit that was 0.5¢/kWh higher than the revenue
limit applicable to OPG’s other generating assets. Revenues
above these limits were returned to the Independent Electricity
System Operator (“IESO”) for the benefit of consumers. The
term of the revenue limit rebate ended on April 30, 2009.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

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 segment is included under the heading, Discussion of Operating Results by Business Segment.

(millions of dollars — except where noted) 2010 2009
Revenue
Revenue before revenue limit rebate 5,375 5,640
Revenue limit rebate - (27)
5,375 5,613
Fuel expense 908 991
Gross margin 4,467 4,622
Expenses
Operations, maintenance and administration 2,903 2,882
Depreciation and amortization 698 760
Accretion on fixed asset removal and nuclear waste management liabilities 660 634
Earnings on nuclear fixed asset removal and nuclear waste management funds (668) (683)
Restructuring 27 -
Property and capital taxes 77 86
Other losses (gains) 5 (10)
3,702 3,669
Income before interest and income taxes 765 953
Net interest expense 176 185
Income tax (recovery) expense (60) 145
Net income 649 623
Electricity production (TWh) 88.6 92.5
Cash flow
Cash flow provided by operating activities 817 299

Net income for 2010 was $649 million compared to $623 million for 2009, an increase of $26 million. Income before

income taxes for 2010 was $589 million compared to $768 million for 2009, a decrease of $179 million.
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The following is a summary of the factors impacting OPG'’s results for 2010 compared to results for 2009, on a before-tax basis:

Regulated
Electricity Nuclear Waste
Generation Management
(millions of dollars) Segments!’ Segment Other? Total
Income (loss) before income taxes for the year ended 827 52 (111) 768
December 31, 2009
Changes in gross margin:
Change in electricity sales price after revenue limit rebate
Regulated generation segments (5) - - (5)
Unregulated — Hydroelectric 38 - - 38
Change in electricity generation by segment:
Regulated — Nuclear Generation (52) - - (52)
Regulated — Hydroelectric (11) - - (11)
Unregulated — Hydroelectric (109) - - (109)
Increase in thermal generation revenue and decrease 44 - - 44
in thermal fuel related costs, largely offset by decrease
in revenue related to contingency support agreement
for the Nanticoke and Lambton generating stations
Decrease in revenue related to regulatory tax loss variance account (98) - - (98)
Decrease in non-electricity generation revenue (22) 1 14 (7)
Other changes in gross margin 36 - 9 45
(179) 1 23 (155)

Changes in operations, maintenance and administration (“OM&A”) expenses:
Higher expenditures related to increase in outage costs, (28) - - (28)
partially offset by a decrease in maintenance and project
activities at OPG’s nuclear generating stations

Lower expenditures related to decrease in outage and 45 - - 45
maintenance activities at OPG’s thermal generating stations
Expenditures related to new nuclear generation development 23 - - 23

and capacity refurbishment, partially offset by the impact
of related regulatory variance accounts

Increase in pension and OPEB costs (75) (1) (2] (78)
Other changes in OM&A 24 3) 4) 17
(11) @) ©6) (21)
Increase in accretion expense - (26) - (26)
Increase in earnings from the Nuclear Funds - 34 - 34
Impact of the regulatory variance account associated with stations - (49) - (49)
on lease to Bruce Power on earnings from the Nuclear Funds
Decrease (increase) in depreciation and amortization expenses 69 - (7) 62
Severance costs related to closure of coal-fired units 27) - - 27)
Other changes - - 3 3
Income (loss) before income taxes for the year ended
December 31, 2010 679 8 (98) 589

' Electricity generation segments include results of the Regulated — Nuclear Generation, Regulated — Hydroelectric, Unregulated — Hydroelectric,
and Unregulated — Thermal segments.
2 Other includes results of the Other category in OPG’s segmented statement of income, inter-segment eliminations, and net interest expense.

2010 ANNUAL REPORT 11



MANAGEMENT’S DISCUSSION AND ANALYSIS

Income before interest and income taxes from OPG’s
electricity generation business segments was $679 million
in 2010 compared to $827 million in 2009. Income before
interest and income taxes from the Regulated — Nuclear
Waste Management business segment was $8 million in
2010 compared to $52 million in 2009.

Earnings from the electricity generation business segments
in 2010 were unfavourably impacted by a decrease in gross
margin of $179 million compared to 2009. The decrease

in gross margin in the electricity generation segments was
primarily due to a decrease in electricity generation from
OPG’s hydroelectric and regulated nuclear generating
stations. The decrease in gross margin for 2010 compared
to 2009 was also due to a reduction in revenue associated
with the Tax Loss Variance Account. During 2010, OPG
recognized revenue of $194 million related to the Tax Loss
Variance Account compared to revenue of $292 million

in 2009. The revenue related to the Tax Loss Variance
Account recognized in 2009 included retrospective
revenue of $125 million related to the period April 1, 2008
to December 31, 2008. The decrease in gross margin was
partially offset by an increase in the average sales price for
generation from the Unregulated — Hydroelectric segment,
and an increase in the gross margin from the Unregulated —
Thermal segment, due to a higher average sales price,
higher electricity generation, and lower fuel related costs
due to adjustments to coal supply contracts during 2009.
The increase in the margin from the Unregulated — Thermal
segment was largely offset by lower revenue related to the
contingency support agreement established with the OEFC
to provide for the continued reliability and availability of
OPG’s Lambton and Nanticoke generating stations.

Under the Bruce Power lease agreement (“Bruce Lease”),
lease revenue is reduced in each calendar year where the
annual arithmetic average of the Hourly Ontario Electricity
Price (“Average HOEP”) falls below $30/MWh, and certain
other conditions are met. Since the Average HOEP for 2010
was more than $30/MWh, there was no adjustment to the
Bruce Lease revenue. For 2009, the Average HOEP was
below $30/MWh, and the Bruce Lease revenue for 2009
was therefore reduced by $69 million. Any change in lease
revenue was offset by the impact of a variance account
approved by the OEB’s 2008 decision to capture the
differences between actual and forecast revenues and costs
related to the nuclear generating stations under the Bruce
Lease (“Bruce Lease Net Revenues Variance Account”).
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The conditional reduction to revenue in the future, embedded
in the terms of the Bruce Lease, is treated as a derivative
according to Canadian Institute of Chartered Accountants
(“CICA”) Handbook Section 3855, Financial Instruments —
Recognition and Measurement. Derivatives are measured

at fair value and changes in fair value are recognized in the
consolidated statements of income. As a result of a decrease
in expected future Average HOEP during 2010, the fair value of
the derivative liability increased to $163 million at December 31,
2010, compared to $118 million at December 31, 2009,

an increase of $45 million. The increase in the fair value

of this derivative liability is recognized as a reduction to
non-electricity generation revenue, offset by the impact

of the Bruce Lease Net Revenues Variance Account.

As a result of the offset to the Bruce Lease Net Revenues
Variance Account of any changes in non-electricity
generation revenue caused by current or future changes in
Average HOEP, the 2009 and 2010 impacts of such changes
are excluded from the table above. The decrease in non-
electricity generation revenue in 2010 compared to 2009,
excluding the impact of the derivative embedded in the Bruce
lease and the related regulatory variance account impact,
was primarily due to the receipt of insurance recoveries in
2009 which did not recur in 2010, lower revenue from nuclear
technical and engineering services provided to third parties,
partially offset by an increase in revenue from the PEC.

In 2010, OM&A expenses were $2,903 million compared

to $2,882 million in 2009. The increase of $21 million was
primarily due to higher pension and OPEB costs, largely

as a result of lower discount rates in 2010. The increase

in OM&A expenses was also due to higher expenditures
related to outage costs at OPG’s nuclear generating stations.
The increase in OM&A expenses was partially offset by a
reduction in expenditures related to outage and maintenance
activities at OPG’s thermal generating stations, and a
decrease in maintenance activities at the nuclear generating
stations. OM&A costs were also impacted by a reduction in
OMA&A costs related to new nuclear generation development
and capacity refurbishment activities.

Accretion expense in 2010 was $660 million compared

to $634 million in 2009. The increase of $26 million was
primarily due to the increase in the present value of the
liabilities for Nuclear Fixed Asset Removal and Nuclear
Waste Management (“Nuclear Liabilities”) due to the passage
of time, and the increase in the Nuclear Liabilities as a

result of OPG’s commencement of the definition phase for
refurbishment of the Darlington nuclear generating station.
This increase in accretion expense was partially offset by the
impact of the Bruce Lease Net Revenues Variance Account.



Earnings from the Used Fuel Segregated Fund (“Used

Fuel Fund”) and the Decommissioning Segregated Fund
(“Decommissioning Fund”) (together “Nuclear Funds”) in
2010 were $668 million compared to $683 million in 2009.
The earnings from the Nuclear Funds, before the impact

of the Bruce Lease Net Revenues Variance Account, were
$836 million in 2010 compared to $802 million in 2009, an
increase of $34 million. The increase in earnings from the
Nuclear Funds was primarily due to higher earnings from the
Used Fuel Fund resulting from a higher Ontario Consumer
Price Index (“CPI”) in 2010, which impacted the guaranteed
return on the Used Fuel Fund. The increase in earnings
from the Used Fuel Fund was partially offset by a decrease
in earnings from the Decommissioning Fund primarily due

to lower returns from the global financial markets in 2010
compared to 2009. In 2010, OPG recorded a reduction to
the Bruce Lease Net Revenues Variance Account regulatory
asset of $168 million compared to $119 million in 2009,
which resulted in a decrease to the total reported earnings
from the Nuclear Funds.

In 2010, depreciation and amortization expenses were
$698 million compared to $760 million during the same
period in 2009, a decrease of $62 million. The decrease in
depreciation was primarily due to the impact of the Darlington
nuclear generating station life extension from 2019 to 2051
related to OPG’s announcement in early 2010 to commence
the definition phase for refurbishment of the station. The
decrease in depreciation expense was partially offset by
the change in the third quarter of 2009 to the end of life,

for accounting purposes, of two coal-fired units at each of
the Lambton and Nanticoke coal-fired generating stations,
which were closed in October 2010.

Restructuring charges of $27 million were recorded during
the year due to the recognition of severance costs related to
the closure of the two coal-fired units at each of the Lambton
and Nanticoke generating stations in October 2010.

For the year ended December 31, 2010, income tax recovery
was $60 million compared to an income tax expense of
$145 million for the same period in 2009. The decrease in
income tax expense was primarily due to a reduction in
income tax liabilities as a result of the resolution of a number

of tax uncertainties related to the completion of a tax audit
for certain prior years, a lower income tax component of the
Bruce Lease Net Revenues Variance Account, and also due to
lower income before earnings from the Nuclear Funds in 2010.
Earnings in the Nuclear Funds are not taxable until withdrawn.

Average Sales Prices

The weighted average Ontario spot electricity market price
and OPG’s average sales prices from generation paid
through the regulated prices and the hourly Ontario spot
market prices, by reportable electricity segment, for the years
ended December 31, 2010 and 2009, were as follows:

(¢/KWh) 2010 2009
Weighted average hourly 3.8 82
Ontario spot electricity market price
Regulated — Nuclear Generation 5.5 5.5
Regulated — Hydroelectric 3.7 3.7
Unregulated — Hydroelectric 3.7 3.2
Unregulated — Thermal 4.3 3.9
OPG’s average sales price paid through 4.7 4.5

regulated and spot market prices’

Excludes other energy revenues primarily from cost recovery agreements
for the Nanticoke, Lambton, and Lennox generating stations. Had the

cost recovery agreements for Nanticoke, Lambton, and Lennox generating
stations been included, OPG’s average sales price would have been
5.1¢/kWh and 5.0¢/kWh in 2010 and 2009, respectively.

The weighted average hourly Ontario spot electricity market
price was 3.8¢/kWh for 2010 compared to 3.2¢/kWh for
2009. The increase in the average Ontario spot market

price for 2010 compared to 2009 was primarily due to lower
hydroelectric generation, higher primary demand, and higher
natural gas and coal prices in Ontario, partially offset by a
stronger Canadian dollar.

The increase in average sales prices for OPG’s unregulated
segments for 2010 compared to 2009 was primarily due to
the impact of higher Ontario spot electricity market prices.
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Electricity Generation
OPG’s electricity generation for the years ended
December 31, 2010 and 2009, was as follows:

(TWh) 2010 2009
Regulated — Nuclear Generation 45.8 46.8
Regulated — Hydroelectric 18.9 194
Unregulated — Hydroelectric 1.7 16.8
Unregulated — Thermal 12.2 9.5
Total electricity generation 88.6 92.5

Total electricity generated during 2010 from OPG’s generating
stations was 88.6 terawatt hours (“TWh”) compared to

92.5 TWh during 2009. The decrease was primarily due

to lower electricity generation from OPG’s hydroelectric

and nuclear generating stations, partially offset by higher
electricity generation from the thermal generating stations.

The decrease in generation from the nuclear generating
stations for 2010 compared to 2009 was primarily due to
an increase in planned outages at the Pickering nuclear
generating stations as a result of the planned vacuum
building outage (“VBO”), which required the shutdown

of all six units during the second quarter of 2010. This
decrease in electricity generation, compared to the same
period in 2009, was partially offset by a decrease in planned
outage days at the Darlington nuclear generating station
primarily as a result of the planned Darlington VBO, which
required the shutdown of all four units during the second
quarter of 2009.

The lower generation at OPG’s hydroelectric generating

stations in 2010 compared to 2009 was primarily due to
the impact of lower water flows caused by below normal
precipitation across Ontario.

The increase in generation from the thermal generating
stations in 2010 compared to 2009 was primarily due to

the impact of unfavourable water flows at the hydroelectric
generating stations, higher primary demand in Ontario during
the second and third quarters of 2010 compared to the same
periods in 2009, and lower generation from OPG'’s nuclear
generating stations.

14  ONTARIO POWER GENERATION INC.

OPG'’s operating results are impacted by changes in demand
resulting from variations in seasonal weather conditions. The
following table provides a comparison of Heating and Cooling
Degree Days for the years ended December 31:

2010 2009
Heating Degree Days'
Total for year 3,469 3,806
Ten-year average 3,660 3,691
Cooling Degree Days?
Total for year 445 203
Ten-year average 378 360

Heating Degree Days are recorded on days with an average temperature
below 18°C, and represent the aggregate of the differences between the
average temperature and 18°C for each day during the period, as measured
at Pearson International Airport in Toronto, Ontario.

Cooling Degree Days are recorded on days with an average temperature
above 18°C, and represent the aggregate of the differences between the
average temperature and 18°C for each day during the period, as measured
at Pearson International Airport in Toronto, Ontario.

N

Warmer than average temperatures during 2010 resulted in
lower Heating Degree Days and higher Cooling Degree Days
compared to 2009.

Ontario primary electricity demand was 142.2 TWh and
139.2 TWh for 2010 and 2009, respectively. The increase
in demand for 2010 was primarily due to warmer weather
conditions during 2010 compared to 2009.

CASH FLOW FROM OPERATIONS

Cash flow provided by operating activities for 2010 was
$817 million compared to cash flow provided by operating
activities of $299 million for 2009. The increase in cash flow
of $518 was primarily due to lower fuel purchases, lower tax
installments, a decrease in revenue limit rebate payments
with the discontinuance of the revenue limit in the second
quarter of 2009, and lower contributions to the Nuclear
Funds. The increase was partially offset by lower cash
receipts as a result of lower generation revenue.

RECENT DEVELOPMENTS

OPG’s Application for New Regulated

Prices for Prescribed Facilities

In May 2010, OPG filed an application with the OEB for new
regulated prices effective March 1, 2011. The regulated
prices are applicable to production from OPG’s regulated
hydroelectric and nuclear facilities. As part of the application,
OPG requested approval to recover the balances in the
deferral and variance accounts as at December 31, 2010.
The OEB’s public hearing process on the application



concluded on December 21, 2010. As of the date of this
MDG&A, the OEB has not issued a decision on OPG’s
application. The OEB’s decision on the application is
expected in March 2011. The new regulated prices resulting
from the application are expected to remain in effect until
the end of 2012.

As part of its application, OPG requested the OEB to declare
the current regulated prices interim, effective March 1, 2011.
On February 17, 2011, the OEB issued an order granting this
request. This order preserves the opportunity for OPG to
recover the difference between the final regulated prices as
approved by the OEB and the current regulated prices for
the period between March 1, 2011 and the implementation
date of the OEB’s final rate order. The decision regarding
retrospective recovery is expected to be made by the OEB
as part of its decision on OPG’s application.

Pickering A Units 2 and 3 Safe Storage

The Pickering A safe storage project permanently removed
Units 2 and 3 from service while Units 1 and 4 continue

to generate electricity. The safe storage project included
de-fuelling, de-watering, and isolating Units 2 and 3 from
the rest of the generating station, along with redesigning
the control room for the remaining two operating units and
placing the various systems in a safe state.

De-fuelling of the units was completed in 2008 and de-
watering was completed in January 2010. In the second
quarter of 2010, all Unit 2 and 3 systems were disconnected
and isolated from the plant common systems and placed in a
safe state. In addition, the Unit 2 and 3 reactor buildings were
isolated from the containment system. In September 2010, all
safe storage end states, and engineering and project closeout
phases were completed. The project was completed ahead
of schedule at a life-to-date cost of $332 million, which was
below the projected completion cost of $349 million.

Deep Geologic Repository for

Low and Intermediate Level Waste

In the third quarter of 2010, OPG approved the
commencement of the detailed design phase of the

Deep Geologic Repository (“DGR”) project for the long-term
management of low and intermediate level waste from
OPG-owned nuclear generating stations. The Environmental
Impact Statement (“EIS”) is scheduled to be submitted to
the Canadian Nuclear Safety Commission (‘CNSC”) in the
spring of 2011 and the next step is for the Joint Review
Panel to be announced and selected. In parallel with the

EIS, OPG, through contractors and subcontractors, has
commenced work in 2011 on the detailed design and
engineering in support of the construction of the DGR

in 2013. OPG is currently engaged in drafting a planned
Engineering, Procurement, and Construction Management
Agreement for the design and construction phase of the
work. The DGR is planned to be located at the Bruce nuclear
site in the Municipality of Kincardine, Ontario.

Ontario’s Long-Term Energy Plan

and Supply Mix Directive to the OPA

In November 2010, the Minister of Energy released Ontario’s
Long-Term Energy Plan (the “Energy Plan”) outlining the
Provincial government’s approach for maintaining a clean,
modern, and reliable electricity system over the next

20 years. In February 2011, the Minister of Energy issued

a Supply Mix Directive to the OPA which provides direction
to the OPA for the preparation of an integrated power
system plan. The integrated power system plan is targeted
for submission to the OEB in 2011 for public review.

The Energy Plan and the Supply Mix Directive include the
following with respect to OPG’s generating units:

e Convert two units at the Thunder Bay generating station
to natural gas over the period leading up to 2014 and
examine opportunities for co-firing gas and biomass;

e Convert the Atikokan generating station to biomass by 2013;

e Shutdown two additional units at the Nanticoke generating
station in 2011;

¢ Explore the feasibility of accelerating the closure of additional
coal-fired units by working with the IESO and OPG;

¢ Undertake assessments of converting some of the units
at the Lambton and Nanticoke generating station to natural
gas under a range of different supply scenarios and system
peaking requirements. Recognizing the long lead time
required given Nanticoke’s location, commence planning
and approval work for the natural gas infrastructure
required to supply the Nanticoke generating station
with natural gas;

e Monitor the continued operations program of the
nuclear units at Pickering;

¢ Refurbish units at the Darlington and Bruce generating
stations; and

e Meet the remainder of Ontario’s nuclear capacity by
procuring two new nuclear units at the Darlington site
provided that it can be achieved in a cost-effective manner.
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In addition, the Energy Plan and the Supply Mix Directive

will address increasing Ontario’s renewable energy capacity
to 10,700 MW by 2018 from sources such as wind, solar,
and bio-energy; moving forward immediately with five priority
transmission projects; and saving 28 TWh of electricity

by 2030 through conservation programs. In addition, the
Energy Plan and Supply Mix Directive indicate that Ontario
will continue to grow its hydroelectric capacity with a target
of 9,000 MW by 2018.

OPG will continue to work with all stakeholders to plan for
and implement the initiatives outlined under the Energy Plan
and the Supply Mix Directive.

Thermal Generating Unit Closure

In October 2010, OPG closed two coal-fired units at each

of the Lambton and Nanticoke coal-fired generating stations.
The early closure of these coal-fired units, in advance of the
December 31, 2014 target deadline, will result in savings

to electricity consumers of approximately $200 million over
the next four years through reduced payments to OPG

from the OEFC under the contingency support agreement.
These savings reflect OPG’s commitment to OM&A
expense reductions.

In response to the Energy Plan and Supply Mix Directive to
shutdown two additional units of the Nanticoke coal-fired
generating station in 2011, OPG has commenced discussions
with the OPA and the IESO with respect to the timing for
removal of the two coal-fired units from service in 2011.

Green Energy and Green Economy Act

In May 2009, the Green Energy and Green Economy Act
(“Green Energy Act”) received Royal Assent. The Green
Energy Act is intended to bring more renewable energy
sources to the Province and to create more energy efficiency
measures to help conserve energy. The Act offers Feed-in
Tariffs (“FIT”) for wind, solar, bio-energy, and small
hydroelectric developments.

By February 4, 2011, the OPA had executed FIT contracts for
a total of 823 MW of solar and 1,530 MW of wind electricity
generation. An additional 6,000 MW of FIT projects were
awaiting the OPA’s Economic Connection Test due to limits
on Transmission or Distribution capacity, and more than
4,500 MW of additional applications are currently being
processed by the OPA. The Energy Plan indicates that

the Bruce to Milton line, along with several other priority
Transmission projects, will enable approximately 4,000 MW
of additional renewable energy. These developments are
significant to the Ontario electricity market and could impact
the demand for OPG'’s existing and future generation.
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About half of the wind energy developed under the Act is
likely to be produced in off-peak hours and may exacerbate
Surplus Baseload Generation (“SBG”) conditions where

the supply of generation exceeds the market demand.
Potential consequences of SBG conditions are: an increase
in the amount of water “spilled” (unutilized water flow) by
hydroelectric generators, the reduction of output or shutdown
of nuclear units, and extremely low market prices. SBG
conditions were a significant concern to OPG and the Ontario
electricity marketplace in 2009, typically occurring in the
off-peak periods. Low electricity demand, combined with the
output from hydroelectric and nuclear baseload generating
stations and an increase in the electricity generated from
wind and gas, resulted in a number of SBG conditions in
2009, which reduced OPG'’s generation by approximately

0.6 TWh. There were fewer incidents of SBG conditions

in 2010 and the resulting impact to OPG’s generation was
negligible. The impact of future SBG conditions is discussed
under the Risk Management section of this MD&A.

Lennox Generating Station

During the first quarter of 2011, the OPA and OPG

executed the LGSA for the period from January 1, 2011 to
December 31, 2011. This agreement allows the station to
recover its actual costs in order to provide general adequacy
to the Ontario electricity system. This LGSA has similar terms
to the previous contract which expired on December 31, 2010.

Vision, Core Business and Strategy

OPG’s mandate is to reliably and c