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INTRODUCTION

Q.
A

Please state your name, occupation, and business address.

My name is William A. Rigsby. | am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office (“RUCO”") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

Have you filed any prior testimony in this rehearing proceeding on behalf
of RUCO?

Yes | have. On September 28, 2007, | filed rehearing testimony which
presented RUCO’s hypothetical capital structure (and related cost of

capital issues) which is being considered in this proceeding.

Please state the purpose of your rehearing rebuttal testimony.

The purpose of my rehearing rebuttal testimony is to provide evidence that
supports my position that Algonquin Power Income Fund, the parent
company of Gold Canyon, has the ability to obtain debt financing in the

capital markets if it chooses to do so.
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ABILITY TO OBTAIN DEBT FINANCING

Q.

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 | 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 | have
recommended which is comprised of 60 percent equity and 40 percent
debt. The Company has argued that the fact that Gold Canyon has a
parent company which has direct access to the capital markets is
irrelevant in this case. | 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.

What evidence do you have that supports your position that the
Company’s parent can obtain debt financing if it chooses to do 507

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

semi-annually’. This information, in addition to the other evidence | have

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.

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 of debt of 8.45 percent. This means that
Algonquin Power Income Fund has the ability to issue debt at a lower cost
than what | have estimated in this case. In summary, | believe that the

Commission should adopt RUCO’s hypothetical capital structure which is

15 comprised of 60 percent equity and 40 percent debt and RUCO’s
16 recommended 8.54 percent weighted cost of capital.

17

18 | Q. Does this conclude your rehearing supplemental testimony on Gold
19 Canyon?

20 lA. Yes, it does.

' The Debentures are currently being traded on the Toronto Stock Exchange under the symbol

APF.DB.A (Algonquin Pwr 6.2%Db)
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Financial Highlights

Energy Sales
Hydroelectric

Cageneration
Aiternative Fuels
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Waste D->pu> {
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Total Revenue

Operating Profit {including interest,

dividend and other income}
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infrastructure
Other
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Per Trust Unit
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Balance Sheet Data
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Report to Unitholders

Achievernenis in 2006

focused on performance impr

portfolio of power generat:en :

in June added the St Leon Wind ‘F.ne‘:ray acil.ity t0 the growing

portfolio. This transaction repressnts the Fund's peratmnaz
antry into the fast-

which, s

growing wind power generation industs'y
imilar fa ky':roe leciric energy. gererates electrica

e natural resource.

in:tiaily theough

tes 10 the

scated in Manitobe and
toba 4y5-"n through a 2

Over the course of jed to contripute
i

10 the : dictribution. The Fund's
ash available for dis

the year ended December 31,

stability of cash available for
digtribution 35 3 of ¢ sribution

["Payout Qate was '\;_

of 106.6% in 2003, 7% in 20CE, 3

054 The e
wori«.ing £3

in the Reportte Unitholders in

o
o

Fower Inceme Fund's plans and

the 2005 Annual Repoert, Algonguin

on the balance

and strength that has been cfheved tm:;ugh the diversification
strateqy over the past few vears was discussad, This was certainty

the focus of 2006, with many activities an

T

during &

d
he year. As part of this initiative the Fu

appointment of a Chiel Gperating Gfficer in Jur
g things, to overses the profitable o
Fund's assats and to identify spportunities to ieverage economies

of scale that may exist across the four divisions of the Fu

g
h

Fund initiatives are gearad toward creating efficien

skills acress the organization, and implementing conti

We look forward to communicating

improvement glans.

rasults of thes vas in the future,
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During

the fourth guarte

r of 2066, the Fund annsunced a

trust unit and convertible debenture offering, which was then
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t
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nd the ensuing impact on tha
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sives, Tha planned use of

proposed offerings was t¢ ratire @ partion of

the complation of the offering

ata November, the

anvertible debenture or'fe‘:rmq resulting in

ads were then used to retire

, 2066 anncuncemanl made
cernbar 21, 2004, the fedaral

is to impose & tax

ded, weuld inciuds Algonguin

osals indicate that baginaing

will be subject to tax at & rate

orovinciat tax. Although these propesals have net yet been

uin Powsar Inceme

ated, betwean now and 2011, Algong

svaiuzate opportunities to minimize the impact of

-

N
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Bivisional Highlights

In the Hydroeiactric Division, kydrology is naturatly luctuating,

however during 2066, the Fund's facilitias in the Quebes, Cniar

and New York ex;;el' "ed to

the previcus

tarm averags

o temporarily shut down the gas

turbine at the Sanger fa ind sell the fixed price natural gas

narmaliy consumed by the fau ity at favourabie fixed prices.

. the addition of tha St. Leon Wind
Enerqf facility during the second quarter of 2

In the Alternative |

growth in overail pro d tion for 2006. At the L«-argm-rom—v‘\iaste

3'1c‘|an il Gas f

5, overali facifity improvements aimad at
increasing production and availability continued during the yean
in the infrastructure Division, performance increased in 2006
when compared to the mclusion of the
in December 2005, and

ring 2004, in December

ck Mountam facility was
approved, resulting in a 20% increase in waste-water ratas. In

addition, pursuant o the rates and tanff schedule approved in

The divers:fication strategy intiated in 2001 has created a strong

balznce in the Fund, providing stability and sustai

ity

distributions to Algonguin Power Inceme F

The Fund exiends this commitment int

pursue opportumties t
operating costs, low gy, and iong-term power

ad will
sciplined approach to maximize the

purchase agraements. ! Manaqer of tha

continue the focused and

Q.

performance of Fund assets thro xghu'nu,.

a
communities, competitors and financia

sund, prudern
t

As always, the underlying motivation

For the year 2004, cur gratitude and appreci:

tha Fund's unitholders, employzes and associates i

comraitment, support, and enthusiastic interest in the Fund.

For the year 2007, we witl continue 1 work on delivaring on the

s of Algenquin Powsr Incoms Fund and working to
maximize operational performance

72

Aen Moore

Chairman




Corporate Governance

Ensuring trust
T%‘zfﬁ‘zﬂ‘sﬁ;%:@@s;céﬁlg;emqu zw'zy»m_,{i zw?uz d
have taken step: ;
well protected by appro
iplementing clear Corporate Gov

s

:ndards and practices.

Independence Trustee Meetings

The Board of

irdepandant of the Fund.

3 e
standards in accordance with the requirements of th

Torsnto  determine and approve cash distributions to unitholders. At
Stack Exchange and other provinciat securities regulations. At least annually, the Trustees held meetings at which Fung
least annuaily, the mceuera«ﬁence of each trustae is determined  Managers are not prasent

in accordarice with these standards.

Access to Management and Outside Advisors

Trustee Committees, Chariers and Evatuation The Trustees have unresiricted access te the managament and
The trustees have estabbiched the audit commitiee and  employses of the Fund, its subsidiary entities and the manager

varnance commitice, comprise 1 and employees of Algonguin Power Systems inc. whose duti
¥

the trustees. The truste2s have approved include services to the Fund and Fund entities. At the Fund's

ittee and at lzast annually, each charter is reviswes Trusiees have the autho

1 externat tegal

and smended based on recommendations of the corporate ,
governance committee and the chair of the trusteas. At least  their rezponsibilities.

annually, the trustees evaluate and review the performance of

tha trustees, cach of its commitizes, each of the trusteas and

) ) ' . Strategic Planning and Business Plans
the adeguacy of the Corporate Governance mandate,

Atieastannually, the frustees review and if advisable, approve the
und's strategic planning process, shert and iong term strateqgic

reparad by the Fund Manager in
licht of emerging trends, 'the co

icant business pract

planc may occur at any time each y

i the Fund's business climate.




annuall
their
orporate governance ¢o

Fimd's pproac nto Co

o
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e
Fagad of
P
P
eede

nan of these O (WY,
Integrity of Financiat Information Human Resource Management
The trusteas, in conjunction with their duties as members of  The Trustees, with the assistance of the Manager, review the

tha audit committae, review the intapriry of the Fund's financ Fund's :1pp sach te human rescurce management and exscutive
information and systems, the effactiveness of internal controls cornpensation, succession pians for the chair of the trustses
‘\1anagen ent's assertions cainternateontrol and disclosure  and the senior management of the fund, and venify the integrity

of the Manager and

Risk management Ethics Reporting

-

At least annually the Trustees review regorts provided by the At least annually, the Trustees review reports providad by the
Manager of material risks associated with the businesses  Managerrelating to \_o'npl iance with, or material deficiencies of

the  the Fund's code of busines

at
3

of and any material deficiencies in these systems.

e Managar review the
s

. inciuding measures
Yerification of Controls

The trustees verify that internal financial, non-financial and
ave baer established
iate

Pl ing appropr

and procacures.

te

corporate conduct for these controls.




Algonquin Power income Fund {the "Fund”} has prepared the
following discussion and analysis to provide informatien to
assist its Unitholders’ understanding of the financial results
for the three and twelve months ended Bacember 31, 2006.
This discussion and analysis should be read in conjunction
with the Fund's audited consotidatad financial statements for
a1, 2006
avzilable

the three and tweive months ended December
and 2805 and the notes thereto. This material is
on SEDAR at www.sedar.com and on the Fund's website at
www.AlgonquinPower.com. Additional information about the
Fund, including the Annual information Form for the year ended

December 31, 2006 can be found on SEDAR at www.sedar.com.

This management’s discussion and analysis is based en
information available to management as of March 7, 2007.

aent Hreup:

Diset

aments contained in the in

forward-isoking end retiect rb—v:ew.

Power Manageme

odity market pri

regulatory requi

Fund and its Man

nager balieve that the a

in these fcrward-locking statemants are re=scraable, undue

reiiance shouid not be placed on these statements, which

el
o
e
w

=

apply only as of the dates hereof. The Fund as

an
ed nor do either ¢f them intend to update or revise

not obligat



Revenue

MNet earnings
Total Assets
Long Term Debt
Distribution to unitholders
Cash available for distribution®
Per trust unit
Netearnings
Cistribution to uri* ]
(ash available for

oiders

istribution*

any forward-locking statements
information, future developments o

ecembarii, 2004, the Fund reported tota

P

Fortha quarterendad

revenue iliorn during

o

2906

tha
v"nan! s to
ion of the St. Leon Wind Energy facility ("St. Leor”}
yad growth in the

’)

the acquisit

Infrastructure Qivision combined with
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o
n
'(_‘.
_,.
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0
D
foS
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und's operationsin

strenger Canadian doliar as

2603,

For the year ended December 31, 2004, the Fund reportad
ed to $17¢
od in 2045. Revenus for the year ended Dacember

revenc

*£2C .4 million as compar .3 mittion during

O

the same per
51, 20946 4
result of

NCrease

due to increased anargy generated 2s a

improved hydrotogy experiences

ed with the reassns i

LS. exchangs rate decreased by appro
respectively, as compared to the same per

1y quarterty or annue i nue or expenses, in focal
currency, at any of the Fund's U.S. entities may he distorted by

a change in the average exchanage rate, upon conversion to the

Although the strongar Cas

doliar has an émpact on both revenus and expenses generated
by s, the Fund has foreign exchange forward

, which partiaily mitigate the impact ¢n cagh

$ 179.324 $ 169,523

21,788 22,802

823,801 824,795

157.002 120,685

54,061 63,370

64,891 59,887

0.13 8.31 €.33
0.23 0.92 .92
0.28 0.93 G.87

n of

vidend income from the

U
interast expenge, lower interest and &

z-down of the Acros
earruings related to non-

controiting interest, These factors

were partialiy cffeat

by earnings from the St Leon facility.
35 Y

ust unit wara $3.0’/ for the quartar endag

comparad to $0.13 during the same period
£ 2005, For the year ended December 31, 2006, net earnings per
trust unit were $0.39 as compared to $6.31 during 2005,

d generated %0.2 urit of cash available

for distribut

2d to SEO.‘:& p@r trust unit during 2003, During the guarter
n

icn for the quarter ended December 21, 2004

tain

ant with ¢




5 and accordingly may not be comp

sentad by other companies. A £al
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y, cperational vernenis ai'. the Algonquin
i W“f, and the continued

Power Env'gy from-Wa
[ ivisior:, coupled

stable perfc

n no unfores 2 Fund to achieve

seen

current levels of cash available for distribution i 2067,
Management continues Lo identify 2nd mplers ives
aimed at the continual improvemant in the pe ca

of the business and seeks opportunities
overali performance of its po

cornmitred {0 ensuri

ng that the recentk
and the wa
the waste-water treatment facilities, are ir

ng the St. Leon facilify

¢ and mainienance staff Such

trative costs and will continue

of supply chain management systems

f.hrczughout the

and ntegrated
protocols within the Infrastructure I

Overall, Algenguin Fower income Fund continuas to focus on

ies that enable the Fund to be an innovative, respected

and socially respo icipantin the energy, power and

cing unithoider vaiue through

invest in information

and customer
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during 2006:

1. Acquisition of the Units of AirSource Power Fund } LP

At the end cf the second quarter, the Fund completed the
of

acquisition of ail of the cutstanding partnership units

AirSource Power Fund | LP {"AirSource™] and its primary asset

he St. Leon facility. Under the offer
t

—

¥

the Fund issuad 2,059,255

trust units of the Fund and Aigonquin (AirSourcel Power LP

("

Algenquin AirSource”}, & subsidiary of the Fu
Ic chars 3,789,374 trust units of the Fund.
which are exchangeable into 3,784,374 trust units of the Fund

d, issued units

During the third quarter, the Fund exercised its compulsory

on rights under tha AirSource a
ent te acquire the remaining partnership units of
f

irce. The Fund issued an additional 283 717 irust units ¢

s which

und and Algonguin AirScurce issued additionat u

ara exchangeable inte 202,847 trust units of the Fund 1o acquire
the rernair

Total consideration for the acquisition |
¢
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is valued a

acquisition © sts,was$‘:-ﬁ)1.7n‘:iliion.l-\ig q'nnr'wonu urRits

provide the hotder with the distribution privileges equivalent to
what they nits wara ex: *hcng% for trust

5
urite of the Fund, as long as the St Leon facility generates

edequate cash flow. Algonguin AirSource units are ex r.wr-gea‘c e
nto trust umits of the Fund at the holder's option at the rate
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.Al-':c--_,.'cm units ware exchanged for ;

the Fund. Si

Alr‘onquin !—\.I?’SOLII‘C& units were

ITe)
H

ofthe Fund. As at Decembar 31, 2066, Algong

C
Lion and exchangeable into 3,164,450

units valued at $30.3 m
trust units of the Fund remained cutsianding.

2. Sanger Repowering
Or Novernber 14,

Sange. cility with & General Electric LM6000 tu

for compietion during the fourth quarter of 2007. Th
:‘:xpec:‘ed te result in Emproved fusl e

reased facility
output, improved ea
4

retrofit program

¥ iliéon;, af which

useful life of the {acii

i5 approximately %:

approximately $?Q.2 miliion [U.5. $8.8 1

1@ layout of the

fourth quarter of 2004, 7
the instaliation of the LM6000 turbina ¢
aperation of the nimize revenue lost

during the consts

3. Lonvertible Debenture Offering

On Novembear 22, 2006, the Fund completed an offaring

460,000 convertible unsecured subordinated
a

price o 00 per debanture for gress proceeds

dehentures are due Novemtber 30

f$
miilion. The
té

(\0

rest .20% per annum, payable semi-annu
ntures are to be repaid in cash or units and will be
corvartibie at any time up to maturity at the opticn of the hoider

t

into units of the Fund at a conversion price of $11.00 per trus

unit. The debenturss may not be redeemed by the Fund prier to
November 30, 2010. Net proceeds from the debanture offering

were used tc repay the line of credit and to fund workin

The fund has recordad the equity portion of the deben
the amcount of $2.5 million on the balance sheet

4. Subsequent Event

On February 26, 2007, the Fund announced that it had entered

H

nio a support agraement with Clean Power Income Fund {7C

pursuant to which a und agread to make an cifer
t

1o CPIF unit nolders to acquire all of the ouistanding CPIF units

in exchange for units of the Fund on & one for 0.6152 bas:s plus
a contingancy vatue receipt {"CVR"L Each

CVR will entitie the
holder theraof, subject to certain conditions, to a payment in
cash of an amount up to apgroximately $0.27 par CPIF unit.

The Fund also anncunced that a Fund entity will make ar offer to

acq ire ali of the cutstanding 4.75% convertibie debenturesissusd

v CPIF in exchange for the Fund's convertible debentures,

of tha offers will be made by way of a takeover bid with
4 of additienat Furd units and CVRs or

censidaeration comprise

convartible debentures of the Fund.
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peratiag proft

ion was $1.2.;x_ rniliion as cempared ¢ $13.9

whic

revenue was

i@ year endad Decembar 31, 2

iion as cormparad to $44.1 million during the same periad
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Long

hydroiogy expen

1o long term average L!ydrsl- gy in the region. The increase in

& result o

For tha gquarter ended Jecember 21, 2004, cperating expenses

decreased to $4.6 millicn 35 compared to $4.¢ mil

sericd in 2005,

operating expenses

was primarily dus {0 a reduction in repair and maintenance

a
the quarter as compared 1o the sama periog

projects initiatad in



Performance IMW-hrs soid]

Quebec Region 267,46% 280,951
Ontario Region 104,216 132,722
Naw England Region 83,254 73,895
New York Region 71,574 91,028
Western Region 81,521 47,2458
Total AG3,454 663,525
Revenue
Energy sales 44102

Expensas

Operating expenses

Otherincomne

Division operating profit

nther income)

For the quarter endad Decembar 31, 20 praofit
rernained unchanged at $£.8 miliion as compared to the

n

[}

samia period in 2008, Fer the

r

nillien as -‘:urnpared He)

oparating profit increased to $31.
$28.3 miilien in 2065, For hoth the qguarier and the year ended
t

ecernber 31, 2004, operating profit was above Managemen

expactations,

%4.8 mitlion was repaid cn a not

to the Carnpheilford partnarship. On this date, con
i sed and aguity accouniing
ated fo

2 proceads of $ 8 mitlion were al foc
and the existing inv
, @ ;;rc—:payrr;ent fea

the n:lrl; ret 2 above note in an

nwas received by the Fund. Approximately
b4 i [e}

3.9 ritlicn of this fee was applied against the note principal

2

The Hydroelectri

i

ahove long

Engh 3 rag

market rates s

The Fund

ssumption of long term avearage h
&
4qari°r of 20697

will continue

ic Divi

term a

agion ar




Windsor Locks, {¢
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maximizing
ﬁgmﬁmmeﬁ

The relvcliz ol lhe Senger &

wcied to ran

n Epprovs

effinixncy, increased fanility oulpy, improved esse of meinignance and

ful life of the facility.

an axtension »f the us

For the quarter en

\.Q

s’.‘ogenerataon Division totaled $19.3 million 2s compared
e
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compared

1o $21.4 mullion during th 5 $1.3 mulijon 'uring the sarm
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quartar end Fund earned $5 & miiltion from its parifolis

i : year anded December 31, 2606 as compared o $3.
due i¢ increased production at the Sanger faciity, where the 2008,

tiva production figures in 2005 were lower 3s 3 result Sor the
of the fac

gquarter endsd December 31, 2004, aperating expansas

ity to reselt the

[o N
4]
)
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cased 1o $1Q 6 million as comparad to $‘:!.-.5 miilion during
the same period in 2005, Oparating expenses decreased as a
resuit of iower gas prices of $4.6 million and lowar reporied
operating expenses from

3
passed on to the customer in the form of lower enargy prices  .yenser Canadian dollar
reported ravenue fram UG, oparations as a result of . ) ) .
Pe - > For the year anded December 31, 2006, operating expenses
a stronger Canadian dollar. The decline in revenue was partiaily

increasad to $53.4 million as comparad to $52.8 m

g
These increases were partially offset

ion during
o FFen iy s H ~Fie PR <
offset by increased preduction at the Sanger facility.

the same period in 2005, prirnarily due to higher utility and fuel

ember }1 2.(?-7)6, revenue was $77

expenses of $1.3 17

ring the same period in by tower repartec’ sxpenses for 1.5, operations as 3 resuit of 3

he decrease in energy sates is ar;marzly due ¢ reduced

doliar.
preduction at the Windsor Locks facility due to the

overhaul completed in the second g
lower reported revenue from US. ¢
. rating profit for tha vear
stronger[ snadian doilar. Other r et b G s
mlll;on as compared to $28.2

rofit in the Cogeneration Division




Performance IMW-hrs soid]

Revenue

Energy sales

Other revenue

512,972 484,27

Total Revenue

Expenses

Bivision operating profit

{including interesi and dividend incomel

1

acamber 31, 20C4H met

Cn Movermber 11;., 2006, the Fund annaunced pians to ratroiit
ctric LM&GO a. The

quarter of 2067, The r

w
(23

fuel efficiency, increased f
maintenance and 2n extension ¢
The projectad cost of the retrofit pregram is approximately
of which approximately 3102

neurred in the fourth quarter of

ility aliows for the instaliation

construction parlc"*l

: Fund recaived reguiate

reducton to fixed 2ssets.

$8,182

N
I

s

Ro

utlook

th the Fund's

cugheut 2007.

Windsor Locks and §
pected to continue to meet ,\'Idncge
tir

Foliowing the buy-down of the Powar Purchase Agreement

cads

faciiity, the
0 have a strate

zouipment at

—

Fund is

;i place
ha facility by mid 2007,




continuing growth
am gmgmgg

revenue in the

on as compared ta

the quarter

anded Decam ance increasa

r: from the St
¢ of 2604,

ages are in
[t)’ﬂlz..

51 Lsor

citity have ted and commissioned, complation
project
elayed and remain to he addressed by
-Canadian Wind Tact

4 of tims when liquidated damages

3
fo under the turnkey construction

nnology, ing,

electricity sales received from

g cartain costs, are paya& e to

rercial operation,

e was $42.2

Oecamber 3%, 2004, revar

8

vaar ende

miliion a5 compared to $20.3 million dur. 1g the same pariod in

. During the year ended December 21, 2006, the divisi

ca increased due to the inclusion of

., and incr
d at the EFW facility in
the peried as comparad 1o 2008 ue for the year 2nded

praduction from t

generated and

December 31, 21



Revenue

$16,262
13,031

Energy sales

$25,293

Expenses
325014
6,494

Uperating experises

interest and other incame

Division aperating profit

{including interest and dividend incarne] $10,773

Sanger, L4
S5t Leon Win
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from the 5t. Lecon facility, increased throughput at the EFW  from tha 5t Leon facility, increasad fual

ion as compared

mainteranca cosis of 5.7 miilion for the divi

divisicn reported lower ravanue from U.S. cperations as aresult 10 2008, The division reperted lewsr operating expenses from

of 3 stronger Canadian doliarn U.5. oparations as a result of & stronger Canadian doell

sperating expenses  The Fund earned tower intsrest and cther income on its

X
illion: during the same simants within the Alternative Fusts Division during the

') 4
H

he guartar increased a :nded December 31, 2006, as comparad to

o
o™
©

bsequent to the acquisition,

6, operating expensas O consolidation of AirSource’s assets into the Fund accounts.

r during 2635 As a rasuly, the Fund recognized no income from
exnenses for the year was orimarily  quarter ended December 31, 2004 as comparad to

31, 2009,

mitlion

f operating expenses of §1
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2006, ;
antitlad to

which can be used t reduc

of the Tax Credits, which exg

by the increasa in the average price
und soid approxin‘:a tely 80% of

income tax lisbility in 2006,

improvernents continue to be m ad

¢ but operating probt w

tions for the quarter and ve




ynd ac Q'”'P" 92.37% of the outsta
t

n

Cn June 29 ), 2006, the

approdimately §9 MW o
own of 5. Leon, Manitoba. The facility
ota, and is currently

"anada. Under the offer,

stwind turbine farms in {

is cornpul SGTY acqul

nartnershi

unite ¢

ion trust units of the Fund and Alg
5 which are exchar Agedble i

isition rights undar

zgreement to acquire the remaining partnerchi

P
{ AirSource. Tetal unit purchase price, including all closing
&

s Division will continue to focus

te at the EFW and LFG fac

Leon facdity i

continue at or above managamant's exgecta

The periormance of the St

2007. Management continues to work toward resciution

cutstanding items under the turnkay construction contra

>
+

At the EFW facility certain plannad improvements began in

the fourth quartp" 3f 2006 and will continue through

are expected to prov:

throughout 2007 A stearn sale

(b(f:

xpected

ar and is ¢

g

to ba completad by

ard during *}‘e

the and of the fourth qua

compornents and an equipmant
The investrnent in a gas
ate in the fourth anr*cr of 2006 and

the sala

y witl enable

-nquén




dition, pursuant Lo

schadule arp-‘c-\/s:l in 2004, the Ris Rice f
e

9% wasie-water rate increase in November 2¢

2 guarter ended Secember 31, 2006, ©

were $4.1 million as comp red o $3.4 mill
growth a

These increases were gartially ofiset by lowear reported revenue
frem operations 3 expenses fro

the came pe

w|‘1|e the division's her 31, 2004 operating axpanse

s for the vear Gecembar 31 2006, The increase | Cam il g ‘
% for the year ended Decembar 31, 2008, The increase in yars $15.4 miltion as compared to $11.8 million during the

revanue for the year endagd Dece same period in ¢

n H P . . .
the inci 2 inclusien of 3 full years operahng
in 2005,
3s comparad

ge-‘mret ad
ity -

and $
< and August  Laaaried le er 2x;

ere partially  crronger Canadisn




Number of

Waste-waler customers

25,91 32,562

Water distribution cusiomers 30,398 37,182

Revenue

[V

Waste-water and distribution

$28,371

Expenses

Operating expenses $(11,847)

Otherincame

Bivision operating profit

{inciuding other income]

For the quarter endad December 31, 2006, operating profit  December 3%, 2006 increased to $20.1 mitlion fro m $16.4 million

ion as compared to $4.1 million during  in 2005, Cperating profit met management’'s expectations for
05. Operating profit for the year ended  the guarter ended December 31, 2066
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The infrasiructure Division is expectii
rqanic growth during 2007 de

in the residential housing m
Srowth is expected to occur primarit

divisicn servicas ane of the fastes! growing counties in the fuli tory compliance {o

Unitad States. Stable, continued growth in the balance of drinking water.

is expected 0 .
& EXPeCiSd IO additionat significant capitat nrnJeC'~ planned in t

nclude the design and
pumping facili

] of new wells
iarter of 2007, '] hese rate saste-watar trealment pl:;m i
ctive facility aarns the e:r;d-‘vnlor‘--d to meet the demands of existing
stment 3s allowed by tha

be -z:ornpl» ad i

cases will ensure

ustomers

§ ¥ N . ™
ratz of raturn on s well as expacted growth in the area and wili be considerad

reguiatory author!

,'Hch a facility cperates.

part of the facility’s rate base
solution of these rate cases
d will
13 on each of its utility

On Febry *y 13, 2007, the Fund completed t

and regulatory licences related

in the division. The Fu
wure

n Ul

arvice to approximataly 1,500 wa

iscated near the Town of Sierra Vi

cases in order to ensure :t ear
raturn on investment.
wigion in areas where the Fund

Recent changes
e . : other utilities in hl(zb growth
Unites Siates have lead to the re

treatment procedur._s and systems to be implemented. The




nses

g taxes

i on foreign exchange

in tc-lgmle asset an a:vable

5
=Y

Interest, dividend a

instruments

an hedy:

Income tax expanse lrecavery]

the 4uas'ter anded Decembe;‘ 41, 2006, administrative

onas compared e gains and losses primarily represent unrealized

2605, The increase for the quarter  gaingorisssesonil.S. dellar sersminatad debtand donotimpact
was due to t Iw added reguiraments to admuai

n. For the er ended December
uding additionalstaﬂi Du he year anded Dacembar 21, 004 the Fund rescried & foraian e Los: .ng 3

trative exp

million oM 5¢ compared to $0.4 m during s3ame

n. The inc

the year ended December 21, 2006 the Fund reported a

ve and the c 2 mitdi

versus a gain of $1.7 miltion in 2005,

pporiunities undertaken. ter, the Fund had approximately

ated debt.




o $14.4 rniiliora in zo05. T
average levels of debt during the year, additionat interastdueas 31, 2006, The Fund achieved mpravmg annual Payout Ra
3 resuit of the -:cnver?ibiz debenture issue in November 2006 of 123.4% in 2602, 104.6% in 2083, 105.8% in 2004

the project financing related i has genarated mora funds than it distributed for

interast rate charged on the Fun tive years.

Gains or losse in prior years,

in the unrealized vaiue \ft*‘P Fund’ es working capital. Should any future shortfall arise, management
not impact cash avai i he esn rcash

Dacember 31, 2008,
, the Fund generated $6.22 of cash
durzng the quarter ended December
during the sarne pariod in 2005,
iliion during the guarter ended
the vear ended Dec nbv=r3 , 200
$2.4 mitlion in 2008, The racovery

\/0‘

<,
S
result of 2 reduction period in 2605, For the year ended uecember 3% ZL‘-Oc’;, on & per

in expacted futurs income iaxes dus to a reduction m expected  trust unit basis, the Fund generate

<n
-
Al

future tax rates and the impact of tax {osses generaied by

3
$0.23 for the quarter ended Decamber 31,2096, ang $0.92 during
2

5 comcared’ tg theyea ended Decernber 31, 2006, consisient with

the year ended iInder Caradian tax rules, cash distributions consist of 3 return

niliion in cash  of capisal portion {tax deferred] and a return on capital portion

.9 n’zii.licn in 2695,

Cash f rati
Changes in working capital

ng activities

7.932
Cperating cash flow before working capital changes 43,4611
Receipt of principal on notes receivable 4,959

Rep

paymant of long term liahilities
Maintenance capital expenditures *
Other

Cash aveilable for distribution

Cash available for distribution per trust unit

Distribution to unitheiders

Gistributions to unitholders per trust unit

ch are of 3 replacement or rag

tized i the s




3 cash distributions

ity the result of c.c-.,struction ;

a.:iw.y, wlt

s adeguate credit capacity to meet thasa

cemparable p€r
1, 2006, the F

curred capita

axpenditures o $15.9 millicn in

2005, Capital e

Decernber 31, 20006 warea primarily growth related expendityres

penditures of

in the infrastructure sion. In addition, cap:tal e
ts

approximately $ ilion related to the plannad re-powering

nroject at the rred during the quarter
fe talexpend&u;'e regurements are

$75 mit

ring pro J i,
g growth and reguliaton
Infrastructure Division and approximate iv‘?

5 militon rei

steam genaration and transmissic sels requ:
rha EFW faci

ires and other

ired for

O

n from

ty. The Fund intends t¢

commitments through warking

t £
capital, tts revolving credit facility and through additional trust

o;ectievef. -?J'eb’r. of spproximately

y ob the

of 2803, Proje

~J

rea
of sanior dabt totalling $72.3 mi

. Project debtis pa'd at the project level where adequate

flows are avaitabie to fund project debtre

is generatly non-recourse to the Fund.

the calculation of cash available

3

The Fund has i place a 3175 miltion revelving credit fac:lity of

which $155 million is to be used for acquisitions, investments
of ¢

and letters redit and $20 million is to be used for operating
requirements. Al the guarter endad December 31,

Fund had drawn $67.0 miliion on its ra
of credit.
L
permanent and extendsd the total credit fa

zddition to letters ¢ juring the third quarter,

lendars converted $30 mitlion of the temporary credt fac

ty for @ one year

term to matura August 2608,
On March 9, 2007, S

s
lowe

Standard & Poor's announced that it was

ng the long-term corporate credit rating on the Fund

to ‘RR2" and ramoved ti
Standard & Poor's commente

from BEB+ : Fund from cradit waich.

d that increased financial and

merchant risk v

rally responsible for such downgrade
decision.

As 3 resulf, the margin chargad on 3ny amounts

outstanding under the Credit Line increases by 0.125% with no

othier changes to




During the guarter ended December 31, 2004, the Fund

amendad prospectus for the saie snd issue of $60.0 1

convertible debentures, resulting in net proceeds to the Fund | 2006 the Fund maintained

of $57.4 ¢ } 3a ds of "s, ‘tibt .
of $57.1 million. The Fund used the proceeds of the convertible Luj.qq tong term tabilities,

debaentura offering o reduce the balance cutstanding on tible debentures) of 80.4%.

its credit facility. In addition, the Fund drew $16.0 mill

0N The exchangeable trust units iss d in conjunction with the

or its credit facility to fund capital requirements, inciuding  grchase of AirSource have been included in equity for purposes
approximately $10.2 million relatad to tha Sanger re-pawering o this cslculation. The Fund may seitie the (.|Jtot3q‘j;r.g

the Fund drew  convertibie debentures, at its option, in cash, or, subject t
ibie

in this

fund ¢ L
dc‘lt) to fund capital  certain conditions, in Fund units, Accordingly, if the convert

zes the revolving creditfacility  depentures are excluded from debt and included in equity
including acquisitions, the gy, r

tion as at December 21, 2006 would be reduced ¢ 38.4%.

LT
Information concerning contractual obligations as of February 27, 2007 is shown below:

$144.307

Giner apligations 42,417 13,398
Tolal coligations $271,932 $160,205

ithe "Exchangeable Units™}. As the Exc

the holder with gistribution privileges aquivaler
would rec if the trust units convertad inte

the Fund, the Fund effectively issued, on
[e]

5,882,626 trust units on June 29, 20068,
fucthar 283,747 trust units of the Fund and

which are convertible into 202,847 trust yni

issued to acquire the remaining uniendered
onjunct:on with the takaover bid.

Pursuant to the takeover bid of AirSourn

2,099,255 trust units of the Fund were

Algonguin AirSource issusd trust u

into 3,789,374 trust uniis of the Fund at the




{
For the guarter ended Decamber 31, 2004, 249,642 Trust
units of the Fund wer
able Units.

Exchange F

Fund were issued pursuant fo the conversion of convertible

dabentures. As &t December 31, 2¢
trust units of the Fund remaining to he
cenversion of Exchangeable Upits. Subiseguent to

M, 2006 and p

s of the FI;I'"
Exe han

eable Units.

2004, the Fundissuad 85,00C convertibie unsecured debaniures

a price of $1,000 ior each debenturs. The debentures be

m
he
-y

interest at §.68% per annunt and are

convertible inte

of the Fund at the o

$19.65 per trust unit, being a ratio of

gtion: of the holder at & conversion price of
approximataly 93.9 trust
units for each $1,000 principal. The dabentures may not be
radesmad by the Fund prior to July 31, 2007, As at Decer

2006, thers were 84,080 convertibie

noer 31,
debentures cutstanding as

3 result of the conversion of certain debent

inthe gquarter ended mber 41, 2094, the Fund issued 60,000
convartibie unsecured debentures at a price of $1.206 for each

debenture maturing on Movember 30,

bear interest at 4.2% per annum and are
units of the Fund at the optien of the ho
précs of $11.00 per trust unit, *‘amf; aratio
nits for each $1,600 prine

radesmad by the Fund prior to Movemnber 3¢, 2010,

frust



LarSource has agreed to reimburse AirSource Power Fund GP

<

Algonquin Power Managementinc. "APMY )p"f‘vwes management

Ning business

uding advice and ¢

lanning, support, gurdance and policy ma
) ¥

managemsent services. in 2006 and 2905, APMi was paid on
a cost recovery basis for atl costs incurred and charged $849
-$825]. APMI is also entitled to an incentive fee of 25% on
aiidlstr:butahl ash, as defined in the mar:avementagreen'ncni,
generated in excess of $0.9

no incentive fees were ear

Tha Fund has izased its head office fac 5 since 2691 from an
entity owned by the shareholders of APM! on 3 net basis. Base
lease costs ior 20046 were $264 (2605 - EL é] and add:tional rent
erating costs was $8¢ {2

e

for use in iis cperations the Fund u

t, including the use of an aircraft owned b

liate of APMI. The Fund entered inte an agrzement and

iliion to the affiliats 35 an advance agamnst

t iincluding engine utilization reservas]

-ait. Undar the terms of

wriority access o make

her of nours at a cost

ts incurred

=
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@

operat:nc ol

g costs do nst
1 or of the capitat
commuttad to the aircrafi,
AirSource entarad into a consfruction services aqreemerzt {the

i October
anGuin Power Lievelopment Inc. G

“Censtruction Services Agreement’] dated

with G wing Algo

The Construction Sarvices Agreement has a term ¢

1ding on

the commercizl speration date of the |

with the terrns of the Turn-key Construction

3
-l
4]
<

t
iscretion upon 30 days' prior notice. The sarvices to he provided

Q.

by GWAP under the Cons

D
o
=
>
3
e
-
o8
)

truction Servicas Agreem

&mong o

other things, as

sistis 1g with the

1) ‘:.0% of the '[urrvkey

g gonds and sar
axes, which v heraily be pavab[- as o 50% at the time of

approval of

s under the Turn‘?«.ey

Contract and as

Construction £0% based on the per

age
nia 3e

of compietion of eac

t: phase of the

{the "General Partner’} of the AirSource Power Fund | LP o

in acting s registrar ang transfer

steation of the Partnership,

ip Agreame

3

t. The genaral partnar

ar ended Dacember 31, 2004,

The Fund has entered i

EFW faciiity to an indus
ty. To affect 3

costs of certain additional steam generation and transmission

o the fac

. The Fund has committed to con

to complete the projec aling approximately $9.550. The Fund
t g %2872 (2 $2.418! included in
asseis under construction. Ar\ eni'ty «r‘ed by APMI is entitled

0 50% on investment dus o

businesses, Canzdian
dotiar exchange rates, tax relates

gross ¢

customers

A more

o mprehens:ve ass
nt

matien Form.

is set sut in the 2006 Annual Infor

he Fung is entirely dependant upon the operat‘”

f the Fund businesses. Accordingly, d

iders are dependent upon the profétabi{iry of each of

mitigated th mlgh the

both operationatly [Hyd

ard the blsl nent

¢ agreerments nmunimize




Frofitability of the Fund businesses is in part dependent on
ha casa of some hydroslaciric facilities,
d by gov

the right to control waler levals which may affect r

regulatory climates. in

water ri raily owne ernmants who reserve

nis are gene

sta-~water facili
re subject to rate settings hy state regulators.

u
ontinually works with these authorities to

The hydroelectric operations of the Fund are impacted by

seasonat fuctuations. These assets are prirnarily “run-

and as such fluctuats with the natural water flows. §

winter and summer periods, ﬂcws a

oid Lamyon

events within a watercourse, it is, however, anticip

salts &
o the gesgraphic diversity of the facilities, variebility of total

ravanues witl be rminimized.

:ngth and consistency of the wind n

he estimate 5ot cut in the initial wind stnxbﬂs that were

» accurately
al wind, the
ac to the

miay be



Currency fluctuations may afiect the cash flows the Fund would  The cash available for distributécn gear\eratec? from several of the

Fund’s facilitie

reaiize frcm its operations, as carfain of the Fund busine aevenithat

sel electricity or provide water distribution and waste water  there was a breach of covenants or oblégatians with regards to

treatment services in the Unitéd States : s which was not remediad, the loan

any of these pa-'f! uiar loa
from such sales in U.S. c

coutd go into d

[£S]

ng
h could resuit in the lander raa
incur costs in U.S. doilars. 1 L

o
o,
=
«
pass
U

strnent in such faciity.

approximately 50% of £ The Fund actively managas its c-perations to minimize the risk
of th

is generated in U.S. doll 5 possibility.

unhedged basis, a $'; 9

Changes to income tax laws and the current tax treatment of

pas
rate V’npa\. ts &

M

rutial fund trusts could negatvely impact the Fund. Atthgugh

the Fund is of the view that it currently qualifies under current

the
had effectively hedged
cash flow at $1.379 anc

fiow at 1.308. The Fuy

4]

iegislation as 3 mutual fund trust, there can be no assuranc
that the legisiat:f- il be changed in the future or that Canada
Revanue Agen

Fund ¢

re2 with this pesition. if the

T

3525 to qualéfy as a mutual fund trust, the return o
doliar fiscal 20¢ thotd : . TR
doliars for hiscal 200 unithotders may be adversely affectad.
carrying an av

) _ ster of Finance introduced draft
3!. 200.0-, the Fund

stribu tain publicly
traded income trusis and parinerships (the "SIFT Pro rasal.s'l.

On December 21,

ns from ce

fhe SIFT Proposab witl d,)ply o "specilied investrnent tlow-
{ : Can

it, the Fund recorded an unraaiized gain on  Matket if the trust holds one or more "non-portfolio properties”.

hec’;r; ir::;truments of $11.2 mitiion to reflect the mam:‘:tvalue Based on the SIFT als, the Fundis a °‘: cified invesiment
flow through entity. As a SIFT, the Fund v

any deduction in computing its incoms in respect of any part of
its distributions to Unit

_— husiness itcarries onin Canada ortoincome [othar than dividends

'\ul

(n

approximataly $228.0 million.

required to replace these facitities with borrowis

having i from taxable Canadian corporations) frem, or capital gains in

favourable terms or higher interest ratas, the

€
include investments in a ” u'wl:wt

generated for distribution may b

orations and

Fund atternpts to manaqge the risk assoc‘a ted with flog

neet certain

interest toans through the

. : sartfolio
has a fixed for il n-portfo

residence relatad critaria. A su ::ect en
u

s securities ¢f the entity that have a fair

in the an ‘untofi’é‘,’sg mi

r than 16% of the entity's equity value

inordert ol aiiity in the interest expense on this debt

o= . : . s lue of the Fund is attributab
faciiity. The Fund has effectively fixed its interest expanse on it ” butable

itiated entities.

=

47%. At December 31, 2004, the mark to

3%
%56.5 million.

st rate swap was




pill be subjact to taxin

Starting with the 2011 taxation year, a SIFT v

respectof non-portfolio oarningswhlch it
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account of provin
by & SIFT will be taxable to

were a taxable dividend from & taxabie orporation
and wilt be deemed to be an “eligible dwidend’ el:gébie_ for the

anhanced gross-up and tax credit under the draf

iided the corporate rate

+d tax credit proposals

n is anticipated that generally the tax
by the Fund and a initholder who is 3 taxable Canadian

ruings would

pavabla on

ons by such Unitholders

cted. Howsaver, no assurance can be given in

-~
o
=

s regard. MNon-resident Unitholders and Canadias

Unitholders which are exempt from tax would

ation of the SIFT Hroposal.s if enacted as

Although the Fund is

fihe view that all expanses beéng cl

by the Fund are reasenable and that the cost 3

Fund's depreciable propert:e': have been correc

there can be no assurs

Service will agree. A 5

regarding the deductibility

of such cost amounts could impact th

The Fund's watler dist
be located within areas ¢
high growth. Thesa utilit
new residential, cor



expansicn 10 serve new customars witl likely resuit in increased

future cash flows, it may require significant capital commitments
f\r_-:ord:rquv the Fund may be required
rikets or cbtain additional borrowings to

ction ohligations.

e EFW

natural gas exposur

provisicns in their energy aqreements.
facitity will be re-contracted on a rolling basis.

Tha Fund maintains adeguate insurance an all of its facilities.
This inciudes proparty and casualty, beiler and machinary, and
liability i

urance.
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The Fund re-:cgnize revenua derivad irem energy

. Water reciamation and distridution

<
revenue is rec«.grizef‘ whan delivered to custermers. Revenue

reim waste disposat s receanized on an actual tennage of waste

ncluda price reductions if specified thre
seded. Revenue or these coniracts ar

actual tonnage at the axpected pr

any amount billed in excess cf the e

The Fund bocks deferred credits received by the Infrastruciure

Division which relate to advancas from develogars for water

distribution and water reclamation main extansions received.

‘:)ayn':entterm, the unpaid portios
of the advance converts to contribution in aid of construction and
is not required o be repaid to the ds—:vei.aper: The Fund records the

[eN
D
o
14
-
3
D
.
I
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i
Gt

iits based on its expecied repaymiants as detarmined

e and industry practice.

sitat assate such asg land, facibities and

-
Y
=
o
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e3se or proiong the service

set are also capitalized at cost. Intangible
13

racts acc;u:red. hcerzsmcz

costs and customer

The Fund reviews capitai and inizngible assets for permanent

inpairment whenaver events or changes in circumstances
e the carrying amounis may not be recoversbls,
he Fund entars ints forward coniracts o hedge against

its exposure to the U.S, dollar. Gains and tosses from these

sain el

in accordance with the reau:rements of the Securitizs Act
{Cntario} ang sther provincist secu

Executive Cfficer {"CED"} and Chief Financial n“é C

of the Fund w:ll be reguired to certify annus

that they have

d:sciasure contrais and have evaluated their

isclosure controls

atinfor ,.atio:ethat
Lingtrumant 52-10%, the
Commusgion and other provincial regqlators

1g recorded, processed and rep-:)rt&v' 4 withia the tirr

specified by reguistors. Disclosure contreis and
K Y 2

information rcGL.II""f' [£¢}

and with tha
ang CFO, of th

svaluation, the CED and CFO conclud

ang procedures were eifective,




Internal Control sver Financial Reporting

The CEC and CFC of the Fuad ara respensible for dasigmn;
intarnal controls aver financial reparting or causing them to be

designed under their supervision in order to pray

assurance i egdrdu*g ‘*he ratiability of financia

financist repc-rtén, wers \uitabiy bt

objective as of Decernber 21, 2006,

over financiai reperting

cannat provida

ng financial reporting objectives bacause
timitations. Internal control over financ

c‘.‘,
D
2
g

o
?J
A
"
[\
2
Pe TN (o7

is 3 process .:ha involves human diligence and complia

is subject to lapses in judgment and breakdowns resulting from
Q

urnan failures. Internal controt

smvented by colhi

an be circs

evernde, Bacause of such timitations, thers is 2 risk that material

misstatemsants may not be preventss or ed on a timely

basis by internai conirol over financial reperiing. However, these

inherent timitatione are known features ¢ financial reperting

possible to dasign into the process
safeguards to reduce, though not eliminate, this risk.

During the 2084 fiscel year, the CEG and CFO of the Fund
engaged third parties to

)
internal controis ever financial reporting. As part of that process

ce

in irnprovements i internal
ti

in garticular, formal documenta

[=2

procedures performed was cornplete
be undertakean in the financial rep

formalized and control environment controls ware strengthenad
by updating the code of conduct and whistieblower policy

anges were made in our internal controt over financial

reporting Lhat hava matenally affected, or are reasonably Likely to

zH r:':porténg.

2

§, aur intarnal control over financi

It



Revenue
28.0
8.39

1,048.3

Net earnings 7.3
Net earnings per trust unit a1
Total Assets 839.0
Long term det

Revenue
Net earnings
Net earnings per trust unit $.03
Total Assets 813.1
Long term debt 235.6

Cistrib

n per trust unit 5.23

sy of unaudited quarterly financia

for the two years ended December 31, 2006 in January 2008, the CiCA issued the lollowing Handbook

The quarierly resuiis are impactad b icus factors includi actisns: Section 3855 - "Financial Instruments - Recogrition
Y i 2]

seasonal fluctuations and acquisitio ctien 1530 - "Comprehensive

m

and anaivsis. Saction 38 ledges”. Thesa new standards will be effactiv

discu

this managame

ries pravicuslyrecerdedinasaparatesaction of

ers’ equity will be presented in comprehensive income.

nancial instruments wiil ba recorded in the balance

r value and the changes in fair value of derivatives

as cash flow hedgas wilt be re dincomprehensive

ne 13 wi







Assets
Current assets
Cashandc

Acc:ounts receivable

{Nate 12)
riization] (Note 4)

amortization) {Note 5)

Liabitities
Current liabilities

tiabil
INote 13)

s

Current pertion of [ang-t s {Motas 8 and 10

Current income tax tiability

I~
N
oot

-
(03]

ture incoma tax bahility iNote 12}

N
w

£~
N

347
157,002
85,000
10,435

.
3
™~

[
o 0
G
2
3
i

“emmitmants and contin
Subsequent events {Nota

See accort p :nying notes (o

ancial siatements —




Revenue

Erergy salas

Earnings before undernoted

v

Inte

mpa nymr'-

consolidatad

assets, intangibie assets and
ind 5]
ente {Note &}

3 per trust

noies t

rancial statements




Opersting Activities
Net earnings

afiecting cash
Amgartization of capital

ftems

not

Amortizatio

Q

. cmor‘n.:zaliiorz

Equity income, net of distributions received
Future income taxe
Loss on hedging instruments

Umsz:itze [g :] loss on foreian exchange

<

Investing Activities
Decrease / lincreasel in restricted cash
Daferred charges

Recelpt of pr

chase agreement

sh acquired

ices on cash and cash equivalents

q:_livalents

3
(383
w
wi
o
w
o}
[=N
[¢]
Y
"
o
S o

valents, heg the yea

[
..1
.J
Q.
"l

walents, end ¢

1 c.:uh eqx.

&

o

See accompanying notes to the consclidsted financial statements
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Prima Deschsha,

Algonquin Power inc

dated September 8 7. AS ¢
n

r‘fm or indir

N Secur 3ries including lim

ugh investments

partnerships and other trusts which carry on the: s of the subsidiaries may be financed through equity

zont bed in the notes to the censehidated finan

35, nterest bearing notes and third party

The revolving cradit facility and the convertible detenturas are diract sbligations of the Fund.

on 3 menthly basis, dis s to its Unitholders, Currently such gistributions 3re $0.92 per unit on an

annusiized basis.

The Fund is managed by Atgenquin Power Managemer
AR
Fund charters. APC is the general partner of

o]
~

a company wholly ownead by the sharehoiders of Algonquin

Powar Corper Cis the general partner PAirtnk Limited Partners

)
2

genquin Pragerty LP which izases the corparats office to the Fund. GWAP, an entity
mazjority gwned by AFMI, is

Power Gr

woter of AirSource Power Fund | LP. Collectively, these entities are referrad to as i

up.

cunting policles

1. Significant
fa}] BRasis of conselidation

The consolidated financial statements of the Fund hava been prepared in

in Canada and include the consclidated accounts of ail of its subsidiaries. The Fund consolidates its propertionate share in the

Vailey Power Limited Partrarship.

Guideline 1", “Conisoiidation of Yariable Interest Entities” {"AcG -157), the Fund consolidates certain
a basis of contrel

i other than ownership ¢ rleresis.

company iransactions and balances have been eliminated.

{p} Cashand cash equivalents

Cash and cash equivalents include cash depositad at banks and highly-liguid investments with original maturities of 90 days or less.

hatlancas 2re mainiained in accounis administered by a

s this cash witha

i3

35 the Fund cannot ace




{d] Capitai assets

he cost of acquiring or
mprovernanis that

nsed as incurred.

.

e amartized on 3 siraight-line basis ovar their estimated useful lives. For

lity equiprnent is amortized over 2 to 10 years.

{2] Irtangible assets
Fower purch

range from 6 to 25 vears from date of acquisiti
) g

Custorner ratationships are

{f] impairment of long-lived assets

S

The Fund raviews capital assets and intan

ni whenevar events or changes in circumstances indicate the

carmying amount m n asset io expected

fdJ_I cash flows.
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arksivalue.

{g] Neotes receivable

Notes receivable are carried at cost. A provision for credit losses on notes receivable is charged to the consciidated statement of

earnings and daf

cover any tossas of principal and ace

{k} DBeferred costs

Deferred costs, which include the costs of arranging the cradit facitity, costs associated with the issuance of conve

odies for the water reclamation and dist

{ii Long-term investments

Investments in which tha fund has significant influence but not control of joint control are accountad using the equity me

1)
a
o
"‘1

‘,_
in the incarna or ioss of its investees in interest, dividend and other income in the consslidated statemnent of

Fund record

’)

O
Qarnings 2 r equity investrnents where the Fund does not have significant influence or conirol are accounted for

cost method of accounting investments are carried at cost and are adjusted only for other-than-

under the cost mathod. Undar th

ternporary declines in value, distributions of 2arnings and additional investments.

o

i} Deferred credits

n of the water companies receive advances from developers for water and sewage main extensions.

Daferred water rights result from a hydroelectric generating facility which has ater iease with the first ten years of the

water igase requining NG p;aymerat. An average rate was estimated over the life of the tease and @ deferral was booked based on this




1. Sigaificant 2ccsunsing poiide

{k} Recognition of revenue

Revanue d d from energ

Water reclamation and distribution revenues ara racorded when delivered o customers,

Revenue from wasts disposat is recegnized on actual tonnage of waste delivaraed o the the contract.

r~

Certain contracts include price reductions if specified thresholds are exceeded. Revenue fo gnized based
3

on actuat tonnage at the expactad price for the contract year and any amount bilted in excess ¢ axpected rate is deferrad.

{i] Foreign currency translation

The Fund's United States subsidianes and partnership intare considered 1o be functicnally integrated with the Canadian

2Gr
perations. Ail rr\'nota'y denominated in States doliars are translated inte Caradian dollars at year-

iransizted at the rate in effect af the fransaction date. The

revenuas and expenses of these inf.eg-:'ated operatmns are translated at the sverage rate of exchange in atfect duning the pericd.

The foreign ion of

tis reflactad in the consalidatas staternent of earnings and deficit. Amorti

ssets translated at histo ..lsxchange tes are translated at the same exchange rate as the assets to which they reiate.

{m)} Derivatives coniracts

Derivative instruments are utilizad by the Fund in th

¢ rnanagement of its foreign exchange and intersst rate exposure. The Fund's

nancial instruments for trading or
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'eLationsl‘nips batween hedginc instrumenis and hedged tterns, as well

S 1S Fisk '1!6-‘df_;e’1€l't

artaking various actions. This secific assais

e racordes as eithar an

a
nward selling of US funds

a tability with changes in fair value recegnized in earnings. The Funa

as hedg«: t Decarnber 31, 26064, Consequently, as at December 31, 2004, the Fund recorded an increase i Othar Assets and an
increase in Naferred Credits of $11.147 to record the fair value of the outstanding forward currancy sales.
t swap arrangamanis as @ hedge. Consequently, as at Decamber 31, 2006, the

e R Y o ‘e {5 i
L35S on "‘Gugil:g instrurnanis of $479 12065 - nit

ent bl-q
ant of earnings and daf

ing from the passa

tiramnent obligation in the

tion re

[+]

it. Actual exgpen

nulated obligation.

provision for retirement obligation has heen rezorded in 2056 and 2005,




{o] income taxes
As the Fund is an uni
consequently

dal unitholder. A

. Future tax assets and tiabilities are recognrized for the future

etween the financial statement carrying amounts of existing assets and Liabilitiss and
ia e measured using enacted or substantively s

ary differences are expected to be recovers

substantive enactmant. Ne future tax ass nces in the

Avaiuation aliowance is recorded against future tax assets to the extent that it is more likely than not that the future tax asset will

surnpticns that affect the reported
aie of these financial statements and
iiffer from those estimates. During the years
5, including the useful lives and recoverability
k

;erability of notas receivable and long-term investmenis, the
ayments that will not be repaid, and the fair value of finan

= recoverabitity of future

c
d management’s pianned course of
tio

g valua

maount.

{q) Future accouniing and reporting changes

Tha CICA has issuad

ee new accounting standards: CIC dbook Section 3855, Financial Instruments - Recogmition and

Measurernent; Section 3845, Hedges; 3nd S

. Comprehensive Incoma. Thase standards ars affactive for the Fund
begin

ing January 1, 2007, The pri ts of the standards are as follows:

ipel intpact

Financial Instruments ~ Recognition and Measurement Financial assets will be classi

o rnaturity,
trading, or loans and receivables. Financial tiab:

hes will be ¢ rading or other financial

acordad on the talance shaet st fairvalue. Su

gach ealized ¢

for trading wiil contin msolidated statem

o
o
I

[0
o

nat are heid as av ¢ recorded in other compra

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

rvalue in the consolidated balance sheet.

: cash fiow hedge, the change in fairvalue of the derivative, 1o the axtent elfective, will be recordedin Gzhe;‘cc-m;
income until the asset o

¥ ::‘en‘.,-\/

'(

cansolidated s rt of income, at which time the re

fair value of the derivative wil ‘ corded in the conselidated statement of inceme. Any hedga ineffectiveness wil
in the consolidated statement of incorme.

Comprehensive Income

comprehansive incems wiil form part o




2. Auguizitiens
al CnJune 29,2006, the

I LP {"AirSource”]. AirSourca

ership uniis

sutsianding parin
i Energy facility, compnsed of 63 1.65 me

iecn Manitoba. The Fun

an roxima?el\';‘?m watis of instailad capacity locats the Town of St
Y f

nd Algonguin {AirSource} Power LP
2

urce”] a subsidia ryc.-ft?e Fus
3,863,554 excharns units {"Exchs rsgeable Units”). During the third quarter, t nd issuad an additicnal 283,717
and Algons i

264,818 Exc Fanqeanx Units to acquire the remaining 696,060 AirSource Units not
nc

nit consideration for the acquisition is valu c:tal purchase price, it

nd the © urvd intends that such distributions be equivalent to Fund

hangeabie units

1, 2006, thare were 3,256,984 ¢

outstanding for & 0.3 m . th ui 312006, 813,388 Algonquin AirSource

exchanged for 747,770 Trust Units. The exchange agy t wiil continue until thare are no cutstandmg Exchangeabla Units.

The Exchangeable Units are cla

as ‘Non controiling interest’.

The acquisitions have baen sccounted for using the purchase matf

i, with 2arnings from cperations included since the date of

acquisition. The consideration paid by the Fund has baer ailocated to d as foliows:

Current portion of long term debt {297
Long term debt

Nen current future tax liabitity

Purchase pric
Add: cash a

Intangible asseis raprasent the value of the power purchase and inte iro, entersd into by AirSource

in 2004, and other non tangible assets. These assets will be amortized over !“eir expectea’ L-sefql lives being 10 and 25 years.

During 2006,

dvanced $45.9 mitlion ¢

gt
AirScurce as wall as providing letters of credit of $15.4 mil




In accardance with the purchass and sale agreements of Litchfield Park Service Company {"LP5CG"], Woodmaric Lt

dmark’], and Ric Rico Utilities | "Ris Rice’],

additional ¢
Ris Rico ur

cusiomer conng

the Fund is required tc make additional payments 1o the previo:

thase

ected to the facilities. For L payments continue until 2008,
the fund accrued $2,802 (2005 - $2,698} as @

ome taxes of $1,166

growth prernium

{2605

cand in

. - $1.627).

2005

for Woedmark u

Lity Company

ntil 2009, and for

creasad intangible

Litehhie
Woodm
Rie Rico

id Park

ar«

InUS$

Longrters nvestm

$ 14,855
131

816

$ 2,802

$ 2,460

218

Acr

Note bearing interest of 12

¢

{prin

AirSeurce Note
Note hearing interes

interest

untl Jantary 1, 2009, Duri

of AirSource and the outstanding balance

Less: current pe rtion

The above notas

are s

ass America Nate

decreases fo

estin the

pal and int rerast] of U.S. 400,

tof 111

2riging in owne

$ 24,704

Algongun Power (Rattt 3,699

tin Campbetiford Lirnited Partnership

.08% repayable in quarterly instalirnenis

858 39
28,958 31,457
1,948 5,195

naturing January 31, 2008.

Qo9

3% maturing September 3¢, 2014,

after convarsion. No principal paymants

ng 2306, the Fund completed the acquisition

eliminates on consolidatio -
ment for business use of aircraft 1,076

Ry

3.385

32,313
{2,337

$ 29.976

£

d by the underlying

assets of the respactive facilities.




enants pad

on the Campbeilford Note of $4,738 was repaid and the consslidation of the Camnpbeilford investment ceased
and egusty ac”-unr.xng commenced. Th t e

investment in Campbeilford.

In 2086, the Fund wrote down the valus of the Acress America Note o its estimated fair valus.

2004
Accumulated Net book
Cost amortization valua

Land $ 11,504 $ - $ 11,504
Facitities 917,424 131,905 785,519
Equiprnent 24,823 11,372 13,451

$ 953,751 $143,277 $810,474

e under cap;tal. lease was

construction I‘.ave been creditad to feciliti

mortization of $1,13¢ {2005 -

The Fund has entered into &n agraement to seil st

e facility to an industrial customer located

in close proxirnity 1o the Paszl Energy-from-Waste facility. To affect such sales, the Fund will incur the costs of certain additicnal

ission assets. The Fund has committed to contraciual arrange

steam generation and lransm

approximataly $9,550. The Fund has incurred amaunts totating $2,873 {2005 -$2,418} inclu

entitled to 50% of the cash flow above 8% return on investment pursuant to its project managern

o camplete the Sanger re-powering p
]

wartar of 2607, Inciudad in the cost to cor

2005

Accumultated Net book
Cost amortization valye
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>

—

I 2005, the Fund wrote down the cost of both th

[t

acility iocated in New

Jersey to its estimated fair vatue,




2006

Accumulated Met book
Cost amortization value

Power purchase coniracts $120,892 % 30,992 $ 89,500
Customer reiatzonships 23,348 1,385 21,963
Licenses and a

£g6 581 415
$144,936 $ 32,958 $111,978

seil the power purchase agreement for the v located in New Jersey.
e

et hook vaiy

2008

Accumutated MNet book
Cost amortization value

€ contracts % 72.566 § 25234 $ 43732
nshins 29,10% 1,167 27,942
agraements 608 522 74
$ 103,771 $ 26,922 § 76848

Gn Mavaraber 1, 2008, AirScurce entarad inta a fixed for flaating interest rate swap uniit September 2015 in the notienal amount
C §

¢f $73.3 miilion in order to reducs the interast rate variability on its sanior debt iz 'ilily. AirScurce has affectively 5 tnterest
5.4

('D7

¢
axpense on its senior debt facility at zed a loss of $497 for 2004 which represented W to rarket

i
v 5
D
3
a

r
ferest rate swap. At rh tirne of the acquisition of AirScurce the swap had & fair value :3f$21_7*,-’,4‘ rriliion which has
t

adjustment of the i

. The Fund has nct designated the swap as & hedge for accounting purposes.

+

coniracts to manage its exposura to the U.S. dellar as sigmficant cash flows are
of currencies at predetermined dates and exchange r
= at Dacernber 31, 2006 amounted to U5, S

tstanding futures contracts is $11,147 at Decemser 31 /_Jcﬁ {2008

reement with the Fund's senior lenders to increass ity
ti

ilsty by $w_- 2 miilion to

£.2 miliion including a $20.0 miltior: oper

aTing
for another one yaar tarm to mature in July 2068, At December 31, 2004, $67.000

revolving cradit fac:lity and no amournt was outsta
facility has been reducss {'y $44,122 {2005 - 1

ing on the operating Line. ki

’!‘

cartain cutstanding iatters of ¢

]

require the Fund to pay a standby charge of ¢.30% on the
£y

covenante. The facility is secured by a

ied and floating charge over all :-unci aniities.




&, Long-term Uebilkiss

2006

Senior bt Long Sault Rapids
Interast at rates varying from 10.16% tc 10.21% repayable in

rnenthly blended installments of $402, maturing December, 2627.

Senior Debt Chute Ford
Interast:

Series ?Jf\lt.ef_

5. The variable interest rate

cffective interest rate for 2006
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o
ot
puud
(Yo
a
&
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o
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at Dﬂ-‘»!r*'i)er 2N, 2006 was U.S. $:1
{2005 - 1.5 $1.862 and 1.5, $134)

Litchfield Park Service Company Bonds
1599 and 2091 iDA Bonds. Interest rates of 5

s

seme-annual instaliments, maturing Octeber

4

he balance of thesa notes 3t Dacember 31, 20054
1.5. $8,255, respectively, 2005 - U5, $5,086 and US. &

r‘
(2]
>

credit interest rate is equal to bankers accegtancea or LIZOR

b

t
plus 1125 %. The effectiva rate of intarest for 2006 was 5.36% (2008 - 4.16%).

AirScures Senier Debt Financing

equal to bankers' scceptance plus 1% and rmatures on

S
October 31, 2011, interest payments only until Apnit 2008 and quarterly mnterest
and principai payments ¢f $1,262 made commencing June 2008. The effective

rate of interest for 2006 was 5.41%.

AirSource Development Debt
Firancing from Algonguin Power Ventus d Inc which bears interest a

11.258% per annum. Prior to Jecember 31, 2008, payments mresa)ectc‘

davelopment debt financing will consist of interest anly. Tha dabtwill mature

on Decernber 21, 2011,

$ 42,379

5,180

22,374

2,162

15,340

67,000

73,300

1,600

180

o5
1
')
a3

Ny

$229,515
{1,494

%$228,021




ity level debtis secured by the respactive facility with no other racoursa to the Fund.
covenants, which must be maintainad on @ quarterly basis. Mon compliznes with the covanants

e Fund from specific

Under t
inciuded Vestas-Canadiar i Technologies, Inc. {Vastas”] achisving commercial cgaration of the St Leon facility under h

Turn-key Contract on or before Septembar 36, 2004, As il{of cing issuss with Vestas, such commercisl operation was

delayed and AirSource recaved a wai rom such senio der 'deserréng such requirement untit G 31, 2004, AirSource
uirement ofazzhiev:rzg commerc sralion St Leon facility

- orovides that if resolution
te of the amendm

i commaercial a;.veratic-n i
g-term lizhilities was $14,275 {201

A the next five years and therea

2008
2609
2010

2011
Tharesfier

g, Lonvertinie Debentures

In 2004, the Fund issued 60,00 of convertible unsecurad subsrdinat sntures at 2 price of 51 par debenture for gros

and amartized over the te

of $45,60G and nat proczeds of 357,160, The debentura

convertinle debentures. The debentures are due

0% per annum, payabie serni-

airears on May 31 and Novamber 30 each year. |

of the holder at 3 canvarsion price of approximately 90.5061 trust units

of debentures. The debentures m November 30, 2010. The Fund per

of the embedded noldar ogtion and de 9 2nd as a result this portion

cf
35 equity with the remaining amount clas ity compenent of cenvertible dabentura:

value over the term of the debenture. The cffsetting charge to earnings is ciassified as debt accretion expense on

Staternents of Earnings and Debcit

In 2004, the Fune ungsecured subordinated debantures at a price of $1 per detenture for gross proceeds
of 385,000 ans +f 110 ne dabentura issue costs of $3,895 were deferrad and amortized over the term of the

convertible debentures. 1 nturas y 31, 2011 ang bear interest at 4.845% per annum, peyable semi-annually in

inte trust unite of the Fund at the option of

pas

967 trust units per $1 principal amount

>

067. The Fund ',‘erf rrned an evaiuation of ik
a

Dusring 2004, 2 it} units which re

in urits of $20 (2905

Total interest on the convertibie debenitures in 2066 was $4,043 120605 - §5,653)




12, Qiher long-term Uabithies

2006

Bonds Paysble

$ 1,200

fomer Deposits
Fach faciiity in the Infrastructure Division is obligated by its respective

3

State Requlator to collect a deposit frore each customer of its far:;:.r*i-'es

when services ara connected. ridable when aliov

undar the facilities’ regulatory agreement. 3,248

._.-b[igamon for eﬂfuipﬂrmnt leasas. Interest 10 12.25%,

wnthly interest and prinzipai paymenis v fmaturity
fr m M ar\I 2008 to Dctobar 2024. 2,381

Cther 4,294

€A

S
D
w

3,081

11,093

Lesg: current portion {382]

$ 10,744

Principal payrmanis due in the next fiva years and thereafter are:

20
2]

£
(5]
O

o
g~ )
~Q

N

NN
[£3]
@

=tho
1o
@

<
&
[l

Interect paid on other lang-term liabitities was $424 (2005 - $315}

14, Trust uniis
Authorized trust units

The Declaration of Trust provides that an 4"'?I’m"&i number of units may be issued. Each unit represants an

ssaie in the avant of terr

Trust units are redeemabie at the helder's option at amounts re
in cash redemptions in any particular calendar month, subject y ability of the Fund to waive Th:,

amounts by way of cash. Redempiions in axcess of this amount s hail se paid by way of 2 distribution in kin
r

certain of the Fund's assets, including the securities purchased by the Fund, but net to includa the gan

Issued trust units

ation or wind-up. Al

undivided beneficial

are the same class

a maximum of $25¢

maximum ang pay further
f

oro rata amounio

e:at:.zg .c‘ulitzes.

Balance as at December 31, 2064 and 2605 89,491,592
Convertible Debentures exchan ge 3 for Trust Units March 2006 1,877
Acguisition of sutstanding partnership units of AirScurce Power Fund I LP 3,180,742

D
Balance as at December 21, 2006 72,874,211




'.Ji 2.

e taxes in the

% (2005 -

2006

rate differ;

it than the Can

3

d

len

™
Cd
:)

YValuation atlowa

Unrealize
Other

lncome tax expense

in gs before inco

Manufacturing and pr

d foreign exc

me tax and mi
ceme taxed dire

chang

]
o
v
3
[o
=
-
(]

ot of temporary differences of Fund's
&5 at December 31, 2606 and 2005 3re rrﬂwntad i‘

ority mterest

$ 26,645
{37,235}

{10,590}

13,421}

{1,674}
255
{239}

2,339

$ 2,764]

2006

give rise to signilicant portions of the future tax assats an

Unreatized 'rore!:,».

Customar advanc

betwesn net bOO"' v

- 4

l.ess: Valuation ailowsnce

Future tax Liabilities:

X

Total future tax assets

hange differenc

in aid of construction - difference
alue and ¢

Capitai assets ~--dif.‘erences hetwaen ne

undeprec
intangible «
da

cumnuta
Other

pital cost

=

Classified in the financial

Future curran

Future non-curren

Future current income

Future non-curren

[T
L

e

ifarance between net bock value an

capitat

statements 35:

tax as

set

cme tay asset

tay lability

oime

tax Lisbility

ax value

$ 20,241
17,403

5,007

42,651

{32,985}

2,695

{57,112}

{16,589} {12,755
{461} (1,650}
{74,162} 184,126}
$164,466} $ 150,341}
$ - $ -
7,639 7719
{848} {1,142}
{71,257} {56,917}
${64,466} $ {5041




12, insorne imKes o
i releasad 4

taxation of publ:cly—tra ad trusls and partnerships. Under tr

ar of Finance [Canada

~

On Cecember 21, 2004 the M

nsitional retie

e Progosals sre cot

traded trust that is 3 "specified nt flow through entity” {a "FT which was listed

’3.

Trust”} commencing wif

ing in or after 201,

Under the Propesals, certain distributions attributable to a SIFT will not be deductible in computing the SIFT's taxable income,
and the bhe subject to tax on such distributions at a rate that is substantiatly equivalant to the general tax rate applicable
te Canadian corporations. A $IFT's income that is dividends or ed directly from foreign sourzes will zontinue to be

taxad to unitholders under the existing rules and distributions pa:d by a 5iFT as returrs of capital will not be subject to this tax.

Existing Trust may tess its transitional relief where Larows bayond certain dollar limits measured by refers to
tha Existing Trust's market capit tion at the cic rading en Qeicher 33, 2004 in which case application of the proposed tax on

an Existing Trust ray comrnence before 2011

Tne Fund is a SIFT as defined in the Proposals. if enacted, the Fund would be subject to taxes on certain incorne earned from
1

€
investments in its subsidiaries. The tax D;ayable by the Fund on those distributions will resuitin a corresponding decraace to the

cash fiow availabiz to be dis ired to recognize ft

e of its flow-through subsidiaries that are

liabilities with respact to the ferr‘-pcra differe

"lpa-'_ed trat the recognition of these future income tax asseis @

tizbiiit

O,

expected to reverss

in an increasa in the ity of the Fund with a corresponding dacraase in the net Unith

2if has undeducte - $4.665) which

which will reduce the ultimate emount taxabie to the unitholders over the next four years. This

:ancing expanses and underwriters’ fees of $5,040 12

axable incorne since the Fund's capital asseis have an accounting bas:s which exceeds
. In addition, twe trusts wholly owned by the Fund have capitat 355ets with an accouniing
5,739 12005 - $1,706}.

-

13, Algonguin Power Grgup

In addition ts the trans 4 in note 4 with APC and AFMI, the foliowing ed party transactions occurred

APMi provides management services including advice and consuliation concerning dusinass phnnina, suppert, guidance andg policy

e

making and general management sarvices. in 2005 and 2005, AFMI was paid on a costrec y bacis for ali costs incurred and

‘

charged $85¢ (2005-5825]. APMI is also en

nean

twef a2 of 25% on all drsiributable cash {as definad in the management
agreement] generatad in excess of $0.97 per trus n

2 7
q 2604 and 2005 ne incentive fees were earned by APML

APMi on a net basis. B33

$159).

The Fund has i
costs for 2006 were $296 (2005 - $294] and additional rent representing opers

asad its head office facilities since 2001 fram an en‘:él,‘,f ownad ty the share

When appropriate for use in its operaticns the Fund utilizes chartered aireraft, including the use of n aircraft ownad by an affiliate of

APMI. The Fund entered into an agreement and remitted $1.3 million to the a imbursements

N reserves) for ':he Fund's business use of the aircr

angemant, the Fung
number o

craft for a s_:mcn ied n the third party direct

N on

with 2ny profit or ret

AirScurce entered into & construction services agragment {the ~

GWAP. The Construction Services Agreement has a term ending sn the commercial operatécn dat

n Contract. BWAP may tarminate the Construction Services Agreement in

~

wided by GWAP under the Construction Services Agresmant include. among

vices to be pr

B T,
H

sion of the construction of the Facility and assisting with the adminisiration of the




Construction Contract. As consideration for its servicas

“ontract price, not including goads and services taxas, which will general

s, GWAP will be paid a fee equal

,
o
]
=
[e]
(>3
.T.c
il
[0}
2
(]
[w]
3
':;
g

ly be payabl_c as 1o 50% at the time of approval of invoices

by St. Lecn GP to Vestas under tha Turn- I\ev Construction Contract and as to 50% based on the percentage of completion of each

&3 baing owed to GWAP and cap:tat:zed nio capiial assels.
n crued Liabilit: the remaini owed to GWAP.

f third party

phase of the Facility. As at Decamber 31, 2006, $141 had been paid infe
As of Decamber 31, 2006 $1.0 million is included in sccounts payable &

GWAP will alse be reimbursed for any out-of-pocket expenses maurred |

ubcontractors and other service suppliers. GWAP was reimbursed , which was

capitalized into capital assats.

| of the AirSource Power

ttending to the adminisiration of the

e year ended December 31, 20C46.

@

;5,
it

£4. Comuniiments and Contingen
{a) Land and Watar Leases

of the operating entities including AirSeurce in 2004 have entered into agraements to leas the land and/or tha watar

facility or to pay in lisu of property tax an amount based on ity production. The terrns

iixad and variable component. The variable {ee is generally

payments typically have 2
i i $2,702 during 2006 {2005 - $2,394} in respect of these

ss revente. The Func

{t] Contingencies

The Fund and its subsidiaries are involved in various claims and Litigation arising out of the ordinary course and conduct of its
business. Although such matters cannot be pradicied with certainty, management does not consider the Fund's exposura te such
litigation to be material to these financial is.

{c} Commitments
AirSource has entered inte 3 Turn-key Construction Contract {the "Cortract’] with Vastas for the construction of the Facility. The
1 agproved change rdars, and is payable on the achievament of specified milestones. At

nd $27.4 million was accrued. The gerformanca of Vestas under the

. Leon Wind Energy GP Inc {the ownar of the Facilityl totalling £13.8

cured by a stand by latter of credit in faveur of Vestas, totalling $14.6 miltion.
ind energy generating facility achieved commercial operation status under the power
dro-Electric Board. However, cartain issues are still cutstanding between an AirScurce
eon GP") and Vestas pursuant to the Turn-key Contract, including St. Leon 's assertion that

i As a resutt, 5t Leon GP believes itis entitied to payment of sngsing tiguidated

G

such milestenes are met and is racognizing such amoeunts in its financial statemeants.

Vestas has advised St. Leon GP that it disputes the continwng payment of such amounts and, :3rnm=3nciﬂg uly 11, 2006, Vastas has
Ves

discontinuad further liquidated damage payments. Notwithstanding this, Vestas is continuing its efforts to < "ﬂpl--tf the & ,pects

of the construction work required to satisfy the outstanding milestones. St. Leon GF continues to ad
by Vesias in respect of Vestas' obligations under the Turn-key Contrac St Leon € \.'- will be

s to St ; Contract. As of

s entitied to su venue received from

rSource has i

jtlad and racorded in sther

time perécd. For 200

nuz2 .31‘9.1 rr:d.ucm of I,:quidz:ted damag

0
'.'J

iz included in accounts receivable. AirSource also recordad $13.4

ilion in energy sales receipts from Ma 1 accounts payable and accrued liabilities as itis owed to Vestas.




An AirSeurce affiliate, St
Rights

for an annual rent ,,avabl.e ]

Lesn LP7) has entered into right ray agreements {colisctively, the "Land

Fr' v j

ant per

“}, with sppro

et
3, praviding for a minisum term of 40 vears. The Land Rights agreements

M«‘v’vhr generated from turbines installed on the land rented, subiect to a mi
g |

Um paym

otal commitment over the term: of the 5t Leon
PPAis estirnated & $5.‘=30-

The Contract price includes 3 two vear warranty peried for the wind turbines and cne year warranty pericd for the bals

Py

fter the facility is deemed to be in commercisi operation as dafinad by the contract,

158, FairVaioe of Financial instrume

The carrying armount of the Fund's ca

¢ recewvabie res

liabilities, due o Algonguin Power Group and cash dist Lz, approvimats fair market val

The carrying amaount of the Fund's lon

t on the underlying ope s and accordingly a fair value

is not readily available, The Fund has tong-term liabilities at fixed interest rates or variabie rates. The fair value of thess long-

tarm llabilitias at current rates would te $231.497 (2005 - $160,284). 50 ue of these long-term dabslities is $229,515 azoou

7

- $188,007]. The fair vaiue of other long-term liakilit :arrying value, with the exception of the Joliat 5

which is net raadity svailable.

Deferred credits inciude payrments made by deveiopers to the infrasiructure division of which a pertion based on revenue for the
e

develogment i question nzeds to he paid back over Lme, These amounts do nol bear interest and the amount to e

ie. The carrying valu

s estimatad based or: histarical payments patterns.

1&, Cash distributisns
Listributable incomas ¢ distributed monthly. Distributicns are declared 1o unitholders of racord on the tast day of the month end are
distributed 45 days afrer declaration. The monthly distriattion for 2006 was $0.0764 per trus

for 2046, the same 25 2005,

st unit for each month for a total of $6.57

. Gaslc and SHuted net sarnings per irust unfl

rust unit has hesn calcud

or t
weighted average number of units outstanding for 200¢ was 71,085, QJO [_'Lo-x - 69, 5'; 59 2}.
was $0.39 (26035 - $0.31). The efiect of the con

on of fully diluted s




2006

Interest income

Dividend income

Sale of gas collection partnership intarast

Cther revenue inciudas the following items:

5 4,184
3,382
630

538
2,129

vy

$ 10,861

2006

Note 14 icl)

&

Wind Production lncentive
Naturai gas sales
Hydre mulch sales

26, Segmented information

% 11,039
1,475
6,275
2.972

$ 21,761

“f

2006

2003

Revenue
LCanada

United States

Capital assets
Canada

United States

intangible assets

Canada

Other assats
Canada

United States

Revenues are attributable to the two countries baged on the &

$ 65,209
136,206

$201,415

$490,949
319,505

$810,474

4 60,71
51,267

&

$ 111,978

$ 13,388

£

$ 43.388

3

inn of the underlying generating and infrastructure facilities.




: ${infarmatien sontinued
Operational segment
-

The Fund identifies four business categories it operatas in: hydro, natural gas cogeneration, atternative fusls and wmirastructure
t

assets. The operations and asseis for thase segments are outlinad on the following page:

Year ended December 31, 2006 Hydro Cogen-  Alternative infra~
zration Fuals structure
Revenue
Energy sales 45,945 68,544 15,492 - - 129,981
Waste disposal fees ~ - 14,209 ~ - 14,209
Water reclamation and distribution - - - 35,464 - 35,464
Uther revenue - 9,247 12,514 - - 21,764
Total revenue 465,945 77.791 42,215 35,464 - 201,415
Cperating expenses 14,709 53,362 26,004 15,370 - 142,345 1
|

29,235 24,429 15,311 20,094 - 89,070
Other admimstration costs {473) - 10 §167) {8,574} {9,204} |

Interest axpense {5,029} {1,121} {2,545] {1,014} t12,560} {22,286)
Interast, dividend and cther incemne 1,832 3,382 5,480 53 113 10,841
Loss on hadging instrumant - - {497} - - {4971 |
Writs down of note receivabla {3,263} {3,263} ‘

Amortization of capital assets {9,748} {6,405] {9,290) {6,553} - {31,996)
i {1] {2,193) {3,013l {824} - {6,035}
Earnings before income taxes and

mirority interest 15,818 18,090 2,473 11,587 {21,021} 26,649
Capital asseis 278,918 85,114 274,682 171,760 - 810,474
Intangible assets 18 14,078 £1,643 31,239 - 11,978

Amortization of intangible as

"

sxpenditures 1,703 13,992 3,481 11,542 216 30,934
Acquis ition of operating entities ~ - 20,628 2,803 - 23.431
Total assets 297,257 133,146 379,220 211,664 27,837 5,048,324




Year anded December 31, 2005 Hydro Cogen-  Alternative Infra- Admin Total
eration Fuels structure
Reavenue
44,102 75,674 16,262 - - 126,038
- 13,031 - 13,031
- - - 28,371 - 28,371
Ciher revenue - 1,884 - - - 1,884
Total revenue 44,192 77,558 29,293 28,371 - 179,324
Cperating axpenses 17,008 52,522 25,014 11,847 - 106,694
24,736 4,279 - 72,533
{130] (5,424) (5,939}
{957! {adc] (8,799 [16,379]
Interest, dividend and other income 3.471 £.494 24 139 11,398
Write down of capital asset and
intangible assst - 13,533 - - - {3.533)
Amortization of capital assats (9,672} (6,714] i5,1558) {5,734 - i27,325)
Amortization of intangibie assets {1 (3,426} {2,336) (697) - {6,463)
Earnings befare income taxes and
minarity interast 13.504 13,544 2767 8,844 [14,264) 24,392
Cagital aszats 276,858 1,5¢1 23,077 164,139 627 652
Intangibls assets 26 26,438 28,695 - 76,849
Capital expenditures 43¢ 5,234 10,127 235 15,912
Acquisition of operating entities L1475 - - 27,812 - 28952
Total assets 265,834 146,155 162,431 236,990 12,478 823,801
All enerqy sales are earned from contracts with large public utilities. The foliowing utilities contributed r than 10% of thesa
total revenues in aither 2004 or 2005 ro Québac 14% {2605-13%), Pacitic Sas and Electnie 119% {20

The infrastructure division is subect

has regulated infrastructure oparatic

rates and tariifs are reviaw

has not impacted the Fund's accounting for the

'he regulato

tanffs that e

redit risk to the exian

and Jab‘l ties.

05-12%5, and Connecticut Lic bt
ties

snergy 1o these large util

2 regulatio




21, Subssguent svents

Subsequent to the end of the /cara further 364,819 Fund trust units

nt to the conversion of exchangeable units.

4

In addition the Fund entered inte U5, $17.1 milbon of additionat forward contracts, increasing :ts total forward contracts to US.

e carrying an average raie of $1.29.

» Water Company Inc. ang Northern Sunrise Water Company inc., |

ompleted the acquisition of the asseis and regulatory licences related to the provisi

Town: of Sierra Viste, Arizena. The agg

> such service and completing the regulatory hasrings necessary to approve the trarc ction

of which all but $¢.2 miliion kave been included in the 2004 i cial statements.

On February 26, 2007, th

¢ Fund announced that it had entered into & support agreement with

pursuant to which an entity of the o make an offer to CPIF

¥ unit nolders 1o acquire ali of the outstanding CPIF units in

s a contingancy valus receipt ["CVR"] Eazh CVR wil

exchange for units of the Fund on a one }.6157 entitie the holder

thercof, subject ts certain con o] pavmen‘ cash of ap amount up o approximately $5.27 p rer- CPIF unit. The Fund also

AN

announced thal a Fund entity will make an offer to acquire all of the vutstanding 6.75% convertible deben

ir exchange for th res. Each of the offers will be made by way of a takesvar bid wit

2 Fund's convert

comprisad of additional Fund units and

Un March 9, 2007, Standard & Pogs
ts 'BBR and remo

generaily responsible for such downgrade ¢

the long-term corporate credit rating sn the Fund from BBE+

vad the Fund from cradit watch. Standard & Poor’s commented that increased finan

{and mearchant risk was

margin charged on any amounis cuistanding under the Cred

Line increasas to 1.25% with nc change to the intsrest rate charged.
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