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Rehearing Rebuttal Testimony of William A. Rigsby
Docket No. SW-02519A-06-0015

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My name is William A. Rigsby. I am a Public Utilities Analyst v employed

by the Residential Utility Consumer Off ice ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7 Have you filed any prior testimony in this rehearing proceeding on behalf

of RUCO?8

9

10

11

Yes I have. On September 28, 2007, I f iled rehearing testimony which

presented RUCO's hypothetical capital structure (and related cost of

capital issues) which is being considered in this proceeding.

12

13

14

15

16

17

Please state the purpose of your rehearing rebuttal testimony.

The purpose of my rehearing rebuttal testimony is to provide evidence that

supports my posit ion that Algonquin Power Income Fund, the parent

company of Gold Canyon, has the ability to obtain debt f inancing in the

capital markets if it chooses to do so.

18

19

20

21

A.

A.

Q.

Q.

A.

Q.

1



Rehearing Rebuttal Testimony of William A. Rigsby
Docket No. SW-02519A-06-0015

1 ABILITY TO OBTAIN DEBT FINANCING

2

3

4

5

6

7

8

Why are you presenting evidence that supports your position that the

parent company of Gold Canyon has the ability to obtain debt financing in

the capital markets?

The Company and I disagree over the appropriate capital structure that

should be adopted by the Commission in this case. The Company has

taken the position that it should have a capital structure comprised of 100

percent equity as opposed to the hypothetical capital structure that l have

9 recommended which is comprised of  60 percent equity and 40 percent

10 debt. The Company has argued that the fact that Gold Canyon has a

11

12

13

14

parent  company wh ich  has d i rect  access to  the  cap i ta l  marke ts  is

irrelevant in this case. I disagree with this position and believe that the

Company's ability to obtain capital through the debt and equity markets is

relevant and should be considered by the Commission in this case.

15

16

17

18

19

20

21

22

23

What evidence do you have that supports your position that the

Company's parent can obtain debt financing if it chooses to do so?

The Algonquin Power Income Fund's 2006 Annual Report (Attachment 1)

supports my argument. Page 15 of this document contains a description

of a convertible debenture offering which was completed on November 22,

2006. The offering involved the issuance of 60,000 convertible unsecured

subordinated debentures at a price of $1,000 (Canadian) per debenture

for gross proceeds of $60 million. The debentures are due in November

A.

Q.

A.

Q.

2



Rehearing Rebuttal Testimony of William A. Rigsby
Docket No. SW-02519A-06-0015

1

2 This information, in addition to the other evidence I have

3

4

2016 and bear interest at a stated rate of 6.20 percent per annum payable

semi-annually'.

presented in this proceeding, makes the point that Gold Canyon's parent

has the ability to obtain debt financing if it chooses to do so.

5

6

7

8

g

10

11 This means that

12

13

14

15

16

Does the fact that Gold Canyon's parent has the ability to issue debt in the

capital markets have an impact on the Company's capital structure?

Yes. The fact that Algonquin Power Income Fund has the ability to obtain

debt in the capital markets should be reflected in Gold Canyon's capital

structure. In fact, the 6.20 percent yield on the debentures is lower than

my recommended cost  o f  deb t  o f  8 .45  percen t .

Algonquin Power Income Fund has the ability to issue debt at a lower cost

than what l have estimated in this case. In summary, I believe that the

Commission should adopt RUCO's hypothetical capital structure which is

compr ised  o f  60  percen t  equ i ty  and  40  percen t  deb t  and  RUCO's

recommended 8.54 percent weighted cost of capital.

17

18 Does th is conclude your rehearing supplemental test imony on Gold

19

20

Canyon?

Yes, it does.

1 The Debentures are currently being traded on the Toronto Stock Exchange under the symbol
APF.DB.A (Algonquin Pwr 6.2%Db)

A.

Q.

A.

Q.
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Firaarméai. f~lighligi~l'1;s

Energy Sales
H':ri».}..¢» electric Ru ' :je

jt*J'£..j'0

Cagenera8on

Aite rr8ative Fuels

45.945

(I "".»"'53 v3=+4

1 c: -192

38,263
'1

?1,b4.6

87,86',=

64,413

61,890

6.428

112326

40,681

4,994
Tsai Energy Sales 129,981

44,1132

95,6?4
16,269

13é,038 122,981 69,241

novo

37.290

13,1831

28,371

14.036

2356

'54.658

20,29

10,699

7.974 2,522

Waste Disposal

Water Distribution/Reclamation

Other Revenue

14,249

35.464
*W-51 1 no

Total Revenue 201,415 179,324 1691523 147,613 87,912 39,812

31,969

27,311

20,791

20,147

23,344

28,297

1U,7'?'3

16,568

2918.65

23,7'F'3

9.328

11,317

26.485

15,0459

24.335
1,166

r e
1.199

114'v lb": f
'4 . 171

v.292
r l'i4!6/!O

851 .i'JJi

Operating Profit [Including interest,

dividend and other income)

Hydrueiectréc
Cogeneration

Aiterr=a€ive Fuels
ip.frastructu='e

Gther

Total Operating Profit 99.931 84,031

2é,88;8
2;8,2?;8

8,184

12,616

3718
76,826 73,541 54,875 30.449

Earnings lbefora inf exp,

write-down of fixed 81 intangible

assets and minority interests 52,696 44-304 40,276 53.147 26,726 18,662

188,1584!=.5=3?`

0.66 I lj, .

22?.9:858

0.39

66,955

l3_912

6?_£9l

21.798

0.31

64,661

0,92

64,892

62.4532 r lp»
5 : ) J v ' - 2

6.92

6,864

"}'

37.362
13.92

28,813

New Earnings

Net Eamint -Er Trust Unit

Distribution to a "*1itI'acalder:s

Per Trust Unit

Sash Avail. far Distribution

Per Trust Unit U.93 1
.1

2? 30?

9 3 3

*53.3'?'£8

=J.9.>

59.887
gt;

I

588,.38
0.36

44.742

0.77

83.465
131.93211

11,363

899

844348

17.242

21,238

9.38?

24,838

19,3'76
31.713
19,811

Balance Sheet Data

Cash and Cash Equivalents

Working Capital

Capiiuiand lniangible Assets &

Long-Term §4vestmer\ts
Total Assets

952.428
4948.324

361.969 92,994 751.904
998,624

&74,495

923,939823,801 824,796

46l7.312
512,384

444.

3'74,€J1é-

":1 c:1)

2.4'4,E80?

I- n4":»2.>*9F8»

2:&6, l; l1.y

4*?5.27"=

16-5,',71';

519.8?6

36,699

537771

5 0 , 6 6 8 5

4 1 1 8 8 1 3

Long-Term Liabilities 84 Revolving

Credit Facility iinciudes debentures 84

current portion!

Unit Holders Equity

N 'fiber of Units Outstanding

as of Dec. 31 72.894,211 69,691,592 é9,6§i1,*£93' 6.,'_383*,o12 6 ) , - . » 8 , * , 6 t . 4 0 l*\u - pp!4
3=3,c,?'~,.i ',#.2

113 Amount irucludas $31.2 million as* net working capital accruals related to the cempleaian ef  the So. Leer Wind Energy facility.
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Ur-river hydroelectric geraeratina fa wlities located :re Gntaria. owns three cogereeratian facilézies located
. ,__ . _
In Guntar=»;= §\1avv JE: S='*y,

Quebec, New York, New Encxlarnri and Alberta. These facilities California and CQnr.=em:t§cut ila;er»erati¢;»n is t?ze s;lTe=Jlt=9.r1eous
przrruaraiv operate <;-5*. n;81§ur8i f!'1'53 ì  f'cJv.f:3 Ami garlerzallv do r=-;J | product:t=on Qt electricity and thermal energy from s=r»g'e fuel
stare water for Later use. jivisic-n's gross revenue is derived source =r: this case, r=atL.=ral Ga3. Revenue is generated t%arough

from the combmatica gt energy production and power purchase the sale 5? bath t.*lermal .merge and 8lectriciiy. Eiernefétfs of

rates. Benefits of hydrnelactri-1: facilities include lave operating cogenera1:=8n te;hermia-gy inuucie predlctabie generation, 'm IILlinl

c`c:»~3*s s. rover Te-:enology, a =u v rtu¢:I.l'g,' perpetual as==et lure. technology risk and icing term Bower purchase aqraemerets.

Combined with kang-term power purchase agreements, these Cogeneration faciljtiee are rust subject to' rtatLarali8,f occurring

tzeneiatas pr: sirorag assets 4l. l  1 fluctuations and time refcare provide efficient and predictable cash

predictable -:33h fE.avv=3. Ru _ -
rLc»vv> t*& the !~ufled.

' i. Vs 1 I  \ *
4*  ==yd =  4<a$ f e< . l 2 t s - :  § a¢ : § l l @a . 148 MW, 63lv'&3'3§& pawns' gsaze'a?las='e Five natesrssi gas fired c<>g¢enarst§<>n ésciiities. 8 =*§7s'¥ sav=seslsa<8&
8§*E=¥§3lt':¥2&':l¢. ii;s: of *iii 2res=s'§~. gsawev saurchasa agreement Him cl' 11.3 years.
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The infrastructure lllivisn;-n

infrastructure Division
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the Fund as they represent are asset class which
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These infrastructure assets

=ree:lu»;jes

Revenue fl'r3lT;

a captive custorrzer

17 regulated

these

at the energy-from-waste facility. and interest and énveszment IW . : irefrastru4:tu1°e Division experienced appmximateiy 9%

income from the Gther assets. growth in 2006 and Management expects this growth to continue
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Algonquin Power Income Fund had a successful year in £09-6 Over t5*.e course M2006-, the Furled's assets continued to contribute

rcuradeci r;-ut by Hz strong f-nur Rh quai tar. The Fur1d's !*f1 ana<8e=' to the stabiiitv 05 -:ash aavaMable for -Jmzribuiion. The F=Jr1d:5

and ex-:8ptional Group smriioyees and associates spent 2006r.nrJ I difetribuiion res a percerliage Gr cash available f.8* cisstrlhutef

focused on perfarmarlce improvements of the Fund's d5versif=ed Payout Ratio
..1

1| was <;o.2% for the year ended December 31.

par tfsiio of power generataan and infrastructure assets, and Time Fund has a-:hieved improvirlg annual Payout Ratifas

$r: .June add-sd the ?88t. I eon Wind Energy facility to the growing of 144.9% in 34393, Rf r1@5.8.3 IF: 2004. ¢;»t3.7°,»*&. érw 30485. and 99.2% in

pcvrtfclio. T.l'IiE transaction represents the Furled's operational 2066. The excess cash available for distribution as used tn fund

entry into time fast-gruwmg wind power generation industry working ...8pi=_ai and ice other cash requirements of aha Fund.

which, similar te had*oeEecrri<: energy. generates eiectrica' :;\ the Report to Umtimolders in the 2005 Annual Reucrt, Algonquin
enemy f¢"Gl'Tl 8rereewable natural !"9'9OiJl"Ce° P'a'wer Income Fundls Deans and intentions to build on the balance

'nin addition s b l . Wi n d Energy, in:tia:.-_. through and strength that has been achieved though the diversification

EMF! irwesiment in 2004 and men through thee a-zzquisitn-nrm ==¢_rate-gy aver the past few vests was discussed. This was certainiv

Q? Airfiource Power Fund ! LP in 2c06. contributes to the the focus of 2.096 with many activities and : :  - -. '- 4.' t a t Q r r' ¢=="l..l°, : e ._  b' .C¢l , \

strategic diversification of marke.-is, technol-891, geography and during the year. As part of this srmstiative the Fund announced the

regulatory environments that began in zoos.
. I • L60 .

n l \* l ind

anointment of a Chlei Goeratmg Officer in June whose rae is,

Energy facility i.. the Fund's first fadiity located in Manitoba and among other things, to oversee the profitable operation of the

:nltlat@s a new reiateonship with Manitoba Hydro through a 25
, -
a» °°\l| Le | 's assets and to identify opportunities to ieveraue economies

year Power' Purchase Agreement with the it=l§ty. The Fund has of scale that may exist across. the four divisions of t?1e Found. Dther

siqnificrsr" operational experience that lends itself well to wind Fund initiatives are leaned tcrward creating efficiencies, leveraging

energy generating technology, whiciw contributes to the deijvery skills acre-ss the organization, and implementing continuous

-.-* rel§abLe=, abbie arms! zsusiaInabaa results. improvement piazzas. We look forward to -zommunicaterzg the

rasulrs of these initiatives In the future.

'
Ar

T e f Leon
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pp-stpor:-ed in light

D i 9 F °i I I o-6 Iurl ng -.h- »0\.:ft§1 q 1J3! -.er of 2|JGo- the Fund anraoureced a

/4
\J

trust unit and ccnvertibbe debenture offering, which was then

access of the capital markets to repay indebtedness

capital mariners.

the taxataore

Pr_3c
.9

respect of its contzraumg growth iraiNateves.

this growth related debt, however the complexion Qf the offering
44
G L

fjebt related to the f.iL. Lei;-n faciiiiy.

proceeds r>f $6a million. The proceeds were then used to retire

Fund did complete -:invertible debenture offering resuifing in

which, under the definitions provided, would include Aigenquin

agsvernrnerzt =3reno=Jr1ced prop-caaie.

F¢'1-8wit1g the

by the Minister of Finance, on December 81,

cc;-rpcr.8t§-:arms ore

in t§18 2581?

Pfswer : "2 f~r =T1|=8 Fgfld

that time was considered discrete-zmnary. Era late November, the

.-'~ :' :-~.- • •
`* 1. I

=G6 by the federal Minister of  Finance with respect to

from the proposed offerings was Te retire a parton

§uMQ

=.axat=c>n year

i •\ I\ .vs \" u _r
.$.'- -' 33»-.3= \.:-]':\..,» x »* IL-) x *_

at ire cc-me trusts and the ensuirati impact on the

"Q-
:

a r"».. ¢.:rgIildl \J'..*(JbE!:

The Fur=d's financing strategy irwin-ives Peri-misc

specified investment flow-:hroughs"

1c.

r11we

Tlwese progms8l8 indicate that beginning

a n

a '3IV-T will be fsubjeci to tax at a rates

~\ I y*
§.J%.:8 s

announcermenf made G 71

**|

J
Q' .»"\ of*
\ 1 I•

• Eu uII I1
- .A

2006 anreouncetveent made

we
1,_`

¢. .. . .. .s!l':-.3 p*-armed us.e c.»:

2006.

• u
u \ ¢l 4-
s I ' I
\ ; I
\ . .»¢ I x

tax s=m4=.ar to

the federal

Er:-rzurrea I'll

n - U*u°..t(8*'J&:

I 841- I
I
4

r14 f

9 5 ivi "W »"~g.. 23 b
._>2~_ L \..*. R..-' ._.-5 L

_.' E

mat 85 equivalent to the

o r a v i n c i a i  l a x .

i-egéslated, between l':DW and 2s*1

The Fund bedEev&ss any irrzpacif or

omposaais on L:raitho'-der

Fund wi'l evaluate opportunities tea minimize the impact or' the

d i s t r i b u t i o n s  w i n c h  a r e  a

taxation :ranges will be mitigated due to

T ° * \1°:*4 ht: re=r=...1=

F48

be exempt under the proposed provssic-ns

the ';3a;*.ger facilétv with a
est=maieci e.~» aorswpletian dura rig the fourth quarter of

in November of

increased output, ease sf  maintenance and an extension of

program is approximately US$23 méilic-=
$8.8 maison was incurred ii. the fourth quarter cf 2006.

time uaeefui lie of the iac:i5ity.

cor1s8,+r.u»8t:c-im.

laycaui of the "-*"*'_;"°' facility alifaws tor

LMéDGO turhérae concurrently with continued operation of the

r. : *5¢ .

I
4 `»
: : L \
x

which is expected to minimize revenue loss during

b ;»

. x :" *a
'\.¥ \...»' k

is expected to ~=sult in improved fuel eff iciency,

:(~§ ' :
I-._\ :

Althea-ugh tiwese proposals have not yet been

¢ r
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Financial Review

inherent in nraturai resource-based power generation,

a more stable 1:ounciat5-:arm :S

in sustainable cas* dlstribuiions during 2006. The move toward

2G05. The iachriical, geographic and reguiatorv diversification of

revenue and operating pr-Ifét.

JIw
'Lai

with 23% sf revenue generated by the Hydroelectric

For the year 2006, the Funds assets generated total revenue

t ..

38% generated by the Cogeneration Divisicen, 28% of revenue

generated by the Alternative Fuelfs Division,

revenue Generated by the infrastructure Dzvesaan in 21306.

Wevemse 83? E'»'E§E§.§a2x'::43

At the and ca? 2=I»(8r3. the

aoeraUnq

four divisions with Hydroelectric making up 31% Rf the asset

base,

$291.4 ITa£i.l:c»€1,

Fund's assets produces revenue a well balanced manner

18001

2899

Cogeneration at 28%, Alternative FueLs at 21% and the

prfsfet continues. Io be veil balanced

e

£888

growing 12% over revenue s' $

|
UVm] has

E~ur1d's asset déstributicm based on

2883

imp roved

to evident through the F-lua1d.s

Qvera

J
. .

.

and 180/-. of overall.

»E'P'9.3 r2*.:=1§-m Ir:

Fisk

across time

exposure

FG.'8LilT.iE'lQ

i"\ _
L..':V::,10f't:

*c '9.993

The

24384 Qzu8rai8a-3

98995§ 833; 85454§49

available

million compared to $64.9 million 2005.

pf;-rifolio

The Fund's cash distributions have been stable at $0.92 per unit

:he Fund generated $0.93 per unit by the end of

inc;?lange<;* from mag.

at an average annual rate of approximately =°/-.
per year since I801J.E,

we

vUF}d*s

During

strength

for distribute:Qr:

*&0b, cash available fer distribution was $67.5

with cash available for distribution growing

generated ihé

a per Ur=Et basis,

$806, r-=maap.1ru8

..
ciaverse

| .
g r  c a s h

asset

Infrastructure Dxvrsion assets including water De:ztributasn and

waste-water faciiiiies making up 28% of the Furld's asset mix.

rt

Irish Bismasuied vo. £38424 Avsiiahae Pas- Unit

18 Ra



Elivisiorxal Highlights

and New York experienced improved hydrology as compared to

We PEIE8v"'8Llf3 3-*ear

wlzh 2068. There was a decrease =r= energy sales. primarily due

In the I-lydroeiactria: Uivis=on_ hydrology is naturailv ill-zztuating,

h-sweverdurénq 3086, the ?31:'1d.f

term averages. The Fund sreticriprares average h8.'drolog',' during

vs 'inst bvvc quarters 0¥ 20187

to redu-.d produ~;tEor1 at

In the Llogenerataon D=v=si=1rl, performance rema=r=e-

planned overhaul . that was completed

benefit from the opportunity tr; temporarily shut down the was

narmali°y consumed by the facility at iavourabie hied prices.
turbine \

in the xfxizarrmave =-uei3 [=§x.-s 3l-"1

growth in overall production for 2006. At the Eraergy-irnm-Vv'aste

and Landfill Gas facilities, overall facility improvements aimed at

Energy facil i ty durér

increasing production and availability continued during the yea;

when compared to *GUESS primarily

coriternued growth at existing face:li%ies riurang 200-5. in December

2006, the rate case initiated ice the Black Mountain faciaitv was

In the infrastructure Divis==~*-

2604 the Rm F15

addition, pursuant to the rates and tariff schedule apiaraved in

Rim Rico facility that was purchased in December

approved, resLlltir=g in

increase in November :":8=36

Ais-8 dura reg the f:?-:=8t half Qr

the Sanger fac:'it*y and sell the fixed price natural gas

I generating eiectri-:itv equal Ba 103% of

facsiity imp5err1er=ted a 9% waste-water rate

tea 'ah-:ond quarter at

-gr . * -
a Eu /0 're-..r=ase

i In: _:rue ¢'v:F1d::»G="

performance irlcrea~aer' in 211166

?he addition c-f the TAI. Lew wind

r~8c!i=::e5 re: the lulL=eb@-..,

re cases .pr1s Ejrq3 format

A . A . I_;c:Ju Me ?-Una coMmuned ts

clue *-3 the :ra<:l1.=='éc>n of We

in the second quarter  cg

In a_I',.I36t,e-1_»v'8 i§= i

Laci-.£ facility during a

m r t__..-Or, ad! *1"I8-yi

;G05,and

{̀ 81-FI:.

'no :
C=r1:<=r:~8

'. 'me

, . .
L\;1]g

gd t-3

In

T he d Ive r=8:?1ca*l c:-8*. streatewv

The Fund exzerads t51=:==

operatira-3 Costa,

distributions to Algonquin Pawed lrnccrne Fund unitholders.

i n  s um m ar y

;.>ursL:»8 opparturzities to a»8qulr@

continue W e

;:»arc?za=se a-3reemer=is;.

to be

Der?~°marlr:e »-.s luna assets throughczuz 20189.

Focus on earning and maintaining respect from our

in its i:usiness a»8€i~.»itie8_

cG;*»murlitie5
- . . |

5;-3U/1G

As always, the underlying m o iiva tifnre is

uni thoider  value.

r:omrr=atmQr,;. s'.Ippc:rt_

F-lc:~r fixe yeas 2006

commitments Ar Algonquin Pnwar Income Fund and working to

For the year 20Q'.i. we will continue ac week era delivering

=Tlax;mE;zf9 operational. p@rfc>l*man<:e

Chairman

M-8ore

a participant within time power Income Fund sects*,

L: 1d 3% ur=ithold@rs.

| prudent and inc»vati~:e bu:-.=r1ass strazegses Ana practices.

in the Fu id, providir-g strsbiiity and sustainability in crash

Fe-cuseed and disciplined apprcacn to max=m=ze the

cfampetl ts i

ice Rask t==

[_,4.81

in add:ti0r1, the Man8-tler of t?1ee I

and enthusiastic interest in the Fund

fx;-mmi=.mer¢t Brno 260'/'

gramlude and appreciati=*r1 extends t<:»

Algonquin Po-wer income Fund strives

employees and associates To' theIr

srntiated

hnoiQg~'

fir»arl-:ial pr:-=ar$~.ets_

ls=g--IWeed assets with low

in 2981 has creasterf a

I | and lot Ag-+erpr@ power

the ermI'=*='r<-4=rrlez'=t of

csntsnusng to

customers

_ ., ,....lL::.d *»v:L

t?1rouah

strop *8

v'JI Rh 3

l1.>I'l t?1e8

earns the rate 0? return an its capital investment as allowed by
a1

Le. reuulatsrv eauthcrity under which the facaliiy operates.

2096.
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Independence Trustee Meetings

The 3oar:2 of True*ees :S composed of three Trustees who are Regular meetings of the Trustees are held at least quarterly

ir=dependsr1t sf the Fund. The Trustees establish in-:iependen-:-s review f inancial arid werationai r&:su§ts, and mQnthlv to

standards in accordance with the requirements ct the Tsrormto determine and approve cash distributiarls to unit?1ol.der5 At

Stock Exchange and other provincial securities reauiatioras. At least anr@L;ai.iy il.1f3 Trustees held meetings at which Fund

least annually, t51e indegaen-:Ience et ea=:.h trustee is determined *»1 ana»;1er.s are not ,8 r=35en+.

in accordarme with these standards

Access to Management and 0utsEde Aclvisors

Trustee Committees, Charters and Evaluation The Trustees have unrestricted access to the managemeruz and

trus;=.ee:3 Etavea eastabiwiwed aha é5.LI1j
I f..

*C'rT.I,, .,ilt2'214
-*.

arm empl-9.yees of #he F and, its subsadaarv. eretihes and the manager

H29 mrpc-ra?e love reran-ze committee. Cc.*Mr)
:  i ,

*e*=¢
Gr n

Qt:
'1.

04I

and employees re* Algonquin Power Systems '-no. whose duties

tM trustees. The trustees have approved f*-arters for each include services to the Fund and Fund entities. At the Fur=d5

committee and at least annually, each céwaf ler ~<1 re V aavve d expense, the Trustees have the authority to retain e>:terr»ai legal

and amended based .arm re-..-r;rnn'ler=ca?:c-ns <2-f the carrioraie counsel, consultants Sr other sévésors to assist them in fulfilling

qovernar=<:e ccrmrmttee "Qd :he chair Q? the trustees. At least In:-=:r r==2~pon8ibil.itie8.

annually, the trustees evaluate and review the peri='*mance o;

the trustees., eacéw of its comrrmtees, each <3-f the trustees and
Strategic Planning and Business Plans

the adequacy of the Corporate Governance mandate 5 I o
Hi L£?88* ar.-twL=al.w the trustees review and if rsdvisabke. approve the

Fund's siratefic piannin access. short and ion* term strata acs 5
plans, anti business plans prepared by the Fu id Manager nr"al '

light: of eamerglng lf"i'l"1(8'5= *ma csrrlaaeiitive er1.v.sr=;>r1ment_ risk

issues and signif icant business practices. Periodic tevéevvs

and amendments to playas r;*.a'y' Gccur at grey t:me etc?= year

a1:<;o"d:r:g to c?za11ge': he ?-'umi.s business; climate.

"lie

38
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*-*till

has £F&3t€8b

4

At least annually the Trustees review reports prov=ded by the

11.2 i."'t r ta-|.. 011.J1 ..OTT1fT"l». °.OI

and Managements assert=ons on internal control and disclosure

Integrity of Financial information

information and systems, the effectiveness of internal contra

and uD@V3?I098 O?

Ver§Hcaticn of Controls

Risk management

The trustees verify that internal f inancial, non-f inancial and

inwplementatérvl by the Manager of systems to manage the=e

Q? and any material. defécierwcief

l*,,1EiII3&.353:

risks and review reports by the Manager relating to the operatifsrm

Ll m iv Q

.mess control and infc'°matior= systems have been established

c-f  material risks associated with the busi:1esses

.r

CZ
. . J

f';8i<>

irl conjunction with their duties as members 9%

1888?

a§3l3>malc?l

3 rt

Fha Funds subsidiary entities,

r eview  t h - 1 '  i r = t eG r i ' r v G ?  t h - . 8  F = . 1 r t d

Qlv €lF"Yll8

Et

i u

in there 8\.':-iten-5

a~z8=

3 Ll

trust

=1.: C* l"}"l ?T ì If

amV8{8

rev=€»w ti

- *  r _ |
I W`1;3;8.__I8;

m 1

(> m a

The Trustees, with the assistance of the Manager

carrwp-8n5aiec.r1.

At leas*

and the senior management 95 the fund, and ye-r=f*»_' the irliegriiy
- mf  t §* . e  Mar " : agar  and  : 1 : 5  p r ss1  c : ip3 is=

Human Resource Management

T? le  t r '=J § , t=aes _

(Q Rea

the Furld's code of business condo-:t and ethics.

Ethics Reporting

Fund's appr-8ach to human resource management and execurave

For

Communications anal Disclosure

Manager relating

managements compliance with the fund's =*-isciosure pciicies

Funds ov4arrs'l c9mr~r1uni-:ati-895;

receevmg

E`:E'I!'EL8EIUV.

U Q U G 9

feedback

|  tml I

succession plans for the chair of the trustees

to compliance vvi*h,

conjunczeon with the Manager rev=ew the

81-1-8 Trustees review reports provided by :he

'II v

?ro lTd

,x
1 1

: " %

1414:\ l | .

5tra:eg8.'. lnctiudlng measures
z *:Lina b

A r material. deeficienrzéess -:Rf

. : , a ' _ -un:-.hrnlc-=r:=_

¥.9lv'EF3'J\! WB

I

by the Managers and that the Fund is applying appropriate

standards of corporate conduct voe these curntrols.

44. \



§

as
8
g

91.1

§ § *.
: M4

4 .

1; .~»

'I'I'l¢..¢.*.
44:4

44 :.-_.
£127£ '-272-55%lI  _'Q

88:3 ah 8 M
:Rik

E
x we489984 9949" .au 541

ah24 w¢e¢»
.~;-::~..-.4

"4-49
Q

4- xr- .
see: w t

a t
M

32

8
88% Q
s :E
J 4

i f .

a

3
;

MY

B ! 8

Ev

S

asas
~.-

s _:hint n u u u n o n

a
a

: A u g

.  ; » -. . 1.;";_l-1.; :83

.3r== =I<'

gzng-

_ w '°3<§~. s. : ¢ .
z

°~.8

Eert.==n statements contained in the inftarmatitm herein are

»...»~*_ .
t * J  :

» ~» - . 6 f  1
v 1: CI:

T819 =*§a€'s8g='s'=<m% €.v:*<:u;?:

~~.»..°

.m .\  |.
z__1 ;_._.- :\ :

\ l
L.= :

. "- "1  _ [  v

forward-lookmg and reiiect the vnevvs et the Fund and Algonq-Jln

Power Management inc. f the Manager"B with respect to future

Algonquin Power Income Fund [the "Fund"l has prepared the

following discussion and analysis to provide information to

assist its Unitholders' understanding of the financial results

for the three and twelve months ended December 31. 2oo6. E8vi3 F:J[S= Sin-813 forward Jaokirn-J sea,. 18»
!N@l1?5_ 3 4 -

i " ( 8  I` ¢ a ¢ €_ - - ,  .

f u t u r e

This discussion and analysis should be read in conjunction events and cord»tiens_ by their very nature. they involve inherent

with the Fund's audited consolidated financial statements for risks and oncer dainties.. Forward-loakmg statements are net

months ended December 81, 2906 ; " \ r r8583{Lg 81" |

the ahrae and twelve guarantees :.-1 the Fund's future pe- icrmance

arid 280s and the notes thereto. This material as available are 'subject t-8 various fa-stars, i|'?clLIc'i 8'lQ, b  t not 8.iméted to

an SFDAR at www.sedar.com and on the Fund's website at assumpti-;§r»s 8u£?\ as those relaiirrq tea: t5'=e perfmwra8nce Q? the
I

www.Algot1quir1Power.com. Additiarxal infurmatiorx about t§'te Fund'§ 35S&*S_ a:='mmodily market prices. interest rates,

Fund, including the Annual Information Form forth year ended envérnnmenral and other regulatory requirements. Although the

December 31, 2006 can be found on SEDAR at www.sedancom. Fund and :is Manager believe that the assumptions inherent

This management's discussion and analysis is incased cm in there forward -if:-<;~§<:re-3 =-:» . . . . -. , . a * e : r r = e n 1 s  . a r e  r e ¢ 1 s ; o r e a b l = e undue

information available to management as o! March 7- 2007. VE3EE3. 1
e*:»':uid not be pl.8»;;»:>d -an these sraterrmzrlts, 1s"¢/ in $1

ap~8l3» only as of t5':e d8tees hereof. Fhe Fund arid its Iviara-acer* are

not obi=gated nor do either of them intend to update Ar revise

f s
'I 4
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Hart earnings
Total Assets

Revenue

Long Term Debi
Disiributicn to unitholders
Cash available 'Tor distribution*

13 °\ n 2 9 44. 44. ". . { _ \ ;"~ \  I . . - I s
\*...¢ 3 n 4.-. •..

Per trust unit

* Non-GAAPmeasurement,see 'Cash Available for Gisiribution' in this mana§emenlls discussionand analysis.

inf-;nrf*r1ati*c;-91

the acquisition or' the St. Leon 'Nérad Energy ?acilil'y l"st. Leon

reveiLle Q* 855.7 million as camparzc-

For the quarter ended 9ecember'=1 2006, the Fund reported total

increased from the same period in the prior year primarily due to

tin-.1 p-:sitive imnac? c-f the ovate.

f.Qpt;r*.=Jed gr-8vvtn :re

'my forward-iookmg statements, whether

the saarrae period in 2065

offset by lower revenue from the Fundls operations in the United

facilities purchased during 2003. These factors were partially

cc.-mpared to the same per-ads in 3603

the same period

81.

revenue of $201.4 million as compared

result 05

Division combined with the reasons ind?-.;ate6 in the discussion

209-6 increased due to increased energy generated as a

Net earnings

Distribution to unizholders
C391 available for distriiznution*

trifle year ended December 81. 2005

unproved hydrology experienceai in the E-Iydrwoelectric

future dev.e9ooment:=.; Cr ctiwerwzse.

: r ~
. . . . s

in 23085. Revenue far the year ended Lsecembe

\
:ti

the Infrastructure D=v=sior1 combined with

Revenue for the fourth quarter et 2906

\o.

MJ 4

,z\..

~-A ~\
1 \ " J

a sirenqer I`.anac3éar= dollar

distrébutic-r= and waste water

§.s{§lIE

to $515.9 mE..Lior= durirwcl

to $913 miilicn. during

time Fund reported

r ' § _ =3 L I I t  =* f  ne w

324
796

xr133

I
|

r

33

381.8 million as corrwpared to 528.

America quote and the deducti~l of earnings related to non-

-:n>r\trf:»5'ir1g r?1=rl£)r5tv =r=teres=_,

from the same period 1 r1 m095 aide

==le 21365.

For the quarter Er=ded December 31, 2906,

Fur\ds portfaiio investments and the write-down 0? the Across

by earn'r=qs Frizz-rrl the ht. 5..€=-8 r1 irscilétv.

rnillior; as C"~§ET1[.*E"&'Ci

increased as crnmpared to the same period =n 2885 d=

*n  - I . (": 9 = : '  & ' jd : t h F ¥

Net earnings for the year ended December 31, 2GIZlé were $28.0

q if:)l\i\{:;

¥f:CI°FI3'2 =d

future incrsme taxes. :ix more-.. dot. ilea anaivsis of these factors is

5{;_938
8,917

£828,801
157,502

16336

19,468

presented within the dsvisic-nal analysis.

vereaat expense.

2005.

0 "11-92

9.13

Net earnings for the f<>urth quarter of 2006 decreased

I\ i
I. .hF:*t earr=ir¢r85 Fm* e  ' g ea r  ended  D ec ember

the Infrastructure D5v"1ion and a reduction in expected

energy gerlerate-'j as a
I

1 1

per trust urtét were 80.02 far the

5~286.

earrlin-qs frsrn the Si.

L£,IV\\ler gt

to $21.8 million during the sarrne l:-erioci

39

erect and diwderrd income 'From time

Tiuese facziors were Dar tialiv c-1"f5et

9 miilesix during the saarrae period

r'e.=8 L:it of approved h~,f ci;'rJic»g3f,

to the 5nci=Js=on of

1219.324
21,788

823391

1574802

64,361

64,891

Leon facility, con?irlLHed

O.31

0,92

0.93

get earr:»§r~.gs were

quarter ended

E:'lcilE8s9G

16n,523

221502
824.796

120,685

63.370

59.887

f~1
a I

68.33
6.92
c-.88'

2666

of the fourth quarter results above. A more detailed analysis c-F December31. 29186 as ccmpareai to $9.13 during the same period

these factors is presented wsthara the diwsifanai °'1al3':a=s. .re -Cr the year ended December 31, 2006, net earnings neo

For the quarter and year ended December 31i ""'=JL86, Lhe average trust Ur=§t were $0.39 as compared to $G.31 during 2oo5

exchange rate decreased by approximately 3% and 6%. The Fund generated $0.28 per trust unit of  cash available

respectwelv, 35 C0!Ylg'J&8i"8d to the :-Lame perésd ire 2005. As -e.ua:l*._ ?=" d:5t1'5bLst:c.n for the quarter' eriéed December 31, ¢ x -£0ué,3b

any quarterly or annual variance te revenue or expenses, in local compared to $0.28 per trust unit during 2905. During the Quarter

£"l_l r Jncy. at any of the Fund's U.S. entities may be distorted by ended De-.zember 31 809, time Fund maintained distributions at

a cherie in tee average exchange rate upon cr1=':vere=o.1 t-8 t=1e 0.23 per trust url:t_ consistent with distributivrus in 20135. For

Fu pi s re port" ng a:ur.r.er.:c3»'. Althougkf r * l l D P lt h e  = . * r o - A g a r  \ , a : * . d ' § l : d : 1 the year ended December 31. ?{]U»~'_ time F-===1d gereraiezi im-9:8

ciclial has an impact on both revenue and expenses generated Der trust unit of cash available far distribution. consistent with

by Its -J.S. subsidiaries, the Fund Haas foreign exchange forward the prior year. TM Fund maintained distributions of $0.92 her

cc-ntra-;;t5 in place, which partially mitigate the impact ore cash trust unit, consistent with dlstribuhorxs an 2005.
i available for déstributicn.

For

9905

Gs

4

93
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The term

t?:iS

uses this cal-zulatiarl to re=or=itc~f° th-8 amaurut or cash generated

I
a FEcc-Ql'll7_Qrj ma-*asa-*Q

accepted in flanade.

by the Fund as compared to the amaurr t sf cash distributed

by the Fund. The term

q

expects that -c*wtinuefj

and waste-water business, average iorag term hydro-z~log=c

continue to generate -:ash available for d=s.tribuzion for

stable perfc-rmance of the Cc-generation Division,

=*»1ar=aqem».8nt anticipate;

IrI line with Glstrlbutlonss to wrath-elders.

conditions, the achievement of average wired projections as the

with HD unfnreseerr events will enakrle the

1";.Do.

of the inusirless and

airhead at ?he -:c»r=tir1uaI irmprrz-verr:er1?

current levels of cash available for distributzsn ah 2007.

F*ow== r Erv=rgy-

corr=mit?ed to ensuring that the recently acquired facilities.

overall performance of its porafsiio.

#he waste-water treatment facilities are integrated into the

including the St. Leon facility and the water distribution and

Management conhrsues to

,_ . .
r-u='=d s GP€?E'&t.lC'F1S.

*~\

Marlagements Discusssion and Analyses.

Leon ?a<:iléty_ eneratéanai

cash available

f r o m ~'v*¢'a Ste f am ii t',»* I

The Fu=':d"=. method cf <:ai.c.u5.atirlg

--"oder ac zourating prarzciples generally

'cash available far d isalribwé-: :r1 '

seek:-1 qnportunities

ac '

growth Er= the water distribution

that t?ae FLss 's  four div' is5<erls5 w i l l i .

dis trébuticrm

idenizifv. are-d :r@*.rJlerTae8°nt

Errqnroverneruts at We Aiqenquin
- -_j\N~ 1

ll-1 adsiitiorz

in the performance

is u'8ed throughout

Iv:amag.8ement 3l£8CI

3l-1d t?1f5 <:cr»tirlued

FL:r8d m achieve

Maarzagarswerat

t?a+8 Farad :s

.: 4 .lf::l:8 LI'.!€&

-1:-8u;Jle»d

IE

cash

4607

r"xl1"-.rs

C'Yt:€Y EIO!IT1PéE!l%:&E'

birrailar measures presented by other companies. A .:aa:ul.atic'1

available for déstribuiiori

and anaiysss Q?

z Mansagemenzés Discusswra arid An8lys

chalierageng as;s=gnmer=ts and learning oppc-rturei8

r.>f time Farads. oeopie i?1 rouL2?.»

acidétion,

comp5.éam;e in all material.

arainirag

technoingy to reduce administrative costs and will

Management is committed to the growth and development

traIrmaruci

8 nvarorsr -mental reg Lllaiions.

the Empiementation of supply chain management systems

?~/iap.a<:emer1l

Ov-p Ra ii..

stable, sustainable cash distributions generated by Sc-=Jrld

protocols within the lr1?raf;.trLe-:ture

Rhrczughout the Fund and nategrated billing

uperaaioraal and managamerua practices.

pr:-"riiies Rh

Ll?iljyy. business sec:?ors_

=c=aily respunsble particspam in the energy, power and

AlgonqLlirl Power income Fund continues to focus on

FQ r

rams. \°3I"1£5lJI"E

the :-LIrld ensures car=tinuoLls health

its esoeratiom and maintenance staf f .

enable the Furze

vvlh

cash Ava=laQie fol" Glstrlbutsc=r1

and accordingly may rt be comparable to

CCLP :hue

enhancing aJrli?ho§dervaiL1e *rl'=rc»§Jgh

the .

may dif fer f rom methods used by

r¢=~spects °.vét§'e is-cai. and federal
the

to be an irmovatE'y'e resoeazted

k"c8 l`*CLiS train no orogrerns,

|;\L J

and

:m-'e<5t

facziiiiéefs &iré8

ar=-

can be found in

&nf»:>rrnaiianr1

*.d so?ety

-tnntmue

giomsar

:&'S.

Such

in

in
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which are exchan able into 789,374 trust units of the Fund

Al ti'=e end of the '55<'.:c>r:f:§ qaJar€er_

AirScurce Power Fund LP ("AirSource"] and its primary asset,

during 2006:

1. Acquisition :of the Units cf AirSource Power Fund i LP

acquisition of ail ob'

th*8 St

trust units Rf the Fund and Aioonquin lAirSource} Power LP

AirSource. The Fund issued an additional 293 717 #rust units of

ll.: P

. r -:Fund s porr.=oa=-8

l"Aigor=quir1 AirSource"

In order

Total consideration for the acquisition including closing costs

agreement tn acqu§ra the remaining partnership

are exchangeable into 202,847 trust units of the Fund :Q acquire

the rerraaéfwirrg A:r18c>urce Ur=it:=..

During

acquirsitwrr

#as v:al=Je8 al $68.23 IT=¥tiifJI*

the Fund and Aiganquin Airficsurce issued addizionai Ur==tss '»-which

what they would receive If the anus were

provide the hoicier with the distribution privileges equivalent to

units G? tile E-und, as Lang as tl'=e 53%.

Algonquin AirSouree units were exchanged for 797

see Algonquin Air"9Qur=:e

AirSource units were exchanged

adequate cash flow.Algonquin A2rSource units are exchangeable

the ?and

intcs trust ural ca? the Fund at the hoider'5 cpticra at the rate c:-f

units Sf' the Fund. As at December 31, 2066, Aigcnquén AirSource

Durirag the quarter ended

trust units *' the Fund remained oLltstandirlg.

units valued at $580.3 million and excharmgeabie into

Q Kiéiél

Furuzi complezeti the

Leon faciiitv. Under :he offer, the Fund issued 2,099,255

the third quarter,

to a8»trer1a.':t?'=er1 t§':e F

$3959

Since the purchase of Airiinurce on

rights; under the Air'5ource iirnsted partnership

sts, was $191.7 million. Algonquin A8rSource units

of power generating assets and investments,

4-x;..l'.= "e
v . °° . . . .

aha outstanding partnership units Rf

II a sub-as=d5ary'

t5*.e Furxd exermsed pts corrapuia-cnrv

The iota purchase price, including

foilowin-g significant transactions

-̀ ui1d.s asset base and d=vers51*,f the

3+

'z.Je

for 0.9808 trust units of the Fund.

D==cembee'

for'

the :~und c»8r1'=pl»a»ze+8' the

. .  , . . . . .-='~~'-1»..)..°-..°... _.

of tree FLsred, issued hint

Le-on far:ii.étv r'er1erate<;J .5

1889.64z trust =*

31! .;0L=é. Mcsrarrquin

l&nged

Lima

°§;".;-43I

"\
:

?9,2806.

for

units of

1 /'9'4.¢-+50

'iris cf

cL.U..11

+- _+Ll L2bL

=s

The debentures are to be reDai<i in cash Cr units and will be

iJ\h

convertible at any time up to maturity at the option

during the construction period

3. Ccnvertibie Debenture Differing

approximately $10.2 million [U.S. $8.8 miiiion] was incurred in the

6:¥ of*-Q cQm»'ertible

Qperatifaru G: the facility

fa:-=Jr1.h quarter of 290-5.

2. Sanger Repowering

expected to result in improved fuel efficiency, increased facility

a prlce ¢f $1.080 per debenture for' gross proceeds of $60

The Fund has recorded the equity pp-riiora

Sanger fac5i.it'yw=th a General Electric LM6000 turbine, estimated

output, improved ease of maintenance and an extension of the

the amaurn of million on the faience sheet

useful iif8 05 t?1e in 141.

4. Subsequent Event

into units CJ? the Fund at a

r1*liE.l§orI.

On N-8verr=i@er* 22,

Ania.

the irzstaliatéon of the LM60G0 turbine cor1cL~'rer=tlyvvith iormtinued

Ore November '-4. 2906, the Fund announced flares to retrofit the

E53 approxlmateiy

interest at 6.28% per annum, payable semi-annually

'F'I }-.,-,

to L`pli- unit hfalders

a

casi of an amor-'at up ts 8ppmximazeiy $0.27 per CP!!-1 unit.

ac;-r

5\Ec=verr1ber 30.

:MO a support agreement with Clean F-'ower Income Fund ["CPEF"E

holder t?§ereof,

Dursuant to which are -antitv of the Fund agreed to make an offer

On February 26, 2097.

converhbie debentures of We ?-'u;1d.

:rt exchange far units at the Fund an a one fer 0.6152 b3:5:S plus

aqua,., e all
LQf t igta

"din
I g6.7 .5% c0nv€

rib.
Le d€i~

f69 .. 154L
. ,ed

cen'5=dera:I-an ccmprssed

by CPEF in exchange far the Fur»d's carlvertible debentures.

5§8€121

mntinqency value receipt ì .C'v'R"§.

completion during the fourth quarter'

s; used ro repay the line of credit and to fund working capital.

f"?'1

Mme debentures may riot Ne redeemed my the I-und prayer to

of the offers will be made by way of a takeover bed w:[5'1

ad a'sc> anncmnced that

The deberetasrens are due November 30,

3010

subject to certain c=_':rlditif:»r\.-3, tr: a

(Tm '»/rJ

2006.

Net pr-aceeds ?r-:sm the de'oer1?ure Qfferirr t̀

to ea:qLire all cf t?le outstanding CPIF HJ:

unsecured 5Llbc>rd= nate=J denizen tores

.This 45 ex9ecte

-§he l8yGut 0? the Sanger facility allows 'Cr

time found announced swat :t had entered

'Fr

gag FJi£.'E'_3C*~:&'.j

miili»3n (Li

of additscm8l Fur=d units arid l'§'.r'F?s- or

the Fund camplmed an

ce8r:verslQr: price O?

Furry entity vviil. rrlfske an c-ifer to

S

-:est cl t?ee reircrht program

I-aah -.WR w=ll 6 nz1?'.e the

to minimize reverzue lQ<5t

$23 I`:"'.il.!

4f*8U?

of the debep.t=Jre$ :n

4

$i?.0(8 per trust

:an

.£O'=6 and bear

The retrofit is

Gr t?l€ h-:;Eder

:
I

pejgmerat

Ff3f-»~ £'D» 21 I-:Q O'

; l`:

r
1"1 1

*"rears

'.fx*'l'¥iC§'1

at

Cr:._~

up
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Fe quart-2* ended We-:amber 31. 20048 revenue in in A 4 1 -
» 1 D L ' Q . Durirmg .}1¥8 E1 _r en6e§ December 3?

J
tl'z€

Hydroelectric Mevision was $12 5 million as eempareu Hydmelectrict Dlv=;ion generated electricity equal to 103% of

=l5ion dunno the game period i n  5 3 = J r i r » g  t h e  ? < J L 3 = - € h  q u a r t e r long :arm averages as compare¢ to 94% of long term averages

r" 2006, the Hydroelectric Divisicrs generated electricity aquas x Germeraifed eye::tre<:=ty in thi- Quebec, Ontario and i`éevv

r-: 115% of long :arm averages as compared to 113% during the York regions was higher i'har: irl '> »~»_
4 0 1 4 5 3 ? 3 a result of em;:»r.t;-ved

same perésd I f *a l ' :a05. 5enera=.ed eleczriury =i. the Guebec regmn hvzirc-iogv experienced in these region Generated electricity are

\°"\I 734 94 . '9 . s ... .I 3r1».=r?h€:-4 tow Q- r 8@ r : G - 5 l  n i t  2089  as  3  r esu l t  < 3 - ?  §mr > r »8ved the Western region was lower than 2005 as a resume% of a return

hydrology experienced En this region during the fourth quarter. to long term average nydrclogy in the region. Ti* 1U1* ¢plfQ ""i! Se !!.~V:a.98 !!|

The New York relic-* generated gr-eater energy production aide revenue Wa:s sL . result of improved energy products-:n Mi: - v

in ir1ciu:8.i<>p. of pr=nd 1Jct5cr8 from she §8eaaver 4 " |n -  '  l .  4a CI 4. . . .2 faciliiv l-.zvver average energy rates generated at the U S §3<;ilst:es and

we=ch had not completed Ats .-.zheuuled repairs during the same lower reported revenue

Canadian della

: z 5. operations as a result cf the

period in 3='i0?5. The decline in revenue. was primarily the result 4 .
':.f?8F1 l3'8

\
l lc:L:1li;85 <;L1m 8J1r1¢=,8':" lower average energy rates at the Fc-r the quarter ended December 31 mob, operating e>:pen:8e:=5

with lower reported revenue from U.5. operatifans as a result o? decreased to $4.é millénn as compared to $6.11 mialic-n during
8 8.

~r al*
»3 g

é ?  1
. ' OI-:

'.Eh"I

the same ;:el':a;»d irl 20435. !l*.e decrease ér= operating expenses

l.° -1 t?ae year ended December 31, 2496, revenue was $A5.9 w a $8 p - r 5  r r = a r i i 3 = '  d u e  t o  a reduction Ir: repair and mainteruarrcze

mé'i.ir»n as compared to $44.1 million during the same period

.
true

projects initiated in the quarter as compared Ra the same period

the



Performance i8vlW~hrs ssfdi

Revenue

Expenses

Division operating profit

Western Reqiors

Total

0r=te.rio Region

fluebec Region

3'~8ew Engiarad Region

New York Regsrz

Qp8;°&t§l'89 expenses

Other income

"-'rsergy sales

iinciudéng ctéwer inccrrlel

$824539 .

$39812

218872

$159641

188,138

32,487

27,698

22,97£5

8Qiq~"l

$8,751

19.787

843

396

05

${37.0c2I

8218.344

683,494

267,469

$44302

104,216

33,294

71874

81,521

A -p
:,21g\.=

663,526

183954

182.722
4 • A7.3.8v6

91,028

57,248

in 2905 and lower reported expenses from U.S. operations, as E
==e result of a stronger Caruadéarz dollar.

s •4 • 1*o I 1 •• •\.¢ us ..
¢ 1 i

i.<.'s =..> PaFor the year ended December 31, 2006, operating expenses
s
swere $16.7 million as compared to $17.0 million in the pro' T516 §'und's £097 forecast profiuctior: is based nr: time

assumption of long Te"* zsxnrzaf-4. hydrological condition".|\ operating expenses was primarily due t<>

factors previously noted in the quarterly dxsrussn-1r\. Time H',fdroel.eci'ri<: LT=év'i:siQr= gs one-:ted so pert-arrr= at car

For the Quarter ended De-:amber 31, .I>=:eo5_ operazirz-3 profit *hove long term average hydrological renditions in the
.n- quarter of 2c=0J 8*. additwtm the facilities

remained urmhaaged at $98.8 mEll5c>n as compared
a. 4

same per=*:»d in 2805. For the year Er:-ded December 21, 9606,
England region are expected to continue to benefit from

operating profit increased Io $31.1 re=ill=on as compared to
s
E market rates similar to the rates experienced in 2906.

$28.3 miiliort in 2983. I-1c8r both the qursri'er and Me year eruiszd The Fund will continue to seek accretive hydroelectric

Decerrmber 31, 20ll=-;=. operating profit was above Managements acGa:=.*8étEc-rnrs throuqham 2-307 with emphasis pieced are

expectaticsns. the 3<:eeJ8s1t=<:erl of facilities that provide diversifécateon of

Gr September 1, 2005, $4.8 miliionwas repaid on a note related

cb
z
;
s
=5s\\\\l

E
regional hydrologic and market conditions. In adciitiorr,

On this date cons»:,=i.idati<:»r» the Fund is continuing to examine the ratiunalxzatzon of
ts the Campbeilford partnership. |

at the Campbeilford investment ceased and equity accounting
smaller hydroelectric generating facilities that no longer

commenced . The proceeds of $4.8 rniiliorv were allocated to

s
5
\
s
5
5
5

g
s

E
s
s
s
z
\
\

E

fit time ?und'8 preferred asset arcvfzie.

reduce the existing note receiva§!e and the existing investment
in Carrapbeii.?Q;'d OF: December 89. 2086, a prepa*y'ITaer»t fee

resulting f rom the early retirement of  the above note in an

amount of $1.4 million was feaeived by the Fund. Approximately

$0.9 million of this fee was applied against the no .lIJa°.

and time balance was inciucieed income.

y
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maximizing
opportunities
The reircfii est 1914 Sanger Maia, Q ;.~.

1 =e:<="3=<k==d '?,<;= rersiii in €3'r>p:'<sve:<§ 51295

efficiency, increased tanliity cutnai. §mp¢<tv4ad ease sf msiaaenaace asap
an extension 9? time awful we cl the iacéiizy.

For the q 1J. .+=r ended December 31, 2~:3C16,
... . " *l ..

='ev=nL:e f.<3rrl me
|-1.v-lt| 'in the ELIE=rter ended Dec9rrlber . r 4

J 2006, the E-und earned $0.7
fs
I ogeneratsrnru E8iv=s¥crz t o t a l e d  $ 1 9 . 3 r1*.iLlif;»rl mil l8m in c8 iv ider=r '  income f rom i ts  pcr i fc l io  investments,  as

16 '521 /, rn: lL ' :<; -?1 dur ing Me .same perm-d in  2403.

as <;or*r:pared

T'-;3r t51e c om pared  T e  $1 . 3  M = l i i on  dur ing  t he  s am e per iod  an  z oos . 5

quar t e r  ende-d  D ec em ber  33 2886, the div=8ic-r: . .s  performance F und earned $3 . 18  m i l l i on  f rom  i t s  por t f o l io  inv es t ment s  f o r  t he

I
I : reasec i  as  <;ornpared to the same gzer im i  in 2804 prw rnar i l y year ermf ied December 31 mos as azlnrnoared to 98 8.5 rmlliors :r=

due ac increased p r o d u c t i o n  a t  t h e  S a n g e r facsiily 'v'.*h8?lt':E the 3004

stomp-ar8trve prod L1-ztaan ?§-.gair : re 2005 were laver as Ra result F o r  t he  quar t e r  ended  D ec em ber  31 , 2006.  eperasing expenses
:

Us the planned temporary shutdown of the faci l i ty to resel l  the decreases to $15.6 million as <:.c,~mpar==- 1.4.5 miiliers durénc:
n a t u r a l  g a s  n o n n a i l y  u s e d pro4u-zhan.Er; 3-?e=ver=uea from E§?'!&'l"g\,*" the game p==='i-'nd in Opera t ing  ex pens es  ah-c reas ed  as  a
sales  dec reased as  a resul t  C r  lowereneray rates  a t  t he Windsor in? o f  l o w e r  g a s  p r i c e s of m i l l i o n  a n d  l a v e r  r e p a r t e e d
Locks  and C ross roads  f ac i l i t i es w h e r e dec reas ed  f ue l c os t s  a re o p e r a t i n g  e x p e n s e s f r o m L l . s .  o p er a téan s  as a :ebLI:T of a

Dashed or=  t o  t he cus tomer t h e  f o r m  o f  l o w e r  e n e r g y  p r i c e s s t ronger  Canad ian do l la r .
and lower reported revenue from Li operations as aCu result  Q?

.>f\0>>F- .car  the year  ended December  31
r

operating e:<;Jer=:ses
a stronger Canadian c ioi iar.  The c ieclarfe H'1 revenue was par baily

irmcre-esac:  re  '5=1 . 4  m i i i i on  as  c om pared t o  $52. 8  m i l l i on  dur ing
offset by increased production at t§\e Sanger facility. t he  s am e per iod in  zoos ,  p r imar i l y due t o  h igher  u t i l i t y c l fuel

t h e  y e a r  e n d e d  D e c e m b e r  3 1 . 2 6 0 6 ,  r e v e n u e  w a s  i I ? ? . 8 exp-en¢;e:s c-f 331.3 m==licn. Vhese inc reases were anartiallv offset t
m i i léc n  as  c om pared  t o  $77 . 6  m i l l i on  dur ing  t he  s am e per iod  in W  l i v e r  repea t ed  ex pens es  f o r  U . t 3 -Jperafions as 3 res;aJE.t of 8
2005.  The decrease in energy sales is -8r8 mar8ly due to reduced sir-8r\f . ;er Canadian Liollan
p r o d u c t i o n  a t  t h e  W i n d s o r QCMS facility. due 8-3 .?Le anlavreed

For f ive quarter ended Dec:err1bfe=" .21 2£66, op8rat ia*.g p1--of it
overhaul  completed in  the second quar ter of 2= as  we u as

d e c r e a s e d  t o  $ 6 . 3  m i l l i o n  a s  c o m p a r e d  t o  $ 8 . 1  m i l l i o n  d u r i n g
l o w e r  r e p o r t e d  r e v e n u e  f r o m  U . S .  o p e r a t i o n s  a s  a  r e s u l t  o f  a

t h e  s a m e  p e r i o d in  2065. O p e r a t i n g  p r o f i t fo r  the year e n d e d
s t ronge r  C anad ian  do l l a r .  U s he r  r ev enue  p r im ar i l y  c a t s us l s  o f

D e c e m b e r 2 0 0 6  w a s  $ 2 7 . 8  m i l l i o n  a s  c v r n p a r e d  t o  $ 2 8 . 2
58395 of  natural gag at +I

'.1 =arager iaciléiry during the Last quarter
m i l l i o n O p e r a t i n g  p r o f i t  i n  t h e  C o g e n e r a t i o n  D i v i s i o n
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Q? 20-35 and the first hat? Qr 201116.
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Revenue

Expenses

Division operating profit

Or: November 14. 2606,

qu° ' ter  and year  Er-ded
Management's expectations.

for

Tata( Revenue

Other !"€8'\'€¥"£iJ6

Up-eratrzg expenses

E!"8"£'l°Q'j sales

[including interns: and devadend incsmel

Este rest arms drviderzd =rzc:crr4e

U19

time Fund anruaunceci piano to ratroiit

Elecerrlber 31.

13;1==

Q64

567

2-:=o<*,> met

?32

343

3>§4t4.5281

§

$21,485

$19,531

419 ""l¢"f°
§!J¢'7'OJ

$8382

1,884

Rx, ._:;::
\. . r .x°-

$688

82

$152,822l

$75.674

$28,207

$7755

512.972

1,884

'%,4'7t

484,275

the Saucer facililés with a General Wiectric LM6-300 turbine. The
Both the Fund's Windsor Locks and Sanger facilities are gII

protect is continuing to progress on schedule with the tentative
expected !o continue to meet Manegerf:~ent's expectant=ons

outage for commissioning of the new UNit targeted tor the fourth
t?'!:"GU£]l'%C~L1{ }EU?*

aE'..:€lr"lf=2r (1-f .>0c='?. The r@?r»8?i£ is expected ro result in improved Folinwing the buy--down of the Power Purchase Agreement

fLs-i off ciency. increased facility output. improved ease cf at tree Lrusaroads faclintv, the Fund is examir=ing its

maintenance and an extension of the useful life of the facihtv. options and plans, to have a strateqgf :re place to redepfogf

The projected east Qr the retrof it program is approximately *... sell the existing equipment at the facility by mid 2097

2<5.', i i = . - f;_| ='u! ...».I'Jl'i q . O $28 millions, of which approximately $sa.'*

:s
g
\\\b\\.2

million lu.s. $8.8 'niil8onl was incurred in the fourth quarter of

2896. The layout of the Sanger facility alisws for the irnstaliatierm

of the LM60G0 turbine. concurrently with conténuefi operation of

the facsiity. Thus is expected to minimize revenue ices during the

car=structior= period.

I"\Irs Lr€?C¢3I'i'!'?e?I', 2006. the Fund received reguiatc-ry approval to

exercise the buy-down option of the Power Purchase Agreement

at the Crossroads fac=lit3/. The Fund received a res "from-:aunt of

l8.S. $0.9 million. after expenses, related to the buy-dawn as the

F'ower ?purchase As Ree merci. Tree proceeds were treated ac A

reduction to hied assets.



t
ac ass:.

$42.8 miiiian as camp-ar-ed Te 529.3 miiiifm dwéng time

and
F m t3's¢:= y'»a=sr e===ai=e<.§ §3¢me=w=3. °=e=~ 3s,

continuing
progress

growth

2999, :l8\*':°*F31l* #maze

st. Lion mm Ewe. blanilc 'Ra

1 . 4 02j 24§44

we quai tar ended "fa-:amber 31 2066 re VE n ll e in facility Han hum construclnd and commissioned, -:»8r~npleticm
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indri Daolmber 31, zoos, the Ili¥isl9n's pariormann incused the crime cfarmtracior. Vasts-canadlan wind Tlchnoloqy, |I s
- Vie,

primarily as a insult of Me inclusion or production frcrrra the it. ["`\.ie=tas z. During thy period al he: when l.iq\lidill6 damages
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Revenue

Expenses

Division operating profit

from the St. L

foci£ity_ c-ffset parzialiy by lower prods-:t:ar\ and redo-:ed average

division reported power revenue from u..,. operate-:ns as a result

were $6.7 million as cernpased to $6.6 msliion during =.he same

c-§ a sir-anger Canadian dolaast

energy prices from the LFG facilities.as compared to 2ao5.

period in2005.Operating expenses for time quarter increased as

For the quarter ended December 31, 2co6. operating expenses

a resuiz o'- t`r=e inciusiw of operating experts¢=s at $0.7 Milli-nn

W kg

expenses at the LFG iacilizxes as ccmpareé to the same period

U.S. foperatsons as a result of a stranger Canadian dolan

The increase In operating expenses for the year was primarily

frQrr\ t§*.e t.

in 203 r:__

l'°\c» '¢4" .if ,..:0lg\¢ l "Ls% J!

Energy sales

\»'v'a'sie cfispesai. sales

way !"€2VE8l"8li€8

Other l"£'V6§l%LiE3

Qp8?'35t§l';g exper8ses

Eincluding Ir=terest

interest and other income

Exe year ended December

L '

The -'jiviz-:.io§*.

-v million as compared to $25.0 million during 2oc5.

the incl=J$ion of operating expenses cf $1.1

L8Qf;

facility, increased throughput at the EPv'V

facility, offset parlzally by lower apera.irng

.. . . . \
-'ed r_;:1;:€§3rl{§ =r=cerneE

reported lower operating expenses fr~n

.8.E, 21306, opera tsrsag expenses

s

552

..'°°="'w!

'~>.~'~'~.~'-'-'~.~'

miilesn

Tim

from the St.

The

rniliion at the Fund's EFW facility and an

EO 2035.

quarter and year ended Uecember

.<:. v . .
A=r..o= a h .rate;

rnaintenarmce costs of .*'=3o.,» mi§léc»r\

U.S. operations as a result cf a stronger Canadian dollar

As a result, the Fund recognized no income friar the note in the

investments w-thin the Alternative Fuels Division ciurarag the

~:
\ 'a

the same perms Sn 2005. Prior to the acquisition of AsrSoL-*ce,

consolidated férzanexiai slaterner* .

on consalidatuon as AirS<>urt:e's assets :NIO the Fund accounts.

quarter ended December31, 2006 as compared to $0.9 million in

=.he same peg°ic»=j in 2984.

the Alternative Foals D:v:si-un earned interest income on

96,6261

40.702

$4.424

°'.'/.

¢)¢t. ,uu »,¢»

2.523

.>o<:6. Subseq=Jeret to the acquisition,
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Fund
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ume perot in 2945.

Mao inciuded =r=

the Fund recognized $3.0 million in income¢=M m the note earned

improving

sosie of partnership interests in

up to June 29, 24106, as compared ca $3.2 malice in 2005.

performance

related Io the reccgnxtém or

which can be used to reduce u.s. income tax uabeuxy.

2006, as compared ts 31

n the quarter and $6.7 million for the year ended December

entitled so landfill gas production tax credits (the

f b .
uh L !

by the lIllC¥'€33S€, Ir:

intends to use its interest! in the Tax Cred=ts to reduce its

once-me tax inslwIty In 2.Qf8r5.

Fu id sold approximately 80% of its partnership interest and

1.
4° 2
:-:-.-:-.

Tax r re8-;'1:ts_ which expire

other income for the cfuar rev 'was $0

the average price et crude oil in once.

rmillécrx :r= 29439

in 2007. was negaaivelv nnpacted

receivable ossa-:eatad w:t=*. =.he=

:terrain gas coliectéen systems
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Tax Credit:-:"'
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Across America,
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:he landfill cola-echon systems that provide landliil gas to the
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%L1p*;i5 LOG f abilities
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rrzillirnrl representiswg

December 31

AS

to net reaiuabie value.

!~or :Ne Quarter onces uecernbar

e>:pectsra-ans

peed

mprwvements continue to be made in the Fund s EFW and LFG

3096 was $20

in 2065

bu;

rough the sale c! Tax iredirs generated by the

operating l:-roht was Sam below managements

Aiqonquin Pow:-=' Energy'-*"'"-W=*=te, €':":Zr&:'\¢

Ar the quarter and year ended December 31. coe.

2006.

Operating prosy! for the year ended December

ET million as compared to $10.8 million in zsn5.

thr»8uQh sir.; sL.=n5:cisar:e5.

:he Fund recognized an expense of 53.3

a winze sawn of the Across America note

The Across America Note was primarily

As a result

- : 2006. cgnerrstéruq profit

2896 which reduced

in the quarter ended
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Revenue

i

Qxperssas

tile same period in 2005.

Division operating profit

increased to $4.5 miiiiora as compared to $4.1 million during

For

Waste.-watearcustomers

Water dlstrzbuiilon customers

Waste -water and distribution

0perat=r@g exnerzses

Other income

iinciudérzg ether in-:cruel

8118

the quarter -'waded December ;81,

f3r;eratEr=g rwsfit ?c»r the year erzcied

08" operating profit

524

the quarter ended December 31 21366.

8ecernber 31, 2006increased to $20.1mill=onfrom $15.6 million
q»». Q».r3cnm, \.. \!

$88.4wl

30.398

87,501

$4,192

259,

21

Gperaféng profit met management's expectations for

32 24

$l11,84f/I

$28,391
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25,911

38.398
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The Infrastructure Division is expecting strrrrng Cf'-r:t=nL=ed hrs!stage was completed in late 2006 at the Litchfield ?ark
»
z
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I organic g?.Gwth Dur;r:g 907 despite a general slowdown Services Company £"LPSCO") fa, iiity and second and third
E'e~.a resi-Je=xt=a1 §1ous=nc market ire t:'»e Uruiled States. phases are scheduled for completion in QS of 2097 andQSof i

Growth is expected to occ=-* primarily m Arizona where t:'\e 29118 respectively. Once emplernented, the systems ensure
I

E
division services one cf the fastest growing counties in the full regulatory complia'=ce 'Cr the continued provis:0!'l of safe

lJnit=2d States. 3?abi£= c-snfinwaé f8 r-awt?1 Ru the balance of drinking water.
_ _ _  n r  . |:l°I6 5\=frastru-.,tur»¢ L.-=vss;a8r= s service eos is expected to Additional. significant capltai projeelzs planned an the LPSCC

aontrzbute to the strung overall performance of the d=v¢sion. service area include the design and construction of q ééw

The regulatory review of the rates and tariffs for the Gold reservoir and pumping facilities, Ree?aabi i i tat ion of e>:§ster=q
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Canyon and the three Missouri fa elites are expected to wells, drilling of new wells. and the design of an 1dditéonalz
:
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E
be ccrnpleted an the second quarter of 2907 I nests rate waste »-waste i treatment plant. These capital progectss are

cases wall ensure the; ti'=e respective facility earns the Wring d-ave.->Ioped to re=eet the demandsof e:<ist£r=g custarners
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zIrate of return on its capita! investment as allowed by the as well as expected growth in the area and will be considered
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c

of the far:il=ty's; rate base.
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Management expects that the resolution of these rate cases On Felarursry 13,2007. the Fund completed the acquisition ef
will p<>sitively impact results if: the division. The Fund willi the assets and regulatory licenses related to the provisécrn
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continue to evaluate the effective returns on each of :IS utility of utility service to approximately t,5G€) water distribution
investments to determine the appropriate time to file rate

customers iccated near the Town of Sierra Vista Arizona
cases in C°lld€l" to iI":iSLIE :t earns the regulatory approved

return gr i9\,'€5tq]eri L The Fund continue' to pursue accretive opportunities

z
E

;
§

g
z
s
=z
§

Recent changes in drinking water legislation within 1'
expand the Infrastructure D=v¢sion in areas where the Fund

United States have lead to the requirement for new arsenic
alreaciy opera=.es and to acquire »;:thee. aileties in high grc-wt8w

areas in the Ur 90 ;'>iZ&?€$.
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treatment procedures and systems to be implemented TI B a| ¢\¢
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Interest, dividend and other
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11,7442
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3.533
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13393

325

Dufsrag the quarter eroded December \1 adrnirnistraiwe resume d kvnr cross-border nom requiring wimnawmg tutu.

lnqlenus incnlud In $2.1 million hum SL? millrun lwmnlwd Forcugn uclnngn gains Md lanes mnvnq nplusml unndizld
time period 2005.

l8*l"a'-Flea
for the quarter

88889

F ;-"fs,-
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c'a P

Mfrn
I

U.S.dnllrdennnmlnauddalnluddonulilnpacl
was due tc- the added requirements to adr;\=ni~.8.ter the Fund cash available for cfistributéon, For the quarter Ami-ed Qecember

Ira-;:lud=ng additional staff Durireg time year ended December AS
\ :\J 100608Fundrqlarlldllenllgl\l:ld\81g¢llll¢l§2-5lliililln

2006. administrative upensns Incur' .| b son million Imam an eampand b $0.1 million during Sam: ll-nrlod in 3085. For

i»=55' mIal=0?1. The increase for tree *,-few" relates to the factors the year 1nd1d Dcwnher 31. zoos the Fund nporhd a monlgn
di1n1sudlbanandhcosumoci|mmm hminu| lauchange hs1nl501 millionv¢nuslganol$1.7millian in2ll05.
devdnplncnl appanunitius undlfhlen . .

A ?  t a e  e n d  a t the fourth quarter_ the Fund had apprwzimateéy

For the quarter envied Qecernbe QBv'n 2U06, wutrehoiamq 38X 1$1.8.;.:; méilicrn in U.8. dollar denornnated debt.

axpenu maraud to so.1 million as campand no $0.6 nniuinn E-or the quarter eracled Qecember 31, 28166, interest expense

for same peré'sd in 2005.F-or t?1e year ended EDecemb-er ;bl. 2006. ncnaud to $63 rmllicn as eampand lo $4.5 million during
withholding to exmsnu docnauu to $0.1 mil\ian as camp-d ff? same period in 12905. For t§'»e 'year ended December 31_
to $1.2 rmilion in the prior year, The exserrse ciacreessed as a 2006. infest expanse incnnsud to $22-3 million as company
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the Fund had negative net working capitrai cl $33.9 mialjcara.

million cs? cash a 11d cash equwaients. As at Uecember 31. 2006,

purposes of this calculation. working capital excludes cash and

| -T »-I

nn v . . Ind'ah *?,GL¢l'.»aL6!"l,

For the quarter ended December 31, 2806,

portion of l-8r1c; term limb=lit:es and cash distrfrautions pays

~.D

: :

prirnaréiv the result

current portion of notes receivable, current

i.Fe

;Ge ccrvatructson CG33ts to

the Fund ?*=ad l

F" rPG.

$161.8 million and Elf: amuurst of $6'§»'.III million draw re on the

as compared to $157.0 miliim'= at December 31, 2005.

of $877 m§l.li»3n and an al*n»8urlt

liabilities primarily cansést of project eve! debt 9? approximately

Long term debt increased tea $228.0 million at December31, 2096

.and s revcWanc crecizt

_ ,
I-I.II'.5 8 revolving; cr¢8=dét faciiiivf at the

Lltuiaiieizi f-'ark 5ervk*z= ilnmgsaralr.

facility compared to project level debt

-"' 39.9 ¢*r=§l5.i-an -**8wrl c-n *he
'd of  ile ?r3urth quarter

L-8r:Q term

:.~ :.~_ >»..4 J.

complete the St. Leon famiitv. which are rnsw included in accrued Qr 2805 Pr=J8e¢:t debt increased primarily due Io the inclusion

liabilities. she Fund has adequate -:ree:'it capacity to meet t§'=ese of s=ér1i9r céebi totaliirmg $73.3 r*r=§I.E.i-an r»'>E&t&d to
C *

time iprvr

requirements. i8ciléw. Project debt is paid at the pro.;e»:t l'8v'€*l. \.»v?lere adeczuaip

Durirl-8 916 C1LI8 I'tf§l̀  ended December 731. 20116 cash flaws are Ava=labie to fund project: debt requirements and

incurred f;ap:tai 4.14.;<per1ditLI9ei5 -inf LF12.9 mal.'s-;>r1 a.3 corvpared the debt is generally non-recourse to the Fund. 53r.oje<:t debt

to $2.6 million ciurareg the comparable per:-ad in 2065. . Iphr-' 'Je11'Q...
reoavments are deducted Er= the r:airulatE4;r1 of cash avaiiahie

ti":e year erlderi =3ecernbe 211. ZGL16, the ?urld incurred <;ap=taE. :or dlstribui=on.

exoendilureis 55 $180.9 million, as compared to $19.0 William in The Fund harass are place a $175 miliéan revolving credit f acxlity of

2005. Cenitel exp ereditaaree during the quarter and year ended whé-3h $1129 msiiinn as tr; be used for acquisitions, IF:vE':3{Flf"iéEE'l'E$5

December 31. 21306 were primarily growth related expenditures and letters of credit and 9420 r1'lil.ijon is to be used for sgeratirfg

in the lrairastructure l.l3ivisiora. In addztioru, capatai expenditures of rsquiremenzs. Al the quarter ended December 51,20Gé_ the

apprsxirnzsteiy 3818.2 miilicn relate-" t-8 the plaiwneé re~':-ovverirrg Fund has* drawn $67.0 million .Sn its revaivsng credit facility Ir:

project at the Sanger facility were incurred during the quarter additkm to letters of credit. During the third quarter, the Fund's

ended December Qi. 2606. Capital expenditure requ=remerals are lenciers converted $30 tswiilé-8n of the temp-9rar8»' ..zredst faciiitv Io

arztlcapa? d to be apnrsximateiy $75 million during fiscal 2007 permanent and extended the total credit facééity for pa Ot̀ :€8 year

including approximately $16.6 million related to the completion term to; mature August 2608.

Rf the Sanger re-powering prcjecz, apprcnumateiy $4-4.9 Milli-:rl On March 9, 20)11I.? Standard 8= Poor's announced that it was
related to ongczng growth and reguiatcry requirements in the lowering le long-term corporate crea'it  rating on the Fund
Infrastructure Division and approximately $9.5 million related to r' ro l":'1 to .=m-rnved t?1e Fund fr-8m cr€8di? watch.
steam qeraeration and transmlssicn assets required for the sale Standard Poor; commented t?1at increased firaarncial arid

Q? stesrr: fro-rr: e EFW faciiiry.
-- -- . . r _
she i~ur=d snzends 28 r:nar1c:».: :ts merchant risk was gerieraliy responsible for such downgrade

capital expenditures and other commitments through working decisi-an. E l';3»,18:.{_ the margin charged era any amounts

capital, sts revolving credit fadlety arid through additional tr°Ls8t outstanding under the Credit L5=1e increases 'w G.'=25% with no
La==ét and,t'c:»i' d=°ber=t=.Jr€e Gfferirwls. other changes to the credit facility.
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amended prospectus f-nr the sale and issue of $68.9 miilior= in

c~::»r:ver tibia debentLlres.

gr 882

During the quarter ended December 31. 2oG-6, the Fund filed an

approximately $10.2 million related Io the Sanger re

its

==r1 aéditioraai $5.0 milii-an era
project.

r-,

for growth capital expenditures including

require 9`IG9?8

-r°"' : . 4- ` . .-..=Jblega=..l<s@'1~.-.
Information concerning col1trar:tual obligations as of ¥ebruaDj 2'r, 2G=Z1'J' is shown below:

1"

'~-

Long term debt obligations

related tea iorag term debt and otheroi':ligatifJns.

are =raa:lLedeci as a

La;-ng

the Fund's commitment, as Qt' Februasv 27. 20137 of $9.5 MiLli:~r\

Ir1cu-lded in the other obiigatiarxs

regard=r=<: t?ea irzstaailatécra

Saanger re-psvver9r=g nr-njecz.

and transmission assets required for the saLe cf steam from the

EFW facility and $14.6 million ref ate to the comuietion sf' ti'.e

,ITS at De-;e:Tlber 31

a>utstarld:=ag trust units with a

2_8=;0.2?85 trust uruifs c-f time

Lssuecé and oufrstandirug on

. .. .. -= z.,
a..C°l"EI\='€':3 t.= MY

Algonquin AEr'3ource issued trust units. which are e:<chare-geabie

into 3.739.374 trust Ur»i&s ':-f the Fund a=

Pursuant to the takeover bid of AirSource,

i=_s credit facility to fund capital requirements_

credit facility

term

g

miliicra.

Subsequent to the 'fad of the quarter,

x§.-

oifermu
In acidity

obUgeMons

Since the Fund utilizes the revnlruing -:resit §a<:ili1",f

The Fund used the proceeds of the convertiieie

raductian to: cash available Ear diatribuiion.

I

A -I
.:'.UUO.

!"F'f8U CQ

resultrrzg Sr: net ,srsceeds to tlwe Farad

normally include

time Fund had ?2,8?4.1 I 8;Qsued and

a ?Li.il.~,f diluted ba5:8.

I.on

:IS

aha addiuoraal steam gener8i:on

I

Fund were issues.

i
U19

the

total fs? '7b_&68_62l11 arusf =.1 rI;ts

._&d

=t f
30

IL;W to F

'L=r"'J r.

- a Pz13i

due ire less than one year'

?~urId drew 2516.0

baiarlce

regular pavn*=e4ts

he h<3ld==r.s -notion

acquisitions,

OF: .ma $39 20:36,

outstemdénfi

E here pa~,.fments=

tE'1~°8= Fund drew

$229,515

Er= addition,

:racllJding

?'Od'*G§"H"q

rmiilon

the

on

is

other Eanq term liabdities, and convertible debentures] of 80.4%

='eve8var=g credit has been reduced an the past by tr=e issuance of

The exchangeable Iruai

units and/ar debentures to the public.

o

cc>nvertébi.e deb@rltures, at its optacm,

purchase of AirSource have been included in equity for purposes

certain ccrrditions, in Fund units. Accordirxgiy

For the quarter ended December 31.

cal-:

debentures are excluded from debt and included in equity thos

wsuid race=ve if the trust units converted :f 'etc- trust units at

the

:he holder with désfributéan privileges equivalent to what they

5.639.629 trust units on June

which are convertible into 292,847 trust uI.§ts of the Fund were

the Fund,

a further 28'%.*'? trust units of aha Fund and Exchangeable Units

issued to acquire #he remaining untendered AirSource units,

conjunction vviih iha= takeover bid.

r
1
I

"~rIg term debt-to-equiiy ratio Eincluderng long term iiabiities,

ti-Big

latioru 38 at Eiectember 31.

zhanqeabh

»:3lcularsor:.

the Fund effeciiveiy 58.,=.:eL1, on

r.
PI -'.r*.

' f . 7

i'3'?2,9l8E

Urliis"l=

.4 239

The

it""lit*

Fund

AB the Ex-:!warlgeabie Units provide

...r.>. 2nrn6.

28=Z1é W=3uld be reduced 2.L;- 3§8.4')t(- .

issued in corujairlctém vv§t§"r the

l':*.&y setters

Zuué the Fund maintained

During ih 8 thi8T.i quarter,

H: I..

a fully diluted basis,

I
1p.::~

- . .5if t!*.t: C-31 l\."€'7 'We

1-.1

|  |

_nr

c-1Jt:8»t;arwj&r=g

o13_89.4
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F=8r the Quai tar ended Uecernber 3 9.642 Til9.J E of the =?7urzd at the action of the hold

he Fund Vere 1 o the cor=v r 10.65 pa

Co\'w€I'siol'I price of

t unit, being a ratio of approximately 93.9 trust

Exchangeable Ureets. F Le year en d 8646
i ']b3r

urns We ea-::h $1 0838 a:1paL The debentures may not be

7¢ units O: the 9'und war redeemed b we Fund pr 1 2007. As; at December 31

orwersior= Exchancaeable Uri ts; of :e 0 6. t re were 8.5 eau convertible debentures cu

Fired were issuers n=.1r8uar=t rsicm Q? converted a re'5.ul,t ion C'f certain debentures into Lm

debenture t Uecerreb >.1 2606. there vv emended L5é£l6!TiD& 094. 'Me Fund issu é0.03=38

i n e Fund g'g8;lqg§p,mr_; ro Ne am t-J the

the Eu

convertible unsecured debentures at a Hz :Rf M 909 tor e=;ac
H*-mfersion of Exchangeable Units. Subseeuen cancer e venture rr=ai=.1r1 no Novena eberlture
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4.2 18 F-
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year eluded De»:ember 31. 26068:
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services :r\~'.iudir=g adv=ce and consuitaticrn concerning business

3 cost

Algonquin Pawerl\f1anagementlns. ["APM J"

planning, support, guidance and policy making and general

marlauemer:t 8@1°v§€9$.

sail distributable cash, as defined

| .;
Tax*

g i s m Iind " 3
.J  K . ;

generated in excess of $8.92 per trust un:L Uuring 2066 and 2005

Where appropriate for use in its aperatiarns

12005-$825}

no incentive fees were earned by APML

entity coned by the shareholders of APMI fan a net basis.

char teaed aircraft.

an affiliate Of' /i\PMi

lease casts ice 20J.5 were 35296 [2005

representing operating casts was $09 £2065

expense reimbursement fincludmg engine utilization

re rrflttefi $

use of t:9e aircraft

For flee Fur8d"5 busine8e use of

Fund has leases its head office faciaitaes since 9601 from an

recovery bases far ail costs irxcurred and charged $869

. `¢• ¢ »

. vo-
Hr

3.7

APM? is also entitled to an incermve 'Fee of 35%

3 miliicm to the aff iliate as an advance agaéreat

related party transactzc-ns occurred during the

. , . _ / .h \ : . .
I - - .

fqcs

inciudirug -:he use Q? an aircraft owned by

?or a spe-':if:ed ruiner

T319 E'- 'und Er:k&=r&%-t i  i r1*Q an

Furze vvili have priority access to make

Era 28136 and 20u 3.

the ei:t.c?'a1+.

in the mar:agerrzerlt agree=Tlent,

$2961 and 8c§<4=t!Gr1al rernz

provides n'=ane=gerTler1t

Untier ire terms oz

AP?v1i we; paid cm

,-.4 hours at a

238983.

the Fund utilizes

a-_;1 reemer1t and

Fe c; e {"\11Q8]

Ease

cost

='8

was paid $65 during the year ended December

A=rScurce has agreed to reimburse A:rScurce Power Fund GP

The Fund has entered into an agreement to sell steam from the

reasonable costs incurred by it in acting as registrar and transf'er

35: requires?

agent and attending to the admxnistratiun of the Partnership,

dbs9.b.

' i v

Io t?re ta-.:i¥.it',r.

cos=*s. Qr certain addiiionai. steam generation and transmission

has incurred arr1':»urlts, tctaiinq $2,858 [2005 -32,4183 included :n

There are a renumber cl risk factors ralazirag to the busmass of the

to ccrnplete the project trnaling approximately $9.550
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qr-855 capliai

businesses , regulatory siimate and permits, U.S. versus Canadian
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..~~~ .94:l e
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[the

n
L  . ,4 '
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be-me o? these r:'8-ks; :r:-ziucie

exchange ra¢.e':,

The Fund has cc-mmitted to cc-retraaz

"General Partner"] of the AirSm.»'ce Power Fund I l.p for

Ir: the P: *reershEp Agreement. The general. partner

requiem==nts

To affect such sales.

¥i.0w ab-:ave l=.% return an Investment due to

tax related matters, commodltv prices

»n  y \  T

customer =cJca*ed :Fl -:Lose nr-8>::mItv

§8hGu

Ehe de;3er=derlc@ -.Jpc-n

t?'ae Fund will irlcur the

gt_ 4805.

arrarug,

The

'-arId

2unfi

Ev

I

equal solely' to the third party dire-::l operating costs incurred
custfnmers p-'ad erwironmerntal health and safety csnsaderatzons,

V v h f f n  r l y m q the aircraft; such direct -80-.=rat&n<1 costs do F:'8{
A more wmprahensave assessment of the Fund's huskiness r=sks

provide the affiliate with any gnrcfét or return c-re or r=.f the capital
is set cut in the 2906 Annual In?-8rmatic»n Farm .

cf;-mrmtted *Q l?=.4= .3arcrafa.
"he Fw*p5 is  ent irely dependant upon the operat ions ::r\r§

nHl3"8HllJlJFc@ entered mo a =:Gr1structiorl services a-3re@mer=t [the
assets O'! z'r»e Fund businesses. Aczcz diraqlgf, distr=b=Jt5crls to

Cor=8treJctiQr1 'iervi-:e8 Ag reedment"l dated October 28,

with Greenwmg Aig=.~r\quin Power Development Inc I " A g : "»
: Gvw.=¢LF` ,.

umthoiders are dependent upon the prof itab iiitv G? each of

»r̀1»»~.. \» E-und busirvs8es. This rsrrsiitabélity could be impacted by
The Cornstruazti-an Services Agreement has a Te=rm ending on

the commercial o;:era:a-sn date of the Facility in accordance
eu=prr¢er;t f a=iLareI the failure of a major customer to fulf ill its

with the terms of the Turn-key ilonstructiara *Contract W .A. p
contractual Qblig8iions under its power ....I F AK . nPUI'..:¥d5.='.3 c:\;f'3€IT'¥€::1lC.

red Llct;orls in 3'»*1??l8C§'F* energy prices, ~\Q strike or lock-Qut at AQ

may terminate the Construction '5erv=ces Agreement in l
I 13 $014>

facility and expenses related to azlaimss Qr clean-up to adhere
discretion ups-ra 30 days' prior notice. The services to be provided

to enwranmenial Ana so fete :stare-zlarcis. These risks EEE.-83

by 6\NA?' under the Construction Services Agreement Il"eC.lLi-IIE!,
mitigated through the diversif ication gt the Fu-1d's operations,

among other things, assisting with time 58,LIIZ:-.3{\.¢;c:;Qn Erma
both operationally (Hydro, Cogeneration, Alternative Fuels andN

.. ,...a. -
CG?l2bt¥"LI~.. LIOI : _-w

.. ! the Faciiitv and assisting with the administration
raIrastru-:tural and geographically [Canada and U.S.i, the use of

of the Turn-key Construction Contract. As -:onsiderazion ac; its
regular maintenance programs, maintaining adequate insurance

services, GWAP will be paid a fee ecaual to W8/0 -Ni' the [urr=~ke',»
L 13

Corrstructécn Contract price, not inciudéng goods an ervéces
and the establishment Qt reserves for expenses Er; additzsrm,

taxes, which will generally be payable as to 59% as the time of
F-.und's existing Deng term power purcimese agreements msrrimizce

?he rlsi-1 of reductions an average energy prlcmg.
aupruval -of invoices by St. Lean GP to Wesslasa under the Turn-key

Construction Contract and as to 58% based on the percentage

=~* comalelion of each phase cf the Faceiiiy.

t

s
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Profitability of the Fund businesses is ip p8 rt dependent on evemtzs vv=*i1ir1 8 we he f̀ ~LIi3 LlFE»£i Sr ;:> !'1(>.vv8ver., 8nticiiaated Thai due

I:lE\)H T ".l_",4 RYu13"3
V53'3 ire the case of same hydroelectric facilities, to the Ge-sgraphic diversity of the Facilities, variability of total

water rights are generally owned by governments who reserve reverrues will be minimized.

t§*.e right to» conical water levels wiuciw may affect l"'.3V€f':UE. The strength and consistency of the wind rash-urce Elli vary

The water distribution and waste-water fa-::il.i!=es off; highly. me Qsramate SEE? out in the irzitiai wind studies that were

requited and are subject ts raze settings by state regulators. relied upon an determine the feasibility of :he Facility.Et weather

Management continually works \All I 1 ?1 these asuih-:Jrities patterns creange Cr the met-:racal data proves not to accurately

marraqe the affairs -** the i1 L199r=e=~s reflect the strength and consistency of actual wind,

The ?1ydroeiec+#°ic operations F
89 the fund are impacted by assumptions underlying the finaneiai proiectiorss as 'rig the

seasonal fiuctuaticns. These assets are primarily .r=Jr=-o'-r.ver" ams urn of electricity to be Generated by the facility. may be

and as such fluctuate with the natural water flows.During We different and distributable cash could be impacted.

winter and b-Jmmer periods, flaws are generally lower wi'1 ele There remain certain: completion risks associated with the St.

during the sprang anti fall periods flows are geraeraily higher Leon facllizy. Although :he wind turbines are eperat=onaL there

T51e ability a"* these ~ssa*== to generate income may be =mpacted are certain deiiczenczes as defined the turn-key contract that

by changes in water availability ear other mazeriai hydrsio° R
9  m . must be completed in order to finalize the project. Management

is working with Vistas to resolve these defis:enc=ss.
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M.

sell electricity or provide water distribution and waste water

treaimeret services;

Curseucy fluctuations may affect the cash flows the Fund would

realize from its m:eration:8., as certain

, ,r S := ...c °.... : ... L»;'J:. = 1-3ff'o=~1 ac" ¢='alo<: vIII -J 'S °" * ' l 9~ '

incur 8c-str.; in U

&a91r1=J8l basis.

» . - U.8o9r»Jx:r=zatei\,' . -J  fu cf

is generated in LE

tea-= Abe gr fC'I"v'.1c:E°CE ca m:  c : ' . . T . ' 5

Larsheciged basis,

rate impa':ts distributable cash by $0.665 per trust unit on an

31, 2001,

cash flow at 351.3'}'9 and 51804, Qt

f'.c»vv 81

dollars for fiscal zoc-'7 to fiscal 2010 totaling U

had effect=vel'v' had-geri "'4% Q?

ceerrymg Eli] average rate

97% respectively ara-d increased its total forward

f;-5 :t=3 2i1=C1'}' and .8-903 erne-:ted

forward cor:traf:t3.

ciiscormreued hedge accounting in =he quarter ended December

U.5. $82

"14J

Q? t?1ese trarlsacticms. The FL1rld"5

appr~3:f;ir1-late8.8' $8188.51 million.

financial instrumeruaes far trading 0: speculative purpoeess.

T818 and has; ea credit 1acil:t;f

generated for distribution may be r=egativel~,' impacter.

required tea replace :here ?a<:ilii=es with borrawirsgs having less

Fund attempts to manage the risk associated with floating

1"

has a fixed far iloatinq interest rate swap -an its St. Lec»='= praiect

favorable terms

irlterest icmans through the use of inter.est rate swaps.

specific debt until September2015 in the amount of $73.3 mlil§-8n

faciaitv. The Fund has effectively fixed its Interest expense on its

in -:Jrder te mmimazze v-:Jl8aility in the interest expense on this debt

Gerti-*=' debt facility at 5-47%. At December 31, 200-6. the mark to

market iosss on thy arateresz rate swap was $0

1

1r"in. instruments of $11.2 million to reMen? the market value
.s \

9006 3

3183. 1he== E-ur:-:

.9 million carrying an average rate

the Fund entered ir=tc- L;

ah result, the Farad recorded .='8

The Fund attempts to manage lh:s risk through

.S. dollars. At the Fund's current exchange rate,

a $8.91 change

Q*

Sr

This increased t5':e Furld'8 effective hence

\l1

dollars.

the Uniféd States and receive proceeds

higher ir\=.erest rates*

=;BITLM and é8Q% s;-f »:j=str8butable cash

|- -u*a.:

f\

to to s.

' . ._ | 2'. If'  ' ,'hc Fur 9'3t'rf'3*Qc t"1:1'

At L.-=<*em*c=r 61,

rr |\J

1. 32

In the event that t?1e

C
ml

:ts expected 283r»js L1.<~1. L̀ §G5lElz:'

its expected Uf;3.

in the Car:adian,*"'JS exchange

poi5c'v' is not to utilize derivative

?o§'ward rontfscts to sell. U.l9.

`

.. . . . { 1 4ar--.1 a?-]e-.1

C.ucl'= 9-und bus,=rae:sse==. 35.50

d-;>'lar cash flow to 088% and

Subs;eq=Jer.:': *o Uecernt-er

Sb 17-'.1 r='1iilic-91 of additiorlaf

.

of the Fund b=J3ér=f3s1.<;as

of 31.29.

LII"lf"8!6!E'8C QSIF1 5;-51

:;~_.

the Level of

Q~..¢

op-ec;iI=<; debt QT

A I
4098,

million.

8 he.}' rniilifsru

dollar cash

:"uII:G W38

T8l:~e Fund

the Fund

Yhe Fund

-8 n

£3491

rate

a n

The cash available for distribution generated frczm several of the

any c-f these parzicuiar leans which inc

caukd

*here .\.'v'8E5

on its security and the Fund losing sts investment in such faceiity.

The Fund actively manages its operations to mammal the risk

of 81.83 pc-s:3ibil.51??'.

Fund's facilities are subordinated to senior debt.

aegis-lation as

ilharnrges to irlccrrne lax laws and the current

that the legisiahon Wail be changed in the future or

the F-'Linci

'~,c=e Ur=it'; are ifsted on

mutual fund trusts, could negatively impact the Fund

umtlzoidera may be adder-aely affected.

Ur: i3e»::ember 91

Rave re uh I3.99 nay 1

IRh rout r=s

traded income trusts and partnerships ltEle

'as .
1.,r3l.*5la~r!c~r= to :impose EL

Fund ceases to qualéfv 39

fhe :MF

pnarket if t?\e true

flow Rh re ug9w entity. As a

E1II:.y. deduction

Eased on the SEFT

its distributésns to Umtholders that are attributable either to a

respect of, nn.n-gaortmiio properties I non-psrtf-slio earrlings"l.

from taxable Canadian corporatimal fearer,

business it carries on in L̀ anada or to income l-ether than dividends

e Val! Ty"

irursts reC!!*»I

Nor;-;3or t?ouo

Qr priori *h8r1 50% of the eqmtv va5.ue

residerzc related criteria. A subject entity will be

market value that is greater than 10% of the ernrirys equity value

pruperay if the Fund *molds securities at the entity that have a fair

to the subj act entity and afiiliaied entity=es.

l~.1\

The ='f1i3=r= kids of s;ub3e-1:

into default which could result in the lends" ting

is at the view that it currently qualifies under current

Prop-;):58l5 will 8nply' to

a breach Rf covenants or oblégatiores with regards to

1 iT"] which will include trusts resident in Canada

a =TlutLIE=l ?ur=d trust,

I|4

in -3-smputirwg its irumme

:1t;_}SF3 I°{i@5 araclucie investments in

=n C-="1ada and nartnershéps which meet certain

I tFE;-.3 Ml.,

holds see Sr m-are

r - t l\*1
| r m

mm c-r: :iestrlbut=c-rla

SEFT. t?;e Furafj vv'5il not be entitled Io

vv=lL agree vvitiw this pc-=3it:»8r1.
3 mutual ?Lai*wf trust,

a stock exc;?1a1.1ge or otter' pubic

the Fume is a sneciféed Ir=v-estrriernt

t ea1t51=es8

there CEE?) be V10 assurance

smecfiled ivveseimeret Fow-

l'~»?¢al°=~I;ses;,

$95 I("-vwr\ »\=' :v*--:»̀ vf*..>>:'\~'3"~..l: ._

of the Fund £3 attributable

non-pcrtfoiio p-rQiJeri'ias'..

Finaarmce :reir»;:du»:;ed draft

:Q respect of any part of

:c-=_ remedied, the ifaan

from certain ;.=Ltt-l.écLgr

:2 f8 <;c;-rp-creat:-;n*.s; any:

"QIFT Pr»8p0s=,al.s-"1

or can-ital qairms Er=

tax treairrxent Qr

Ira the event that

a rwra-pcr tic-iio

treat Canada

..-"xit5':ouch

a

l"¢'§Zll

,
..'I'=,~~»:~

u 1 11: UQ j9° . t

i f the
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Starting with the 20!1 taxation year, a SIFT will be subject to tax in such distributions by so=:h Unethcwlders if the SIFT Proposals

respect of non--portfolia earnings which it distributes oz a rate that were no* 91l:3Ci9€.. HO'J\."*V¥? r_ l`1O Ei$5LiEI&Ilicé CAP: be

's equivalent to the federal gene 'at ccr;>orate tax :ate plus 13% -an this regard. Nr.>n-resident Uniihtalders and Canadian resident

aczmuret c-' prov=recs=.al tax. Army nor;-portfoiio earnarags distributed Usuthoiders winch are exempt from tax wcuid be negatively

by a SEFI' will be taxable to the unirhcalder as if the distribution affected by the appiicazion of the SEFT Proposals if enacted as

were a taxable dividend from a taxable Canadian corporation proposed based re the Farad's. current investments.

and vv§U. be deemed to be ear: "e=8igibl.e d=vider:d" eligible for t:'1e Auth-:ugh the Fund is of aha view that all expenses being ck :r?1@£Z

enhanced grass--up and tax credit under the draft la-qéslafion by the Fund reasanabte and that the cc-st amour: of ?*`: l':'

r=leased by the Minister of Finance on Gctober 16, 212186 depreciable properties have beers correctly determined,

No assurance car: be given. as to the precise farm that :he '39 "\6T6 Ciel": L.8 no aassmrarace 'Mat CRY or t5':sa §IIE1§8?lf8;3§. ??.everlue

Proposals wilL take if and when eruacied. Ii the 88F.r Prop-8.:5als Sewicc will agree. successful challenge by either agency

399l81' to the Fund Ir: 29"i arxé. provided tl.:e= corporate rate regarding the deductibility of such expenses or the correctness

reductions and the enhanced Mvsdend and tax credit proposals of such cos: amounts could impact the return to unitholders.

are enacted as nr-zpc-sed, f t is anticipated that generally the tax The Fund.s water distribuamn =r\d waste-water u%iliz=es may

paid b>' the Furze 3 I°|d a Llrwitlwcrlder who ' C H
'. 4 C l taxable L`,ar:adian be located within areaf - cf  the Llraited 9tste8 experiencing

=.e*5|d 8ruE individual on c8 si8tr¢'fJ Ted noir-l:-=~r tfQl:o earrings would high 8 rQwth. These utilities may have an obligation *Q 5F8l"v'EC&

be substaniialiy emu:valent to the max that would be payable on new re§'den*ial. comrnerczaa and Industnai customers. Whi'e

84

give re



expanslcn to serve new custamera; wail ukely result Ir: mazreased

The Farad has fixed the pr=ee of its natural gas exposure Ar.

future cash flows, it may recu-'re significant canitalcomniifmerlts

finance these §utu*e ccrnstructiotw crhljgatic-ns.

I
tgwa. -

in f?'1+8' :mrnedéate term.

natural gas exposure as all c-ther faciijties have pass fhtc-ugh

to access capital markets Sr obtain additional

faciiitv' wilL be re-azfnrutracted Sn

The F..=JrId rnait1*a5 n<=

The érnciudes property arid casualty. winer Elf ld rr=ac§1Er1ery., and

pf°ovis5erIs in their energy agreements.

liability :ra<:.L:rar@<;e.

time energy is delivered. W ater reclamation and

P.-.4-.
. '~::

The Fund reazcgnizes revenue derived iron energy sales at the

revenue is recognizes when silvered to: customers.

delivered to the piarmt at prices specified in the c-antract.

i I
f".-:lX..' t v\*-

exceeded

contracts include price reductiorzs if specified t?=:°eshc-i.ds are

The Fund books deferred credits ='er:eived by the ln?:'*'strur:zure

from waste ciispc-sal :S recognized on an ac# lai tanrlage of waste

1 . - 'Tr.»ee.e ¢c1.v.an'::8=

arv amount billed

actual tonnage at the expected price Io: the carstra-:t year and

distribuijorn and water reclamaticrm main extensions received.

Division which relate to advances from developers for water

°' the advance converts ts contribution In aid Rf construction and

reveraue generated Hy the development an question ?°&?1QlfiQ for e
term ofwyears. At the end of the payment term, the unpaid portéan

is not required to be repaid to the developer;

deferred credits based an its expected repayments as determined

by historical experience and industry practice.

El'-"»flv' f acilitv L:r1'L:1 2097.

Revenue tor these -mrmaracts are recogsnzed based on

=J8uali3; carry repayment

irl excess c-f t?1e expected is deferred

a3de<ma*e ir1i;urar1<:e cm all

F'~.f: f: c:rd : re q iv

s
:is
. -

._.

The

a roliirsq basis.

EFW facility' :s the Fure-;1's only

the 9-und rriayf be required

Netwei was at the L-;F'v*I

aerrn==

[he FL:r.:=j re-;:-;8rd5 tree

,_

\F i*$ fac§l:[5€S.

borrowings *O

based cri the

das? waurmn

Revenue

Certain

C'8E»t3 anc-

The Fund reviews capital and imarlgible assets for permanent

- .~. ..CJE='='°' ¢=|JL>I do ouvver

Fife or

expense across ' as tl'I6v are settled.

ndicaete the czarmnu amounts re=av r=ct be racoverabba.

activities are reported as adjustments to the related revenue Cr

its, exposure to the Ira.

:rnpaai *merit '.»vher@ee'.»'er szve8ntis

The Fund records at cost cassi assets such as Land, fa-::il=ties and

Disclosure Control and Procedures

EOntario} and other rnrnvirm-:Eai securities fegislahcarr,

in accordance with the reuuxrements o=' the Securities Act

of the Fund w=ll be required to certify annually that they have

designed the Fund's disclosure cc-ntraé and have evaluated their
effectiveness for '-:he applecaiale perms.

8.h-8

Executive Officer

sseciiied by reguistcrs. Desclcsure controls and pro-:edures are

those controls and prccedureswhiciw ensure the; information that

Ontario Securities C-smm=ssiQn and timer provireciai regulators

is required to be disclc-sed by Multilateral instrument 32- 10~';_ the

designed to ensure that infcrmazion required to be disclosed

|.s

disclosure. As cf the end sf the period covered by the

by the Fund is appropriately accumulated' and communicated

IUWQ'>

Io management is allow timely decisions regarding required

arr C?-O,

and with the participatiarl of management,

and proceeziures ewer.. e?fective.

evalaeazion, the

the I

racQra'ed_ processed and reported within the time frames

Fund enters into for'vvar~:i contracts to

:usld's d=sa:losure cantrais and procedures. Based era that

capacity of an asset are also capitalized at cost.

5 r l

:

.;customer r;=iatior=ship casts are recorded at cost.

evaluation Wéi£8

improved ants that increase or prolong the service

the effectiwsswss Q?

I* *re.. L.-\J

CFO"] and Chief Firraraciai Officer [

Ami CFG -:Qncludeé that

PV§C ?@%

;Jurc?aas,e <:ontr.8c:1.s

dollar. Gairus 8=*,d irJ8se<= from these

carr'i=ed out, under

o r

the 89sic'.n and Qgoeration of

r;51arw.e53 ir

S

Disclosure can*rols are

.
acquwea.

:re-:l.udirtcl the (EG

Use 5L3P€?"»"ISiCf?

-zircumslances

hedge against

intangible

licereasing

f t* . '  LFIIET

" r r\#8I . I I4 _ Jr

arwrzual

v
3 to
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Internal Contra! over Financial Reporting

designed under their sunervisicn in order to provide reasonable

tire prep-araté-8r1
in accordance with Canadian generally ecce Ted accounzinq

I ..
\
\ I 4 \ ' \
h . \ \ .

. r *, .. . :  .  \

regarding the reliability ref financeai reporting and

The Fund beeves

.'.'> I..
».. -..

of fir»:ar=»r:ial statements for ext ems'

urn are reiapmusible for designing

#4.a_..

repcfrtma or caur;.=r=-3 tiwerrw to,

the iraterfmal carutrrsls.

purposes

G'v"2 l. Ats

czverracie. Because of ouch limitations.

basis by internal carntrel over financial reporting.However, these

misstatements rna8.- not be

safeguards to reduce, though no eliminate,

pV0C§5$

engaged third parties to ass=st them :re rev=ewing #he Fired'

inherent iirrxitatians are known ieaaures

During We ...'(2i3-5 fiscal year

Tiwareiore, it ES possible to design into the process

+. ',OF€WE??)L::G Cr

time CEO and C90 of the FL.=~».'4

there is 8 riisla that material.

of 916 8iIlléi?1c:l&il rencrtlnez

('E€8'(r:€'$T.::G arm a tlmei8'.

this risk.

3528 l£.=:§f83f. ~§'\;J\I4

8

f§T\E8 I'1cE3L paring ._ r
VUE'| '3 :aJ=tra'c-53' def8~=<1 r=e=i to achieve Rh's zrmternai controls C'Véi" financial reporting. As part -sf that process

Qbiective as Q? Decerrzber 31. Zuué £&7IE6IH ll' l'EPfO*»"8iT}*9I°IE'$ at" internal controls were comoieted.

Internal ccratrul aver fir-anciai reporting canny? prov=de abs-slute in rear ti-;:L:Lar ac;-rmal d-'Jcmvmeefwtea tori =** the in!erraa' €IoI{ll€Jl

a<ss5L:rar1ce of achy-avirzg iinancaal reporting objectives because ea procedur@s performed was completed, the review procedures to

its znhereni lirnitalion: Interraaal ccwtrcri over F Ariana* !`8 i}O{*Ci|'lQ be undertaken in the financial reporting and #ax processes were

. . r  r *:5 a ?;?"\J".;@3b that énvfnjyes human diligence and compliance arid Earmaiized and contrail environment controls were streragtherned

=s
_ .

8=mle<: Io lapses in judgment and breakdowns resulting ?re: by updating the code of conduct and whistleblower p.* :.i cy.

hurnarw fail=Jre'5. Internal control over financial reporting also l l fh8gQ&$ were made i;*. OLIN" ersterraal control saver financial

can be circ'-mvented by collusion of :r=*-prc-gner mraraargerrwnt repartsrug that have malersalay affected, or are reasonably lakeiy LG

materially affect, our internal wntrei over Eireanciai reporting
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Total Asse=.s

Revenue

Lcrlg term debt

[.8=s€r;but=oz1 per trust inst

Net €3I"l!§l"!{8.'E» per trust un=t
Net earnings

Revenue

Net earnings

Total Asssets

Long term debt

Net ear;Epgs per trust unit

ll85str=but5on her trust =.r1£t

T316

The quarterly resuiss are émaaczed by various factors Including

information f<.=r the Ms years ended December 31, zee.

seasonal fluctuations anti acaui=iti<»ns of facilities as acted in

:"'* .... ,.. I• ; • Q\n-8 mg ~..€ I
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both at t?ae hedge s inch son and on an ongoing basis, whether the derivatives ih.st are used in ?1e8g=r;g izransactiarns =-re highly

effective in ofisettmg changes in fair values or <:8sh flaws hedged stems.Qt

AL! cl==rivatsve instruments that GQ not qualify for hedge accounting or are not designated as a hedge, are recorded as eéthar an

asset or a liability with changes in fair vs '. L s*r= re cagn l ze d  i n  e a rn i ngs The Fund ceased Gesiczrwatinc :ts ?a;»rwarC= selling 0? UP ='ur*=ds

358 l':8~.:lg68 at December 31, 51606-. Consequently, as at December 31, 2066, the Fund recorded an increase :Ra Other Assets and arm

increase in Deferrer Credérs <1-f 3%'!.167 t<;- re:cr4 :he fair value of the outstanding forward -:errancy sales.

The Fund has not designated Et:-3 interest swap sarrangemer1?s as a Hedge. *'Ionsequenti§.', as at De»::ember 38 r
2 0 0 6 , the* Eu

rt! .*\ . &»:'8tlCIQ»J
. 'goa decrease Ir other assets and an increase in loss on feds; instruments 5? $.4';H> £21365

..,
Rik

irrl Asset retirement c:biigaticns¢

The fair value of estimated asset retirement obligations is recagnézed in the consolidated balance sheet when identif ied and a

reasonable estimate cf fair value can be made. The asset retirement cost, equal to the estimated fairvaiue of the asset retirement

=3bliga1ior\, is; ca5Jitaal&ze=d as part QI' Ehe c0551 Qt Zl"1&§ re'ated ac-ng~l§vad ar8-ei.. The asset ratizement costs are depreciated aver the

alicreafaesACS 4 - estimated useful tire and included in ame°'tizetiorl expense on the consolidated statement of earnings and deficit.
in the asset retirement obligation resulting from the passage of time are recorded as accretior- nf asset re 1 in the

-:f°~rl<s-:>l=<ia*ed s€a*erreent Si earnings; are-:I def:r;i'-. Actual ex r;-endiizures incurre-11 are charged against the accumulated obligation. -to

p'r.>visi9n ac' retirement obiieatian has been re-:or-ded in 9086 and 29058.

<24
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[al lncgmg taxes

As the Fund is an unincorporated trust, Et is entitled to deduct distributions to unithoiders ts the extent of its taxaaie income and

corequerwtly, at is expected that the Fund Wxl8. not be directly liable forAr:-ymaterial income lax as t|*.:swiil be the res,;:oraaaibilit~,.' of time

individual. Ur=itholder. Army prcrvisiun for Income taxes willrelate sec:-lely to the Ir»corr:e laxes of the Fund's wholly owned subsrduarses

that are corpsratésne.

Income taxes are accounted for using the asset arid Liability method. Future tax assets and iiabélities are recognized for the future

tax consequences attrihutabie ts differences between the financial statement carrying amcurxts of existing assets and Ira bileties and

their respective tax 33359? future tax assets and liabilities are measured using enactedpr.JI substantively enacted tax rates expected

Te apply Te tax8b
I
I
| éncorne in the y'ep"s 8I`: \.*V§W I'Ili" those temporary differences are expected to be recovered or settled. The effect on

future tax assets and liabiiiiies of a change Ir: tax rates :s recognized in earnings ire the year that includes the date 4* enactment or

substantive enactment. No future tax assets nr L5abilit§es ere recorded on temperafy differences in the TIc8w through:~: entities.

| téwe future tax a$set vvéil..iuatian alaovvance is rec°rded against future tax assets to the extent that it is more likely than not the?
4 e realez¢d

(pl Use sf estimates

Tree :J 'N8IJdII3{:G9 0?
I

Financial statements requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contingent assets and liabi'iyies a he date Cff these i5 nanc=. '_ statements and

the reinorted 8maunts of revenue and e>:pen:5es during the yen*. Actual results could ditfef
: .. . _ _
sr-Jt.= lh-3:v9 e:=*s:T1¢a1.e.-3. lI1ur.én-3 the vearss

pre=5erlted, rnalwaqernernt has mace anumber cl estimates and valuation assn actions, eracludirig the useful lives and recoverability

e* capital assets and intangible assets. the recoverability of notes receivable and Lang-term investments. the recoverability of future

tax azsseis *l"n anorticre Q? a'f rm construction payments that will not be repaid, =='8-11 the fair value of finarwm8i in:5tr=JrT':ar1i:s and
, .._*.

G&1'I'J<::L8'v'<é!'5.These estimates and valuation assumptions are based ore present conditions and management 8 piafzned course Q?

acting, as well as assumoaions abou; future business and economic cc-r:di'?ions.E-hsuld the us1der5.;r;ng valuator:»r: assunwptIon8 and

Esta. Otes chprlge, *he reczazrdeci amounts: could char\f.1e by a material amr.:-urn

in! Future ac»:ours=.ar1qand reporting changes
l } ;  f ` i f ` , &  4 '<"1*» 43 I t='-~3 » I .  r (

1". , .1lc3.;> =-:.>~J"-C |" ElL. *T@\4V 8\...curating sstandar-j:8;:OCA I.iaaredbc-ok Seecticrm 3859 F-'irmaaracial In:8~tr=Jrr'=era1:s Recogsm t io ra  and

Measurernenz; *8e-:tion 3865. Hedges; and bastion 1530, Comprehensive Income.. T?1a:3a standards Ar:= effec:t.iv~r8 for the
1-
4
| ft1\»

beginrdng Ja2*:uai",t L 2o0'7. The principal impacts c-f :he standards are as follows

Financial instruments ... Recognitiszn and Measurement Fmarncial assets will be classified as a\.faEia§aie for sale, held to maturity,

trading, Ar loans and re-zzesvables. I~l-Enancial limb=li€=es will be ciasszfiec =.. :tidily, all financial assets and financial

liabilities must be recorded or: the balance sheet at iairvalue. Subsequent measurement to be determined by the classification of

each financial asset and financial liabaiitv. Realized =~'zd unrealized gains and losses an financial assets and liabilities that are held

for trading well continue to be rercrded m the c:or»=,=:allda1.ed statement -:of income.Urnrealxzed gains and lasses on financial assets

that are held as available far sale will be recorded In other comnrehenszve income untilrealized, when they wily. be recorded in

ccnsciidated statement of income. Ali derivatives, including embedded derivatives that must be separately accounted for. will be

recorded at fair value in Ehe consehdated balance sheet.

Hedges in a cash fiovv hedge, the change ir- fazrvalue of the derlvatsve, to the extent effect=ve, wll=_ be recorded nn other comprehensive

income until the asset or liability hein hedged affects the consolidated statement
. . » |_ u

J ' . , . ;  ' " T. 111\ I.. .  » .  r LC..L 4 ¢.< n. , .  Ii f  I r ~ * r " 1 c ,  p a vv**. |'- wmt- ti*»-~ Pu -t*==c* <:'=*ap"=-'= 'r»

fair value of :he derivative will ale" be recorded the consolidated statement of income. Any hedge inef?s.ct§v-eness will be recorded
in the censolxdated statement of income.

comprehensive Income Changes 8 r: the z
: =r value of cash :low hedging =raetrumer=ts will be recorded in so statement cl other

comprehensive income will form part of urxéiholders equity.

Transitional Impact The trarwsétiansl impact or these new standards nr111still being evraiuated by management. As explained Ur;

the Fund mark of* market :ts fu; sign exchange forwards and interest rate swap Md will record future changes in income.

;==.
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al

approxirnaiely 99 megawatts

444

3,363,554 excheflgeable units €"Ex'.:har1geable

I LP {"A=r38*3urce"]

The Exchangeable U-'1i*s eat=tie the h0=`

.

and Algonquin Airfisurce issued an additional 268,818 Exchangeable Units to. acquire the remaining 496,090 Airiiource Units riot

acquisition costs, was $101.7 miihc-n.

|
3CCIU1?l¥8d rm .June

The Exchangeable Units are classified on the Fur\dls balata eat as

distrihuticns.

e:<char1c=ef* for ',7G?,7?0 Tr"

outstanding for a value of $38.3 million.

acqui:8.Et§Gra,

1. . A i ..:v̀*l3rk:r:9 cdl.-I*¢==

The acquisitions 'wave been ac-:ounted tor using the purchase method,

¢\ »
UUIQI" 8lS=S:3*£5;

Current portion Q? Lorri; term debt

Intangible assets

Long term debt

Add; cash a<;ciuire~:i

Trust and exciwanceable ureits issuers

Purchase price

Nair: current §L:ture tax Léabiiiiy

Adv.ar=ces to .4ir3Qurce

ir>n::;deratior=:

Tc~1aL gaurcha.8e pry-:ea

Tst8l purchase price csr1';éderatiQn

i" r"l3 T N

Air5eurce as well as providing letters of

Intangible assets represent the value of the power

in 2084, and other non tangible assets. These assets will be amortized over their expected useful lives being 10

|8 L1rir=g 2606.

:st=:. of t?le FLs.1d

a- ,. .' .,; * ...
.¢~21~.{§i43i:»-i1'l¢.'>¥::i3»

Cm June 29, 2006, the Fund completed the acquésiiion of 92.37% of

The consideration paid by the Fund has been ailocatad Er: net assets acquired as follows-

grIJ:T

the Fund provided $19.5 rniliion of financing to Air'5ource.

inti as ti facility 9@r=eraf€:§

net of cash received $1,6-52]

;i\'r:'c=Jr-8e ?3a5 <:Qr=str=Jcted the SL

Trust Units and Algonquin iAér5ource8 Power LP {"Algonqu5r: AirSource"l a

20u6. lOLl-. Lie

Units. The exciwfzge agreement will continue until

Ir \|l

stalled capacity located nee* the

it consideration for the acquisition is valued at $68.6

From the date of :he acquisitésn to December 31 2006. 813,382 Algonquin AirSource Units were

to receive distributions, and the Fund intends that such distributsoras be equivalent to Fund

edit of 3889.53 mill:sn.

raziaqasaze cash flmfv.

I
I ii -J

Pu :hose and interconnect agreements with Manitoba Hydro, ant.. into by»'AirSource

Les:-n \.*'Virld -.s':ergy 1';ac;iiitv',

Durirzg the tivrd quarter

Ce -:

.- 1 ..-
in* a t<;»i<1l -:'* ':,>.~

At December '81.

-v .I| LJV\J ¥'l

1

*Q -;>n can tra- ll: f: -3 !f: Te re cl •

the outstanding partnership units of AirSoure:e Po:-w Er Fund

As of June 29. 2006. :he Fund had advanced $49.9 million to

we ear.r1&81g<8

of

there are no outstanding Excharlgeabie Units.

ccmprwsed of 63 1.é5 msgawalt turbines total!

t}.1e *-urzd 153488

§_.&;(8I'\ Mani:-nba.

rr:il.I sc-p .

3086, there were 3.2'96.08:5, exe

from oper8uons included since the date of

.Ti¥UID1`:.

TM Fund issued 2.»_399__.>388 trust

E4 l'l additional 2838"7 Trust Ur 8t:.=,

Total purchase, price, iraciudirlg

s=ubr8Ed§ar',f C:f time Furze issuers

I "rd 25 years.

-*1'r!":

4 1 '-,002

s 13'.6-.,f4

A 34 | .r
SO :L-1,8-F14

d
JJ

harl{8eab8.e units

182.8 36

t 1 .
5. 5-.13

:,._ ,-,:
59/;

1~..» c *.
4"-i.»JC '

l.8b,0'>' .:

10=:1,m;2

.48 '3*»4

/1* t"1*1'\4n.''JUL'

[1-5.4

-1 r .
3b,41`}"

Tata i

,Ii)

»»-W
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bl In accordance with the purchase and sale acereements of Litchféeid *ark service =.<;-mpanv
f . .
|
1

| P - \H\
L-:3.:)ClJ 8 v~930

d
ma,..

J?iE.itI

g'
"Qm

PaNo

["We;oc§mari-"l. and Rio Rt-:o Utilities l"F£io Rico"]. the Fund is required to make ad ditiranai. payments to the previous owners for each

esddltioreaal cost-urrier cor=pec:'eG *" the facilities. For LPS(IG_ these pavrnents continue untéi 2008. if" Wocdmark ur1t:l 2009, and for

Rio Rico until 2068. #Ls -:~' December 32, 2066 the fund accrued $2.802 (2805 $246983 as a growth prerruum, and increased intarmgihle

assets by a similar amount including an amount calculated tor future income taxes of $1.186 12885 !;,28'] .

20)6 'if' |-:L\.!0\'}

Litchiseid Perk $ 1.855
Q
9'

f -cs.»::we
A

'¢~!@Qdmark
14 .F'»-Ll,

R.9 Rico

131

816

2 698Hz

. ......

In up
$ 2.802

$ 2,489 ¢. r\ .p l"*
*/.{U»

p
*:.

c . .
.:~<>z'=1:-~;-35 $5 l ; ' l 8 € $ § 8 Q ; 1 § 8

2006 ""80'7.,

De ht and acuity =ra1eres= "bl raragsnu Ir\ cewnerssnp between 12.
M

1 324%

m four generating fac=li?i@$. $ 241794 <r_ vv-v
M  .8.56

14.699
p. r*1f

l  '\j1.I 7̀H 43 *"u fjcl lf1€.! -J; ap*ere5?in the Algonquin Po:-wer [9 battle Brook? 59:=-rtnership

A
H 89251.4% partnership interest iI'I CampbeU.ford Lirrwited Par tnerslnip 553

28,958 3_':,45'i
Across Amerlcza ?\:G€6

Note bearing interest of 1°.0c% repayable irl quarterly irssiaL..l'r1er=is

Epfirlcignal ar1r€ irltereatE of U 5 34433, :1atL=rIr»f;- January 31, 2606. 1,948 -5 198

;*l~irScur-:ze Nate

Note bearing mteresi of 9.189% maturing September 30, 2014.

Este res? De-zreafsase to 10.'?39-% 3'°t48r converse-:~*=.No principal. pa},»rr=en'£3

until. Jar:L=ar8» 4
I 2009 Qurirm 218-}6 the Fund crampleteci ti°=e a<;quisitEc=rl

bf Air Source and the outstanding balance eliminates on consolidation. 29.431

£~irlErr8; Advance [mate 455

Advance for expense reimbursement for business use of aircraft 1,076 1212

J-.Fl - r 331 !"";. ""
.=-'~-:n

3,355
rJ'I C W _

3

32.313 60,238

12,3371 i2.l1"'§"18Le*=s.2 current pc.-rtlor= .-.-..
¢$ 29.976

Q .87.4-J9

The above notes are secured by the underlying assets of the respective facilities.

vo'
-<=.-



8

and e<;u=ty' aacfx;-=Jra;ir\<; <:omr:1er=<:ed

In 20435,

r-
il':v.9E~IFf1€!I"IT :Ru a,arT=Q*meil.f-ard.

Lr: 3086, the Fund vvr&te ci-8wr1 the value

.f

$22..:31 [2945

Land

The E-urid has entered ér1?G an aqreaement to

Fa<:8E.lties;

EGL1¥QiT1Eli¥l?I

steam generation and lrarasmlsslora assets.

.5 r1cl=.Jdes cost of $8.556 [2905

Facillhef

in ariditicri 32.4114 521369 -

The Fund has committed to contraczuai. arrangements to com late the Sanger re-powering pro_=e¢:1 totaling op roximateiy $16.596.

entitled to 50% at the cash flow above 15°/c return irwestment pursuant to its prsae-:t management contract.

in close proximity to the Peel Energy-from-Waste faciiizy

appr*<:x5m8teI.',f $9.64

a develop-ment supervision fee p* 38296

The project is expected to be completed in the Farah quarter of 24017. Included

Jersey to its estimated ="a:r value.

Land

Facilities

E£;L:=,cm'1es*.t

ll'l 2005, the Fund wrote down the cost of both the canétal asset and intangible asset related to the Crossroads fa-:ility irseated in New

48

I\ » - n .,__88g§._§.~;-:2; FT? 1?5l*&u? w5a9ia

9283?8843 4?9£19

the principal on the Campbellford Note of $4,738 was repaid and the cfmsoiidation of the Campbeilford investment ceased

=r:<:lu-de c-:Jsi -3? T,€-34.505 12005
'Y \ ' -. v*l"
_p?8_»483; or COI:S-.I ~.,:-..

TI*:-=' Fund has ir1c=Jrre=;* amr;-5:

,. 4.lr~.

$353518 and ac::umu5.a'red a mo rtiziatic-n Cr? $1,339 (2005

ticrI are process. Amortization expense of facéiiti-as under capital lease was $2,536 £2065
»:

The :8rc:-azeeds

cfznzributeons received are aid c»f constr=Jctior1 have been credited to facilities cost.

of the Across America Nate to its estimated fair value.

$945878 and accumuiateci arnortazahnn

4"
,;,1

The Fund Haas committed bu contractual arrarmqernerets to complete the protect totaling

Cr." 'F 1" .1_._._am ..O?"fl IL.

of $4.733 were allocated IN reduce the ex:siina note recesvaable and the existing

-8t&lmG $2.873 £2805

To affect such sales the Fund will inc-° the coats of certain aziditermal
='5'eei izreerqy-frcrn-Wasie facility tc- are industrial. customer iocateci

24,823

$ 953.751

$ 11.504

I i.P

f*
*~'?38_933

917,424

l - - p P -, .r
,MJ 4 r 28124

5  r'l?.l'723

11 El f;/.

Cost

Cost

$2,418 inciuaed in assets under construe-:tior=. APP is

in the cost to complete the protect, APMI will be pauci

of  $989 [2005

$9-212 9? eq=.1ipnw€lrl?. under" capital lease

Accumulated

amortization

Accumulated

amortization

11,372

8143,277

s

3

4-
~iJ

131,905

329

814.231

aos6

.I ,__-'$2

20185

8>t>,?111 under

13,451

$818,474

Net beak

f*
4>

Nat book.

ft* 4
_p -$227,452

-xapitai. ieasf. and

785,519

6Gr; .TTY

11,5434

value

1£113

H 96.

value

9q=Jior1*.ent

$~:,5T46=I.



g 4. -4. ., ..§l3$88:§:U§¢ 4.54.8343

Accumulated

2006

Net book

value

Power purchase cernfracts 5 30,992

1,385

$ 891908

21,963Customer reLat;or1s?u;3s

l..ICEE?'3S€?S 3rd r8g;reen*:ents; 581 115

$111,978

$120,892

23,348

6%

$$44,936 32.9s8

Duririg 208-6, the Fund exercised its option to sell the power purchase agreement for the Ciessroads facility located in New Jersey.

The proceeds r-received r'ror*n the sale were equal to the net boa if \-3i.ue

.2805

Accumulated Net beak

'Jest amortization value

Power purchase cQ'1?*3<:t:3 ¢.
.= 5 35.2354 *i 'Q ",7')"2L, ,  , : -

-. _
.-l.s'str5rrzer r<==.at!or1snI0s ;89_ 109

':»9<8

Jar"I1_:G,. 2'F,?&2

Llcefaises 3?l\d 3l]:'€&f?l;9l"*3 522 \1'}
;'» -|

' E  ' 0 7 7 : ¢. 4¢"u,§'2.'}
"1 t"'76 >}=:*(4

.»;4. a 1 A ~ - 1-£'.»i3'=€'-S' 2=\T.":'>'E I.D

On ?'~ifJvernber 1, 1006. Airiiource entered into a f:xed for floating irneres: rate swap \-'steel September 21315 in the notional 8 ETIOUIEt

3>l/3 . :an in order to reduce the interest rate variabiiib/ on its senior debt ability. AirSc-urce has effectively f:K8d sts; mteresi

9X,OE'f1':3é 0I`: its ser:=c.~r debt facilétv at 5.4?"/2 The Fund recognized a lass of $497 for 2906 which represented the mark to market

adjustment of the =r¢eres=. rate swap. At the z=rne of the acquzsitiora QfAirSc>urce the swap had a fair value ..§$2,719 miliiQr~. which has

been included an the purchase pr=ce aliaazati-an . The Fund has not desiuneted the swap as hedge for aczczourztarag purposes.

Tp .: =.° ..~4IT. 8 bleu 1
4 Foreign exchange ccrlfractss to manage its exposure to the U.¢» do:-ilar as s=gn=h=:ani cash flows are

generated an the U.8. a he Fungi sells specific arr1o*.;=1t= of 4̀ LIVE :mares at predetermined dates and exchange rates which are matched

with the arutiupated cperationai cash . _ l° - .L .
LOla".*';.. ~..C-='i2!E8LLS :'~ place at December 31, 2096 amounted to U.S.§63.949 until. 21318 at a

.vvesg&Ve-11 average ewichaange ra*e of 8!.32. , . .  ;._. . .[1253 :Clit value o=' the eutsiandareg futures cc-ntracts is $11.167 at December 31, 206-5 f2304

',»',13513i which has been re-:crded as a deferred credit

> . sa-ivim =:l'¢a=:l5i facé§éiy

iring 2Goé, the Fund reached an agreement wi%h tree Furldls senior Eeraders to mczneasa its rev-arlving credit !".:i1=ty by $
:  1.:il1C"̀ - .r } { |  U  1T! = ~

. J * '

bring the total available credit to $95.8 million including a $2136 rniliior: r.>peratil'=»g i.irle.
_ .

l r l JL=iy 29136. the credit faciiitv was exterwdefi

for mother one year terry to mature in _lily 2803. A: December 31, 21366, $67.600 (2005 1*pé9_;8=£10] note 8] has been drawn on five
revolving credit iacality and no amour was outstanding on time operating Flq9 iv zadciitson.. We avat'at'-' a ICE feavoivsng. L:re<°=:t

facility has been reduce-ad by $44,122 i20c-5 $48.8831 F t  -| \ . ' I -be>rtaer> Q-utstar1dirlf8 fretters °.')f credit. 1' ._ terms <3-? t§'=e -:recast af8 reement

require the Fund to pay a standby charge Rf 0480% Qr: the I
l mused pclrtaon of the revolving credit faciiiiy and mairntaen certain financial

cc-venarmts. T? facility is secured by a f=xed are-:i floating ciaarge over all Fund entities.

D
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8a§3u=::s8»

2986 /I t* .. -
¢llJU]

Semi-ar Debt Lf;-ng Sault Ran=dss

Interest at rates varying from 10.16% to 19.21% repayable are

monthly blended installments of $402, :Tlcztds mg D€a,::l'1:33QI, 41.6231 5 42,379 532,868

9er1 io r  Debt  Chute  Fcw rd

Interest rate of t1.55% repayable =r= tTlopt81l§,' *==.:=rIded installments
o f  $ 6 4 ,  m a t u r i n g  A p r i l ,  b o z o . 5,188 1: "Sr»°,J "»

-;*... "Mn" Rx ..1£j€.Ja:1~. . ' 5501...=
I I 'I |\.J~D. $19290 California Pollution Control Finance Authority 'Variable Rate

Demand Resource Recovery Revenue Bonds Series 19994. interns'

payable monthly, mater=reg 8eptemher. 2020 The variable interest rate

is determined by the remarkezinr; agent. The effective interest rate for 2006

is f8,..47%. R iv \"°'
2.-1I-.'fful 22.374

.'|.* Of
LL;\3"'\J

Bel la  V is via*e= Lu839t~.

Water infrastructure Fir1ancir1g »'2~uth<1riz8: of Arizona irater*=s=. rates of 45.26% and
6.10% repayable  in  m onth ly ant i  quar ' ter i .v Ens ta£ l .m enf . °s  IU.5 .  $15 area U S .  $13!

1.raa';=Jr8I*.g I*-4a=.:h 2920 arid cemLler_ 2£J1'?'. The balance of these ruotee
.~1 Mc .w . .C \n¢f85; lj ( ' / ' 29  and L I. ' 92"/ r~;25pectwe=a8»'

*J.89. 81.882 and iJ.S. 299341. 2.162 ':°='r2 , / j r

1.i t< . ' . l '= f=eld Park  Service Com pany'  Bonds

1499 and 2001 NJA Bonds. Inter=st rates Q? 5.587% and 6.71% repayable in

gem : -annua l  i ns ta l . i m er1 ts . ;  m a tu r i ng  Oc tober  902 .3  a* ' = d  Of * -ober  2031 .

The balance -bf  these rm -J tes  at  Q-.écem ber '11 3086 vv.z3:8, U.i8. $4.968 and

LI.';). $8.253 respectively, =2uL»tj U'5. 385,486 and US. ¥R6,188*?I. 155340 IV.r;5 _j

F:evc:~lvie'lg credit Tacilaty Note '71

Revolving line of credit interest rate is. equal to bankers acceptance or LIBGR

plus 1.125 %. The effective rate cf interest for 2806 was 586% 12605 4.1LlG,,0] 67,0138 69,3053

Airiufsur-8e Semi(2-r Debt F-=r:;=rmmg

Interest rate is equal to bankers' acceptance plus 1% and matures on

Octoiner 7221. 2811 interest payments only until April 2068 and quarterly =r»terest
and principal payments $1.368 made commencing June 2G08. The effective

rate of interest f-Jr 2806 wma §.4.1'J,-0 73.300

Air3c§ur-ze (level -:»pm er=t Debt

Financing from Algonquin Po-wer Venture Fund Inc which bears interest at

11.25% per E!YII1 UI"E'! Prior to December 'ea 2088. payments in resanect of
I

GEV9LGFJi :QT debt iinencing will consist e* interest c-r1l.v. 3 he d»:=bt .vvili mature

QF: De=cerr4ber 31, 2911. 1,6439

pr 8.09
3 156 Fan?

Less: CL!! l?'f:?!"li pcrtior= 1.1.8u3-

180

$229,515

£1,494
$228,021 8  157 ,802

-:4:~,_,..»

els
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Turrz-k~8',= C-sntraci Mn c»r Enefore

Each Si the facility level debt is secured by the resp-ecti°v'e facility wall Ree ot?1er recourse ts the Fund. The leans have certain financial

Under the Airfiource credit agreement, the conditions precedent to corzver5=5or\ of the cfnnsiructiwn

the Fund from specific facilities.

amended the credit agreement with its: lenders to: reams;-ve the requ

delayed and Air Source received

included Vistas-Canadaan W=rad Teciznol-zsgies.

AirS<>urce be suspended ur=ti3 comrnerc=al operation as achieved

further provides that Le resorlutisr: Qr certain outstanding

as

2099

2888

r--..

There=afEer

2021

88141

Interest paid <3-r. the long--term liabilities was $14,279 1.1005

F'r1rl<3lQ-E21 oayrrwems :Jue-

*"' $488,600 and net prcaceeds of $57,160.

convertible debentures. The debentures are due November 39. 26's-6 and be" into rest at 6.28% per annum, payaiaie gem:

value over time terre of the dQbee'1tur».8.

EiiT€85'E3 an May 81 and N-avember .30 each year.

In 2006, the Fund Issued 68.000 of csnvertable unsecured subs-rdin* *ed debentures ea

of debentures.

- 4$44

"-5 the =err=becj<**==-'

Elt8ae mereta of Earnings and i8el:ci;.

as equity with the remaining amount classified

Q? 81F89.0GCr :8r:d net proceeds 8¥88_1o5

rwnnvertible debentures.

In

nr'

t?1e holder at

arre=a3r;s on January '11 and

embedded holder option and determined :hat :ts vol-Je was nominal and as a result the entire amaurmt of the debenture is class=fied

as Ra 'Eabilé?',f.

Total interest nr: the convertible debentures

Ir: Limit; of $24 IZQU8,

Durirmu 20186, 20 {2=r80*8

°.5_; g

the holder at a conversion pr:cE! of $14.00 per trust Ur:it.

a condition precedent to such conversion. Conversion to a

debentures.

1
|

fionvertiezie Liebentsires

anr15v'erssary of the

the Fund issued 85_0ao convert§bie unsecured subordinated debentures el

which r?1uf.=.aE be rw"=."ai=*M=;Er=fed Or:

a conversion price of $10855 per trust unit. being

The debentures may not be redeemed by the Fund prier to !~8c»vember 343, 2010

E 919 deberrtur-as re=av not be

raalder ooieon and determined that :ts value was $4229 .=-'ad as

- nil] 0f 2'304 convertible debentures were converted §pto 1,877 (2005 ..
nil] and a decrease in convertible debentures by a similar amount.

date of t§1e amar1drf=ent,

in ?he max? five years and tn@r@a?ter are:

The deberwures are due

.iu{v '11 each Vera r.

c - r~..»e9:emh=°r av'.

a waiver frcwm such serlinr lenders deferring suf:i1 require me' *

The offsetting charge to earnings is ctassifsed as debt accretion expense on the Consolidated

E89!

:Ne d».2hen:ure Issue? cc

" r . __ __. .:he deben:ur9 =55u== cc-~-'s of

redeemed -by tl'=e 2-ur=d pr==:»r to _8 LEi>' 31

eartariv hast

The ezcrlveraible deberefures are convert=b3¢

in 2346> was 'Lé_1II4.,9 M8805

21806. As a result Q? the ongoing issues with 'v'estas, al

Ehe convertible debentures are -:anvertibie intra truest Ur==ts of the Fund at the option

'Wt
1321

Inc.

the lera<s:rss cf We :8&i1:°CiF De

a I.i&biE.i€"y. To==

Lu

l"V-astas"] achievirnci <:cJmmerciai operation of the St.

Ly f*4.5'.

being a ratio cf approximately 90.9091 trust units per $\ principal amnuret

435695 trader the

2=:»1!t ari

Non cornplérsrmce with the

"\ ¢ '»
$ ' 1 , lw3 3 : .

term are-"it r'a:iiity Cnzcurred on October 31, 2066.

a ratio CO approximately 93.8967 trust unit

liability compartment of convertible debentures an-.creases to

8

»/-_nm

went of acitievvng commercial cperahon of the St. Leon faciiizy

bear srfierea-it at 5.6F8.*$'0 per

rr.J |

$3 A831

$8.845 were fieierrari and amnrtézed over the term auf

$2,908 are deferred and amQr?i2ed :war the term of the

Tarra-key Csntraczt is

rnagf require: that equity distributions derived iron

a resuii the porti-:.~r1 o? the debenture :S classified

2067. The Fund Derfermed of: evaluation of the

covenants could restrict cos* distributions to

a pr=ce 9* SI per deberzaure far gross gzsroazeeds

t1 tQI n..

:cm was units; cf in@ Fund eat Rh

-8?  38?  per

,\
u ,

The un4 ppr?Qrmed Ar: evaluation

=;r8ts which

arwnum, payable semi-arzrlualiv in

'i'8t:i. Gctsber '21. 2806..L\5t-3o=Jrce

iiruarzcang to a

not a~;:l'lieved or; Qr

debearutura fear gross proceee-213

h commercéai. ape rat§Qra w83

3 per $8 pr-xlpai arr=ount

Leon iaczlitv under the

:es¢J=.ted :8'¥ 8 F| INC: @3236

term credit faciiitv

8

f ;
*ll*

The sr='=@rldr=*.@r»t

;
148-.6:12

¢--f.9.\,-=::~

r "m'5::'=€$4-+4

i i

3.0513

'1 \"\ ,.'~
J . £ . I

1,494

-arnnuaily Ir:

before the

=:Jpt5cr1 8?

face

?t1€:

:=i 1
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8bl.5Qatior= to i l '1€ City cm

Customer Deposits

Ea-:h facility in the Infrastructure Division is ohiigeted by its recipe-:tive

State Regulator to collect a deposit from each customer of :ts facilities

when services are connected. The. deposits ate reiuridable when allowed

Canizal Leases

Gbligaiion for equipment iease=

Wther.

2§l}fl';t

2 9 0 8

2 9 0 9

.»{_81,g
*of I
41.91 :

Less :  curren t  pc~ rt i o=1

Thereafter

Principal payments due in the next ?=ve years area thereafter are

Authorized trust traits

11.

. Each Oni; represents an undivided beneficial

interest an any distribution from the Fund arid in the net assets in the event of termination or wind up. Al.

with equal rights arid privileges

Interest paid an afar lang-'-erm liabilities was $42.4 l

The Declaration of Trust provides that an I-'1limited number of

Trust units ere redeemable at the hstder's epziorw at amounts *etsleti to rnerket prices at :me subject ts a maximum of $950

in cash redemptions in any particular cal.er=dar month, subject te the ataitity cf the Fungi to waive the maximum and pay further

amounts by way e* cash. Redemp-t=sns =r= excess et tins amount shell ice paid 'my way r= a distribution in kind of a pm rata amourit of

Cl"' am et the Furtd's assets, mctuding tree securities purchased by the Fund, but ms# Te include the generating facilities.

Issued trust units

Langer due October 1, 2011 at interest rates

vas*,fir1g from 5.15% to 5.55%. U.S. $3.030 EZUG5 - U

under the facilities' regulatory agreement

monthly interest and priracipai payment with waring dates cm maturiw

from March 2008 to Gctober 21324.

€.l$§hQ=* :a<lrg-=;as.ss~. 838§§88398

no 1.
:Wat ¥. i$E§' ina

taters st rates, varymq from 5IF30'18

£;».8l>1.2G8,.E

'  f n
. 4 - JU ;

IN/"I
u 4 )

Lm

Number of units

$ 10,711

1 1 . 0 9 3

3,248

4 . 2 9 4

1.294

2 , 3 5 1

2805

£3821

"IS are the same -:lass

SO

Amount

1  \  .  f r '
=L.,4.-.';

4 046*

1U,8'}"9

{440?

r n 4
4 . 5 6 4

1.4133

* 3'-+

Ql*Jé1

nr - -ru t ;

4
°'-ru J

» .  r .
~̀ :

398

y r
-=-.J9

1\

8  494 ,176Balance as at December 31, 2064 anti zoos;

Convertible Debentures exchanged for Trust Ur=ts March 2ooé
Acquisition of outstanding partnership units of AirSeurce Power Fund s LP

Balance as at December it_ 2906

61}',691 992

':,8.,7',7

8.180,?.-i,,8

ifi f 8'?4 211

'icfI 218

8  684  414

Cr:¢

3

35



The provision for income taxes in the consalidateds :atements of earnings represents an effective tax rate défferentthare the Canadian
5:

Le-sees Gr taxable entétiea
Less; income taxed directly in harris of unitholders,

Computed income tax expense {recovery at Canadian statutory rate

Increase [decrease] resulting from:

Earnings before inc-me tax and mateoraty interest

The tax effect of tem »8"ar" d=f'§erer1c-as of Fund's subsidiaries that Ive rise to si'"°=5tIcant -attic:-ns of the future tax assets and futureB

Ira come tax expense

... l:*_*
tax l139:5I~.I:::a at

Future tax assets:

F

naked staiutcry rate of 3".31% 18005

(Classified in

-'uiure E;3X liabilities:

Operating in ceuntréee with different income tax rates
Valuation ell-:Jwerac-es

pr
».-r1ar=Qe

Unrealized foreign exchange rate difference

Manufacturing and prccessu

Tote? '§utLare

Non-c:ap=tal loss, debt restructuring charges arid

currently non-deductible interest carryforwards

Unreaiizec' foreign exchange differences on US entity debt

Customer £3dV3!'1C€S EH 8l.j of corustrucuon

L@s8: *~/'al*Jatlora rs'.l9v¢a=1€:

Capital assets -differences between net book value and

*r .. :'O'£3».

intangible asse8ifs

<:=-lrnL:latéve ei.égib{»:¢ capital
Giver

Net future tax iiabéiity

FutL:='e current ar=corr4e tax asset

Future current mccma tax liabiijty

Future non-curnént income tax Uabiiity

£II_jtLai'@ ncarm-<:ur.rerai :rzazcl

Es'=°z:='§ma~ to>:as=

between met bcoia value ad tax value

u depreciated capital cost

i&8i`

future tax liabilities

substantively Ana-' tax rate

ha financial atawments res;

December 31. 2006 and 2005 are presented bein-w:

difference between net back value and

Hz tax 355

17

r rJ
$ 4 619411.

dif fer me

The c8i*1'fer'eep.<;ess are s; ioil-8vv:5 L

riot t?*=e Fund

$ 26,645

l3'7,235}

{1(3,59Q]

s 2€),241
17,403

£16-3891
£4611

£74623
$fs4,4s6i

s

7,639
48493

(»7»l»25?̀)
844.4661

smut

33g=i'.j--
§32-955}

9,696

€57,112I

2.339

l2,'766l

13,4213

674%

2996

(239)

S n

<21
*V

i v

~8>

1+
_p

[1£,;F8*;̀ !

[1_é6i3§
Fr: I Q*

2/4, 4:

g

'§'.'If'19

81.1433
i56 QW!

fa £59,848

24.392

5351633
818.7713

[3969@.£

4.579

.8-6,981

§83,1 Q3.i

F8858

"\ll':I-; 1}

Iof
ad .

re '-4 7?

1183i3

3Q88:

4 , 0 4

135;-
223

2905

g»*8g»1

'E21

1686-

1 ,»
' lm
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Gil December* 31, 20:1 'wister of Fir1ar=ce I€ar1ada8 rel~aa'=~ed drain iegislatéon l Rh== PropasaE.s'8 relating Io il'I6 ?ederai ar:<:r:»;T1e

taxation of pull=<;ly-traded trusts and partnerships. Under transitional relief the Proposals are contemplated to apply to a publicly-

tea-rjed trust that is Ra sneciiied investment flow thrc»u3;"e entity r
»¢: 'SaFT"E which was listed befcwre November 1, E>.ist=r=g

Trust"; commencing with taxation years ending sr Er after 2911

"Fader t?1e Propcsaia. see"ta=r: distributions attribuiat-5.9 to a c'.IT wi8l not be deductible Ir: complstéra-3 1916 CZ1%T"8 taxable !I`:€"O¥TIE?,

and the bi?..T will be subject to tax on such dsstriiauzions at a rate ihaa is substantially equivalent to the general tax rate applicable

're Canadlarl cc-rl:cre-tmns. A SIFT's income that is dividends ¢8r income recasved directive from fareiqn sour-:es will :=8ntinue to be

taxed to unithoiciers under We existing rules and distributions paid by a 55FT as returns of capital will not be subject tn this tax. An

Existing Trust may to:-sa its tr"nsitiorral relief the its aquitv caputo grows beyond Lt: ' tam dollar limits measured by setererzce to~~c\
5 \»

the Existiriq Trust's market capitalization at the close of trading an October 33, 2086 in which case application of the proposed tax on

an -xistireg Trust may commence before 24311.

T?18 Fund is a SEFT as defined in e ?ro;aosals. If enacted, the Fund would be sub=ect to taxes 0fI certain income earned From

5 twestrr1er1*>; En its .~3IJb:=;idi3r.:<¢ss. The tax salvable by the Fund on those distrnbutioras; wall re5L8=_t Era a <;orrespored=n9 decrease *an +516

cash flow available to be rJ§str=buted 'ea the urtithraiders. ,..*1"I' Fund w-suld also Br? required to recognize future =r:-zrsrne III): assets anti

liabilities with respect to the temporary differences of its assets and liabilities arid those of its fir>vv-tlwrouqh subsidiaries the: §§"'F'

expected *Q reverse :TE Cr a'ter 212141 It is. anticipated that the recognition of these future -come tax assets and liabilities will result

in an increase :re the her future tax iiabiiitv of the Farad with a -2-8rre:3pc»ndir»g dare-age in the fret Umthc-E-8'er's =:quiiv

At Gecember 31. 2086, the Fund itself has urndeducteci r'=rersn-:ing expanses and uncle:-writers' fees Q? $5 cw €;=w5 $.i,66?,] which

will be de-:Juc,t883l=8 by 8iwe Fund and which will reduce the ultimate amouret taxable to the unétholders over the next four years. This

will be offset by additions ts the uniihsiders' taxable mcorne since the Fur1d"s capital assets have an accounting ba's=s which s seeds
. _ J

then' tax $as:8 by €.91f8.'E 1J £2095 14 '
J l l . In additilnn, t i c tea sts wholly uvvned 'ay the Fund have capita assets with -FIFI ac-3-8url*ir1g

basis which exceeds their tax basis by $59.737 12905 48l_';Qc»l.

»'8~1=3€1§3»~:§i85a 9~*°;=s~*.=af. 8r8u8

Ira addition to the transaatians described in note 4 \;\1li irl APP ,8 rid AF'EV1 s_ the fola-8w=ng related party transact:-:ans occurred:

APM! provides management services including advice end censultetierm concerning busanesrs plarlninu, support_ guidance and policy

rrnakirmq are-:I c=QneraI i"l'1E:F88lC:¥=7T}6II: t 89:"~,;ire£=.. in znoé and 2005. APM] was paid ¢l'I a cost recd=ver\; basis for all casts éncurreé and

charged $869 [2805-$825,. APM§ is also entitled ac an eracerrtive fee of 25% on all dnsaribuf alia calv [as defer;-ad in *l1\3 l"i"1EIl'E£3QEE;'1fl°E3l'}[

agreement! generated In excess of $0.938 per ?ru? Ur=it. During 2906 and 2805 no incentive fees were earned by APM!

The Fund has leas-sr' its head office facilities since 1200? from an entity owned be» the shareholders of APME -an a net basis. base lease
costs for 2608 were $196 1;;c»05 - $2961 and additional rent re resenting" cvoeratim casts was $189 £20955 n

|*=1;.8l

When appropriate far use in its Qperatieris the Fund utilizes chartered air:rar't. including the use of Ar; aircraft owned byarl a'fEliate Rf

Ii\*8\'H. Fhe Fun-:I entered §nt-8 are acfeernent and rem=tted $3.3 lilian to the aitiiiate an advance agains'- expense reimbursements

[in-:luding engine utiiizatisn reserves] fer the Furld's business use .- -  zof T.1l:€ c::{CZ: 8 T. Under the =erms of this arrangement, the Fund

will have priority access to make use of the aircraft for a specified number of hours at a »:c»st equal solely to the third party direct
operating casts incurred when flying the anrcrafig such fjirect apera=_ir1g costs do no: provide the aifsliate with any pro»f=t Ar return on

-gr Qr e capital committed is the aircraft.

AirSource entered into a construction services agreement izhe Carzstr8. :son Services Agreemen?"8 dated October 28. 2004 with

The Constructicri Services Agreement has a term ending cm The commercial operation dare G? the Facility in accordance with

the terms <:1: the Turrl-ke=y Constructs-:m Lontr8fgt. GWAP mag; terminate the Construe:Han Services Agreement in is sole dsscretlon
. ,J

L :5 :»on 10 =a',»'s Do lo r  E OTI CE E . The s-.arvices to be provided by GWAP under the Csnstructian Services Agreemerl? include, amonc-

other things, assisting with the supervision of the ceristruction Qf the Facility and assisting with the administration of the Turn-key

33.

4; .*
._,a,;.



Cc»?1str=_:<:iior: f.Zor=trac:t. A13 wrzsideraticm for it:5
S e

"s

GWAP will be paid a fee equal 1 .09/0 of the "'=ur;1~key' C-;>ns;ruc1=on

Contract price, not including goads and services taxes, which will generally be payable as to 50% at the time
rrI approval of is voices

by St. | . J..:"JL-4eCrl Lf? +.< Vistas under the Tum-key Construction Contract and as to KG% based on the percentage sf completion Rf each

p?1a5e of the Faciiitv As at Decerreber F? 2006, $14! had been paid nm fees being owed to LWJAP arid cap=tal=zed :mo capital assets.

AS Q? December 81 30486 $8.18 million is included Qfw-r"l; in L
I)\.\.\ ) r pravs'r»&e and accrued llabiléties as t?1»2 ='*:8ma&néng fees owed to 6 -̀.f"v'.i\P.

GWAP will also be reimbursed for any out-ef-pscket expenses =rl~::urred in providing such serve=ces_ tziudsng tree cos; '{l'1 H d̀ I:.'ar;8=

subcontractors and other serve=ce suppliers. GWAP was reimbursed $517 during the year ended De-:amber 31, 2006, which was

cap=tal:zeG Into cagmtal assets.

AirScurce has agreed tan reimburse AirSource Power Fund GP inc..
4

t?°=-.= 9er:e=lal. p&r?ner :the "General Partr1er"l of the AirSource Power

Fund LP for reassnabie costs incurred by Le Ar;.- acting as registrar and transfer agent and in attending tea the administration of tile

Pai.tr8ers_al1=p, 3:7 'eaquared in Use 'r"artnership .&8;'eemees1t. The General Partnervvas paid $65 during the year ended December 81. 2006

€z<msar§am4:se*~;s: and £s?3i§n§en{§a844.

(a) Land and Water Leases

Certain of the operating entities including AirS<1urce in 2906 have entered Brno agreements tn lease either the land andior the water

rights for the hydroeltctrec generating facility Sr to pay in lieu of property tax an amount based on electricity production. The terrr'-8

<:f t?;.3:se leases ccntinase in to 2948. I?ee.8~e WEb/ments P,*rJica:lv 5-, 3 fixed and v3r=able s-8rr=pcJr1erat. The v;ariable lee 853 general\,.'

Linked to actual power proriiuction Ar gross »"\3V@F:U€8. The Eula ér=<:L1rr@d $2,702 durirlq 3006 [2099 $2,398 in respect? cf these

agreements for the consolidated facilities.

lb] Contingencies

The Fund and its subsidiaries are involved in various claims and htigaiion arising out of the ordinary course and conduct of ts

business. Although such matters cannot Jae predicted with czertainay, i'Tll=3lE23QEEETll€EEII* -zioea3rmc-t c-nrzsider t§1e Furans exposure tc- buch

Létiqatiorl to be material to tixese iénanciai staternerlts.

(CE Ccmmmitmerzts

.£\if3ource has entered into 3 Turn key C-8r¢.struc?iorl contract ltéwe "Cor=trract"l with Vistas ear the construction of the FaciE..',n The

Csretract price is $176.1 million, including approved change orders, and is payable on the achievement Q? specified milestones. At

true date; of acquisnti-un, $148.7 rnilhan has been paid to H . . | , . , . . . . t nv£31:>\.c::> 8 l:=.j $.¢",'.».¢./. million was accrued. The performance of Vistas under the
.fn r""s.-Culivt» c...t is secured by a siandbv letter fs? credit ir favour Q? Lr Leon Wind Energy ISP Inc (the owner of the Facélityl totaling $13.8

IT8§§[;(j.?~¢. Certain obligations of the Facility are secured by a stand by letter of credit in favour cf Vestas, toaallirxg $14.6 million.

8 of June 17' 2006 time ?9 MW St. Lear; jerad energy generating fa-:ilety achieved commercial operation status untier the power

purchase agreement with ha Manitoba E-lydro-Liiectric Board . However, certain :issues are still uuL¢f ending between an AirSeur-se

affiliate, St. Leon Wind Energy GP inf: {"St. Leon GP I and Vistas pursuant to the Turn-key Contract, inciudinn St. Leon 's assertion that

certain contractual miiesthtws have not been achzeveri As a result, St. Leon GP believes it is entitled to payment of ongoing liquidated

damages under the Turn-key Contract until such fnilestanes are mea and Ls recognizing such amounts in its iinanciai ssiateementss.

Vistas has adv=sed SL Leon GP that it disputes the cont=nu=r1g payment he* such amounts and, ccrnmencing July 11. 2006. Vistas has

-EE§cm':tinued further liquidated damage payments. Nolwithstrsnding thos, Vegtas as cantirauing its efforts to complete the aspects

=~f the construction work required to satisfy the outstanding miiestcrues. i t Leon GP continues to» ho5.d substantial security' pasted

by V°s-_as in respect of Vistas' obligations under the Turn-key Contract and we=<:h security_ urte' the Q-.*:rii=*r1 cf :>Lp Leon , : >»'\*'»ll um?

sufficient to address any amounts proven ts be pr-sperly due and owing by V-astas to St. Le*'~'1GP under the
- rELtrr=-kev "orltract. As -Jr

December 31, 2006 Vestal has paid $3.8 million in liquidated damages Vistas =s erst=tied to subs&==te'=aliy all revenL=e received from

Manitoba Hydro-Electric Eward l"m ..=taba Hydro"] during this ti |?T}E8 seri-3d Fur zoo¢-. AirSour:e has billed and recorded in \J'L £°:

revenue $19.1 miI.lic~r\ of liquidated damages, of which $19.3 million is included accounts receivable. AirSource alsc- recorded $13.4

.non Sn energy sales receipts from Manito.. H"drs far 2006 in accounts a able and accrued liabiliiles as it is owed to Vestas.y y

O

.. a-



wirzci turbine.

An AirSource affiliate. St. Leon Wind Enemy LP ("St.

'l=5»»

The Contract piece includes a zoo year warranty perxc-d fer the wind turbines and one year warranty period for the balance of plant

for an annual rent payable her MW--Eur generated frcsm turbines Installed on

The carrying fnountof the Fund's -:ash arid cast* equivaiarnzs.

Rights

after the fa-ziljtv is deemed :Q

The carryirmg maun?

qs
`€ ;8 _

F!9F'\ is estimated at 85,"EE5CI.

liabilities. due to Algonquin Power Group and cash distribution payable, approximate fair market value.

is not readily available.

term iiabilsties a* current roles vv-Quld bee $1831,-59? 12005

iammiamenis and £an*§ngenai¢s .t:r=t5nu-ad

FsirValsse et Financial Enstrumaaissad Serivativfes

with apprcmximately 50 luca landowners, providing fc-r

Land without wind turbines is leased at a cast on

of the Fu"!d5 long-term ==westments is d='ependar1t or: the underlying cperaa*=ons and accordingly a fair value

The Fund has Long-term liabilities

in -:omer-:ial operation as defined by the contract.

Fw

Leon LP"} has entered into right-uf-way agreements (collectively, the

.6 . .
':>!o=J,>8.4

at fixe-:I interest rates cir .s'3FII8Di.. rates.

a per acre basis.

ea rrmirtlmurre term 21-E Ag years.

8IIII(8 land rented 8ubie»:t ?o a
total commitment over the term of the Sr. Leon

l"&.'3EV§»LI*&d CEi£3:'»

of theziae i-3r\c8-Lerrr1 Li.8§b:'iiies

The Land Wight; agreerraaaraizs pro-vide

ea-zcountsg paveaanle anti accrued*

The fair value Q? these long

m=r=srr1ut*r: pay2. :=nt per

:=; .515 £2005

La1.1 d

$149,0Q?I ilise fair vraiue of Gther iorrg-term liahiiities approximates their carrying value, with the exception of the Joliet subsidy

vvhéch is not ='eadéiy available.

Deferred credits irnciude payments made by deve.xapers to the irnfraszruczure divisisra of which a portion based cm revenue for the

'je"'8 ICurT1c Iw " \111 1 <:~
-1'.lO|:

needs to be paid back over' lame. These am:-urets do not Enear interest and the arrzcunt tc- be repaid is

uncertain and net determineinie. The carrying value is estimated based OF: h&e€erical pevrnente pat?ems.

98. $22582 z€§8ir§&=zet3=an?=

Distributable arzazcme as distributed morafhly. iJi§tl*ibutior1s; are declared 1.o uniaholders, 0* record on the east Dav c-1 the month and are

distribute-.4 5.5 dav after deciaratior The morithlv dl9tri1<1Latic=n fc-r $3006 \.»V€::'$ "h0.8?6é her st unit for ea:sh month for a total. Q? $0.92

for 2006, time same as 20133.

ft? ~i=as.3f; ans; éiauiess Iii e8=':':£3§=g3ii ;:e:;° amsssi mail

Net earnings per trust unit has been calculated using the weighted average number Q? units Quest".*=r4ir=g durirlg the year. The

'we=ghted average numbe- of units outstaraciing for 2GCIé was 71,085,930 12805 69,-591 3'928. The set earnings per trust un=t f<:>r 21306
.. °" ' '  r H '\»'~,'¢=s> ̀ £>G.3'9 [ A g $0 »~<l4 The effect of =.he coravers5ar» of the canvertibie debentures and exchangeable units into truest LEE'::Li3 was not

included in the compuzatian cry fuilv diluted net earnings per trust Lani: as the effect of ccwnversions maid be anti-dilutive

, e s
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so..

Other income includes the foll-sv»/mg items:

bale of g85- col:

Eqlit H1-some
I

C"£?1»:i"

l8='vé<:ier»d irlcorr»e
Irli&?&s'r érvz8me

Wired F-'rcduction Irucermtive

i\|3 t=Jral gas sales;

Hvdru mule?": 93595

18.8.

l-iq=.§.5dated d 3=TI8§|e

Revenue

Capital assets

Intangible assets

Gther assets

Revenues are aatributabie to she two cnuratries based on the iefzatican of the underlying generating and ir*.fraslruc:zure facilities.

her revenue mciudes the fallcwving items.

Canada

Llniieai 'btateess

Canada

Lirliieci 3tater5

United rates,

Eanada

Canada

Ur1i1e<i States

831 ? s"a>w¢§x:&

S-=eas;?:;*92*e<i §8l§§;';:':'I'§:3l38t'E

he, séivieéersé and ether income

ti-on par traership interest

p..
:€'"J*€' 14 l f e l

2,127

$ 10,861

319,505

$810,474

2.972

$ 21,761

s

s 65,209

136,226

$ 1,415

$490,969

5

$1445978

$ 13,388

s 13.388

11,039

60,711

51,267

4,184

3,382

'*i4'75

6,275

2096

2006

2096

538

630

.'w,<>83

fit
~v

s

42
~v

8

a" AP* A ;
~8> E,/l.r',j2:4

$309,669

8 <82'"».é-52

8

85

fr:
4'

, . \ ' -
=3L..G»+3

J l"1 1-7 p40:4';», 7'

17é-,848

25,2643

31.'J=~'2

! 8 8 8 4

3,=i.T{8

12584

1.884

2.204

2908

2803

2905

A J"
4JO. . .

..w
239
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4'¢'~*- 8=:§r;saea*&s8-5 §tx§~;1rm»8i§<:ss

Operational segments

T149 ?-.and :dé=r*. li f :&&<5 Fe-ur > ll" :€3SS - ; :a3  teg<;» r i e i5 ,  i i  ope ra tes hydro, natural gas cogeraeratian, aiterrnative fueLs and infrastructure

3 c q g i v : The operations and aS559:=» for these segments are cu=:I.ined on the ?nll9win;, page

Year ended December 31, zoaé Had Ru Cogen-
aratian

Alternative
Fuels

!nfra~
structure

Admin Toiai

Revenue

45,945 68,544 15,492

14.289

Energy sales

Waste disposal fees

Water reclamation and 8istr§bu:ion 35,464

Gther :'c=\,»'c?1 iJl3

Total rave n uh
Rx : i\Jperrst=r=g =¢>.p<.=rr1ses

9,247

77.791

53,362

24.429

Gther adrrtinxstratiorm costs

351464

15.370

20,694

E167)

M,o14}

53

18.5741

i12,568

113

45,945

16,1709

29,236

ans)

154.329)

1,833

£14213

3,382

Interest €2XP€!'I5€
Interest, dzvxdenfj and other income

Lass on hedg§r=g instrument
Write down of note receivable

Amortization of capital assets

Amortization of intangible assets

Eafninas before income taxes and

19 ,7483

313

f6.4osl

12.1951

12,514

42,215

265984

15,311

10

22,545)

5,480

1497!

ls,2é;=I
€9,z9oI

E3,m3t

86,5531

Ks26)

129,981

114,299

35.46-f.

21,761

281.415

112.345

89,070

89,2043

122893

10,861

£4973
13,2631

1349963

16,0353

£21,024minority Interest

Capital assets

Intrsrxnible assets

4,818

278,918

18

1,783

18,696

85.114

19978

13.992 216

11,587

171,768

31,239

11,542

2,893

211.664

26,647

810:474

111,978

30,934

23.431

1,048,324

Capital expenditures

Acquit :son of operating entities

Total assets 2971257 133,146

2/F73

274.682

é1,643
3,484

28,628

3791220 271037



Year ended December 31, 2oo5

\ 1. *
w'a:8te ¢31.<.;5)08<:i *hes

a

Waier reciamatfor: and désilbutiorl

Revenue

Total revenue

{-riergy saieass

Write dore of -rrapitai. asset and

Other 8`&8V6 E`%LI'3

Amortization Qr caaitai assets

Operating expenses

.Sm-srtazanon of =r1tanqlb=.e assets

-\. . : _
Amer adm=r==fstr¢=t=.c-rm cc-sie;

Interest, dividend and other income

lnter='=st expense

Acquissti-8n -:Jr *:1peratit1g entitles

Total assets

- .
l,?3§'lTEll assets

Av. energy sales are earned frc-m contracts with large pLlbli<: utllitees.

vat=aus. North American kzcations.

Earrlincs before il'=.*orrle taxes and

Intangible assets

Capital expenditures

The irafrastru-:ture riivi5:on is

tszal evenueas. in either 2065 or 2035:

and ?avatar 22% 12095-25%I. The Fund has mite-gated its credit risk to the extent

has regulated infoaszructure operations, set the rabies and

rates and tariffs are reviewed on a neriadic basis when the faciiitv elects Sr

has not impacted the Fund.s accounting for

. 1 .1qH*1*l ' a :CHP
H. . - : e ». -J-4 "

rnir\orit;= irlterest

s
' . 1 -. » n .
D:&'CE LO : ate requLat=c--.1.

Hydro Québec 1-5% i20u5-18%).

tine a3»;ets and Limb=lit=es.

195.804

270859

24/ ""94

Hydra

441 10?

42

.I'7€8l2l8

'.J 1

I<?9..

£59483

l9.6?2l§

112

1,299

. ..-4.,

.1904

I

f n4.Jv

102

-lo
_k

The regulators =r= the states of Arizona, Texas and M=ssouri, where the Fund

:ti z if fas that each 3;ac:l5t\,f cancharge its;

Eugen-
eraiion

1. " .
14G,lt88

"In: La'
14.1-'/4

2.£,','Q8é
134, 822

r1 r"1 r, /394

""'| fsqr
Z.;.1.i§¢Q

I1-"=

1"»'*84£i

l3_5313'

1<sw48

13.4293

91,591

1 884

f .1
~.n

{9;8'8E

/."7
4; 1

p

I
I

The following utilities contributes more than 10% 55 these

Alternative
Fuels

Eic 6a== and Electra: 11% [20415-

H-1.>

1-*»2,.f,13I

2.6.438

23,014

recessed ?o anplv ?»or 3 rate Chaffee.

1 n 5~.
»-,4

12,3361

43,031

Lr*
I 1\
I

*-..4'94

2;7o

5.284

' r-I
J  I f6?

[330]

£3851

pnssabie by selling energy to these large utilities in

1551

Inf ra-
structure

2a3:'3_f,>€JU

166.

28,095

16,524

Ieobl

28.39 E

429.87 a

232.813

[5_',?84]

[69?]

*1 I-l}t
=-.047

10,127

r A ..
i1,:4Ul

|

139

-LTEJE3l§»3fT1£3Fi8».

54?

44

- . . .  s
|\) I

1 ..L ,fn :

Admin

1142641

.4
I
|

l5,604l

8,7991

iéerzeraaliv' the at
Rate regul.a€ior:

and C-cnraecticut Licit

.  "II"'
» '41 | '

235

62T,552

713 8.-Q9

126.038

823.4801

875/'..8£4
. x

106,899

22'?.82?8.I

£ 4831

72,4 '43

IT. . Irwl

:T "Q
11o.3'F'2]

24.392

f,"\ "\ *I¢:.8.'-/548

28.

1833

1I

Total

1 r:| ¢":2

T,u8£

,888

| a
LG\.»'\ rec

';"'<.J .

1
I
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Subsequent to the end Q? the year a further 366,819 Fu id trust units were issued pursuant to the conversion of exchangeable units.

In addition the Fund entered into U.S. $ II million at addaaionai forwarzi contracts, snc:r.e:aesrr19 :ES Luau E-"ward at-*n1.ract:; to

$82.9 milljcm carrying an average rate of $1.29

On February 33. 2007, Sfautherra Sunrise Water -Ccrmpany Inc and Northern Sunrise Water Company Ir=<... both £85*rest v.»'h<8§ly-cw: I

subsidiaries of the Fund, completer! the acquisition of the assets and regulatory licenses :stated to the ,fsrcvision of utility service to

apprcxlmately 1.500 water distribution customers located near the Town of serra Vista. Arizcsrla. The aggregate cost far completing

acquisition of the assets 'elated to sun§1 service and com pieetinq the regulatory hersririqs necessary to approve the transaction
was approximately iJ.s. $1.0 million of which all but $0.2 million have been included ire tire 2006 firuarlcaal _tat-emerits

February 24307
I

the Fund announced that it had -entered into a support agreement with Clean Power Income Fund ["CpiF"l

Dursuaarat to whia~h an entity of the Fund agreed tc- make an offed 20 £291
r-

unit h-Jldsfrs to acquire all of the outstanciin8 CPEF units; in

e:<char=».g@ f-8r units of the Fund on a -one for 6.6252 ha:8»=.'5 ;Jl.Lss a csnntingancy value receipt l"CVR"]. Each EAR will er=t§t8.e the holder

thereof. subject to certain ccnditiores, to a payment *=*1 of an 3=T1ou"=. 1.1p to approximately 3412? per P§F Bruit. T319 Fund alscw

éa r l noun fxs d  tha t  a I-.Lmd *=t1t' t ' ,* '  w iT make :n 1. , r offer Io aaciiuzre all of the outstanding 635% convertible deineratures issued bf' CPIF

=r= a:<c!°lar=9€= rc-r the
... _.
E-ur=r; S convertible debentures. Each or the offers will. be made by wav of a tak&»8v=8* bid with c@n5.id~srat§r*=

comprised of additional Fund units and CVR.; or convertible debentures of the Fund.

Crm March 9, 2C1'C:.'7. Standard 8. Poes"s -renounced that it was lowering the drag-term corporate credit rating on the Fund from .33B+'

and removed the Fund ?r-am credit watch. S*aradard 81 F'-:ors commented Thai :decreased Fir1ar\z~=a-,E and merchant risk was

genersaily responsible fclr such downgrade! De-:ision. As an '===sL=lt the rnarglrl charged on any amourlts 4:-uttsl :rig under the Credit

Line increases to 1.25% with no change to the interest rate charged

A-\
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