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ONTARIO POWER GENERATION REPORTS 2010 FINANCIAL RESULTS

[Toronto]: Ontario Power Generation Inc. (“OPG” or the “Company”) today reported its
financial and operating results for the year ended December 31, 2010. Net income for
the year was $649 million compared to net income of $623 million for the year ended
December 31, 2009.

Tom Mitchell, President and CEO of OPG, said, “Our generating stations safely
and reliably produced about 60% of Ontario’s primary electricity demand. OPG was
again the low cost provider of electricity in the province in 2010. | am proud of this
accomplishment. OPG is committed to providing low cost electricity to Ontarians
through a continuing focus on cost reduction initiatives, completing projects on time
and on budget, and doing more for less without compromising safety or the
environment.”

Mr. Mitchell continued, “We completed the public hearing process for our
application with the Ontario Energy Board for new regulated prices in December 2010.
The OEB’s decision is expected in March. After taking into account the proposed rate
increases, OPG will continue to provide electricity at the lowest rates in the province.”

“OPG is also focused on project excellence. In 2010, we successfully completed a
series of major projects that included the Pickering Vacuum Building Outage, the Safe
Storage of Pickering A Units 2 and 3, and the Upper Mattagami-Hound Chute
hydroelectric project. We began planning for the refurbishment of the Darlington
nuclear generating station. We moved forward with plans to convert our coal-fired
stations with biomass and natural gas, and we launched the Lower Mattagami project
— Northern Ontario’s first major hydroelectric project in 40 years.”

“OPG'’s income before income taxes from our electricity generating segments was
$679 million for the year ended December 31, 2010 compared to $827 million for the
same period in 2009. This decrease of $148 million was mainly due to lower
generation from the hydroelectric and nuclear generating stations, and a reduction in
revenue related to a regulatory asset established as a result of a 2009 decision by the
Ontario Energy Board.”

Highlights

Net income of $649 million in 2010 improved slightly over net income of
$623 million in 2009 despite a reduction in gross margin from OPG'’s electricity
generation segments. Net income increased in 2010 primarily as a result of a
decrease in depreciation expense due to an extension of the Darlington nuclear
generating station’s operating life, and 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 prior years. These factors were partially offset by a decrease in gross margin
related to lower production from OPG’s hydroelectric and nuclear generating stations
and a reduction in revenue associated with the Tax Loss Variance Account authorized
by the OEB in 2009.

Total electricity generated in 2010 of 88.6 TWh decreased from 2009 generation of
92.5 TWh. The reduction of 3.9 TWh was primarily due to lower generation from
OPG'’s hydroelectric and nuclear stations, partially offset by higher thermal production.
Electricity generation from OPG’s hydroelectric stations was 5.6 TWh less than in 2009
primarily due to the impact of lower water levels across Ontario resulting from below
normal precipitation. The decrease in nuclear production was primarily due to a
planned Vacuum Building Outage (“VBQO”) at the Pickering nuclear stations, which
required the shutdown of all six units in the second quarter of 2010. Thermal
generation increased as a result of the lower nuclear and hydroelectric production, and
to meet higher primary demand in Ontario during the second and third quarters of
2010 compared to the same periods in 2009.

The unit capability factor for the Darlington nuclear station improved during 2010
reflecting a reduction in planned outage days compared to 2009 when the station
conducted its VBO. The unit capability factors at both Pickering nuclear generating
stations were lower in 2010 due to an increase in the number of planned outage days
primarily attributed to the VBO. The availability of OPG’s regulated and unregulated
hydroelectric stations remained at high levels. The reliability of the thermal generating
fleet improved as a result of fewer unplanned outage days at the Nanticoke and
Lambton stations compared to 2009.

On October 1, 2010, the generating capacity of the Thermal stations 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.
These units were closed in advance of the December 31, 2014 target deadline, as
announced in September 2009 by OPG and the Ministry of Energy and Infrastructure.
This decision was based on the impact of a shareholder resolution on carbon dioxide
emission reductions, forecast capacity and electricity demand profiles. The early
closure of these coal-fired units will result in savings to electricity consumers of
approximately $200 million over the next four years.

Generation Development

OPG is undertaking a number of generation development projects aimed at
significantly contributing to Ontario’s long-term electricity supply requirements. The
status of these capacity expansion or life extension projects is as follows:

Nuclear

= OPG continues with two initiatives in preparation for new nuclear units at
Darlington — the environmental assessment process, and obtaining a site
preparation licence. During 2010, OPG provided information in support of the
Environmental Impact Statement (“EIS”) and the application for the “Licence to
Prepare Site” to a Joint Review Panel. On December 14, 2010, the Joint Review
Panel announced that public hearings with respect to the EIS and the “Licence to
Prepare Site” will begin on March 21, 2011.



In February 2010, OPG announced its decision to commence the definition phase
for the refurbishment of the Darlington nuclear station. The Darlington units, based
on original design assumptions, are currently forecast to reach their nominal end of
life between 2018 and 2020. The objective of the refurbishment is to extend the
operating life of the station by approximately 30 years. OPG is proceeding with
site preparation and servicing for the construction of the Darlington Energy
Complex, and work is underway to prepare the Environmental Assessment and
Integrated Safety Review along with the technical scope for the refurbishment. A
detailed cost and schedule estimate is expected in 2014, and construction is
expected to start by 2016.

In February 2010, OPG announced its plans to continue the safe and reliable
operation of OPG’s Pickering B nuclear generating station for approximately an
additional four to six years. OPG is undertaking a coordinated set of initiatives to
evaluate the opportunity to continue safe and reliable operations of Pickering B for
this extended period of time. The Continued Operations Plan was submitted to the
Canadian Nuclear Safety Commission (“CNSC?”) in the third quarter of 2010 and
provides a detailed, comprehensive plan for operating beyond the station’s nominal
life. In the fourth quarter of 2010, the CNSC requested additional information and
commitments related to completing further Integrated Safety Review work. The
CNSC staff will present their review of the Pickering B Continued Operations Plan
to the CNSC at a Public Meeting in March 2011.

Hydroelectric

The Niagara tunnel boring machine had advanced 9,152 metres, or 90 percent of
the tunnel length, as of December 31, 2010. Installation of the lower third of the
tunnel concrete lining was ahead of schedule at 6,563 metres. Restoration of the
circular cross-section of the tunnel before installation of the upper two-thirds of the
concrete lining was behind schedule at 2,989 metres, but is not expected to delay
tunnel completion. Installation of the upper two-thirds of the concrete lining is
ahead of schedule at 1,238 metres. Life-to-date capital expenditures for the
project were $880 million at December 31, 2010. The Niagara Tunnel project is
expected to be completed within the revised approved budget of $1.6 billion and
the revised approved project completion date of December 2013.

Replacement of three existing hydroelectric generating stations on the Upper
Mattagami River and the Hound Chute generating station on the Montreal River
was completed in the fourth quarter of 2010. The stations were declared in-service
close to five months ahead of schedule. Total installed capacity of the four stations
increased from 23 MW to 44 MW, and expected annual energy increased from

134 GWh to 223 GWh. Total project costs of $279 million were within the project
budget of $300 million.

Construction activities on the Lower Mattagami River commenced in June 2010 to
add one additional generating unit at each of the existing Little Long, Harmon and
Kipling generating stations. OPG will also replace the existing Smoky Falls
generating station with a new three-unit station. The project budget of $2.6 billion
includes: the design build contract, contingencies, interest, project management,
contract management, impact agreements with First Nations, and transmission
connection costs. Access roads have been upgraded and installation of the
temporary construction infrastructure continues. In addition, work commenced on
the construction of cofferdams at the Little Long and Smoky Falls generating



stations. Upon completion in June 2015, the project will increase the capacity of
the four stations by 438 MW.

Thermal

On August 26, 2010 the Ministry of Energy issued a directive to the Ontario Power
Authority to negotiate an energy supply agreement with OPG for the supply of
biomass-fuelled electricity generation from the Atikokan generating station. OPG is
proceeding with detailed engineering and the negotiation of the Atikokan Biomass
Energy Supply Agreement, fuel supply contracts, and the engineering,
procurement, and construction contract for the conversion of the station to biomass
fuel.



FINANCIAL AND OPERATIONAL HIGHLIGHTS

(millions of dollars — except where noted) 2010 2009
Earnings
Revenue after revenue limit rebate 5,375 5,613
Fuel expense 908 991
Gross margin 4,467 4,622
Operations, maintenance and administration expense 2,903 2,882
Depreciation and amortization 698 760
Accretion on fixed asset removal and nuclear waste 660 634
management liabilities
Earnings on nuclear fixed asset removal and nuclear (668) (683)
waste management funds
Restructuring 27 -
Other net expenses 82 76
Income before interest and income taxes 765 953
Net interest expense 176 185
Income tax (recoveries) expenses (60) 145
Net income 649 623
Income before interest and income taxes
Generating segments 679 827
Nuclear Waste Management segment 8 52
Other segment 78 74
Total income before interest and income taxes 765 953
Cash flow
Cash flow provided by operating activities 817 299
Electricity Generation (TWh)
Regulated — Nuclear 45.8 46.8
Regulated — Hydroelectric 18.9 194
Unregulated — Hydroelectric 11.7 16.8
Unregulated — Thermal 12.2 9.5
Total electricity generation 88.6 92.5
Average electricity sales price (¢/kWh)
Regulated — Nuclear 55 5.5
Regulated — Hydroelectric 3.7 3.7
Unregulated — Hydroelectric 3.7 3.2
Unregulated — Thermal 4.3 3.9
OPG average sales price paid through regulated and 4.7 4.5
spot market prices
Nuclear unit capability factor (percent)
Darlington 87.6 85.9
Pickering A 62.4 64.2
Pickering B 76.3 84.0
Availability (percent)
Regulated — Hydroelectric 92.8 93.6
Unregulated— Hydroelectric 91.6 92.4
Equivalent forced outage rate (percent)
Unregulated — Thermal 7.3 8.5




Ontario Power Generation Inc. is an Ontario-based electricity generation company
whose principal business is the generation and sale of electricity in Ontario. Our
focus is on the efficient production and sale of electricity from our generation assets,
while operating in a safe, open and environmentally responsible manner.

Ontario Power Generation Inc.’s audited consolidated financial statements and
Management’s Discussion and Analysis as at and for the year ended December 31,
2010, can be accessed on OPG’s Web site (www.opg.com), the Canadian
Securities Administrators’ Web site (www.sedar.com), or can be requested from the
Company.

For further information, please contact: Investor Relations  416-592-6700
1-866-592-6700
investor.relations@opg.com

Media Relations 416-592-4008
1-877-592-4008
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ONTARIO POWER GENERATION INC.
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.
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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.

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
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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
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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 (“IESQ”) for the benefit of consumers. The
term of the revenue limit rebate ended on April 30, 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 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 660 634
waste management liabilities
Earnings on nuclear fixed asset removal (668) (683)
and nuclear waste management funds
Restructuring 27 -
Property and capital taxes 77 86
Other losses (gains) 5 (20)
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.



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
December 31, 2009 827 52 (111) 768

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 in thermal fuel related 44 - - 44

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 )
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, partially offset by a (28) - - (28)
decrease in maintenance and project activities at OPG’s nuclear
generating stations

Lower expenditures related to decrease in outage and maintenance 45 - - 45
activities at OPG'’s thermal generating stations
Expenditures related to new nuclear generation development and capacity 23 - - 23
refurbishment, partially offset by the impact of related regulatory variance
accounts
Increase in pension and OPEB costs (75) Q) ) (78)
Other changes in OM&A 24 3) (4) 17
(11) (4) ® (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 on lease - (49) - (49)
to Bruce Power on earnings from the Nuclear Funds
Decrease (increase) in depreciation and amortization expenses 69 - (@) 62
Severance costs related to closure of coal-fired units 27) - - 27)
Other changes - - 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.

Other includes results of the Other category in OPG’s segmented statement of income, inter-segment eliminations, and net
interest expense.

2

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
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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”).

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 expense 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 OM&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 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
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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 Ontario spot electricity market price 3.8 3.2
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 regulated and spot market prices’ 4.7 4.5

! 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.



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 19.4
Unregulated — Hydroelectric 11.7 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.

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.

Warmer than average temperatures during 2010 resulted in lower Heating Degree Days and higher
Cooling Degree Days compared to 2009.
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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
20009.

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 MD&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.
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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;

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

e 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;

o 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.

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
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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.

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 cost-effectively produce electricity from its diversified portfolio of
generating assets, while operating in a safe, open, and environmentally responsible manner. OPG’s
vision is to be a leader in clean energy generation and to have a major role in leading Ontario’s transition
to a more sustainable energy future. OPG is focused on three corporate strategies: performance
excellence; generation development; and developing and acquiring talent.

Performance Excellence

OPG’s business segments and corporate groups are guided by the Company’'s commitment to
performance excellence in the areas of generation, safety, the environment, and fiscal performance. It is
through this focus on performance excellence that OPG efficiently and reliably provides electricity to
Ontario, and delivers value to its Shareholder.

Nuclear Generating Assets

Performance excellence at OPG’s nuclear generating facilities is defined as generating safe, efficient,
reliable and cost-effective electricity through dependable performance. This is achieved through the
effective execution of work programs and initiatives in the four cornerstones of safety, reliability, human
performance and value for money. On-going monitoring and independent oversight of these key focus
areas ensures alignment and focus in the implementation of this strategy.

OPG continually benchmarks the practices, processes and results of its nuclear generating facilities
against other top performing nuclear facilities around the world. In 2010, initiatives were implemented to
further improve the performance of OPG’s nuclear generating facilities over the next five years.

Nuclear safety, employee safety and environmental safety are overriding priorities. Overall safety
performance is strong at OPG'’s nuclear sites where most of the safety metrics are considered industry
top quartile, including the All Injury Rate (“AIR”) and the Accident Severity Rate (“ASR”). Nuclear
inspection and testing programs are largely driven by maintenance governance requirements designed to
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ensure that equipment is fit for service and performs as expected. This enables OPG to satisfy regulatory
requirements that the stations are safe to operate, and that nuclear safety is not compromised.

Reliability involves operating and maintaining OPG’s nuclear facilities such that equipment, performance,
availability, and output are optimized. Improved equipment reliability helps reduce generation
interruptions, and facilitates efficient planning and execution of outages. Programs and initiatives such as
Work Order Readiness and the Standard Equipment Reliability Program have been implemented to
mitigate technological risks through effective inspection and testing activities. Reducing maintenance
backlogs to improve equipment reliability is another major aspect of achieving performance excellence.
The nuclear generating stations have all shown consistent improvement in maintenance backlog metrics.
OPG’s maintenance strategy is evolving from programs designed to improve equipment condition into
initiatives that increase the reliability and predictability of performance through comprehensive life cycle
maintenance of systems.

Reliability improvements were demonstrated through the successful execution of an ambitious planned
maintenance program in 2010, which included the six unit VBO at the Pickering stations that was safely
completed on plan. Plans are in place to perform major scheduled maintenance over the next three
years, including steam generator inspections and maintenance, feeder inspections and replacements,
turbine maintenance and fuel channel inspections. An initiative to improve fleet-wide outage performance
is aimed at improving the planning, execution, monitoring and reporting of outage work, as well as,
reducing outage costs and increasing generation. The outage programs at the Pickering B station over
the next five years reflect OPG’s desire to achieve extended lives for the Pickering B units to allow them
to operate safely until the end of this decade. OPG is undertaking a coordinated set of initiatives to
evaluate the opportunity to continue safe and reliable operations of the Pickering B units for
approximately an additional four to six years. Details regarding OPG’s plans are discussed under the
Generation Development section of this MD&A.

Human performance involves measuring the ability of individuals to follow processes and procedures, and
to operate in a nuclear environment with a strong safety and performance culture. OPG’s nuclear
generating stations performed well in the area of managing human performance in 2010, as indicated by
a low number of human performance events, a common industry defined measure reported by all nuclear
facilities. OPG'’s nuclear business segment continues to implement its hiring and training programs to
improve employee performance and promote leadership development, while addressing demographic
issues.

The value for money cornerstone involves delivering solutions that represent the best combination of
cost, quality, and human performance. In 2010, OPG continued its comprehensive benchmarking in
order to identify initiatives for improving performance and establishing challenging financial targets. A
combination of fleet-wide improvements through delivery of initiatives as well as local station programs
are expected to reduce production unit energy costs, while sustaining or improving operational
performance.

In September 2010, OPG completed the Pickering A Units 2 and 3 safe storage project safely, ahead of
schedule and under budget. This achievement involved the commitment and teamwork of employees
and industry partners. Although other types of nuclear reactors have been put in a safe state before,
OPG's safe storage project was the first to permanently remove two commercial CANDU reactors from
service, while a multi-unit station continues to produce electricity.

Hydroelectric Generating Assets

The hydroelectric business segment is focused on producing electricity in a safe, reliable and cost-
effective and efficient manner. OPG plans to continue to increase the capacity of many of the existing
stations over the upcoming years by replacing aging equipment such as turbines, generators,
transformers, and other control components with more efficient equipment.

The hydroelectric business segment has the following objectives:

e Sustain and improve the existing hydroelectric assets for long-term operations;
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Operate and maintain hydroelectric facilities in an efficient and cost-effective manner;

Seek to expand and develop existing hydroelectric stations where feasible;

Maintain and improve reliability performance where practical and economical;

Maintain an excellent employee safety record by ensuring that all worker safety laws are met;

Strive for continuous improvement in the areas of dam and waterways public safety and
environmental performance; and

e Build and improve relationships with First Nations and Métis.

OPG plans to increase the capacity of existing stations by 50 MW over the next five years through the
replacement of existing turbine runners and installation of more efficient equipment. The replacement of
control equipment will also improve efficiency and accommodate market dispatch requirements. OPG is
also planning to repair, rehabilitate, or replace aging civil structures. The development of additional
pumped storage facilities is being studied to offset operating challenges related to low demand and the
increasing wind generation in Ontario.

OPG completed major equipment overhauls and rehabilitation work at several stations during 2010,
including a major rehabilitation of Unit 9 at Sir Adam Beck hydroelectric generating station, and runner
upgrades and major overhauls at Unit 3 of Cameron Falls, Unit 4 of Des Joachims and Unit 5 of
Alexander Falls hydroelectric generating stations. In addition, main transformers were replaced at Abitibi
Canyon, Otto Holden, Chats Falls, and Kakabeka generating stations, a tailrace pier refurbishment was
completed at Abitibi Canyon generating station, new penstocks were installed at South Falls generating
station, the generator was refurbished at Unit 1 of Mountain Chute generating station, and headgates
were replaced at Unit 2 of Whitedog Falls, Unit 1 of Pine Portage and Unit 2 of Alexander Falls generating
stations.

In 2010, OPG continued work on a number of initiatives related to its Aboriginal Relations Policy. The
initiatives include negotiating past grievance settlements, working with First Nations to explore
hydroelectric business development opportunities, and developing employment and contracting
opportunities, capacity building, and community relations programs.

Thermal Generating Assets

OPG's thermal stations can operate as baseload, intermediate and peaking facilities, depending on the
characteristics of the particular stations and demand of the market. The ability of thermal units to start-up
and shutdown on a daily basis and load-follow through a wide range of their installed capacity provides
the electricity system with the flexibility to meet both changing daily system energy and capacity
requirements, and to enable the system to accommodate the expansion of Ontario’'s renewable
generation portfolio. This role requires the continued operation and staffing of coal-fired and other thermal
generating units in a manner appropriate to their role and mode of operation as peaking generating
stations. Coal-fired generating stations will be positioned to produce the required volume of electricity and
ancillary services operating within the constraints of CO, emission limits, in a safe, environmentally
responsible, reliable and cost-effective manner.

In the longer term, the thermal business segment will cease generation of electricity using coal by the end
of 2014 and is exploring options and the feasibility to convert existing units to burn alternate fuels such as
natural gas and/or biomass. Thermal generating stations have the potential to provide the Province with
similar flexibility of daily start-up and shutdown and load-following capability to meet changing system
needs and complement non-dispatchable renewable energy sources.

The staff reduction challenges associated with the planned closure of four coal-fired units in 2010 were
managed through the provisions of the collective agreements, augmented with on-going discussions and
cooperation with union representatives. The expected additional unit closures at the Nanticoke
generating station in 2011 will be managed in a similar manner. Similarly, staffing requirements are
under review to meet the needs associated with the changing operational profiles of the stations over the
next four years given their limited operation under CO, emission caps and after unit conversion.

Employee and public safety continues to be the thermal business segment’s highest priority. Safety
programs are based on the ISO18000 Health and Safety managed system process and engineering risk
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assessments of plant systems. Through these managed systems and on-going risk assessments, OPG
places a priority on investments in work planning, staff training and at-risk equipment to mitigate and
eliminate health and safety and production issues at its stations.

Environmental Performance

OPG’s Environmental Policy states that “OPG will strive to continually improve its environmental
performance.” This policy further commits OPG to meet all legal requirements and voluntary
commitments, with the objective of exceeding those standards where appropriate and feasible. Other
goals include integrating environmental factors into business planning and decision-making, and
maintaining environmental management systems. Environmental performance targets also form part of
the Corporate and Fleet Scorecards.

OPG manages air emissions of Nitrogen Oxides (“NO,") and Sulphur Dioxide (“SO,") through the use of
specialized equipment such as scrubbers, low NO, burners, and Selective Catalytic Reduction (“SCR”)
equipment and the purchase of low sulphur fuel.

OPG monitors emissions into the air and water and regularly reports the results to regulators including the
Ministry of the Environment, Environment Canada, and the CNSC. The public also receives on-going
communications regarding OPG’s environmental performance. OPG has developed and implemented
internal monitoring, assessment, and reporting programs to manage environmental risks such as air and
water emissions, discharges, spills, the treatment of radioactive emissions, and radioactive wastes. OPG
also continues to address historical land contamination through a voluntary land assessment and
remediation program.

OPG'’s environmental performance for 2010 met or outperformed targets, regarding all spills, infractions,
energy efficiency, production of radiological waste, and dioxins/furans emissions. OPG also maintained
its ISO 14001 certification for its corporate level Environmental Management System and all of its
generating stations. Acid gas (SO, and NO,) emissions were 53.5 gigagrams (“Gg”) in 2010 compared to
42.8 Gg in 2009. The increase in acid gas emissions was primarily a result of increased generation from
OPG'’s thermal facilities.

In June 2010, the Federal government announced its intention to regulate greenhouse gas (“GHG")
emissions from coal-fired electricity generating units by restricting the operating life of these units.
Environment Canada has since advised OPG that the regulation will not apply to coal units converted to
burn other fuels. The regulation is therefore not expected to impact OPG’s consideration of converting
some coal units to burn natural gas or biomass. The Federal government did not release proposed GHG
emission regulation in 2010. OPG continues to monitor developments related to the Federal
government’s proposed regulation of GHG emissions.

The Ontario government is taking steps to implement a GHG cap-and-trade regime. In July 2008, the
Province of Ontario joined the Western Climate Initiative, committing to implement a cap-and-trade
regime by 2012. In 2009, the Province passed regulations enabling the development of a cap-and-trade
regime and requiring facilities that emit 10,000 Mg or more to monitor, measure, and report 2010
emissions in 2011. OPG will comply with the requirements and will continue to monitor developments of
the cap-and-trade regime.

To achieve further improvements in OPG's GHG emissions, OPG launched its Greenhouse Gas
Management Plan in 2007. The plan focuses on: improving the energy efficiency of OPG'’s facilities,
using biofuels as a partial replacement for coal, researching the impact of climate change on OPG's
operations, expanding the tree planting effort through OPG’s extensive biodiversity program, and
providing an education program for employees.

In May 2008, the Province announced annual targets for CO, emissions from OPG's coal-fired generating
stations. In accordance with the May 15, 2008 Shareholder Declaration and the May 16, 2008
Shareholder Resolution, OPG developed a strategy to meet, on a forecast basis, targets of CO,
emissions arising from the use of coal of 19.6 million tonnes in 2009 and 15.6 million tonnes in 2010.
OPG satisfied the Shareholder Resolution by maintaining CO, arising from coal at levels below the 2009
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and 2010 targets. For 2010, CO, emissions were 12.4 million tonnes compared to 10.0 million tonnes for
2009. Emissions increased as a result of higher generation from OPG’s coal-fired stations during 2010
compared to the same period in 2009.

In May 2010, the Province issued an additional Shareholder Declaration and Shareholder Resolution
directing OPG to develop a strategy to meet, on a forecast basis, targets of CO, emissions arising from
the use of coal of 11.5 million tonnes per year for the period 2011 to 2014. OPG continues to employ its
CO, implementation strategy to meet the emission targets. Ontario regulation prevents OPG from using
coal to produce electricity after 2014.

Safety

OPG is committed to achieving its goal of zero injuries through further development of a strong safety
culture and continuous improvement in its safety management systems and risk control programs.

In June 2010, OPG received the ZeroQuest Platinum (Sustainability) Award from the Infrastructure Health
and Safety Association. OPG is the first employer in Ontario to receive this safety award, which
recognizes OPG's efforts to sustain and continuously improve safety performance, health and safety
management systems and safety culture over a five-year period.

Safety performance is measured using two primary indicators, the ASR and the AIR. Overall, the
Company’s safety performance is consistently one of the best among Canadian electrical utilities. OPG
was awarded the Canadian Electricity Association’s President’s Safety Award (Groups | and Il) in six out
of the last ten years, in recognition of its top quartile safety performance in ASR and AIR.

OPG's 2010 ASR performance of 2.04 days lost per 200,000 hours was not as strong as the 2009 ASR
performance of 1.40 days lost per 200,000 hours. This was primarily due to one lost time injury involving
a motor vehicle accident. OPG’s 2010 AIR of 0.92 injuries per 200,000 hours worked is an improvement
over the Company’s 2009 AIR of 1.19 injuries per 200,000 hours worked and was the best in OPG’s
history. This reduction in injuries coupled with the number of sites reaching major safety milestones with
no lost time injuries, demonstrates OPG'’s progress towards reaching the goal of zero workplace injuries.

Maintenance of formal safety management systems based on the British Standard Institution’s
Occupational Health and Safety Assessment Series 18001 Standard (OHSAS 18001) at both the
corporate and site levels continued into 2010. Progress was made in developing musculoskeletal
disorder (“MSD”) prevention programming to reduce MSD risks. Risk improvement priorities that will
continue into 2011 include reducing incidents of falling objects and improving the application of work
protection (lockout/tagout) processes. Improvements in OPG's rigorous incident management system
and investigation processes continue to improve lessons learned from safety incidents and prevent
reoccurrences.

In June 2010, OPG implemented new requirements set out in the Occupational Health and Safety Act to
protect workers from workplace violence and harassment. This included making enhancements to
existing policies and procedures, completing workplace violence risk assessments and addressing follow-
up recommendations, and communicating requirements to workers, supervisors and Joint Health and
Safety Committees.

Inherent in OPG'’s contractor management program is the expectation that its contractors maintain a level
of safety equivalent to that of OPG’s employees. Since 2005, OPG'’s AIR for construction contractors has
compared favourably against the Ontario construction industry as measured by the Construction Safety
Assaociation of Ontario.

Financial Sustainability
OPG’s mandate states that: as an Ontario Business Corporations Act corporation with a commercial

mandate, OPG will operate on a financially sustainable basis and maintain the value of its assets for its
Shareholder, the Province.
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OPG's financial priority as a commercial enterprise is to achieve a sustainable level of financial
performance. Inherent in this priority are the objectives of earning an appropriate return on OPG’s
regulated and unregulated assets; identifying and exploring efficiency improvement opportunities; and
ensuring that sufficient funds are available to achieve its strategic objectives of performance excellence
and generation development. OPG has employed a number of strategies to achieve a sustainable level
of financial performance.

OPG receives regulated prices for electricity produced from its nuclear generating stations and most of its
baseload hydroelectric generating stations. To ensure that the Company earns an appropriate return on
its regulated assets, OPG’s strategy is to clearly demonstrate to the OEB that its applications for
regulated prices accurately reflect the costs required to safely and reliably operate the Prescribed
Facilities, and to deliver value to ratepayers. In the future, as OPG undertakes significant capital
investments related to new development projects and refurbishment, and as stations reach end of life.

During 2010, OPG filed an application with the OEB for new regulated prices effective March 1, 2011.
The OEB'’s decision on the application is expected in March 2011, as discussed under the heading,
Recent Developments.

A significant portion of OPG’s generation remains unregulated and continues to be sold at the Ontario
spot electricity market price. To optimize prices for production from these assets, OPG has negotiated a
number of long-term energy supply agreements. OPG entered into energy supply agreements with the
OPA for the Lower Mattagami hydroelectric generation development project in 2010, and is currently
negotiating an agreement for the supply of biomass-fuelled electricity generation from the Atikokan
generating station.

OPG is pursuing opportunities to improve its efficiency, primarily through cost reductions and elimination
of low value activities.

To ensure that sufficient funds are available to achieve its strategic objectives of performance excellence
and generation development, OPG seeks to maximize funds generated from operations, and diversify its
funding sources. By ensuring access to cost-effective funding and maintaining its investment grade credit
ratings, OPG ensures its status as a long-term, commercially viable investment.

A key measure of financial sustainability is return on shareholder’s equity. To improve its return on
equity, OPG is pursuing opportunities to achieve appropriate levels of profitability while optimizing its
capital structure. Total debt is maintained at a level that provides OPG with sufficient financial flexibility
to issue debt as required. OPG also manages its capital structure by taking into consideration the metrics
consistent with its current credit rating, and the deemed capital structure established by the OEB in
setting regulated prices for the regulated operations.

Generation Development

OPG is pursuing a number of generation development opportunities. These include capacity expansion,
life extension opportunities, and the construction of new generating stations. Pursuing opportunities to
leverage existing sites and assets allows OPG to realize benefits from these assets, and reduces the
environmental impact of meeting Ontario’s electricity demands. OPG’s major projects include nuclear
station refurbishment, new nuclear generation, new hydroelectric generation and plant upgrades, and the
conversion of some of the coal-fired generating units to alternate fuels.

New Nuclear Units

In June 2009, the Government of Ontario suspended the competitive Request for Proposal (“RFP”)
process to procure two new nuclear reactors planned for the Darlington site. In the announcement, the
Government of Ontario indicated that the competitive RFP process did not provide Ontario with a suitable
option at that time. The bids that were received during this process have subsequently expired. The
Government of Ontario, in its February 2011 Supply Mix Directive to the OPA, confirmed its commitment
to new nuclear at Darlington. In addition, in the Supply Mix Directive, the Government of Ontario
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indicated two new nuclear units at the Darlington site would be procured provided that it can be achieved
in a cost-effective manner.

OPG continues with two initiatives that were underway — the environmental assessment process and
obtaining a site preparation licence. In November 2009, the Joint Review Panel announced the start of a
six-month public review period for the EIS and the “Licence to Prepare Site”. During 2010, the Joint
Review Panel requested additional information in support of the EIS and application for the “Licence to
Prepare Site”. On December 14, 2010, the Joint Review Panel announced that it had scheduled the
public hearings for the Darlington New Nuclear Project. The Joint Review Panel determined that the EIS
and the information in support of the application for the “Licence to Prepare Site”, along with additional
information supplied by OPG, was enough for the Joint Review Panel to proceed to a public hearing. The
hearing will take place beginning March 21, 2011.

Darlington Refurbishment Project

In February 2010, OPG announced its decision to commence the definition phase for the refurbishment of
the Darlington nuclear generating station. The Darlington generating units, based on original design
assumptions, are currently forecast to reach their nominal end of life between 2018 and 2020. The
objective of the refurbishment is to extend the operating life of the station by approximately 30 years.

Activities in the definition phase include the establishment of the project organization, scope finalization,
engineering, planning and estimating, procurement of long lead items, establishment of key contracts and
facilities and infrastructure upgrades. A detailed cost and schedule estimate is expected to be completed
in 2014 and construction is expected to start by 2016. In addition, all regulatory approvals will be
completed including the Environmental Assessment (“EA”), the Integrated Safety Review (“ISR”), and the
Integrated Improvement Plan (“lIP”).

A Scope Review Board has been established to review and finalize all major technical scope for the
refurbishment. The technical scope will be finalized by mid-2011. Work is underway to prepare the EA
and ISR for submission to the CNSC in late 2011. This will form the basis of the regulatory scope. A
Request for Expression of Interest process was conducted with respect to the retube and feeder
replacement work. Three proponents have been selected to participate in a pre-qualification process,
pursuant to which OPG is obtaining further information about each participant and their tooling capability.
OPG will issue a RFP for this work with the selection of a contractor targeted for late 2011.

In April 2010, OPG announced that it was proceeding, in conjunction with the Municipality of Clarington
and Durham Region, with site preparation and servicing for the construction of a proposed
280,000 square foot Darlington Energy Complex (“Complex”) on OPG-owned land in the Clarington
Energy Business Park adjacent to the Darlington nuclear generating station. The Complex will house a
training and calandria mock-up facility, warehouse, and office space. In order to develop the lands and
provide municipal services, OPG negotiated and executed a subdivision agreement with the Municipality
of Clarington and subdivision and servicing agreements with Durham Region. The RFP for the Complex
was issued in August 2010 and closed in November 2010. The Complex remains on track for occupancy
in the fall of 2013. Planning continues for the development of additional infrastructure needs to support
the refurbishment program, including security entrances, contractor offices and facilities, parking lots and
roads, water and sewer, and other site improvements.

Pickering B Continued Operations

In September 2009, OPG submitted its final ISR report for the Pickering B nuclear generating station to
the CNSC. The report concluded that the station demonstrates a high level of compliance with modern
codes and standards, and can be operated safely today and in the future.

Pickering B nuclear generating units are currently estimated to reach their nominal end of life between
2014 and 2016. In February 2010, OPG announced its plans to continue the safe and reliable operation
of OPG’s Pickering B nuclear generating station for approximately an additional four to six years. OPG is
undertaking a coordinated set of initiatives to evaluate the opportunity to continue safe and reliable
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operations of Pickering B for this extended period of time. Work is progressing to resource the
organization, finalize the detailed scope of the program, and implement plant improvements.

As part of a regulatory commitment to the CNSC, OPG submitted the Pickering B Operations Plan in
March 2010, summarizing strategies for the continued safe and reliable operation of Pickering B until its
end of life. In the third quarter of 2010, the Continued Operations Plan was submitted to the CNSC which
provided a more detailed comprehensive operational plan to the station’s end of life. In the fourth quarter
of 2010, the CNSC requested additional information and commitments related to completing further ISR
work be included in the Continued Operations Plan. OPG is reviewing this request. The CNSC staff will
present their review of the Pickering B Continued Operations Plan to the CNSC at the March 2011 Public
Meeting. OPG continues to undertake technical and regulatory work related to continued operations.

Niagara Tunnel

As of December 31, 2010, tunnel boring machine (“TBM”) mining activity was on schedule, and the TBM
had progressed 9,152 metres, which is 90 percent of the tunnel length. Installation of the lower one-third
of the tunnel permanent concrete lining reached 6,563 metres, and was ahead of schedule. Restoration
of the circular cross-section of the tunnel before installation of the upper two-thirds of the concrete lining
was behind schedule at 2,989 metres, but is not expected to delay tunnel completion. Installation of the
upper two-thirds of the concrete lining began in May 2010 and had progressed 1,238 metres, which is
ahead of schedule. Some uncertainty with respect to the cost and schedule for both the tunnel
excavation and liner installation will continue. Notwithstanding the uncertainty, the Niagara Tunnel is
expected to be completed within the revised approved budget of $1.6 billion and the revised approved
project completion date of December 2013.

The capital project expenditures for the year ended December 31, 2010 were $231 million, and the life-to-
date capital expenditures were $880 million. The project is debt financed through the OEFC. OPG has
executed an amendment to the Niagara Tunnel project credit facility with the OEFC to finance the project
for up to $1.6 billion.

Upper Mattagami and Hound Chute

Construction activities to replace three existing hydroelectric generating stations on the Upper Mattagami
River and the Hound Chute generating station on the Montreal River were completed. The stations were
declared in-service during the fourth quarter of 2010, close to five months ahead of schedule. The
project has increased the total installed capacity of the four stations from 23 MW to 44 MW, and
increased the expected annual energy from 134 gigawatt hours (“GWh”) to 223 GWh.

Project financing by UMH Energy Partnership was completed in May 2009 by issuing $200 million in
senior secured notes. UMH Energy Partnership is a general partnership between OPG and UMH Energy
Inc., a wholly-owned subsidiary of OPG. These notes are recourse to OPG during the construction
period, and non-recourse thereafter. Total life-to-date project costs of $279 million are within the project
budget of $300 million.

Lower Mattagami

Construction activities on the Lower Mattagami River commenced in June 2010 to add one additional
generating unit at each of the existing Little Long, Harmon and Kipling stations. In addition, OPG will
replace the existing Smoky Falls generating station with a new three-unit station. Upon completion in
June 2015, the project is expected to increase the capacity of the four stations on the Lower Mattagami
River by 438 MW.

OPG and the OPA finalized and executed a HESA during the year. In addition, a comprehensive
agreement was executed with a local First Nation that resolves grievances attributed to the construction
and subsequent operation and maintenance of OPG facilities in the area. The agreement provides the
First Nation with a right to purchase up to a 25 percent equity interest in the project.
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During 2010, access roads were upgraded, and installation of the temporary construction infrastructure,
including site offices and a construction camp, was in progress. In addition, work commenced on the
construction of cofferdams at the Little Long and Smoky Falls generating stations. Life-to-date
expenditures as of December 31, 2010 were $292 million.

The project budget of $2.6 billion includes the design-build contract as well as contingencies, interest and
other OPG costs, including project management, contract management, impact agreements with First
Nations, and transmission connection costs. In August 2010, a $700 million bank credit facility was
established to support the initial construction phase for the Lower Mattagami project. Additional financing
arrangements are being established to support the total requirements of the project. As at December 31,
2010, $155 million of commercial paper was outstanding under this credit facility.

Conversion of Coal-Fired Units

The strategy to convert coal-fired units to alternate fuels continues to advance and is reflective of the
changing operating environment in Ontario, including the regulated phase-out of coal-fired generation and
conversion to alternative fuels such as biomass, natural gas and gas-biomass dual-fuelled. The
conversion of coal units to gas, biomass or dual-fuel has the potential to meet system needs for
generation in specific locations, such as Northwestern Ontario, and to supply dispatchable capacity to
enable renewable generation, such as wind power. Before OPG can proceed with unit conversions, a
mechanism is required for recovery of capital and on-going costs. In addition, OPG is pursuing a cost
recovery contract for the coal-fired units at the Atikokan and Thunder Bay generating stations for the
period leading up to their potential future conversions to alternative fuels as proposed in the Energy Plan
and the Supply Mix Directive.

Atikokan Generating Station

The conversion of the Atikokan generating station to biomass is currently in the definition phase. In
August 2010, the Ministry of Energy issued a directive to the OPA to negotiate an ABESA with OPG for
the supply of biomass-fuelled electricity generation from the Atikokan generating station. OPG is
proceeding with detailed engineering and the negotiation of fuel supply contracts, and the engineering,
procurement, and construction contract for the conversion of the Atikokan generating station to biomass
fuel. OPG and the OPA began negotiations of the ABESA which is expected to be executed in 2011.

Other Coal-Fired Units

As part of the Energy Plan and Supply Mix Directive released by the Ministry of Energy, it is proposed
that two units at the Thunder Bay coal-fired generating station be converted to natural gas. The Energy
Plan and Supply Mix Directive also propose to explore the possible conversion of some of the units at
Lambton and Nanticoke to natural gas if required for system reliability. OPG continues with the
development of engineering concepts for the conversion of these units. Should these additional
conversions proceed, some investment in existing equipment will be required based on system condition
and engineering risk assessments to facilitate operations to the expected future profile.

Developing and Acquiring Talent

OPG's ability to sustain on-going operations and the successful delivery of the portfolio of planned
projects is dependent on developing and maintaining a talented and engaged workforce, and a strong
leadership capability. OPG’s resource strategy is to develop and acquire necessary talent focused on
developing excellent leadership and the necessary resources to meet its business needs and address
attrition in critical skill areas. OPG maintains a workforce planning system that compares forecast supply
and demand for staff and skills and addresses any gaps. OPG also has an active succession planning
program and continues to implement leadership development programs across the organization.

Skilled Workforce

As of December 31, 2010, OPG had approximately 11,800 full-time employees and approximately
1,000 contract, casual construction and non-regular staff. The majority of OPG’s full-time employees are
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represented by two unions: approximately 6,800 by the Power Workers’ Union (the “PWU”") and
approximately 3,700 by the Society of Energy Professionals (“The Society”). The current collective
agreement between OPG and the PWU has a three-year term (April 1, 2009 — March 31, 2012). The
collective agreement between OPG and The Society expired on December 31, 2010. OPG and The
Society commenced negotiations on a collective agreement renewal, however, the parties reached an
impasse in mid-November 2010. The mediation/arbitration process concluded in January 2011, and in
early February 2011, the Arbitrator issued a binding arbitration award detailing the changes for the
renewal agreement. The new collective agreement with The Society will expire on December 31, 2012.

In addition to the regular workforce, construction and contract maintenance is performed through 22 craft
unions with established bargaining rights on OPG facilities. These bargaining rights are either through
the Electrical Power Systems Construction Association (“EPSCA") or directly with OPG. All the
construction agreements expired April 30, 2010. OPG, in conjunction with EPSCA, is actively involved in
all aspects of negotiations.

Currently, 17 agreements have been ratified. Negotiations are being planned with the remaining
construction unions. Negotiations are in the planning phase for the Canadian Union of Skilled Workers,
the International Brotherhood of Electrical Workers Transmission, and Bricklayers International. Cement
Mason and Tile and Terrazzo negotiations are on-going.

Electricity generation involves complex technologies, which demand highly skilled and trained workers.
Many positions at OPG have significant educational prerequisites as well as rigorous requirements for
continuing training and periodic requalification. In addition to maintaining its extensive internal training
infrastructure, OPG relies on partnerships with government agencies, other electrical industry partners,
and educational institutions to meet the required level of qualification.

CAPABILITY TO DELIVER RESULTS

OPG’s capabilities to execute its corporate strategies and deliver results are impacted by a number of
areas.

Generating Assets Reliability

OPG continues to implement specific initiatives to improve the reliability and predictability of each nuclear
generating station. These initiatives are designed to address the specific technology requirements,
operational experience, and mitigate risks. The Darlington nuclear generating station has converted to a
three-year outage cycle to take advantage of the physical condition of the plant, the availability of backup
systems, and on-power refuelling. The Pickering A and B nuclear generating stations will continue to
focus on implementing targeted reliability improvements.

OPG has increased the productive capacity of its hydroelectric stations, and invested significant capital to
replace aging equipment, upgrade runners, increase station automation, and enhance maintenance
practices. Programs are in place to further improve the efficiency and availability of existing hydroelectric
stations.

OPG will continue to maintain the reliability of its coal-fired generating stations to produce the electricity
required until their scheduled closure dates, or upon conversion to alternative fuels.

Project Excellence

OPG is pursuing and executing a number of generation development opportunities as described under
the Vision, Core Business and Strategy section of the MD&A. In addition, OPG continues to plan and
execute maintenance and capital improvement projects for its existing assets. Project excellence is
essential to deliver these projects on time and on budget.

Project excellence includes ensuring OPG acquires the necessary talent and experience to properly plan
and execute projects. OPG's strategy for developing and acquiring talent is discussed under the Vision,
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Core Business and Strategy section of the MD&A. Planning and preparation for projects are also
essential to delivering projects on time and on budget. The planning and preparation process includes
establishing contingency plans to manage potential challenges, creating and maintaining comprehensive
risk registries, and setting up clear milestones at key stages of projects. In addition, project accountability
is established at the appropriate level and with proper oversight by senior management and Board
Committee.

During 2010, OPG completed the Pickering A Units 2 and 3 safe storage project ahead of schedule and
below the projected completion cost. In addition, the Upper Mattagami and Hound Chute project was
declared in-service five months ahead of schedule and within the project budget. During 2010, OPG also
completed the Pickering VBO as planned.

Resource Management

Resource management includes prioritizing capital projects to maximize return on equity to the Province,
while managing its liquidity and financing requirements to fund these capital projects. OPG continues to
pursue the appropriate capital structure while maintaining an investment grade credit rating. OPG'’s
financial strategy and results are discussed under the Vision, Core Business and Strategy and the
Liquidity and Capital Resources sections of the MD&A.

ONTARIO ELECTRICITY MARKET TRENDS

In its 18-Month Outlook published on February 25, 2011, the IESO indicated that as of February 20, 2011,
Ontario’s installed electricity generating capacity was 34,731 MW. As of December 31, 2010, OPG's in-
service electricity generating capacity was 19,931 MW, or 57 percent of Ontario’s capacity. The IESO
reported that there were no new reliability or adequacy concerns for the period March 2011 to
August 2012. The anticipated completion of two Bruce nuclear unit refurbishments, and the expected
addition of 800 MW of renewable generation, contribute to the positive supply outlook. Increased
embedded generation and conservation are expected to reduce summer peak demands by 55 MW and
85 MW, respectively. The IESO does not foresee any reliability or adequacy issues with the planned
removal of two more Nanticoke units later in 2011, following the summer peak load period.

The IESO reported energy demand of 142.1 TWh during 2010, 143.2 TWh forecasted for 2011, and
145.2 TWh forecasted for 2012. The limited increase in demand is primarily attributable to expected
modest economic recovery. The expected peak electricity demand during the summer, under normal
weather conditions, is forecasted to be 23,561 MW in 2011 and 23,574 MW in 2012. SBG conditions
have the highest potential to occur during the summer of 2011 and the spring and summer of 2012. The
IESO is currently working to address potential future operability issues associated with the growing
amount of renewable resources expected to come into service over the next few years.

Fuel prices can have a significant impact on OPG’s revenue and gross margin. Natural gas prices at
Henry Hub averaged U.S. $3.80/MMBtu in the fourth quarter of 2010, a decrease of 11 percent from the
third quarter of 2010, and a decrease of 13 percent from the fourth quarter of 2009. The decrease in
natural gas prices is attributed primarily to strong storage levels. Eastern coal prices averaged around
$68/tonne during the fourth quarter of 2010, a decrease of 1 percent from the third quarter of 2010, but an
increase of 29 percent from the fourth quarter of 2009. Powder River Basin coal prices have averaged
over $14/tonne during the fourth quarter of 2010, which represents no change from the third quarter of
2010 but a robust 64 percent increase compared to the same quarter of 2009. Improved power sector
fundamentals and a recovery in international coal markets have led to a rise in coal prices.

While uranium short-term market prices display some volatility, the purchasing strategy of using longer
term contracts, a mix of fixed and market related arrangements, and the long cycle time between
acquiring uranium, processing it, fabricating fuel bundles and then expensing as fuel costs tend to
dampen the impact of short-term market fluctuations in uranium pricing on OPG. The industry average
uranium spot market price ended the year at U.S. $62.25 per pound which was a significant increase from
U.S. $46.63 per pound at the end of the third quarter and U.S. $44.50 per pound at the beginning of
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2010. The industry average long-term uranium price ended the year at U.S. $66.00 per pound, an
increase from U.S. $61.00 at the end of the third quarter and the beginning of 2010.

BUSINESS SEGMENTS

OPG has five reportable business segments. The business segments are: Regulated — Nuclear
Generation, Regulated — Nuclear Waste Management, Regulated — Hydroelectric, Unregulated —
Hydroelectric, and Unregulated — Thermal.

OPG has entered into various energy and related sales contracts to hedge commaodity price exposure to
changes in electricity prices associated with the spot market for electricity in Ontario. Contracts that are
designated as hedges of OPG’s generation revenues are included in the Unregulated — Hydroelectric and
Unregulated — Thermal generation segments. Gains or losses from these hedging transactions are
recognized in revenue over the terms of the contract when the underlying transaction occurs.

Regulated — Nuclear Generation Segment

OPG’s Regulated — Nuclear Generation business segment operates in Ontario, generating and selling
electricity from the nuclear generating stations that it owns and operates. The business segment includes
electricity generated by the Pickering A and B, and Darlington nuclear generating stations. This business
segment also includes revenue under the terms of a lease arrangement and related agreements with
Bruce Power related to the Bruce nuclear generating stations. This revenue includes lease revenue and
revenue from engineering analysis and design, technical and other services. Revenue is also earned
from isotope sales and ancillary services. Ancillary revenues are earned through voltage control and
reactive support. Revenues from isotope sales and ancillary services are included in the computation of
the regulated prices for OPG’s nuclear facilities by the OEB.

Regulated — Nuclear Waste Management Segment

OPG'’s Regulated — Nuclear Waste Management segment engages in the management of used nuclear
fuel and low and intermediate level waste, the decommissioning of OPG’s nuclear generating stations
(including the stations on lease to Bruce Power), the management of the Nuclear Funds, and related
activities including the inspection and maintenance of the waste storage facilities. Accordingly, accretion
expense on the Nuclear Liabilities and earnings from the Nuclear Funds are reported under this segment.

As the nuclear generating stations operate over time, OPG incurs variable costs related to nuclear used
fuel and low and intermediate level waste generated. These costs increase the Nuclear Liabilities
through the generation of additional used nuclear fuel bundles and other waste. These variable costs are
charged to current operations in the Regulated — Nuclear Generation segment to reflect the cost of
producing energy and earning revenue under the Bruce Power lease arrangement and related
agreements. Since variable costs increase the Nuclear Liabilities in the Regulated — Nuclear Waste
Management segment, OPG records an inter-segment charge between the Regulated — Nuclear
Generation and the Regulated — Nuclear Waste Management segments. The impact of the inter-segment
charge between these segments is eliminated on OPG’s consolidated statements of income and balance
sheets.

The Regulated — Nuclear Waste Management segment is considered regulated because the costs
associated with the Nuclear Liabilities are included in the determination of regulated prices for production
from OPG'’s regulated nuclear facilities by the OEB.

Regulated — Hydroelectric Segment

OPG's Regulated — Hydroelectric business segment operates in Ontario, generating and selling electricity
from most of the Company’s baseload hydroelectric generating stations. The business segment is
comprised of electricity generated by the Sir Adam Beck 1, 2 and Pump generating station, DeCew Falls
1 and 2, and the R.H. Saunders hydroelectric facilities. Ancillary revenues are earned through offering
available generating capacity as operating reserve and through the supply of other ancillary services
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including voltage control and reactive support, certified black start facilities and automatic generation
control. These ancillary revenues are included in the computation of the regulated prices for these
facilities by the OEB.

Unregulated — Hydroelectric Segment

The Unregulated — Hydroelectric business segment operates in Ontario, generating and selling electricity
from its hydroelectric generating stations that are not subject to rate regulation. Ancillary revenues are
earned through offering available generating capacity as operating reserve, and the supply of other
ancillary services including voltage control and reactive support, certified black start facilities, automatic
generation control, and other services.

Unregulated — Thermal Segment

The Unregulated — Thermal business segment operates in Ontario, generating and selling electricity from
its thermal generating stations, which are not subject to rate regulation. Ancillary revenues are earned
through offering available generating capacity as operating reserve, and the supply of other ancillary
services including voltage control and reactive support, automatic generation control, and other services.

Other

The Other category includes revenue that OPG earns from its 50 percent joint venture share of the
Brighton Beach Power Limited Partnership (“Brighton Beach”) related to an energy conversion agreement
between Brighton Beach and Shell Energy North America (Canada) Inc. This category also includes
revenue that OPG earns from its 50 percent share of the results of the PEC gas-fired generating station,
which is co-owned with TransCanada Energy Ltd. and is operated under the terms of an Accelerated
Clean Energy Supply contract with the OPA. The revenue and expenses related to OPG’s trading and
other non-hedging activities are also included in the Other category. As part of these activities, OPG
transacts with counterparties in Ontario and neighbouring energy markets in predominantly short-term
trading activities of typically one year or less in duration. These activities relate primarily to physical
energy that is purchased and sold at the Ontario border, sales of financial risk management products and
sales of energy-related products. All contracts that are not designated as hedges are recorded as assets
or liabilities at fair value, with changes in fair value recorded in other revenue as gains or losses. In
addition, the Other category includes revenue from real estate rentals.

KEY GENERATION AND FINANCIAL PERFORMANCE INDICATORS

Key performance indicators that directly pertain to OPG’s mandate and corporate strategies are
measures of production efficiency, cost-effectiveness, and environmental performance. OPG evaluates
the performance of its generating stations using a number of key performance indicators, which vary
depending on the generating technology. These indicators are defined in this section and are discussed
in the Discussion of Operating Results by Business Segment section.

Nuclear Unit Capability Factor

OPG’s nuclear stations are baseload facilities as they have low marginal costs and are not designed for
fluctuating production levels to meet peaking demand. The nuclear unit capability factor is a key measure
of nuclear station performance. It is the amount of energy that the unit(s) generated over a period of time,
adjusted for externally imposed constraints such as transmission or demand limitations, as a percentage
of the amount of energy that would have been produced over the same period had the unit(s) produced
maximum generation. Capability factors are primarily affected by planned and unplanned outages.
Capability factors by industry definition exclude grid-related unavailability and high lake water temperature
losses.

Thermal and Hydroelectric Equivalent Forced Outage Rate (“EFOR”)

OPG's thermal stations provide a flexible source of energy and may operate as baseload, intermediate
and peaking facilities, depending on the characteristics of the particular stations and demand of the
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market. OPG's hydroelectric stations, which operate as baseload, intermediate, and peaking stations,
provide a safe, reliable and low-cost source of renewable energy. A key measure of the reliability of the
thermal and hydroelectric generating stations is the proportion of time they are available to produce
electricity when required. EFOR is an index of the reliability of the generating unit measured by the ratio
of time a generating unit is forced out of service by unplanned events, including any forced deratings,
compared to the amount of time the generating unit was available to operate.

OPG continues its strategy for its thermal stations to ensure units are available when they are required,
and to optimize how coal-fired units are offered into the electricity system, to reduce equipment damage
from frequent starts and stops. In addition, OPG has optimized outage duration and scope, where
warranted, commensurate with capped unit production due to CO, emission limits, reduced system
demands and planned future plant operation, to reduce maintenance related expenditures, including
capital asset investments, labour and overtime. Thermal EFOR for 2010 reflected this strategy.

Hydroelectric Availability

Hydroelectric availability is a measure of the reliability of a hydroelectric generating unit. It is represented
by the percentage of time the generating unit is capable of providing service, whether or not it is actually
in-service, compared to the total time for a respective period.

Nuclear Production Unit Energy Cost (“PUEC")

Nuclear PUEC is used to measure the cost-effectiveness of the operations-related costs of production of
OPG's nuclear generating assets. Nuclear PUEC is defined as the total cost of nuclear fuel, OM&A
expenses including allocated corporate costs, and variable costs related to used fuel disposal and
storage and the disposal of low and intermediate level radioactive waste materials, divided by nuclear
electricity generation.

Hydroelectric OM&A Expense per MWh

Hydroelectric OM&A expense per MWh is used to measure the cost-effectiveness of the hydroelectric
generating stations. It is defined as total hydroelectric OM&A expenses excluding expenses related to
past grievances by First Nations, including allocated corporate costs, divided by hydroelectric electricity
generation.

Thermal OM&A Expense per MW

Since thermal generating stations are primarily employed during periods of intermediate and peak
demand, the cost-effectiveness of these stations is measured by their annualized OM&A expenses for the
period, including allocated corporate costs, divided by the weighted average station nameplate capacity.

Other Key Indicators

In addition to performance and cost-effectiveness indicators, OPG has identified certain environmental
indicators. These indicators are discussed under the heading Risk Management.
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DIScUSSION OF OPERATING RESULTS BY BUSINESS SEGMENT

This section summarizes OPG's key results by segment for the years ended December 31, 2010 and
2009. The following table provides a summary of revenue, earnings, and key generation and financial
performance indicators by business segment:

(millions of dollars — except where noted) 2010 2009
Revenue, net of revenue limit rebate
Regulated — Nuclear Generation 3,030 3,179
Regulated — Nuclear Waste Management 45 44
Regulated — Hydroelectric 742 782
Unregulated — Hydroelectric 497 605
Unregulated — Thermal 936 901
Other 168 143
Elimination (43) (41)
5,375 5,613
Income (loss) before interest and income taxes
Regulated — Nuclear Generation 302 390
Regulated — Nuclear Waste Management 8 52
Regulated — Hydroelectric 316 327
Unregulated — Hydroelectric 129 209
Unregulated — Thermal (68) (99)
Other 78 74
765 953
Electricity generation (TWh)
Regulated — Nuclear Generation 45.8 46.8
Regulated — Hydroelectric 18.9 19.4
Unregulated — Hydroelectric 11.7 16.8
Unregulated — Thermal 12.2 9.5
Total electricity generation 88.6 92.5
Nuclear unit capability factor (percent)
Darlington 87.6 85.9
Pickering A 62.4 64.2
Pickering B 76.3 84.0
Equivalent forced outage rate (percent)
Regulated — Hydroelectric 0.3 1.0
Unregulated — Hydroelectric 2.1 1.6
Unregulated — Thermal 7.3 8.5
Availability (percent)
Regulated — Hydroelectric 92.8 93.6
Unregulated — Hydroelectric 91.6 92.4
Nuclear PUEC ($/MWh) 47.04 44.09
Regulated — Hydroelectric OM&A expense per MWh ($/MWh) 5.24 5.46
Unregulated — Hydroelectric OM&A expense per MWh ($/MWh) 17.69 11.67
Unregulated — Thermal OM&A expense per MW ($000/MW) 58.40 60.20
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Regulated — Nuclear Generation Segment

(millions of dollars) 2010 2009
Regulated generation sales 2,499 2,557
Variance accounts 260 480
Other 271 142
Total revenue 3,030 3,179
Fuel expense 215 191
Variance accounts (30) 19
Total fuel expense 185 210
Gross margin 2,845 2,969
Operations, maintenance and administration 2,101 2,057
Depreciation and amortization 401 481
Property and capital taxes 39 41
Other losses 2 -
Income before interest and income taxes 302 390
Revenue

Regulated — Nuclear Generation revenue was $3,030 million for the year ended December 31, 2010
compared to $3,179 million in 2009. The decrease in revenue of $149 million was primarily due to the
decrease in revenue related to the Tax Loss Variance Account and the impact of lower generation
volume. During 2010, OPG recognized revenue of $163 million in the Regulated — Nuclear Generation
segment related to the Tax Loss Variance Account compared to revenue of $245 million in 2009. The
revenue related to the Tax Loss Variance Account recognized in 2009 included $105 million of
retrospective revenue related to the period April 1, 2008 to December 31, 2008. The Tax Loss Variance
Account was authorized by the OEB in May 2009, and is effective retrospectively to April 1, 2008.

Under the Bruce Lease, lease revenue is reduced in each calendar year when the 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 for 2009
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 the Bruce Lease Net Revenues Variance Account.

The conditional reduction to revenue in the future, embedded in the terms of the Bruce Lease, is treated
as a derivative according to 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.

Electricity Prices

Electricity generation from stations in the Regulated — Nuclear Generation segment received a fixed price
of 5.50¢/kWh throughout 2010 and 2009, as established by the OEB in 2008.

Volume

Electricity generation from OPG’s nuclear generating stations was 45.8 TWh for the year ended
December 31, 2010 compared to 46.8 TWh in 2009. The decrease in generation was primarily due to an
increase in planned outage days at the Pickering nuclear generating stations as a result of the VBO. The
decrease in electricity generation from the Pickering nuclear generating stations was partially offset by a
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decrease in planned outage days at the Darlington nuclear
generating station, primarily as a result of the Darlington VBO which
was conducted in 2009.

The Darlington nuclear generating station’s unit capability factor for
2010 was 87.6 percent compared to 85.9 percent for the same
period in 2009. The higher capability factor reflects the lower
planned outage days in 2010 compared to 2009 primarily a result of
the Darlington VBO during 2009.

The unit capability factor for the Pickering A nuclear generating
station for 2010 was 62.4 percent compared to 64.2 percent in 2009.
The unit capability factor for the Pickering B nuclear generating
station was 76.3 percent in 2010 compared to 84.0 percent in 2009.
The lower capability factors for the Pickering nuclear generating
stations reflect the higher planned outage days primarily due to the
Pickering VBO in 2010.

Fuel Expense

Nuclear Unit Capability Factor
Years Ended December 31
(%)
m2010

2009

87.6 85.9 163840

62.4 64.2

Darlington Pickering A Pickering B

Fuel expense for the year ended December 31, 2010 was $185 million compared to $210 million during
2009. The decrease in fuel expense in 2010 compared to 2009 was primarily due to the impact of the
Nuclear Fuel Cost Variance Account authorized by the OEB in the 2008 decision and the impact of lower
generation. The Nuclear Fuel Cost Variance Account records the difference between actual nuclear fuel
costs per unit of production, and the corresponding forecast amounts approved by the OEB in the setting

of regulated prices.

Operations, Maintenance and Administration

OM&A expenses for 2010 were $2,101 million compared to $2,057 million during 2009. The increase in
OM&A expenses was primarily due to higher pension and OPEB costs largely as a result of lower
discount rates in 2010 and an increase in planned outage activities. This increase was partially offset by

lower planned maintenance activities and a decrease in costs for
new nuclear generation development and capacity refurbishment
activities.

Nuclear PUEC for the year ended December 31, 2010 was
$47.04/MWh compared to $44.09/MWh during the same period in
2009. The increase was primarily due to higher OM&A expenses,
and lower generation.

Depreciation and Amortization

Depreciation and amortization expense for the year ended
December 31, 2010 was $401 million compared to $481 million in
2009. The decrease in depreciation and amortization expense was
primarily due to the impact of the Darlington nuclear generating
station life extension to 2051, related to OPG’s commencement in
early 2010 of the definition phase for refurbishment of the station.
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Regulated — Nuclear Waste Management Segment

(millions of dollars) 2010 2009

Revenue 45 44

Operations, maintenance and administration 52 48

Accretion on fixed asset removal and nuclear waste management 653 627
liabilities

Earnings on nuclear fixed asset removal and nuclear waste (668) (683)

management funds

Income before interest and income taxes 8 52

Revenue

Regulated — Nuclear Waste Management revenue was $45 million for the year ended December 31,
2010 compared to $44 million in 2009. The increase in revenue was due to a higher inter-segment
charge between the Regulated — Nuclear Generation and the Regulated — Nuclear Waste Management
segments for variable costs related to nuclear used fuel and waste.

Accretion

Accretion expense for the year ended December 31, 2010 was $653 million compared to
$627 million for the same period in 2009. The increase in accretion expense was primarily due to an
increase in the present value of the 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. The increase in accretion expense was partially offset by the
impact of the Bruce Lease Net Revenues Variance Account.

Earnings on the Nuclear Fixed Asset Removal and Nuclear Waste Management Funds

Earnings from the Nuclear Funds for the year ended December 31, 2010 were $668 million compared to
$683 million in 2009. During 2010, before the impact of the Bruce Lease Net Revenues Variance
Account, earnings from the Nuclear Funds were $836 million compared to $802 million during 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 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.

A portion of the Nuclear Funds relates to OPG's obligations with respect to decommissioning the nuclear
generating stations on lease to Bruce Power, as well as managing nuclear used fuel and waste produced
by these stations. As a result, the differences between actual and forecast earnings from the Nuclear
Funds associated with the Bruce nuclear generating stations are captured by the Bruce Lease Net
Revenues Variance Account established by the OEB in 2008. During 2010, OPG recorded a reduction to
the Bruce Lease Net Revenues Variance Account regulatory asset of $168 million compared to
$119 million in 2009. This decreased the total reported earnings from the Nuclear Funds in 2010 when
compared to 2009.
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Regulated — Hydroelectric Segment

(millions of dollars) 2010 2009
Regulated generation sales 697 718
Variance accounts 13 11
Other 32 53
Revenue 742 782
Fuel expense 254 264
Gross margin 488 518
Operations, maintenance and administration 99 106
Depreciation and amortization 62 75
Property and capital taxes 11 10
Income before interest and income taxes 316 327

Revenue

Regulated — Hydroelectric revenue was $742 million for the year
ended December 31, 2010 compared to $782 million in 2009. The
decrease in revenue was primarily due to a decrease in
hydroelectric generation and lower ancillary revenues. The
decrease in revenue was also due to the decrease in revenue
related to the Tax Loss Variance Account. During 2010, OPG
recognized revenue of $31 million in the Regulated — Hydroelectric
segment related to the Tax Loss Variance Account compared to
revenue of $47 million in 2009. The revenue related to the Tax
Loss Variance Account recognized in 2009 included $20 million of
retrospective revenue related to the period April 1, 2008 to
December 31, 2008.

Electricity Prices

The average electricity sales price for 2010 and 2009 was
3.7¢/kwh. The average electricity sales price reflected the
regulated price of 3.67¢/kWh and the incentive mechanism
applicable for the production from OPG's regulated hydroelectric
facilities, as established by the OEB in 2008.

The incentive mechanism established by the OEB resulted in net
revenue of $14 milion and $21 milion for 2010 and 2009,
respectively. The incentive mechanism is discussed under the
heading, Revenue Mechanisms for Regulated and Unregulated
Generation.

Volume

Electricity generation volume for 2010 and 2009 was 18.9 TWh and
19.4 TWh, respectively. The decrease in volume was primarily due
to the impact of unfavourable water flows in the Province of
Ontario.

For 2010 and 2009, the EFOR for the Regulated — Hydroelectric stations was 0.3 percent and
1.0 percent, respectively. EFOR decreased in 2010 as a result of improved equipment performance at
the regulated hydroelectric stations. The availability for the Regulated — Hydroelectric stations was
92.8 percent in 2010 compared to 93.6 percent in 2009, primarily due to an increase in planned
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maintenance work in 2010. The high availability and low EFOR reflected the continuing strong
performance of these hydroelectric stations.

Fuel Expense

OPG pays charges to the Province and the OEFC on gross revenue derived from the annual generation
of electricity from its hydroelectric generating assets. The gross revenue charge (“GRC”) includes a fixed
percentage charge applied to the annual hydroelectric generation derived from stations located on
provincial Crown lands, in addition to graduated rate charges applicable to all hydroelectric stations.
GRC costs are included in fuel expense.

Fuel expense was $254 million for the year ended December 31, 2010 compared to $264 million in 2009.
The decrease in fuel expense was primarily due to a decrease in electricity generation volumes.

Variance Accounts

During 2010, the net impact to revenue resulting from the recognition of regulatory assets and liabilities
was an increase of $13 million. The impact primarily related to the recognition of an increase in the
regulatory assets related to the Tax Loss Variance Account and a decrease in the regulatory liability for
the OEB-authorized variance account reflecting the difference between forecast and actual ancillary
service revenue (“Ancillary Services Net Revenue Variance Account”). The increase in revenue was
partially offset by the increase in the regulatory liabilities related to the OEB-authorized variance account
that reflects the impact of differences between forecast and actual water conditions on hydroelectric
production (“Hydroelectric Water Conditions Variance Account”) and the over-collection of hydroelectric
variance account balances through existing regulated prices since January 1, 2010. During 2009, OPG
recorded an increase to revenue of $11 million related to the variance accounts.

Operations, Maintenance and Administration

OM&A expenses for the year ended December 31, 2010 were $99 million compared to $106 million in
2009. OM&A expense per MWh for the regulated hydroelectric generating stations was $5.24/MWh for
2010 compared to $5.46/MWh for the same period in 2009. The decrease in OM&A expense per MWh in
2010 compared to 2009 was primarily due to lower OM&A expenses.

Unregulated — Hydroelectric Segment

(millions of dollars) 2010 2009
Spot market sales, net of hedging instruments 449 561
Revenue limit rebate - (10)
Other 48 54
Revenue, net of revenue limit rebate 497 605
Fuel expense 64 104
Gross margin 433 501
Operations, maintenance and administration 227 210
Depreciation and amortization 73 73
Property and capital taxes 4 9
Income before interest and income taxes 129 209
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Revenue

Unregulated - Hydroelectric revenue was $497 million for 2010
compared to $605 million in 2009. The decrease in revenue of
$108 million was primarily due to lower generation volume partially
offset by higher electricity prices.

Electricity Prices

OPG's average sales price for its unregulated hydroelectric generation
for 2010 and 2009 was 3.7¢/kWh and 3.2¢/kWh, respectively. The
increase in electricity price was primarily due to the impact of higher
Ontario spot market prices.

Volume

For 2010 and 2009, electricity generation volume was 11.7 TWh and
16.8 TWh, respectively. The decrease in volume during 2010
compared to 2009 was primarily due to the impact of lower water
flows caused by below normal precipitation across Ontario.

The EFOR for the Unregulated — Hydroelectric generating stations
was 2.1 percent during the year ended December 31, 2010
compared to 1.6 percent in 2009. The availability for the
Unregulated - Hydroelectric stations was 91.6 percent for the year
ended December 31, 2010 compared to 92.4 percent in 2009. The
low EFOR and high availability reflected the continuing strong
performance of the Unregulated — Hydroelectric stations.

Fuel Expense

Fuel expense was $64 million for the year ended December 31,
2010 compared to $104 million in 2009. The decrease in fuel
expense was primarily due to the impact of lower generation.

Operations, Maintenance and Administration

During 2010, OM&A expenses were $227 million compared to
$210 million for 2009. The increase in OM&A expenses was primarily
due to higher maintenance activities and pension and OPEB costs.

OM&A expense per MWh for the unregulated hydroelectric stations for
the year ended December 31, 2010 and 2009 was $17.69/MWh and
$11.67/MWh, respectively. The higher OM&A expense per MWh was
primarily due to lower generation.
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Unregulated — Thermal Segment

(millions of dollars) 2010 2009
Spot market sales, net of hedging instruments 530 393
Revenue limit rebate - a7
Contingency support agreement 258 412
Other 148 113
Revenue, net of revenue limit rebate 936 901
Fuel expense 405 413
Gross margin 531 488
Operations, maintenance and administration 449 492
Depreciation and amortization 103 79
Accretion on fixed asset removal liabilities 7 7
Property and capital taxes 13 18
Restructuring 27 -
Loss before other gains and losses, interest and income taxes (68) (108)
Other gains - (9)
Loss before interest and income taxes (68) (99)
Revenue

Unregulated — Thermal revenue was $936 million for the year ended December 31, 2010 compared to
$901 million in 2009, an increase of $35 million. The increase in revenue during 2010 was due to a
significant increase in electricity generation and higher average sales prices, partially offset by lower
revenue of $154 million related to the contingency support agreement established with the OEFC.

Electricity Prices

OPG's average sales price net of the revenue limit rebate for its unregulated thermal generation was
4.3¢/kWh for 2010 compared to 3.9¢/kWh for 2009. The higher sales price was primarily due to the
impact of higher Ontario spot electricity market prices.

Volume

Electricity generation volume for the year ended December 31, 2010 was 12.2 TWh compared to

9.5 TWh during 2009. The increase in generation 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

. X . s Unregulated — Thermal EFOR
same periods in 2009, and lower generation from OPG’s nuclear Years Ended December 31
generating stations. (%)

The EFOR for the Unregulated — Thermal stations during the year
ended December 31, 2010 was 7.3 percent compared to =2010
8.5 percent in 2009. The reduction in EFOR during 2010 compared
to 2009 was primarily due to fewer unplanned outage days at the
Nanticoke and Lambton coal-fired generating stations.

2009

Fuel Expense 23 8.5
During the year ended December 31, 2010, fuel expense was
$405 million compared to $413 million in 2009. The decrease of
$8 million in fuel expense was due to lower fuel and fuel related costs
pertaining to adjustments in coal supply contracts during 2009,
partially offset by an increase in generation volume.
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The reduced demand for coal-fired generation during 2009 resulted in excess coal supplies. OPG
negotiated reductions to coal supply contracts, which included cancellation and deferral of shipments.
Costs associated with the cancellations and deferrals of $63 million were recorded as incurred in 2009.
The costs incurred for coal contract adjustments related primarily to the Lambton and Nanticoke coal-fired
generating stations and were recovered through the contingency support agreement with the OEFC.

Operations, Maintenance and Administration
Unregulated — Thermal

OM&A per MW
OM&A expenses for the year ended December 31, 2010 were vears Ended December 31

$449 million compared to $492 million in 2009. The decrease of ($000/MW)
$43 million in OM&A expenses was primarily due to a reduction in
expenditures related to outage and maintenance activities as a result
of the pending closure of four coal-fired units, partially offset by higher 2009
pension and OPEB costs.

22010

58.40 60.20

Annualized OM&A expense per MW ($/MW) for the unregulated
thermal stations was $58,400/MW for the year ended December 31,
2010 compared to $60,200/MW in 2009. The decrease in OM&A
expense per MW during 2010 compared to 2009 was due to a
decrease in OM&A expenses, partially offset by a reduction in OPG’s
thermal generating capacity.

Other Gains and Losses

In 2009, OPG recorded a recovery of $9 million to reflect a decrease in the estimated costs to
decommission and remediate the Lakeview site.

Other

(millions of dollars) 2010 2009
Revenue 168 143
Operations, maintenance and administration 18 10
Depreciation and amortization 59 52
Property and capital taxes 10 8
Income before other gains and losses, interest and income taxes 81 73
Other losses (gains) 3 (2)
Income before interest and income taxes 78 74

Other revenue was $168 million in 2010 compared to $143 million in 2009. The increase in Other
revenue was primarily due to an increase in revenue from the PEC, and higher net trading revenue
primarily resulting from favourable mark-to-market adjustments.
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OM&A expenses of the generation business segments include an inter-segment service fee for the use of
certain property, plant and equipment, and intangible assets held within the Other category. The total
service fee is recorded as a reduction to the Other category’s OM&A expenses. The service fee included
in OM&A expenses by segment for the years ended December 31, 2010 and 2009 was as follows:

(millions of dollars) 2010 2009
Regulated — Nuclear Generation 25 27
Regulated — Hydroelectric 2 3
Unregulated — Hydroelectric 3 4
Unregulated — Thermal 8 9
Other (38) (43)

Interconnected purchases and sales, including those to be physically settled, and unrealized mark-to-
market gains and losses on energy trading contracts, are disclosed on a net basis in the consolidated
statements of income. For the year ended December 31, 2010, if disclosed on a gross basis, revenue
and power purchases would have increased by $69 million (December 31, 2009 — $79 million).

With the exception of the derivative embedded in the Bruce Lease, the changes in the fair value of
derivative instruments not qualifying for hedge accounting are recorded in Other revenue, and the fair
value of derivative instruments are carried on the consolidated balance sheets as assets or liabilities at
fair value. The carrying amounts and notional quantities of the derivative instruments are disclosed in
Note 13 in the audited annual consolidated financial statements as at and for the year ended
December 31, 2010.

Net Interest Expense

Net interest expense for 2010 was $176 million compared to $185 million for 2009, a decrease of
$9 million. The decrease was primarily due to a reduction in the average interest rate of the debt.

Income Taxes

Effective 2009, OPG follows the liability method of tax accounting for all its business segments and
records an offsetting regulatory asset or liability for the future taxes that are expected to be recovered or
refunded through future regulated prices charged to customers for generation by OPG’s regulated
facilities.

Accordingly, on January 1, 2009, OPG recorded a future income tax liability of $340 million, which was
the cumulative future income tax liability on January 1, 2009 related to differences between the
accounting and tax bases of assets and liabilities, measured using the substantively enacted tax rates
and laws that will be in effect when the differences are expected to reverse and recorded a corresponding
regulatory asset. OPG also recorded an additional future income tax liability and a corresponding
regulatory asset of $126 million for future income taxes resulting from regulatory assets that were
recorded due to amendments to CICA Handbook Section 3465, Income Taxes (“Section 3465").

Income tax recovery for the year ended December 31, 2010 was $60 million compared to income tax
expense of $145 million for the year ended December 31, 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 Accounts and also due to lower income before earnings from
the Nuclear Funds in 2010. Earnings in the Nuclear Funds are not taxable until withdrawn.

The OEB'’s decision in 2008 on OPG's regulated prices established the Income and Other Taxes
Variance Account effective April 1, 2008. The account captures variances in the income tax, capital tax,
and certain other tax-related expenses for the regulated business from those approved by the OEB in
setting regulated prices caused by changes in tax rates or rules under the Income Tax Act (Canada) and
the Taxation Act, 2007 (Ontario), as modified by the regulations made under the Electricity Act, 1998, as
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well as variances caused by reassessments. Variances in income tax expense from reassessments of
prior taxation years that have an impact on taxes payable for the years after April 1, 2008 are included in
the account. In addition, the variance account captures certain changes in property tax expense.

During the year ended December 31, 2010, OPG recorded a regulatory liability of $19 million in the
Income and Other Taxes Variance Account primarily related to the impact of investment tax credits on
eligible scientific research and experimental development expenditures, reassessment of certain prior
taxation years, and lower than forecast statutory corporate income and capital tax rates. During the year
ended December 31, 2009, OPG recorded a regulatory liability of $21 million in the Income and Other
Taxes Variance Account related primarily to the impact of investment tax credits on eligible scientific
research and experimental development expenditures.

LIQuUIDITY AND CAPITAL RESOURCES

OPG’s primary sources of liquidity and capital are funds generated from operations, bank financing, credit
facilities provided by the OEFC, and capital market financing. These sources are utilized for multiple
purposes including: investments in plants and technologies; funding obligations such as contributions to
the pension funds and the Used Fuel and Decommissioning Funds; and to service and repay long-term
debt.

Changes in cash and cash equivalents for the years ended December 31, 2010 and 2009 are as follows:

(millions of dollars) 2010 2009
Cash and cash equivalents, beginning of year 71 315
Cash flow provided by operating activities 817 299
Cash flow used in investing activities (945) (753)
Cash flow provided by financing activities 337 210
Net increase (decrease) 209 (244)
Cash and cash equivalents, end of year 280 71

Operating Activities

Cash flow provided by operating activities for 2010 was $817 million compared t