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KEY ACCOMPLISHMENTS AT A GLANCE

Safety: To be a safety leader

Safety lead/lag ratio target exceeded (ratio of safety observations to incidents).
Lost-time injuries reduced 50% over 2010.
Safe Workplace Observation Program (SWOP) reporting reached 6,883 SWOPs.

Hydro’s Work Protection Code implemented and 100% of required personnel trained.

Environment: To be an environmental leader

Churchill Falls completed 100% of its Environmental Management System targets
and milestones.

takeCHARGE energy efficiency programs resulted in almost seven gigawatt hours
of energy savings from Hydro retail customers and its own facilities.

Business Excellence: Through operational excellence, provide exceptional
value to all consumers of our energy

Implemented new asset management plan and structure.

Hydro achieved almost 98% winter availability for key electricity generating assets.
Hydro achieved overall customer satisfaction rating of 92%, up from 91% in 2009.
Long-term plan started in Churchill Falls for the renewal of production assets.

The White Rose Growth Project - North Amethyst field commenced production
from the first of its subsea wells.

Completed drilling of two onshore exploration wells in Parsons Pond, reaching a
record depth of 3,160 metres.

Arrangements concluded to develop the Muskrat Falls generating facility, the
Labrador-Island Transmission Link and the Maritime Link, including execution of
a Term Sheet with Emera.

Initialled the Lower Churchill Impacts and Benefits Agreement and Upper Churchill
Redress with the Innu Nation of Labrador.

People: To ensure a highly skilled and motivated team of employees who
are committed to Nalcor Energy’s success and future direction

Signed collective agreements with International Brotherhood of Electrical
Workers Locals 1615 (Hydro) and 2351 (Churchill Falls).

Achieved 3.74 Employee Opinion Score, exceeding the target score of 3.65.

Employee recognition programs resulted in 2,400 peer recognitions and 11
employees presented with prestigious President’s Awards.

Rolled out new Code of Conduct and Business Ethics policy across the company.

Community: To be a valued corporate citizen in Newfoundland and Labrador

Awarded over $40,000 in scholarships to Newfoundland and Labrador youth.

Nalcor and Hydro made major financial commitments to the Libra House
emergency shelter, Ronald McDonald House Newfoundland and Labrador,
provincial winter games and many other charitable organizations.

Employees donated more than $50,000 to charitable organizations, supported by
the company’s Employee Matching and Volunteer Contribution Programs.
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MESSAGE FROM THE CHAIR

2010 was a year of important milestones for Nalcor Energy, from first oil
from the White Rose Growth Project — North Amethyst field to finalizing
an agreement that will result in significant growth of our renewable
energy portfolio. Our safety performance also improved over 2009.

Nalcor’s Board of Directors is committed to continuing to build a strong
and sustainable company — one that is well-positioned to meet our
vision to build a strong economic future for successive generations of
Newfoundlanders and Labradorians.

The Board continues to focus on our business excellence and growth
initiatives. This is exemplified by the decision to proceed with Phase 1
of the Lower Churchill Project, Muskrat Falls, plus the Labrador-Island
Transmission Link and the Maritime Transmission Link, including the

execution of a Term Sheet with Emera.

As Nalcor pursues new opportunities in the energy sector, one of the Board’s roles is to establish acceptable levels
of risk. Prudent risk management is a key component of Nalcor’s business operations and decisions are considered
using a risk management framework whereby business risks are continually assessed and practices refined. In 2010,
the Board approved a five-year Enterprise Risk Management plan for Nalcor, which includes the endorsement of a
framework that will be consistent with the ISO/CSA 3100 Risk Management - Principles and Guidelines Standard.

Reinforcing the company’s strong governance foundation remains a priority for the Board. Throughout the year, the
Board reviewed Nalcor’s future operations plans and provided guidance through the Audit, Corporate Governance,
Compensation and, Safety, Health and Environment Committees.

In 2010, the Board adopted the Code of Business Conduct and Ethics for employees to reinforce the company’s
commitment to professional and ethical business practices. Nalcor’s reputation rests on the confidence and trust
customers, government and the public have that Nalcor’s employees and directors will conduct themselves to the
highest standards of integrity and professionalism. The Code guides how those relationships are managed through
sound business practices and respectable behaviour. While reaching business goals is critical to success, how they
are achieved is equally important.

On March 30, 2011, | stepped down as Chair of the Board of Directors. | thank my colleagues for their hard work and
support over the last three years. | thank our management team and all Nalcor employees for their efforts. The Nalcor
team is highly capable, energized and committed to the goals and priorities of the company. To our Shareholder, the
Province of Newfoundland and Labrador, the Board thanks you for your confidence and continued support.

The next few years will be exciting for Nalcor, but not without its challenges and risks; and the Board is committed
to providing sound governance and leadership.

\g\ VA e

John Ottenheimer

Chair, Board of Directors
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MESSAGE FROM THE CEO

Nalcor Energy’s corporate strategy sets the stage

for performance and guides our direction year
over year. Our long-term vision has proven to be
a successful guide for our company. Each year
we set challenging, yet achievable targets to
leverage our strengths and grow our business for
Newfoundlanders and Labradorians.

Our corporate strategy focuses on five key areas.
We want to improve our safety, environmental and
operational performance, grow a team of skilled
employees and contribute to our communities in a
meaningful way. Through our corporate goals, we
drive performance excellence from both our lines of

business and our functional support teams.

Driven by Safety

Nalcor’s relentless commitment to safety is the
true passion of our lines of business. Our pursuit
of safety excellence encompasses the safety of our
employees, contractors and the general public.

Safety reporting continued toincrease in 2010. We also
achieved a 50 per cent reduction in lost-time injuries,
and the severity of these injuries dropped almost
50 per cent — to a rate below the previous five-
year average. | believe this can be attributed
to how deeply safety has become rooted in our

organization — how safety has become personal to
everyone from our leaders to front-line workers and
their families. We are making progress throughout
Nalcor to build a world-class safety culture. We
have seen encouraging results from the safety
culture survey that demonstrates we are headed in
the right direction, but | believe there is still room
for improvement and we will continue pushing for

zero harm.

Building for the Future

Nalcor manages and operates a large asset base
and our current operations and growth plans are
anchored in our asset management framework.
In 2010, we implemented a new organizational
plan and a dedicated office for asset management,
which are essential components for Nalcor to
continue meeting the demands of our customers
and stakeholders.

In 2010, we also celebrated a historical milestone.
The White Rose Growth Project — North Amethyst
field, in which Nalcor has a five per cent working
interest, commenced production from the first of its
subsea wells. We will continue to re-invest a portion
of our oil and gas revenues in onshore and offshore
exploration based on our tolerance for risk, prudent
planning and accepted industry principles. These
investments are being made for the long-term
benefit of our province.

Our People: The Energy Behind our Energy

Our employees are vital to our success. That is true
of all businesses, but it is especially important in an
energy company like ours, with a valuable, wide
base of assets that must be managed over a long
period by highly-skilled workers.

In the fall of 2010, we reached four-year agreements
with both our International Brotherhood of Electrical
Workers Locals 1615 and 2351, representing
employees from our Hydro and Churchill Falls lines of



business. Their members, the majority of our front-
line employees, are critical to the success of our
operations and we value their continued commitment.

Leadership training continues to be an area of focus
for Nalcor. Just as it is critical to maintain our physical
assets, we also need to support and grow our
people. The talent and dedication of our employees
is something | take pride in.

As we grow, our employees know the importance of
not only building a strong company, but also strong
communities. Through our Community Investment
Program, Nalcor and Hydro continued to give back
to our communities supporting a variety of groups
and organizations. We also increased our focus on
our employees volunteer efforts and donations
throughout the year.

Powering our Province

In 2010 we announced our decision to proceed
with the Phase 1 of the Lower Churchill Project,
Muskrat Falls, plus the Labrador-Island Transmission
Link and the Maritime Transmission Link, including
the execution of a Term Sheet with Emera. Nalcor
completed substantial work and analysis on the project
and we are confident this is the least-cost, long-term
option for meeting our growing provincial electricity
demand. With the displacement of oil-fired electricity
from the Holyrood Generating Station, the province
will be powered by 98 per cent stable, clean
renewable energy — a claim that can be made by
few areas around the world.

For 40 years, the Holyrood plant has played a critical
role in meeting the island’s electricity needs, and
it will continue to do so until around 2020 when
it will no longer generate electricity or emissions.
The plant is the workplace for over 100 employees
who have been dedicated to providing power for
the province. As we transition to electricity from
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the lower Churchill development, we are committed
to working with our staff in Holyrood to ensure
that any impacts are minimized. Together we will
reach solutions that work for our employees and
the company.

The Province’s Energy Plan was clear that we would
seek long-term rate stability for electricity consumers
and acquire a secure and environmentally-friendly
source of electricity. The development of Muskrat
Falls accomplishes this. It will provide long-term rate
stability, avoiding the volatility of oil-fired power
generated at Holyrood.

In addition, the economic benefits to the province
from the project are substantial. During construction,
the Muskrat Falls development will see significant
employment, more than 75 per cent of which
will take place directly in Labrador. The Benefits
Strategy for the Project provides first consideration
to members of Labrador’s Innu Nation, then qualified
residents of Labrador and then people from other
areas of the province. We are committed to using the
Benefits Strategy to guide and ensure the successful
development of the Lower Churchill Project in the
best interest of our province.

Looking Ahead

| thank the Board of Directors, our Shareholder,
particularly the Department of Natural Resources. On
March 30, 2011, Mr. John Ottenheimer stepped down
as Chair of the Board of Directors. | thank him for
his contribution to our company and the province. |
look forward to 2011 as we continue to build on our
accomplishments in 2010.

v

Ed Martin
President and CEO
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CORPORATE PROFILE

Nalcor Energy’s business includes the
development, generation, transmission
and sale of electricity; the exploration,
development, production and sale of
oil and gas; industrial fabrication; and
energy marketing.

Focused on sustainable growth, the company is
leading the development of the province’s energy
resources and has a corporate-wide framework
which facilitates the prudent management of its
assets while continuing an unwavering focus on the
safety of its workers and the public.

Nalcor has five lines of business: Newfoundland
and Labrador Hydro, Churchill Falls, Lower Churchill
Project, Oil and Gas and Bull Arm Fabrication.

Newfoundland and Labrador Hydro

As the province’s main electricity provider, Hydro
is focused on providing a safe, reliable and
cost-effective electricity supply to meet current
electricity needs and accommodate future growth.
Hydro’s primary business is to generate and deliver
electricity in Newfoundland and Labrador to utility,
industrial, residential and commercial customers in

over 200 communities across the province.

Churchill Falls

Nalcor’s flagship operation in Churchill Falls is one of
the largest underground hydroelectric powerhouses
in the world with a rated capacity of 5,428 megawatts.
The Churchill Falls generating station provides clean,
renewable electricity to millions of consumers
throughout North America. A significant portion
of that electricity is being sold to Hydro-Québec
through a long-term power purchase agreement
with additional sales to Hydro and Twin Falls Power
Corporation to meet the needs of residential and
industrial customers on the Labrador Interconnected
electricity system.



Churchill Falls focuses on safety excellence, delivering
reliable electricity to customers and ensuring future
generations benefit from this world-class resource
through long-term asset management.

Oil and Gas

Nalcor is currently a partner in three developments in
the Newfoundland and Labrador offshore oil and gas
industry: the Hebron oil field, the province’s fourth
offshore oil project; the White Rose Growth Project;
and the Hibernia Southern Extension. Nalcor is also
the majority owner and operator of an onshore
exploration program on the province’s west coast.

Lower Churchill Project

The Lower Churchill Project is the most attractive
undeveloped hydroelectric project in North America
and is a key component of the province’s energy
warehouse. The Project’s two proposed installations
at Muskrat Falls and Gull Island will have a combined
capacity of over 3,000 megawatts and can provide
16.7 terawatt hours of electricity per year. The clean,
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stable, renewable electricity
provides the opportunity
for the province to meet its
own domestic and industrial
needs in an environmentally-
sustainable way, and also
export electricity to other
jurisdictions  where  the
demand for clean, renewable
energy continues to grow.

Bull Arm Fabrication

The Bull Arm Fabrication site is Atlantic Canada’s
largest fabrication site. Close to international shipping
lanes and Europe, this site has unobstructed, deep
water access to the Atlantic Ocean. This world-class
facility spans over 2,560 hectares and has integrated
and comprehensive infrastructure to support
fabrication and assembly in three project areas
simultaneously, in three separate theatres: Topsides
Fabrication and Assembly; Drydock Fabrication and
Construction; and the Deepwater Site.

OILAND GAS ~ LOWER CHURCHILL PROJECT ~ BULL ARM FABRICATION



Hydro ensures there is a safe, reliable and
cost-effective electricity supply to meet
current demand and future growth for
Newfoundland and Labrador.

For more than 50 years, Hydro employees have been
keeping the lights on for Newfoundlanders and
Labradorians. It is no small feat operating diverse
electricity assets spread across a broad geographic
area, including hydroelectric plants, a large oil-
fired plant, gas turbines, 22 isolated diesel systems
and thousands of kilometres of transmission
and distribution lines. Hydro also maintains the
communication and control systems that manage
these assets.

To ensure a safe and reliable electricity system,
Hydro makes significant investments annually
in the provincial electricity grid — investing over
$55 million in 2010. The company maintains the
operation of its electricity infrastructure through
routine maintenance, and replacing or upgrading
aging assets. These investments are made in concert
with Hydro’s comprehensive, long-term asset
management strategy.

A key corporate measure of performance and

reliability for Hydro’s generating assets is availability
during the winter season. In 2010, the island
generating facilities achieved almost 98 per cent
winter availability. Strategic investments, combined
with ongoing replacement of aging insulators and
wood pole management program directly benefited
consumers. This was evident in September, when
hurricane Igor caused destruction across much of the
island of Newfoundland. Although the magnitude of
Igor’s impact was substantial, Hydro’s assets and
customers were minimally impacted.

In an effort to eliminate electrical contacts by heavy
equipment operators and members of the public, the
most significant public exposure related to Hydro’s
electricity facilities, the company continued to educate
the public about the hazards of electrical contacts.
In 2010, Hydro, in conjunction with Newfoundland
Power, developed a power line hazards information
booklet for employers that work around power lines.
Hydro also continued its public safety campaign
Back it Up and website, HydroSafety.ca, which helps
people make safer decisions at work and home.

Hydro forecasts provincial electricity requirements
and advances the long-term, least-cost option to meet



these requirements. In 2015,
the island of Newfoundland
will reach a capacity deficit
and reserve capacity will fall
below the minimum level
set by Hydro to ensure an
adequate electricity supply
to meet firm demand on the
island. Hydro evaluated the
options for new generation
sources to avoid this deficit and the development of
Muskrat Falls with a transmission link from Labrador
to the island was determined to be the least-cost,

long-term option for electricity consumers.

The company is also investigating renewable
energy sources for diesel communities. In late 2010,
the Government of Newfoundland and Labrador
announced $2.5 million to further study small-scale
hydroelectric projects for some Labrador coastal
communities. Over the next two years, Hydro
will complete further analysis of potential hydro
generation sites in this region.

2010 was also the first full year of activity for the
takeCHARGE energy efficiency program, which
provides rebates for ENERGY STARe windows,
insulation and thermostat upgrades and commercial
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lighting. Hydro also launched its Industrial Energy
Efficiency Program, providing a customized approach
to energy savings for industrial customers, and took
steps to create energy savings in its own facilities.
Hydro’s energy conservation programs resulted in
almost seven gigawatt hours of energy savings from
Hydro retail customers and its own facilities in 2010.

Over the past six years, Hydro has maintained
a consistently high customer satisfaction rating,
and was 92 per cent in 2010. Bills that are easy to
read, concern for public safety, and friendly and
courteous employees were noted as the top three
strengths for customer satisfaction in 2010. This
feedback helps Hydro focus on those areas most
important to customers to ensure a high level of
customer satisfaction.

Hydro’s commitment to its customers extends
beyond customer service and into the community.
Hydro’s Community Investment Program is part of
its commitment to help sustain vibrant and healthy
communities. An example is Hydro’s investment of
$180,000 to Libra House, an emergency crisis shelter
in Happy Valley-Goose Bay for women and children.
Hydro, and its parent company Nalcor, also awarded
over $40,000 in scholarships in 2010 to help young
people pursue higher education.
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The Churchill Falls Generating Station is one
of the largest underground powerhouses
in the world. On average, every year, the
facility generates over 34 terawatt hours of
energy. This power is used by millions of
consumers in North America.

In 2011, Churchill Falls will celebrate 40 years of
electricity generation. The commitment of Churchill
Falls today continues to be a focus on safety
excellence, asset management and environmental
stewardship. This dedication ensures future
generations benefit from this resource.

With the Churchill Falls generating plant and related
infrastructure approaching 40 years of operation,
rigorous asset management is critical to keep the
aging assets in quality operating condition. This will
ensure quality service for the long-term and that
assets are fully functional well beyond the expiry of
the Power Purchase agreement in 2041.

The company’s strategy is focused on continued
performance through comprehensive planning and

strategic investment. Churchill Falls has completed a

long-term asset plan for capital investment based on
thorough assessments of asset condition, operating
and maintenance experience, and other key
inputs. The strategy reflects the plant’s operating
requirements. In 2011, Churchill Falls will develop
and refresh its five-year capital plan and complete
planned asset investments.

2010 marked an important achievement for Churchill
Falls as the company made its final debt repayment
for the original $1 billion construction costs in
1969. The company will now focus funds on capital
improvements to upgrade the facility and ensure its
continued safe and reliable operation.

On the environmental front, for the past 10 years,
ISO 14001 Certified Environmental Management
Systems (EMS) have governed the environmental
activities of the Churchill Falls operations. Each year,
the company identifies opportunities for continual
improvement of its environmental performance and
establishes targets and milestones to accomplish this
work. In 2010, for a third consecutive year, Churchill
Falls successfully completed 100 per cent of its EMS
targets and milestones.



While generation of reliable electricity is essential
year round at Churchill Falls, November to March
is a critical operating period. In 1998, Churchill
Falls entered into a Guaranteed Winter Availability
Contract (GWAC) with Hydro-Québec to supplement
revenue from the 1969 Power Contract. The
GWAC requirements are in addition to the original
requirements of the Power Contract and the power
used to supply customers in Labrador. In 2010,
Churchill Falls achieved a five-month average of
95 per cent of maximum additional revenue. This
was less than one year after repairs were made as a
result of significant damage to two generating units

from a cable fire in late-2008.

Under the terms of the 1969 Power Contract, a
significant amount of the energy from the Churchill
Falls facility is sold to Hydro-Québec. Presently
the purchase price under the Power Contract is
one-quarter of one cent per kilowatt hour and the
automatic renewal clause fixes the purchase price at
one-fifth of one cent for the 25-year period beginning
in 2016. This will mean, for the remainder of the
Contract, power will be sold to Hydro-Québec for less

than five per cent of its recent commercial value.

NEWFOUNDLAND AND LABRADOR HYDRO CHURCHILL FALLS

In 2009, Churchill Falls
(Labrador)
(CF(L)Co) formally requested

Corporation

that Hydro-Québec enter

into discussions to amend
the pricing terms for the
remainder of the 1969
Power  Contract.  Hydro-
Québec did not respond

and therefore, in early 2010
CF(L)Co filed a motion against Hydro-Québec in
Québec Superior Court seeking to change, as of
November 2009, the pricing terms for the remaining
term of the Power Contract. It is the position of
CF(L)Co that the change in circumstances since the
original contract was signed has resulted in a gross
inequity in the distribution of contractual benefits.
CF(L)Co believes this situation, combined with the
obligation under the Québec Civil Code to act in
good faith throughout the term of a contract, obliges
Hydro-Québec to renegotiate the terms of the
contract to re-establish the equilibrium of benefits.
Court has set a trial date of fall 2013.
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OIL AND GAS

On May 31, 2010, the White Rose Growth
Project — North Amethyst field, in which
Nalcor Energy has a five per cent working
interest, commenced production from the
first of its subsea wells. First oil at North
Amethyst is a significant achievement for
Nalcor and the province, and establishes
the company as an emerging state-owned
upstream oil and gas player in the Atlantic
continental margin.

Nalcor has a working interest in two other offshore
developments — the Hebron oil field, holding a 4.9
per cent working interest, and the Hibernia Southern
Extension, with a 10 per cent working interest in the
subsea tie-back project. Nalcor also has an average
of 67 per cent gross working interest in three onshore
exploration permits in the Parsons Pond area, on the
island’s West Coast.

In addition to the economic value provided through
equity ownership, Nalcor’s joint venture participation
provides knowledge, insight and influence that

ensures alignment between the provincial interest
and project partners. Throughout the life of each
project, Nalcor will work through its rights under
joint venture agreements to pursue issues of interest
to the company and the province, and establish
work plans and budgets that preserve key project
milestones and economic value.

In 2010, Nalcor completed the drilling of two
onshore exploration wells in the Parsons Pond area
— Seamus and Finnegan, and completed testing
of the Seamus well. Nalcor encountered natural
gas during drilling on both wells and gathered
one of the most extensive datasets that exists in
the province’s onshore, drilling to a record depth
of 3,160 metres. In February 2011, Nalcor and its
partners announced their intention not to drill
the planned third well. Analysis of both well and
seismic data indicated that similar results were most
likely and that limited additional information about
this area’s oil potential would be revealed. Nalcor
achieved its main objective in this program, to
gain valuable information from this basin to enable
further insight and assessment of the geology and
petroleum potential of the area.
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