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Management’s Discussion and Analysis

This management’s discussion and analysis (MD&&jed November 6, 2009, should be read in
conjunction with the unaudited interim consolidatie@ncial statements of EPCOR Ultilities Inc. and
its subsidiaries for the three and nine months @®&&ptember 30, 2009 and 2008, the audited
consolidated financial statements and MD&A for ylear ended December 31, 2008 and the
cautionary statement regarding forward-looking infation on page 25. In this MD&A, any
reference to “the Company”, “EPCOR?”, “we”, “our” tms”, except where otherwise noted or the
context otherwise indicates, means EPCOR Utilities, together with its subsidiaries. Financial
information in this MD&A is based on the unaudiiaterim consolidated financial statements,
which were prepared in accordance with Canadiaergdiy accepted accounting principles (GAAP),
and is presented in Canadian dollars unless otkersyecified. In accordance with its terms of
reference, the Audit Committee of the Company’'saa Directors reviews the contents of the
MD&A and recommends its approval by the Board afebiors. The Board of Directors has
approved this MD&A.

OVERVIEW

EPCOR is wholly-owned by The City of Edmonton. EFRC®distribution and transmission and

water operations continued to deliver good resalsl, earnings from operating activities met our
expectations for the third quarter. Water reverfuams the City of Edmonton customer base
benefited from rate increases on April 1, 2009 laigtier sales volumes due to drier and warmer than
normal weather conditions in the third quarter.ridags from our water operations also benefitted
from contributions from the Gold Bar Wastewaterdineent Plant (Gold Bar) operation which was
transferred to EPCOR on March 31, 2009. Gold Batesys and personnel are now substantially
integrated with EPCOR operations.

On May 8, 2009, EPCOR announced its plans to ct@apital Power Corporation and sell
substantially all of its power generation assetsratated operations to Capital Power Corporation
and its subsidiaries (Capital Power), as descrilmelbr Significant Events. The sale was effective
early July 2009 and EPCOR's results for the thudreer were impacted by a loss on the sale of the
power generation business and the changes in apesaesulting from that sale.

Canadian and U.S. financial markets continuedébikte in the third quarter of 2009. Narrower
credit spreads on the notes which EPCOR receiveddhange for its Canadian non-bank sponsored
asset-backed commercial paper (ABCP) resultedbih million increase in the fair value of the notes
in the quarter. As described under Liquidity angi@d Resources, we applied the cash received
from the sale of the power generation businesksarmquarter against our short-term borrowings.



SIGNIFICANT EVENTS
Sale of the power generation business

On May 8, 2009, EPCOR announced its plans to ckeapgtal Power, a power generation company
that is headquartered in Edmonton. The final proggefor the initial public offering of 21,750,000
common shares of Capital Power, at $23.00 per canshare, was filed with securities regulators in
Canada on June 25, 2009. The initial public offgitosed on July 9, 2009.

Through a series of transactions (the ReorganizptlEPCOR sold substantially all of its power
generation assets net of certain liabilities, arldted operations including its 30.6% interest in
EPCOR Power LP (Power LP), to Capital Power, eifeatarly July 2009. The assets and related
operations were previously included in EPCOR’s Gatien and Energy Services segments. EPCOR
also entered into various agreements with Captald? to provide for certain aspects of the
separation of the power generation business fro@®®, to provide for the continuity of operations
and services and to govern the ongoing relatiossbgiween the two groups of entities.

The total consideration for the sale consisted4@8smillion of cash, 56.6 million exchangeable
limited partnership (LP) units of Capital Power (FPLP) and $896 million in long-term loans
receivable from CPLP. In addition, EPCOR holds special limited voting share in Capital Power
providing the right to vote separately as a classonnection with certain amendments to the adicle
of Capital Power, including an amendment to chargeermit the change of the location of the head
office of Capital Power from the city of Edmonton.

Effectively, EPCOR sold 27.8% of its interest ie fhower generation business and through its
equity investment in Capital Power, retains a 72i@8rest in that business. The difference between
EPCOR's net carrying amount of its investment enghwer generation business ($2,855 million)
and the consideration received resulted in a lassate of $80 million including $37 million in dice
expenses incurred in connection with the sale @I$35 million income tax charge related to net
future income tax assets that are not realizabll®&y ompany as a result of the sale. Certain &spec
of the sale related to the determination of mirssess and liabilities transferred to Capital Power
have yet to be finalized. When these are finalinatie fourth quarter a change in the amount of the
recognized loss on sale could result. Howeverfitted amount of the loss is not expected to differ
materially from the amount reported in the thircgar.

Immediately following completion of the Reorganinat EPCOR held 56.6 million exchangeable LP
units of CPLP (exchangeable for common shares pit&ldPower on a one-for-one basis)
representing approximately 72.2% of CPLP, while i@ ower held the remaining 27.8%. Each
exchangeable LP unit is accompanied by a specialgsehare of Capital Power which entitles the
holder to a vote at Capital Power shareholder mgstisubject to the restriction that such voting
shares must at all times represent not more thémef3he votes attached to all Capital Power
common shares and special voting shares togethersgecial shares also entitle EPCOR to elect a
maximum of four out of twelve directors of CapiRdwer. As a result of these restrictive rights,
EPCOR has significant influence, but not contrbiCapital Power and therefore has used the equity
method to account for its investment in CPLP.

Effective July 2009, income from Power LP has bigetuded in the income from EPCOR’s equity
investment in CPLP as EPCOR no longer consolidadeger LP in its consolidated financial
statements. Power LP is a subsidiary of CPLP.
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EPCOR plans to eventually sell all or a substapimation of its ownership interest in Capital Power
subject to market conditions, requirements for tedgind other circumstances that may arise in the
future, and reinvest the proceeds from the shdes §aEPCOR’s utility infrastructure businesses,
including water and wastewater treatment, and pems@smission and distribution.

Asset-backed commercial paper exchanged for notes

On January 21, 2009, the restructuring of ABCP wagdemented. Under the restructuring, the
affected ABCP was exchanged for term floating-redtes (notes), maturing no earlier than the
scheduled termination dates of the underlying as3die exchange was recorded at the estimated
fair value of the ABCP on January 21, 2009. Theikégrmation on EPCOR’s notes is as follows:

(i) EPCOR'’s allocation of notes under the restructuvag as follows:

Pool Series Credit Rating Face amount
($ millions)
MAV2 Class A-1 A $ 47 67%
Class A-2 BBB 9 13%
Class B Unrated 2 2%
Class C Unrated 2 2%
MAV3 IA Tracking Unrated 11 16%
$ 71 100%

(i) For the Master Asset Vehicle 2 (MAV2) pool notdses tinderlying asset lives are anticipated to
average nine years. The remaining notes come frastdl Asset Vehicle 3 (MAV3) in the form
of Ineligible Asset Tracking (1A Tracking) noteshdse notes are expected to amortize over the
lives of the underlying assets which have a weitjlateerage life of approximately 18 years. In
certain limited circumstances, the expected repaymates could be longer than the expected
asset lives.

(iif) ABCP investors, including EPCOR, were paid the audated accrued interest, net of ABCP
restructuring costs, collateral requirements aherotosts, on their existing ABCP from the date
of the standstill in August 2007 to the date of th&tructuring. For the three and nine months
ended September 30, 2009, EPCOR received $nil 4mailon respectively, of accrued interest
on ABCP and interest on the new notes.

At September 30, 2009, the Company held $41 millionotes, all of which were received in
exchange for ABCP which was purchased during thid tfuarter of 2007 at an original cost of $71
million. As the notes are classified as held-fading financial assets, they are subject to ongoing
fair value adjustments at each reporting date.eftt@mber 30, 2009, the fair value of the notes was
estimated at $41 million compared with a fair vatdié&40 million and $42 million for the notes at
June 30, 2009 and ABCP at December 31, 2008, régplgc The $1 million increase for the third
quarter was primarily due to narrower indicativepmoate credit spreads versus the Government of
Canada yield curve. The $2 million decrease irfitise half of the year was primarily due to lower
short-term and higher long-term market interestgathich were taken into account in calculating
the fair value of the notes, partly offset by nareo credit spreads. In 2008, $2 million and $11
million reductions in the fair value of the ABCP mgaecognized in the third quarter and first nine
months, respectively.



The estimate of fair value is subject to significasks and uncertainties including the timing and
amount of future cash payments, market liquidtg, quality and tenor of the assets and instruments
underlying the notes, including the possibilitynedrgin calls, and the future market for the notes.
Accordingly, the fair value estimate of the notesyrashange materially.

CONSOLIDATED RESULTS OF OPERATIONS

Note on comparisons

For the first half of the year, EPCOR owned or colfed all of the power generation assets and
related operations, including Power LP, that wemd to Capital Power in early July. Accordingly,
net income, results of operations and variancethifirst half of the year include all the power
generation assets, results of operations and vasgoresented on a consolidated basis. After the sa
of the power generation business and related apesain early July, we no longer controlled those
operations. Consequently, the third quarter resaitd results going forward, no longer present the
power generation business and related operatioasconsolidated basis. Those line items and
variances are, in effect, replaced by the intdre€apital Power reported on the equity basis. In
making year over year comparisons, variances ictinparisons of power generation and related
operations for the first half of 2009 to the finstlif of 2008, on an “apples to apples” basis. Gn th
other hand, the third quarter of 2009 only refleébtsequity interest in Capital Power while thedhi
quarter in 2008 reflects the power generation lassiwhile it was still consolidated. In this coritex
the results of operations are discussed below.

Net income
(Unaudited, $ millions) Three Nine
months months

Net income for the periods ended September 30, 2008 $ 76 $ 160
Loss on sale of power generation business (115) 115)(
Equity income from Capital Power in 2009 31 31
Interest revenue in 2009 on long-term receivatdenfCPLP 14 14
Lower (higher) administration expenses, excludidgiaistration

expenses related to the power generation business 8 (12)
Gold Bar operating income in 2009 excluding adntiatson expenses 7 12
Higher water rates and sales volumes, net of fiaadbes 3 11
Fair value changes on notes exchanged for ABCP 3 10
Higher depreciation expenses, excluding depreciaigpenses related

to the power generation business (1) (5)
Higher financing expenses (22) (12)
Increases (decreases) related to the power genefatsiness that was

sold effective early July 2009 (56) 2
Other (4) -
Decrease in net income (132) (62)
Net (loss) income for the periods ended Septembe® 32009 $ (56) $ 98

Results for the three and nine months ended Septedih 2009 were a net loss of $56 million and
net income of $98 million respectively, comparethwiet income of $76 million and $160 million
for the corresponding periods in 2008.

Further explanations of the primary year over ye@aiances are as follows:



Loss on sale of the power generation businessctefthe difference between EPCOR’s carrying
amount of its investment in the power generatiosiress sold and the consideration received for
the business. This loss includes income tax relett@dges to recognize unrealizable future
income tax assets and direct expenses incurreghimection with the sale.

Administration expenses were lower in the thirdrégraof 2009 compared with the
corresponding period in 2008 due to lower staffangls in corporate services due to the sale of
the power generation business. Administration egegm@cross all business segments excluding
Power LP, were higher in the first half of 2009 qgared with the first half of 2008 due to
increased costs related to the Reorganization.

The Gold Bar operation was transferred to EPCORfitee City of Edmonton on March 31,
2009 and contributed $7 million and $12 millionogferating income before administration
expenses in the third quarter and year-to-datpemively.

Water rates were higher in the three and nine nsoerided September 30, 2009 compared with
the corresponding periods in 2008 primarily duentweased rates under the performance-based
rate tariff (PBR) as approved by The City of EdnuontWater sales volumes were also higher
due to drier weather conditions in the second hird juarters of 2009 compared with the
corresponding periods in 2008.

In the first nine months of 2009, the fair valuelué notes exchanged for ABCP decreased $1
million due to lower short-term and higher longrtemarket interest rates in the first quarter,
mostly offset in the second and third quartershieyeffect of narrower credit spreads, which are
taken into account in calculating the fair valugle notes. In the third quarter of 2009, the fair
value increased $1 million. In the three and nimatihs ended September 30, 2008, the fair
value of EPCOR’s ABCP decreased $2 million and $illion, respectively.

Depreciation expense was higher in the three amelmionths ended September 30, 2009
compared with the corresponding periods in 2008tduegulated water and distribution and
transmission asset additions.

Financing expenses were higher in the three maitled September 30, 2009 compared with
the corresponding period primarily due to the watkof issue costs for the syndicated and
bilateral credit facilities that were cancelledlinly as a result of the Reorganization, minimal
capitalized interest recognized in the third quanfe2009 compared with the corresponding
period in 2008, higher interest expenses due tadagion of the Gold Bar facility in 2009 and
lower sinking fund earnings in 2009 compared willo2

The higher financing expenses in the nine montheeéseptember 30, 2009 compared with the
corresponding period in 2008 primarily were dug¢hi® same factors that affected the quarters
ended September 30, 2008 and 2009 except thatkzgit interest was higher for the nine
months ended September 30, 2009 compared withathe period in 2008. The Company
capitalized borrowing costs as part of its captaistruction projects and in the first half of
2009, construction work-in-progress for Keephillargl the Clover Bar Energy Centre was
higher compared with the corresponding period9®82 No activity on these projects occurred
in the third quarter of 2009 as these projects wete to Capital Power as a result of the
Reorganization.



* Net income increases (decreases) related to therpgemeration business reflect numerous
differences in the first half of 2009 and three therended September 30, 2009 compared with
the corresponding periods in 2008 associated Wwelpbwer generation business that was sold at
the beginning of the third quarter. The most sigaifit net income differences relate to
unrealized fair value changes, availability inceaiincome, maintenance expenses for Genesee
scheduled turnarounds in 2008, income from PoweandPadministration expenses. See
Segment Results — Generation.

Revenues
(Unaudited, $ millions) Three Nine
months months
Revenues for the periods ended September 30, 2008 $ 954 $ 2,618
Gold Bar revenue in 2009 15 28
Interest revenue in 2009 on long-term receivatdenfCPLP 14 14
Higher water rates and sales volumes 3 11
Lower Water Services' commercial and transportasiervices activity (22) (10)
Lower regulated rate tariff (RRT) electricity rewves (35) (76)
Revenue decreases prior to the sale of the powrgton business - (22)
Sale of power generation business in early Jul@200 (581) (581)
Other 2 (2)
Decrease in revenues (604) (638)
Revenues for the periods ended September 30, 2009 $ 350 $ 1,980

Consolidated revenues were lower for the threenéimel months ended September 30, 2009
compared with the corresponding periods in 2008tduke net impact of the following and should
be read in conjunction with the Note on comparisons

* Water Services’ commercial and transportation ses/revenues were lower in the three and
nine months ended September 30, 2009 comparedhvettorresponding periods in 2008
primarily due to reduced commercial water plant distribution system construction activity in
2009, partly offset by increased construction dtstifor street lighting, signals and light rail
transit overhead wires for the City of Edmontor2Q09.

* Regulated electricity revenues were lower in threg¢tand nine months ended September 30,
2009 compared with the corresponding periods ir82f¥imarily due to lower electricity prices
in 2009 compared with 2008.

* Revenue decreases related to the power generatsomelss reflect numerous differences in the
first half of 2009 compared with the correspondiegiod in 2008 associated with the power
generation business that was sold effective JURDQ9. The most significant revenue
differences relate to trading activities in the Yées U.S., natural gas sales, unrealized fair value
changes and availability incentive revenue.

« Sale of the power generation business reflectsaenues of this business in the third quarter of
2008. The largest revenue items related to thateuaere for Power LP, unrealized fair value
changes, natural gas sales and Alberta electgaiss.



Capital spending and investment

(Unaudited, $ millions)

Nine months ended September 30 2009 2008
Generation $ 228 $ 306
Distribution and Transmission 56 94
Energy Services 7 5
Water Services 64 50
Corporate — other 14 10

$ 369 $ 465

Capital expenditures for property, plant and eq@pinwere lower for the nine months ended
September 30, 2009 compared with the correspormirigd in 2008 primarily due to capital
spending on Keephills 3 and Clover Bar Energy Geintthe third quarter of 2008, capital
expenditures in 2008 for the Downtown Edmonton Suppd Substation project in Distribution and
Transmission which was completed in the third qerast 2008 and for the E.L. Smith water
treatment plant upgrade in Water Services whichaeaspleted in the second quarter of 2008.

These decreases in spending were partly offseapyat expenditures on the Gold Bar plant in 2009.

There was no capital spending for the Generatigmsat and lower capital spending in the Energy
Services segment in the third quarter of 2009 coetpwith the corresponding period in 2008 due to
the sale of the power generation business.



SEGMENT RESULTS

Generation
Generation results(including intersegment transactions) Three months ended Nine months ended
(Unaudited, $ millions) September 30 September 30
2009 2008 2009 2008
Revenues $ - $ 257 $ 515 $ 712
Expenses - 367 428 617
Operating income (loss) $- $ (110 $ 87 $ 95
(Unaudited, $ millions) Three Nine
months months

Operating income (loss) for the periods ended Septiber 30, 2008 $ (110) $ 95
Sale of power generation business in early Jul@200 110 110
I ncreases/(decreases) prior to the sale of the power generation

businessin early July 2009:
Higher Genesee Power Purchase Arrangement (PP Adlaility

incentive income - 42
Maintenance expenses for Genesee scheduled tunasrou2008 - 26
Lower realized foreign exchange expense -
Gain on sale of portfolio investments in 2008 - 4) (
Unrealized fair value changes on derivative insgots - (5)
Higher administration expenses - (18)
Lower Power LP operating income - (160)
Other - (7)
Increase (decrease) in operating income 110
Operating income for the periods ended September 32009 $ - $ 87
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Generation’s operating income for the three ané minths ended September 30, 2009 increased

$110 million and decreased $8 million, respectivetympared with the corresponding periods in
2008. Further information on the year-over-yeamges is as follows and should be read in
conjunction with the Note on comparisons:

» Sale of the power generation business varianceatsfthe sale of substantially all of the

generation segment as part of the Reorganizatioa.operating income for this segment for the

three months ended September 30, 2008 reflecte@EF2OR still controlled the generation
operations, including Power LP, and reflected uliired losses on the change in fair value of

natural gas contracts and unrealized losses omahslation of Power LP’s U.S. dollar debt due

to a strengthening U.S. dollar in the third quaaie2008.

* Generation’s revenues and operating income incde®42 million in the first half of 2009 due to

availability incentive income earned under the eohthe Genesee 1 and 2 PPA compared with
a net availability penalty in the correspondingi@ein 2008. There were scheduled turnarounds
for required maintenance at Genesee 1 in thediratter of 2008 and at all three Genesee units
in the second quarter of 2008 whereas plant avhilaht Genesee 1 and 2 was above plan in the
first two quarters of 2009. The back-to-back timafghe maintenance turnarounds in 2008 was
required to accommodate the Alberta Electric Sy<tgrarator’s upgrade of the new high-
voltage transmission lines in the Genesee and Kikephea.



Foreign exchange gains were realized in the fafftdf 2009 on the settlement of forward

foreign exchange contracts used to economicallgééide foreign exchange risk associated with
anticipated purchases of equipment for Clover Baergy Centre and Keephills 3 whereas losses
were realized on these contracts in the correspgnuateriod in 2008.

The unrealized changes in the fair value of thevémd foreign exchange contracts for equipment
purchases for Clover Bar Energy Centre and KeepBillere losses in the first half of 2009 due
to a weakening U.S. dollar compared with gaindiendorresponding period in 2008 due to a
strengthening U.S. dollar. This unfavourable vareawas partly offset by a smaller decrease in
the fair value of the Joffre contract-for-differesocdue to a smaller decrease in the forward spark
spread in the first half of 2009 compared withfirgt half of 2008. Spark spread is the
theoretical difference between the price of elettirias the output and its energy cost of
production.

Administration expenses increased in the six moetfiied June 30, 2009 compared with the
corresponding period in 2008 due to costs for therBanization and increased spending on
business development activities and on the Gerlassgrated Gasification Combined Cycle and
Carbon Capture Sequestration technology project.

Power LP contributed $22 million in the first sbonths of 2009 compared with $182 million in
the corresponding period in 2008. The year-over-geareases include unrealized changes of
$175 million in the fair value of natural gas sypphd foreign exchange contracts for the six
month period.

The decreases in operating income were partly oifigéoreign exchange losses recognized in
2008. In the fourth quarter of 2008, Power LP raheated the functional currency of its U.S.
subsidiaries and determined it to be U.S. dollatisar than Canadian dollars. Accordingly, gains
and losses on foreign currency translation arerdexbin other comprehensive income
commencing in the fourth quarter of 2008. Poweréported net foreign exchange losses of $11
million in the first half of 2008.

Power LP’s revenues increased $29 million for thet half of 2009 compared with the
corresponding periods in the prior year, primadilie to unrealized changes in the fair value of
forward foreign exchange contracts for U.S. dollesed to economically hedge operating cash
flows. Year-over-year changes in plant revenuegwesignificant as the revenue from the
Morris operation in 2009 was offset by lower reveritom the California plants due to lower
electricity prices which, under the terms of thé\PRere driven by lower natural gas prices.

Power LP’s expenses increased $189 million in itts¢ ialf of 2009 compared with the
corresponding period in the prior year. The yearegrear increase included unrealized changes
in the fair value of natural gas supply contradt$202 million for the six month period. These
unrealized fair value changes were included in éxglense and were due to decreases in the
forward market prices for natural gas in the firalf of 2009 compared with increases in the first
half of 2008. Operating expenses for the Morridlitgalso contributed to the increase in Power
LP’s expenses. These increases were partly offstitebforeign exchange losses in the first half
of 2008 with no corresponding amounts includedahincome in 2009, and decreased fuel costs
at the California plants due to lower natural gasgs in the first half of 2009 compared with the
first half of 2008.



Distribution and Transmission

Distribution and Transmission results(including Three months ended Nine months ended
intersegment transactions) September 30 September 30
(Unaudited, $ millions)

2009 2008 2009 2008
Revenues $ 60 $ 59 $179 $ 177
Expenses 46 45 147 145
Operating income $ 14 $ 14 $ 32 $ 32

There were no material changes in Distribution &ra@hsmission revenues, expenses and operating
income, for the three and nine months ended Seie&th 2009 compared with the corresponding
periods in 2008.

Energy Services

Energy Services resultgincluding intersegment transactions) Three months ended Nine months ended

(Unaudited, $ millions) September 30 September 30
2009 2008 2009 2008
Revenues $ 213 $ 608 $ 1,183 $1,703
Expenses 204 532 1,082 1,621
Operating income (loss) $ 9 $ 76 $ 101 $ 82
(Unaudited, $ millions) Three Nine
months months
Operating income for the periods ended September 3@008 $ 76 $ 82
Higher billing charge revenues in 2009 - 2
Administration related to ongoing EPCOR operations - (5)
Sale of power generation business in early July@200 (71) (71)

I ncreases/(decreases) prior to the sale of the power generation
businessin early July 2009:
Unrealized fair value changes in derivative insteats and natural gas

inventory - 106
Higher natural gas margins - 6
Higher administration expenses - (7)
Lower Alberta electricity margins - (29)
Other 4 7
(Decrease) increase in operating income (67) 19
Operating income for the periods ended September 32009 $ 9 $ 101

Energy Services’ operating income decreased $8ibmfor the quarter and increased $19 million
for the nine months ended September 30, 2009 cadpeith the corresponding periods in 2008 due
to the net impact of the following and should bad@ conjunction with the Note on comparisons:

» Billing charge revenues were higher in 2009 compavith 2008 primarily due to higher rates as
approved by the Alberta Utilities Commission. Theseenues reflect the recovery of
administrative costs from RRT customers for thesion of customer billing services.

« The decreases due to the sale of the power gemetaisiness reflect the sale of a significant
portion of the Energy Services segment as pali@Reorganization. The operating income for
this portion of the segment for the three monthdeedrSeptember 30, 2008 reflected EPCOR in
control of the generation operations, including BoisP, and reflected positive margins for
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Alberta electricity, natural gas, trading activéti® Ontario and the north eastern U.S. and
unrealized fair value gains due to a net shorttippscombined with decreasing forward
electricity prices. These favourable results wexly offset by an unrealized fair value loss on
natural gas inventory due to decreasing forwardmhgas prices.

The unrealized fair value changes for the first baP009 compared with the first half of 2008
relate primarily to a net short position in bottaggefor derivative electricity contracts that were
not designated as hedges for accounting purpasése ffirst half of 2009, forward Alberta

power prices decreased which increased the faievaf these contracts whereas in the
corresponding period of 2008, forward Alberta poweces increased which reduced the fair
value of these contracts. These unrealized fairevahanges increased energy revenues and
energy purchases by $137 million and $31 millicspestively, in the first half of 2009

compared with the first half of 2008. As a resiiltiee sale of the power generation business the
Company is no longer exposed to fair value adjusteneelated to energy contracts or natural gas
inventory.

Natural gas margins in the first half of 2009 congplawith the first half of 2008 were higher
primarily due to gains realized on sales of storgagin the first half of 2009 compared with
losses in the first half of 2008 and increased marfyom our speculative natural gas portfolio.
Natural gas revenues and purchases decreased $1i66 and $171 million respectively, in the
first half of 2009 compared with the correspondbegiod in 2008 primarily due to lower

physical natural gas trading activities, lower makgas consumption due to fewer wholesale and
merchant customers and lower natural gas prices.

Administration expenses increased in the six moettted June 30, 2009 compared with the
corresponding period in 2008 primarily due to castsirred for the Reorganization.

In the first half of 2009, energy revenues and egpe from our Alberta electricity portfolio
decreased $53 million and $34 million respectivetympared with the first half of 2008 due to
the impact of reduced Alberta power prices on thfplio, our reduced interest in the Battle
River Power Syndicate Agreement (PSA), and lowgimg and volumes for our RRT business.
The portfolio was in a net long position as we haate physical supply from our generating
stations and interests in the Battle River and &ood PPAs (acquired PPAs) than we had
contracted to sell. The decrease in power generagisulting from our reduced interest in the
Battle River PSA was partly offset by increasedegation from Genesee 3. The impact of lower
revenues on the energy margins for our RRT busiwasaninimal.

Decreased trading activities in the western U.&thneastern U.S. and Ontario in the first half of
2009 compared with the corresponding period in 2@@8iced revenues by $47 million, but had
minimal impact on energy margins.
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Water Services

Water Services resultgincluding intersegment transactions) Three months ended Nine months ended

(Unaudited, $ millions) September 30 September 30
2009 2008 2009 2008
Revenues $ 94 $ 98 $253 $226
Expenses 67 76 200 178
Operating income $ 27 $ 22 $ 53 $ 48
(Unaudited, $ millions) Three Nine
months months
Operating income for the periods ended September 3@008 $ 22 $ 48
Increased water rates and sales volumes, netraftfige fees 3 11
Gold Bar operating income excluding administragompenses in 2009 7 12
Higher administration expenses (8) an
Other 3 (1)
Increase in operating income 5 5
Operating income for the periods ended September 32009 $ 27 $ 53

Water Services’ operating income increased $5onilin the third quarter and first nine months of
2009 compared with the corresponding periods optige year due to the net impact of the
following:

« Revenues from water sales, net of franchise feese higher in the three and nine months ended
September 30, 2009 compared with the corresponméngds in 2008, primarily due to
increased rates effective April 1, 2008 and Apyi2Q09 under Water Services’ Performance
Based Rate structure as approved by its regul@bar City of Edmonton, and increased sales
volumes due to drier weather conditions in the sd@nd third quarters of 2009.

* The Gold Bar operation, which was transferred ftbenCity of Edmonton on March 31, 2009,
contributed $15 million in revenues and $8 milliarexpenses in the third quarter.

e Administration expenses increased in the first mmuaths of 2009 due to costs related to the
Reorganization and the Gold Bar operation.

Transportation and other commercial services rexemere $22 million and $10 million lower in

the third quarter and nine months ended Septenthe20®9 compared with the corresponding
periods in 2008 primarily due to reduced constarcctivity as a result of completion of projects

for the towns of Chestermere, Wetaskiwin, Taber@admore as well as Suncor Voyageur. The
decrease in revenues, offset by equivalent degaeasmnstruction expenses, had minimal impact on
operating income. Revenues related to the congiruahd maintenance of street lighting, signals
and light rail transit overhead wires for the QifyEdmonton were higher in the third quarter and
nine months ended September 30, 2009 comparedhvettorresponding periods in 2008 due to
increased activity. This revenue increase was pifgéncreased labour and business development
expenses.

A higher incidence and cost of water distributioaimbreaks in the nine months ended September
30, 2009 compared with the corresponding perid2Did8 also contributed to higher expenses in
Water Services.

12



CONSOLIDATED BALANCE SHEETS

bn

(7]

jle

September 30, December 31, Increase

(% millions) 2009 2008 (decrease) Explanation

Cash and cash $ 22 $ 111 % (89) Refer to liquidity and capital resources

equivalents section.

Accounts receivable 243 503 (260) Sale of the power generation business partl

(including income taxes offset by receivables related to Gold Bar sal

recoverable)

Current portion of long- 254 6 248 Reflects current portion of the long-term

term receivables receivable from CPLP and the reclassificati
of a commercial water loan receivable from
long-term.

Derivative instruments - 130 (130) Sale of the power generation business.

assets (current)

Other current assets 28 96 (6&ale of the power generation business, 200
balance primarily reflects generation plant
inventories.

Property, plant and 1,725 4,639 (2,914 5ale of the power generation business and

equipment depreciation and amortization expenses in {
current year, offset by 2009 capital addition
and Gold Bar assets.

Power purchase - 550 (550) Sale of the power generation business.

arrangements (PPAS)

Contract and customer 110 296 (186) Sale of the power generation business and

rights and other amortization of RRT customer rights.

intangible assets

Long-term investment 1,472 - 1,472 Reflects the gamy’'s 72.2% equity interes
in CPLP received on sale of power generati
business.

Derivative instruments - 75 (75) Sale of the power generation business.

assets (non-current)

Future income tax assets 30 103 (73)Sale of the power generation business.

(non-current)

Goodwill 2 161 (159) Sale of the power generation business.

Long-term receivables 643 102 541 Reflects longigortion of the long-term
receivable from CPLP established on the sg
of the power generation business.

Other assets 75 133 (58pale of the power generation business.

Assets held for sale - 43 (43Ppecrease due to the sale of the power

generation business. 2008 balance reflects

portion of the Battle River PSA held for sale|.

the
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September 30, December 31, Increase

(% millions) 2009 2008 (decrease) Explanation

Short-term debt $ 19 $ 140 $ (121) Repayment of bankers’ acceptances and
commercial paper

Accounts payable and 289 587 (298) Sale of the power generation busipagtty offset

accrued liabilities by the current portion of the transfer fee payable
the City of Edmonton for the Gold Bar transfer.

Derivative instruments - 131 (131) Sale of the power generation business.

liabilities (current)

Other current liabilities 17 58 (41) Sale of theygo generation business.

Long-term debt 1,734 2,728 (994) Sale of power generation busimetsding the

(including current long-term debt outstanding of EPCOR Power LR.

portion)

Derivative instruments - 110 (110) Sale of the power generation business.

liabilities (non-current)

Other non-current 85 125 (40) Sale of the power generation businagtymffset

liabilities by the non-current portion of the transfer fee awin
to the City of Edmonton for the Gold Bar asset
transfer.

Future income tax - 100 (100) Sale of the power generation business.

liabilities (non-current)

Non-controlling - 540 (540) Balance decreased due to the saleqfdtver

interests generation business and recognition of interest in
Power LP on an equity basis included in equity
interest of CPLP.

Shareholder’s equity 2,460 2,429 31 Reflects nadrime, other comprehensive income

and the Gold Bar asset capital contribution partl
offset by common share dividends.
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LIQUIDITY AND CAPITAL RESOURCES

Cash inflows (outflows)

Three months ended

September 30 Increase
($ millions) 2009 2008 (decrease) Explanation
Operating $ 65 $ 139 $ )(74.ower cash receipts in 2009 due to the sale of the

power generation business, partly offset by the
receipt of interest revenue on the long-term
receivable from CPLP.

Investing 439 (165) 604 Proceeds on the dispostileopower generation
business in 2009 and lower payments for capital
expenditures in 2009.

Financing (563) 45 (608) Net financing outlays 002 included the
repayment of $468 million in commercial paper
and banker’s acceptances as well as ongoing debt
repayments. Net financing receipts in 2008
included the issuance of $113 million of
commercial paper and bankers’ acceptances
partly offset by ongoing long-term debt
repayments.
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Cash inflows (outflows)

Nine months ended

September 30 Increase
($ millions) 2009 2008 (decrease) Explanation
Operating $ 316 $ 278 $ 3&Receipt of interest revenue on the long-term

receivable from CPLP in 2009 and payment in
2008 of income taxes related to the 2006 gain on
sale of the Battle River PSA. These cash
increases are partly offset by reduced cash
receipts as a result of the sale of the power
generation business.

Investing 153 (386) 539 Proceeds on the disposdleopower generation
business in 2009 and lower payments for capital
expenditures in 2009, partly offset by the
payment of a Gold Bar transfer fee installment in
20009.

Financing (561) 176 (737) Net financing outlay2009 included $120
million in net repayments of bankers’
acceptances, commercial paper and U.S. dollar
bank loans and repayment of $224 million of
long-term debt that was outstanding under the
syndicated bank credit facility, and other ongoing
debt repayments. Net financing receipts in 2008
included the issuance of $600 million of medium-
term note debentures and net proceeds from the
issuance of commercial paper, partly offset by
repayment of $200 million of medium-term note
debentures and $155 million of long-term debt
that was outstanding under the syndicated bank
credit facility, and ongoing long-term debt
repayments.

The Company’s cash from operating activities desgd&74 million and increased $38 million in the
three and nine months ended September 30, 2008atesdy, compared with the corresponding
periods in 2008. Over the next few quarters, wechatte funds from operations to decrease from
2008 due to the absence of the power generatiandasswhich was sold to Capital Power in early
July 2009. The Company plans to finance its workiapital requirements with existing credit
facilities and the issuance of commercial paper.

On July 9, 2009, cash proceeds of approximatelB$dilion received on the sale of the power
generation business to Capital Power increasedftaglirom investing activities. Of the proceeds
received, approximately $424 million was used fmasebankers’ acceptances and $44 million was
used to repay commercial paper indebtedness. lii@ldEPCOR received approximately $18
million in partnership distributions in October Z06n its 56.6 million exchangeable LP units of
CPLP. EPCOR expects to receive a similar amoufiitiure quarters.

On July 9, 2009, EPCOR received $896 million ingderm loans receivable from CPLP as part of
the consideration on the sale of the power gemertiisiness. These long-term loans receivable
provide for principal with interest payments thall e sufficient to meet certain debt obligatidos
the City of Edmonton. The loans will be repaid atisus dates extending out to June 30, 2018. On
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September 30, 2009, the Company received approaiyn®89 million from CPLP in respect of the
first scheduled loan repayment.

At September 30, 2009, the Company had undrawn ats@vailable of $446 million under three
credit facilities including a $500 million syndieat bank credit facility. This facility has two
tranches of $250 million each. One $250 milliomtiae is available and committed for
approximately 1.5 years and a second $250 millianche with $158 million available is committed
for approximately 3.5 years. These amounts exdRmeer LP’s credit facilities as it was sold with
the power generation business and is no longerotidaged in EPCOR’s financial statements. In
conjunction with the Reorganization, on July 9, 288e Company terminated its $600 million
syndicated bank credit facility and renegotiatedb800 million syndicated bank credit facility to
$500 million. The changes to the syndicated baeHitfacility required increases to borrowing
costs to reflect current market conditions. In &ddi the Company’s five bilateral bank credit
facilities totalling $490 million were cancelled ey were no longer required with the reduced
scope of operations following the sale of the pogeneration business.

Committed bank lines of credit are also used twideletters of credit. At September 30, 2009, the
Company had letters of credit of $95 million (Ded®m31, 2008 - $253 million) outstanding to meet
the credit requirements of energy market partidpand conditions of certain service agreements.
The committed bank lines also indirectly back tloempany’s commercial paper program which has
an authorized capacity of $225 million, of whict$illion was outstanding at September 30, 2009
(December 31, 2008 - $113 million).

The Company’s financing requirements for capitajg@ects have decreased as a result of the sale of
the power generation business to Capital Poweaiily duly 2009. Capital expenditures are expected
to be approximately $183 million over the last deaof the year which will be financed with

existing credit facilities or the issuance of mawiterm notes. Included in this estimate, is the
acquisition, under a sale leaseback arrangemepgtable water and wastewater treatment plant
assets from Suncor Energy for approximately $10d0ami See Subsequent Event.

The Company’s contractual obligations in 2010 d&4nillion, as noted in Contractual Obligations,
will be funded from operating cash flows, partngostistributions from CPLP, interest and principal
payments related to the long-term receivable frdPh i, and the Company’s credit facilities or
medium term notes. The payments from CPLP comprisignificant amount of the cash required to
fund the Company’s 2010 contractual obligationuéh CPLP be unable to fulfill its obligations to
EPCOR in 2010, the Company will rely more heavityits credit facilities to fund its obligations in
2010.

The Company has a Canadian shelf prospectus uridehn w may raise up to $1 billion of debt with
maturities of not less than one year. At SepterBbeP009, the available amount remaining under
this shelf prospectus was $400 million. The shedbpectus expires in November 2009, but is
expected to be renewed in the fourth quarter 09200

Effects of economic downturn and market uncertainty

Canadian and U.S. financial markets continuedabikite in the third quarter of 2009. The
Company secured financing to fund its capital exigenes and working capital requirements at a
weighted average interest rate of 0.35% throughsthee of commercial paper and bankers’
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acceptances in the quarter. The Company plansitnce using commercial paper, existing credit
facilities or medium-term notes for its financirgguirements for the balance of the year. Should
instability in the credit and economic environmentgsen, it may adversely affect the interest rates
at which we are able to borrow.

Notwithstanding the limited signs of improvementhie global economy, if the economy were to
deteriorate in the longer term, particularly ag/thedate to Canada and the U.S., this may adversely
affect the Company’s ability to renew credit faodls, arrange long-term financing for its capital
expenditure programs and acquisitions, or refinanutstanding indebtedness when it matures. If
market conditions worsen, the Company may suffeedit rating downgrade and be unable to renew
its credit facilities or access the public debt kets. Although we continue to believe that these
circumstances have a low probability of occurriwg,are monitoring EPCOR’s capital programs and
operating costs to minimize the risk that the Comypaecomes short of cash or unable to honour its
obligations. Some of these considerations inclhéepreservation of capital through capital
expenditure reduction or deferral, operating cedtictions and sale of exchangeable LP units of
CPLP where permitted by market conditions and ¢ines and conditions of the Reorganization.

CONTRACTUAL OBLIGATIONS

During the third quarter, the Company financea#pital expenditures and working capital
requirements through its credit facilities and coencial paper program. The Company’s outstanding
short-term debt decreased $449 million in the thirerter and $121 million in the first nine months
of 2009.

Prior to the sale of the power generation busite€zapital Power the Company had issued parental
guarantees on behalf of former subsidiaries to itieetredit requirements of energy market
participants, to meet conditions of certain serggezements, and to satisfy legislated reclamation
requirements. At September 30, 2009, the Companfgreees to have outstanding parental
guarantees on behalf of Capital Power totaling 38 j8illion. The Company also has outstanding
parental guarantees which do not have a definet kit which provide full support for any

positions related to power purchase arrangemer@apital Power. The Company and Capital Power
are working to expeditiously transfer the guarasiteeCapital Power and Capital Power has
indemnified EPCOR for any draws on such guarantees.

On March 31, 2009, EPCOR issued $112 million ofjkberm debt to the City of Edmonton and
incurred a $75 million transfer fee payable to @ity of Edmonton for the Gold Bar asset transfer.
The long-term debt bears interest at a weightedageeinterest rate of approximately 5.22% and
matures over the period from 2010 to 2033 as falow

(Unaudited, $ millions)

2009 $ 6
2010 6
2011 6
2012 5
2013 to 2033 89
Total $112

The transfer fee is payable in annual instalmews the period from 2009 to 2015 and is included
in the table of contractual obligations in EPCORX®8 annual MD&A. The first instalment of $17
million was paid on March 31, 2009.
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There have been no other material changes to thg&uwy’s purchase obligations, including
payments for the next five years and thereaftainduhe third quarter. However, a significant
portion of EPCOR'’s contractual obligations werensferred to Capital Power or extinguished in
conjunction with the sale of the power generatiogitess and Reorganization effective early July
2009. Accordingly, EPCOR’s contractual obligati@msSeptember 30, 2009 adjusted for the
transactions relating to the Reorganization wer®lksnys:

Due between

Due Due after
within 1 1and?2 2and 3 3and4  4and5 more than
$ millions year years years years years five years Total
Capital projectd $ 51 $ 17 $ - $ - $ - $ - $ 68
Water and wastewater
infrastructure projectd 25 16 12 10 6 1 70
Long-term del§® 230 24 216 14 11 1,252 1,747
Interest on long-term debt 155 127 102 86 81 881 432,
Short-term debt 19 - - - - - 19
Asset retirement
obligation$? 5 14 . . . . 19
Operating leases 2 2 9 11 11 186 221
Total $ 487 $ 200 $ 339 $121 $ 109 $2,320 $ 3,576

@ EPCOR's obligations for capital projects includdigdtions for various Distribution and Transmissimd Water
Services'’ projects.

@ EPCOR'’s obligations for water and wastewater itfeasure projects include obligations for the togfrChestermere
project and the transfer fee related to the pueclbé$sold Bar from the City of Edmonton.

®  Obligations assumed by EPCOR upon transfer of Baldfrom the City of Edmonton are included. Thesfer fee
obligation is included in water and wastewaterasfructure projects above. Long-term receivablegabbns due from
CPLP, which serve to offset the stated amountgiterm debt owing to The City, are not reflectedhie above table.

@ EPCOR'’s asset retirement obligations reflect théisoounted cash flow required to settle obligatifmnghe retirement
of the Rossdale generating plant.

The long-term debt and interest on long-term delihé above table include amounts for EPCOR'’s
public debentures and obligations to the City ofmgdton.

For further information on the Company’s contrattlaigations, refer to the 2008 annual MD&A.

CHANGES IN ACCOUNTING STANDARDS
Accounting changes for 2009

Rate-regulated operations

In December 2007, the Canadian Institute of Chadtéccountants (CICA) amended Handbook
Section 1100 - Generally Accepted Accounting Pgles, and made consequential amendments to
Accounting Guideline 19 - Disclosures by Entitiegfect to Rate Regulation. The amendments
removed the temporary exemption from the requirdrteeapply Section 1100 to the recognition and
measurement of assets and liabilities arising frat@ regulation. These amendments have been
adopted by the Company commencing January 1, 2008.Company'’s adoption of the amendment
did not have a material impact in the interim cdigsded financial statements.
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As permitted by Canadian GAAP, the Company is dppglgtandards issued by the Financial
Accounting Standards Board in the U.S. as anothance of Canadian GAAP. The U.S. Statement
of Financial Accounting Standards No. 71 — Accoumfior the Effects of Certain Types of
Regulation (FAS 71) allows for the recognition an€lasurement of rate regulated assets and
liabilities.

Intangible assets

In February 2008, the CICA issued Handbook Se@@#¥ — Goodwill and Intangible Assets and
consequential amendments to Section 1000 — FirlgBizEitement Concepts. The new section
establishes standards effective January 1, 200 éorecognition, measurement and disclosure of
goodwill and intangible assets. The provisionstiedpto the definition and initial recognition of
intangible assets, including internally generatedngible assets, are equivalent to the correspgndi
provisions in International Financial Reportingr&tards. EPCOR has adopted these amendments
commencing January 1, 2009 and applied them otr@spective basis, resulting in the
reclassification of $89 million of net assets frproperty, plant and equipment to contract and
customer rights and other intangible assets irctéimeparative December 31, 2008 balance sheet. The
adoption of these amendments had no other mabewpalct on our interim consolidated financial
statements.

Credit risk and fair value of financial assets and liabilities

On January 20, 2009, the Emerging Issues Comnafttee CICA issued EIC-173 Credit Risk and
the Fair Value of Financial Assets and Liabilitiedich clarifies that an entity’s own credit riskch
the credit risk of its counterparties should bestakito account in determining the fair value of
financial assets and liabilities, including derivatinstruments. Effective January 1, 2009, the
Company adopted the recommendations of EIC-173pptied them retrospectively without
restatement of prior periods. Including countenparedit risk in the estimate of the fair value of
Power LP’s natural gas and foreign exchange castat January 1, 2009 had the following impact
on EPCOR’s balance sheet on that date:

Increase
(Unaudited, $ millions) (decrease)
Derivative instruments assets — non-current $ (1)
Derivative instruments liabilities — non-current (6)
Future income tax liabilities — non-current 1
Non-controlling interests 3
Opening retained earnings 1

Future accounting changes

International financial reporting standards

In February 2008, the CICA confirmed that Canadeporting issuers will be required to report
under International Financial Reporting Standaftecgve January 1, 2011, including comparative
figures for the prior year.

In January 2008, we established a core team tdafeaeplan which will result in the Company’s
first interim report for 2011 being in compliancé&mwinternational Financial Reporting Standards.
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The diagnostic phase of the project was completekpril 2008. For each international standard, we
identified the primary differences from CanadianAAand made an initial assessment of the impact
of the required changes for the purpose of prionigf and assigning resources. In making the
assessment, the number of businesses impacteuhtidrgial magnitude of the financial statement
adjustment, the availability of policy choices, thgacts on systems and the impacts on internal
controls were all considered.

The information obtained from the diagnostic phaas used to develop a detailed plan for
convergence and implementation. The convergencéngridmentation work has five key sections:
Financial Statement Adjustments, Financial Statésme&ystems Updates, Policies and Internal
Controls, and Training.

Financial Statement Adjustments

For each international standard, we will deterntireequantitative impacts to the financial
statements, system requirements, accounting padécisions, and changes to internal controls and
business policies. The initial accounting policgid®ns will be brought forward to the Audit
Committee for their information as each standamtdressed. However, final accounting policy
decisions for all standards in effect at the endGff9 will be made in the fourth quarter of 2009, a
they should not be determined in isolation of ofh@icy decisions. Policy decisions for any new
standards or standards that are amended in 20[LBenihade in conjunction with our analysis of
those standards in 2010.

As the project progresses, the timing of completiboertain items may change as changes to
standards and other external factors such as distisswith certain stakeholders may resultin a
change in priorities. However, we believe the pbfes sufficient resources to meet the overall
project timeline.

Financial Satements

There are also a number of international standahiish relate to financial statement presentation.
Draft financial statements highlighting the disclosand presentation requirements were reviewed
by and discussed with the EPCOR Audit Committethénfirst quarter of 2009. The development of
the financial statement presentation will evolvetlghout the project as the impacts of
implementing the various standards are quantified.

Systems Updates

Systems must be able to capture 2010 financiatnmition under both the prevailing Canadian
GAAP and International Financial Reporting Standdmallow comparative reporting in 2011, the
first year of reporting under International FinaaldReporting Standards. We completed our system
updates in the third quarter of 2009 to capturd okl are implementing the operational procedures
to capture the applicable accounting data thro@f92

Policies and Internal Controls

In the determination of the financial statementuatipents, requirements for changes to Company
policies and internal controls will be identifiedcadocumented. As there may be factors other than
International Financial Reporting Standards impagpolicies and internal controls, the formal
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documentation and approval of revised policiesiatetnal controls will not occur until the third
quarter of 2010.

The impact of International Financial Reportingrstards on certain agreements, such as debt,
shareholder and compensation agreements, hasesdadrxriuded in the plan. Assessments of most
agreements have been completed and will continbe taonitored as IFRS differences are
quantified.

Training

The Company recognizes that training at all leiseksssential to a successful conversion and
integration. Accounting staff have attended twanireg sessions with more planned to occur
throughout the conversion process. The Board aéddirs and Audit Committee have attended a

training session, and the Audit Committee receregsilar updates on the conversion project. Further
training for the Board of Directors and Audit Contt@é will occur throughout the project.

Disclosures about financial instruments

In June 2009, the CICA amended Handbook Sectio &atancial Instruments — Disclosures, to
adopt the amendments recently made by the Interr&tAccounting Standards Board to IFRS 7
Financial Instruments: Disclosures. The amendmeagsire enhanced disclosures about fair value
measurements, including the relative reliabilitytied inputs used in those measurements, and about
the liquidity risk of financial instruments. Althgh the amendments apply to financial statements
relating to fiscal years ending after Septembe2809, comparative information is not required in
the first year of application. We will assess timpacts of these amendments on our financial
statements and implement the necessary additiasbdures commencing with the annual financial
statements for 2009.

Consolidated financial statements and non-controlling interests

In January 2009, the CICA issued Handbook Sectéiii - Consolidated Financial Statements and
Section 1602 — Non-controlling Interests, whichlaep Section 1600 — Consolidated Financial
Statements. Section 1601 establishes the stanfiartte preparation of consolidated financial
statements while Section 1602 establishes the atdador accounting for a non-controlling interest
in a subsidiary in consolidated financial statersesubsequent to a business combination. Section
1602 is equivalent to the corresponding provisionisiternational Accounting Standard 27 —
Consolidated and Separate Financial Statements.

Sections 1601 and 1602 will apply to EPCOR’s imeg@ind annual consolidated financial statements
relating to periods commencing on or after Janda®011. Earlier adoption is permitted as of the
beginning of a fiscal year provided Section 158usiness Combinations is also adopted at the
same time. The impact of the new standards andgtien to adopt them early will be assessed as
part of our International Financial Reporting Start$ project.

Business combinations

In January 2009, the CICA issued Handbook Secti@? 1+ Business Combinations, which replaces
Section 1581 — Business Combinations and provige£anadian equivalent to International
Financial Reporting Standard 3 — Business ComlanatiThe section will apply on a prospective
basis to EPCOR'’s business combinations for whiehattquisition date is on or after January 1,
2011. Earlier adoption is permitted as of the beigig of a fiscal year provided Sections 1601 —
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Consolidated Financial Statements and 1602 — Notr@ling Interests are also adopted at the same
time. The impact of the new standard and the opicaadopt it early will be assessed as part of our
International Financial Reporting Standards project

CRITICAL ACCOUNTING ESTIMATES

In preparing the consolidated financial statemantmagement necessarily made estimates in
determining transaction amounts and financial state balances. The following are the items for
which significant estimates were made in the cadatéd financial statements: electricity revenues,
costs and unbilled consumption, fair values, alloeeafor doubtful accounts, useful lives of assets,
income taxes and PPA availability incentives. Ruttfer information on the Company’s accounting
estimates, refer to the 2008 annual MD&A.

RISK MANAGEMENT

This section should be read in conjunction with Rigk Management section of the most recent
annual MD&A. EPCOR faces a number of risks inclgdahectricity price and volume risk, natural
gas price and volume risk, operational risk, envinent, health and safety risk, political, legisiati
and regulatory risk, project risk, credit risk,dircial liquidity risk, supply risk of acquired PPAs
availability of people risk, weather risk, foreigrchange risk, conflicts of interest risk, and gahe
economic conditions and business environment risks.Company employs active programs to
manage these risks.

On June 11, 2009, William Pidruchney filed a Staetof Claim against The City of Edmonton,
EPCOR, Power LP General Partner, Power LP and &aotwver. Mr. Pidruchney alleged, among
other things, that The City of Edmonton acted belyitsipower and contrary to the Municipal
Government Act (Alberta) and did not observe arrepgate public process in connection with the
sale of the power generation business to CapitaeP®Based on its review of the available
information, EPCOR believes that the claim is withmerit and intends to vigorously defend itself.
On June 26, 2009, EPCOR filed a Statement of Defdeaying all of the allegations contained in
the Statement of Claim. On July 3, 2009, Mr. JesHiawco of the Alberta Court of Queen’s Bench
denied an application by William Pidruchney foriaterim injunction to delay the closing of the
Capital Power initial public offering and its acsion of EPCOR’s power generation business. The
court was not satisfied that there was any reaitrt@eMr. Pidruchney’s application. The period of
appeal from that decision has expired without greapbeing filed, however, the Statement of Claim
continues to be before the courts. The first caaeagement meeting took place on September 15,
2009. An application for Summary Dismissal and Sigé¢for Costs is set for November 27, 2009.

On June 30, 2009, an Originating Notice was filethie Court of the Queen’s Bench of Alberta,
Judicial District of Edmonton, by the Alberta Feation of Labour, the Canadian Union of Public
Employees, Local 30, and the Civic Service UnionH# Notice names The City of Edmonton,
EPCOR Utilities Inc. and Capital Power as Respotgland alleges, among other things, that certain
purported actions taken by The City of Edmontondnnection with the sale of the power generation
business to Capital Power were outside the juristfiof the municipality under the Municipal
Government Act. The application was heard on Seip¢erhl, 2009 and has been dismissed with
costs.
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On March 20, 2009, EPCOR was charged under Allze@acupational Health and Safety Act (the
Act) and Occupational Safety Code (the Code) iatiah to the 2007 fatality of a power lineman
employee who came in contact with energized equiprmea job site in south Edmonton. The charge
under the Act relates to failure to ensure, aséat was reasonably practicable to do so, thelheal
and safety of the employee. The three charges uhdetode relate to safe work plan provisions,
Alberta Electric Utility Code rules and work prosesafeguards with respect to energized electrical
cables. We have received disclosure from the SotiGeneral’s office regarding the specifics of the
allegations, which we are currently reviewing. Tiext court date is set for December 14, 2009 for
the purpose of entering a plea to the charges. Eatge could attract a fine of up to $500,000 upon
conviction.

As part of ongoing risk management practices, the@any reviews current and proposed
transactions to consider their impact on the rigije of the Company. There have been no material
changes to the risk profile or risk managementesias of EPCOR as described in the annual
MD&A for 2008 that have affected the financial staents for the third quarter. As a result of the
sale of the power generation business and the BReizagion, the risks associated with that business
have transferred to Capital Power effective eanly 2009. EPCOR no longer controls the power
generation business but it has significant econ@xposure to Capital Power and therefore the
business risks as described in the annual MD&A2f08 still apply.

SUBSEQUENT EVENT

On October 7, 2009 the Company acquired potablerveatd wastewater treatment plant assets from
Suncor Energy, under a sale leaseback arrangeoresgpproximately $100 million. The Company

will subsequently own and operate these asseSSuncor Energy over a 20 year term. This sale and
leaseback arrangement is expected to be a diresiding lease for accounting purposes. Over the 20
year term, the Company has agreed to design, Boddinance upgrades to, as well as operate,
related assets that will remain under the ownershipuncor Energy. The Company will be
compensated for all services in this agreemenutirgpayments over the 20 year term.

OUTLOOK

Earnings in future quarters will continue to behffim the March 31, 2009 addition of the Gold Bar
operation and from the acquisition of potable wated wastewater treatment plant assets from a
third party. Due to the onset of cooler weatheEdmonton and the surrounding area, water
consumption and revenues will decrease as expacttid fourth quarter of 2009. We will continue
to pursue expanding our portfolio of commercial evgirojects.

Earnings volatility could occur in future quartasthe equity earnings from Capital Power reflect
fair value changes in certain power and naturaldgaisative contracts that have historically not
been hedged for accounting purposes.

We will continue to strongly support government gblic approval for the construction of
additional transmission capacity in the provincd il work closely with our partners and the
stakeholders of the Heartland Transmission Project.

We expect EPCOR’s financing expenses to settlera¢it levels as we used the $468 million of
cash proceeds from the sale of the generation &ssito repay bankers’ acceptances and commercial
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paper debt on July 9, 2009. We also received a6 #8Bion interest-bearing long-term receivable
from CPLP as part of the consideration for the,satéch effectively has the same terms as a
corresponding amount of EPCOR’s long-term debt.

FORWARD-LOOKING INFORMATION

Certain information in this MD&A is forward-lookingithin the meaning of Canadian securities
laws as it relates to anticipated financial perfange, events or strategies. When used in this xipnte

words such as “will", “anticipate”, “believe”, “ptd, “intend”, “target”, and “expect” or similar
words suggest future outcomes.

Forward-looking information in this MD&A includesi) the final amount of the loss on sale of the
power generation business is not expected to difgerially from the amount reported in the third
quarter; (ii) the Company plans to eventually aéllbr a substantial portion of its ownership ietr

in Capital Power, subject to market conditionsrétguirements for capital and other circumstances
that may arise in the future, and reinvest the geds from the share sales in the Company’s growing
utility infrastructure businesses, including waded wastewater treatment, and power transmission
and distribution; (iii) funds from operations wilecrease from 2008 due to the absence of the power
generation business; (iv) the Company plans toigoatusing commercial paper and existing credit
facilities for its working capital requirements) fhe principal and interest payments from the
Company’s long-term loans receivable from CPLP tdlsufficient to offset the payment of certain
debt obligations of the Company to the City of Editom; (vi) capital expenditures are expected to
be approximately $183 million over the last quadkthe year which will be financed with existing
credit facilities or the issuance of medium-ternteso (vii) the Company’s contractual obligations in
2010 will be funded from operating cash flows, parship distributions from CPLP, interest and
principal payments related to the long-term redgdiwdrom CPLP, and the Company’s credit
facilities or medium term notes; (viii) should CPbE unable to fulfill its obligations to EPCOR in
2010, the Company will rely more heavily on itsditdacilities to fund its own obligations in 2010;
(ix) the Company’s shelf prospectus is expectdoktoenewed in the fourth quarter of 2009; (x)
expectations regarding the impact on the Companlyeo€apital and credit market instability and
expected risk mitigation plans; (xi) the Companit atlopt amendments to accounting standards on
financial statement disclosure for financial ingtants in the fourth quarter of 2009; (xii) earnings
for the remainder of 2009 will benefit from the &auh of the Gold Bar operation and the acquisition
of potable water and wastewater treatment plamtassibsequent to September 30, 2009; and (xiii)
water consumption and revenues will decrease ifotneh quarter of 2009.

These statements are based on certain assumptidrahalyses made by the Company in light of its
experience and perception of historical trends,erurconditions and expected future developments
and other factors it believes are appropriate. mhaterial factors and assumptions underlying this
forward-looking information include, but are nanlted to: (i) the operation of the Company’s
facilities; (ii) the assessment of commaodity angvpomarkets (iii) the Company’s assessment of the
markets and regulatory environments in which itrafes; (iv) weather; (v) availability and cost of
labour and management resources; (vi) performahcendractors and suppliers; (vii) availability
and cost of financing; (viii) foreign exchange sgtéx) management’s analysis of applicable tax
legislation; (x) the currently applicable and pregd tax laws will not change and will be
implemented; (xi) counterparties will perform thebligations; (xii) expected interest rates, relate
credit spreads and mortality rates for new notehiaxged for ABCP; (xiii) ability to implement
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strategic initiatives which will yield the expectbdnefits; (xiv) the Company’s assessment of chpita
markets and ability to complete future share ofiigsi and (xv) factors and assumptions in addition
to the above related to the Company’s 72.2% edpiigyest in CPLP including, but not limited to:
power plant availability, including those subjeztaicquired PPAs, the assessment of commodity and
power markets, and proposed environmental reguisitiagll be implemented.

Whether actual results, performance or achievemeilitsonform to the Company’s expectations
and predictions is subject to a number of knownwamdown risks and uncertainties which could
cause actual results and experience to differ maditefrom EPCOR’s expectations. Such risks and
uncertainties include, but are not limited to ris&&ating to: (i) operation of the Company’s faids
(i) unanticipated maintenance and other expengliufiii) availability and price of energy
commodities; (iv) electricity load settlement; ¢egulatory and government decisions including
changes to environmental, financial reporting andl¢gislation; (vi) weather and economic
conditions; (vii) competitive pressures; (viii) airuction; (ix) availability and cost of financinfx)
foreign exchange; (xi) availability of labour anéunagement resources; (xii) performance of
counterparties, partners, contractors and supphtgfilling their obligations to the Company; @n
(xiii) risks in addition to the above related t@ tBompany’s 72.2% equity interest in CPLP
including, but not limited to; power plant availbtyi and performance.

This MD&A includes the following updates to prevady issued forward-looking statements: (i) net
income will likely not increase from 2008 as wasatibsed in the 2008 annual MD&A, primarily due
to the Reorganization; (ii) expected capital spegdvill decrease from the previously disclosed
$591 million to approximately $556 million due tmpect delays on various Distribution and
Transmission and Water Services projects; (iiipaays in the third quarter of 2009, before fair
value changes were not consistent with earningjsariirst quarter primarily due to the loss on sale
of the power generation business; (iv) capital dpenfor the last half of 2009 will decrease to
approximately $245 million from the $280 milliongwiously disclosed due to project delays on
various Distribution and Transmission and Watewnt8es projects; (v) the Company has cancelled
its $200 million bilateral credit facility after éfacility was extended into July 2009 and not vesu:
the facility as disclosed in the interim MD&A fdne first quarter of 2009; and (vi) the Company
expects that financing requirements for capitajquots will decrease as a result of the
Reorganization and not be consistent with priofqusras disclosed in prior period annual and
interim MD&A.

As a result of the Reorganization, EPCOR no lorgetrols the power generation business that was
sold to Capital Power. Accordingly, readers shoefér to the public disclosures of Capital Power
for any revisions to prior forward looking staterterelating to EPCOR'’s former power generation
business.

Readers are cautioned not to place undue reliaméerevard-looking statements as actual results
could differ materially from the plans, expectaspastimates or intentions expressed in the forward
looking statements. Except as required by law, ER@@claims any intention and assumes no
obligation to update any forward-looking statemeven if new information becomes available, as a
result of future events or for any other reason.
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QUARTERLY RESULTS

Net income

Quarter ended Revenues (loss)
(Unaudited, $ millions)

September 30, 2009 $ 350 $ (56)
June 30, 2009 740 50
March 31, 2009 890 104
December 31, 2008 800 15
September 30, 2008 954 76
June 30, 2008 865 16
March 31, 2008 799 68
December 31, 2007 962 59

Events for 2009, 2008 and 2007 quarters that hawéisantly impacted net income and the
comparability between quarters are:

* June 30, 2009 second quarter results included limeddair value gains resulting from the
impact of low Alberta power prices on our derivatelectricity contracts that were not
designated as hedges for accounting purposes,lzecetair value gains on Power LP’s forward
foreign exchange contracts used to economicallg&édS. cash flows and positive operating
income as a result of the transfer of Gold Bar aard 31, 2009.

* March 31, 2009 first quarter results included a 82ion gain on the sale of a 10% interest in
the Battle River PSA, and unrealized fair valuengaesulting from the impact of low Alberta
power prices on our derivative electricity contsaittat were not designated as hedges for
accounting purposes. These gains were partly difsenrealized fair value losses on Power
LP’s natural gas supply contracts, and forwardifprexchange contracts used to economically
hedge U.S. cash flows.

e December 31, 2008 fourth quarter results reflestezhirment charges on the goodwill
associated with the investment in Power LP andawdP LP’s investment in PERH. Power LP
also recognized unrealized fair value losses ofoitgard foreign exchange contracts used to
economically hedge U.S. cash flows and on its mhgas supply contracts.

e September 30, 2008 third quarter results reflegds on the sale of portfolio investments and
unrealized fair value gains on derivative electyiciontracts, Joffre contract for differences and
forward foreign exchange contracts. These gaing pwartly offset by administration costs
resulting from Long-Term Incentive Plan (LTIP) asljonents, and lower income from Power LP.

e June 30, 2008 second quarter results reflectedtemaince costs and Genesee PPA availability
penalties resulting from scheduled turnaroundsliaihiiee Genesee plants partly offset by the
favourable impact of high Alberta power prices am derivative electricity contract portfolio,
and unrealized fair value gains on Power LP’s ratgas supply contracts.

* March 31, 2008 first quarter results included a 88lion gain on the sale of a 10% interest in
the Battle River PSA, the favourable impact of iMgdherta power prices on our derivative
contract portfolio which was in a net long positemd unrealized fair value gains on Power LP’s
natural gas supply contracts. These gains werg/ pdfset by maintenance costs and Genesee
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PPA availability penalties resulting from a schedidurnaround at Genesee 1, and a fair value
reduction of ABCP.

» December 31, 2007 fourth quarter results includeealized fair value gains on derivative
financial instruments in our Alberta merchant artibiesale portfolio which were not designated
as hedges for accounting purposes, and unreabedalue gains on Power LP’s natural gas
supply contracts. These gains were partly offsed byduction in the fair value of ABCP and a
future income tax charge for the impact of futue tate reductions which were substantively
enacted in December 2007.

Additional information

Additional information relating to EPCOR, includiid?COR’s annual information form, is available
on SEDAR at www.sedar.com.
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EPCOR UTILITIES INC.

Consolidated Statements of Income (Loss)
(Unaudited, in millions of dollars)

Three months ended

Nine months ended

Revenues $

Expenses (income):
Energy purchases and fuel
Operations, maintenance and administration
Franchise fee, property taxes and other taxes
Depreciation, amortization,

and asset retirement accretion

Foreign exchange losses
Equity income from Capital Power and other
Gain on sale of power syndicate agreement (note 13)
Loss on sale of power generation business (note 5)
Net financing expenses

Net income (loss) before income taxes and non-
controlling interests

Income taxes

Net income (loss) before non-controlling interests

Non-controlling interests (note 8)

Net income (loss) $

September 30, September 30,
2009 2008 2009 2008
350 $ 954 $ 1,980 $ 2,618
172 676 1,066 6091,
77 84 1 418 488
16 16 56 51
23 63 153 92 1
- 12 2 20
(42) - (42) -
- - (30) (34)
80 - 80 -
38 41 116 129
364 992 1,819 2,455
(14) (38) 161 163
42 (9 54 2
(56) (29) 107 161
- (105) 9 1
(56) $ 76 98 $ 160

See accompanying notes to consolidated finanasients.
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EPCOR UTILITIES INC.

Consolidated Balance Sheets
(Unaudited, in millions of dollars)

Assets
Current assets:
Cash and cash equivalents

Current portion of long-term receivables (notes 9 and 15)

Accounts receivable

Income taxes recoverable

Inventories

Prepaid expenses

Derivative instruments assets (note 10)

Future income tax assets

Property, plant and equipment
Power purchase arrangements

Contract and customer rights and other intangible assets

Derivative instruments assets (note 10)
Future income tax assets

Goodwill

Long-term receivables (notes 9 and 15)
Long-term investment (note 5)

Other assets

Assets held for sale (note 13)

Liabilities and Shareholder's Equity
Current liabilities:
Short-term debt (note 7)
Accounts payable and accrued liabilities
Income taxes payable
Derivative instruments liabilities (note 10)
Other current liabilities
Future income tax liabilities

Current portion of long-term debt
Long-term debt
Derivative instruments liabilities (note 10)
Other non-current liabilities
Future income tax liabilities
Non-controlling interests (note 8)

Shareholder’s equity

Subsequent event (note 18)

See accompanying notes to consolidated financisdsients.
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September 30, 2009 December 31, 2008

$ 22 $ 111
254 6
240 496
3 7
24 84
3 9
- 130
1 3
547 846
1,725 4,639
- 550
110 296
- 75
30 103
2 161
643 102
1,472 -
75 133
- 43
$ 4,604 $ 6948
$ 19 $ 140
289 587
- 4
- 131
17 20
- 34
230 26
555 942
1,504 2,702
- 110
85 125
- 100
2,144 3,979
- 540
2,460 2,429
$ 4,604 $ 6948




EPCOR UTILITIES INC.

Consolidated Statements of Changes in Shareholder&sjuity

(Unaudited, in millions of dollars)

Three months ended
September 30,

Nine months ended
September 30,

2009 2008 2009 2008
Share capital and contributed surplus
Balance at beginning of period $ 32 $ - $ - $ -
Capital contribution (adjustment) (note 12) (8) - 24 -
Balance at end of period 24 - 24 -
Retained earnings
Balance at beginning of period 2,559 2,443 478, 2,430
Adjustment for changes in accounting policies
(note 4) - - 1 -
Net income (loss) (56) 76 98 160
Common share dividends paid (33) (33) (200) (98)
Refundable taxes (note 13) - 1 (5) (5)
Balance at end of period 2,470 2,487 2,470 2,487
Accumulated other comprehensive loss
Balance at beginning of period (43) (39) (47) (63)
Other comprehensive income 9 6 13 30
Balance at end of period (34) (33) (34) (33)
Total shareholder’s equity at end of period $ 2,460 $ 2,454 $ 2,460 $ 2,454

See accompanying notes to consolidated finanasients.
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EPCOR UTILITIES INC.

Consolidated Statements of Comprehensive Income (ks)
(Unaudited, in millions of dollars)

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Net income (loss) $ G6) 9 76 $ 98 $ 160
Other comprehensive income (loss), net of income
taxes:
Equity other comprehensive income from
Capital Powef" 9 - 9 -
Unrealized (losses) gains on derivative instruments
designated as cash flow hed{fés - 1 (2) 30
Reclassification of losses (gains) on derivative
instruments designated as cash flow hedges to
net incomé? - 12 12 3
Unrealized gains on financial instruments
designated as available for séle - 1 - 7
Reclassification of gains on financial
instruments designated as available for sale to
net incomé - (8) - (10)
Unrealized loss in self-sustaining foreign
operation$” - - (24) -
Non-controlling interest® - - 17 -
9 6 13 30
Comprehensive income (loss) $ @47 3 82 $ 111 $ 190

(1) For the three and nine months ended Septembei080, Bet of income tax expense of $3.

(2) For the three and nine months ended Septembei080, Bet of income tax recoveries of nil. For thieé
and nine months ended September 30, 2008, netafi@ tax expense of nil and $13, respectively.

(3) For the three and nine months ended Septembei080, Ret of reclassification of income tax recosgmf
nil and $5, respectively. For the three and ninatiended September 30, 2008, net of reclassificaf
income tax expense of $5 and $1, respectively.

(4) For the three and nine months ended Septembe088, Bet of income tax expense of nil and $2,
respectively.

(5) For the three and nine months ended Septembei088, Ret of reclassification of income tax expeoise
$2 and $3, respectively.

(6) For the three and nine months ended Septembe080, @hd September 30, 2008, net of income tax
expense of nil.

See accompanying notes to consolidated financsients.
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EPCOR UTILITIES INC.

Consolidated Statements of Cash Flows
(Unaudited, in millions of dollars)

Three months ended Nine months ended

September 30, September 30,
2009 2008 2009 2008
Operating activities:
Net income (loss) $ (B6) $ 76 $ 98 $ 160
Adjustments to reconcile net income to funds frquerating
activities:
Depreciation, amortization, and asset retiremeaotedion 23 63 153 192
Gain on sale of power syndicate agreement (note 13 - - (30) (34)
Non-controlling interests in EPCOR Power L.P. ¢} - (107) 6 (4)
Loss on sale of power generation business (note 5) 80 - 80 -
Equity income from Capital Power and other (42) - (42) -
Fair value changes on derivative instruments - 107 (23) 16
Unrealized foreign exchange (gains) losses - 15 ) 28
Other - (7 9 (21)
Future income taxes 42 (6) 68 11
47 141 316 348
Change in non-cash operating working capital 18 (2) - (70)
65 139 316 278
Investing activities:
Property, plant and equipment and other assets 5 (6 (171) (369) (465)
Change in non-cash working capital (2) (8) (30) 5
Proceeds on sale of power syndicate agreement {8te - - 47 53
Payment of Gold Bar transfer fee (note 12) - a7 -
Proceeds on disposal of Castleton (note 14) - - 12 -
Proceeds on sale of power generation business %jiote 468 - 468 -
Payment received on long-term receivable issu€tPRtbP 39 - 39 -
Other (1) 14 3 21
439 (165) 153 (386)
Financing activities:
Net (payment) issuance of short-term debt (519) 66 (191) 98
Proceeds from issue of long-term debt - 647
Repayment of long-term debt 9) (12) (258) (396)
Distributions to non-controlling interests - 32 47 (70)
Common share dividends paid (33) (33) (100) (98)
Other (2) - 3) (5)
(563) 45 (561) 176
Foreign exchange gain (loss) on cash held in agioreurrency - 1 3 (1)
Increase (decrease) in cash and cash equivalents (59) 20 (89) 67
Cash and cash equivalents, beginning of period 81 126 111 79
Cash and cash equivalents, end of period $ 22 $ 146 $ 22 $ 146
Supplemental cash flow information:
Interest paid net of interest received $ 33 $ 41% 102 $ 109
Income taxes paid net of income taxes recovered - 8 18 66

See accompanying notes to consolidated finanagsients.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemats
September 30, 2009
(Unaudited, in millions of dollars)

1. Basis of presentation:

These unaudited interim consolidated financialkestents of EPCOR Utilities Inc. (the Company
or EPCOR) have been prepared in accordance wittadiaam generally accepted accounting
principles (GAAP) for interim financial statemerasd do not include all of the disclosures
normally found in the Company’s annual consolidatie@ncial statements. These unaudited
interim consolidated financial statements shouldrdéed in conjunction with the Company’s
audited consolidated financial statements for & ynded December 31, 2008.

These financial statements have been preparedwiolipthe same accounting policies and
methods as those used in preparing the most resental consolidated financial statements
except for the changes in accounting policies asrileed in note 4.

2. Nature of operations:

Interim results will fluctuate due to plant maindgigce schedules, the seasonal demands for
electricity and water, changes in energy prices @edtiming and recognition of regulatory
decisions. Consequently, interim results are noesgarily indicative of annual results.

3. Measurement uncertainty:

In accordance with Canadian GAAP, the Company est@mates in preparing its consolidated
financial statements. Interim consolidated finahstatements necessarily employ a greater use
of estimates than the annual consolidated finarsteéments.

4. Changes in significant accounting policies:
Assets and liabilities arising from rate regulation

In December 2007, the Canadian Institute of Chadtéxccountants (CICA) amended Handbook
Section 1100 - Generally Accepted Accounting Ppled, and made consequential amendments
to Accounting Guideline 19 - Disclosures by EnsitiSubject to Rate Regulation. The
amendments removed the temporary exemption fronrefeirement to apply Section 1100 to
the recognition and measurement of assets anditiebiarising from rate regulation. These
amendments have been adopted by the Company coimpeanuary 1, 2009. The Company’s
adoption of the amendment did not have a matenglact on these interim consolidated
financial statements.

As permitted by Canadian GAAP, the Company is applywtandards issued by the Financial
Accounting Standards Board in the U.S. as anotleirce of Canadian GAAP. The U.S.
Statement of Financial Accounting Standards No—7Accounting for the Effects of Certain
Types of Regulation (FAS 71) allows for the rectigni and measurement of rate regulated
assets and liabilities.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemats
September 30, 2009
(Unaudited, in millions of dollars)

4. Changes in significant accounting policies, contired:
Goodwill and intangible assets

In February 2008, the CICA issued Handbook SecB064 — Goodwill and Intangible Assets
and consequential amendments to Section 1000 Adialsttatement Concepts. The new section
establishes standards for the recognition, measmeand disclosure of goodwill and intangible
assets. The provisions relating to the definitiord anitial recognition of intangible assets,
including internally generated intangible assets,emjuivalent to the corresponding provisions in
International Financial Reporting Standards (IFRB)ese amendments have been adopted by
the Company commencing January 1, 2009 and have dgalied retrospectively resulting in
$89 million of net assets being reclassified froroperty, plant and equipment to contract and
customer rights and other intangible assets irctémeparative December 31, 2008 balance sheet.
The Company’s adoption of these amendments hadher material impacts on these interim
consolidated financial statements.

Credit risk in determining fair value of financial assets and liabilities

On January 20, 2009 the Emerging Issues CommiftéleecCICA issued EIC-173, Credit Risk

and the Fair Value of Financial Assets and Findridabilities, which clarifies that an entity's

own credit risk and the credit risks of the coupgeties should be taken into account in
determining the fair value of financial assets diadilities, including derivative instruments.

Effective January 1, 2009, the Company adoptedd¢bhemmendations of EIC-173 and applied
the recommendations retrospectively without restatd of prior periods. On January 1, 2009,
the Company made the following adjustments to thaarre sheet in adopting the
recommendations of EIC-173:

Increase
Balance sheet item (decrease)
Derivative instruments assets - non-current $ Q)
Derivative instruments liabilities - non-current (6)
Future income tax liabilities - non-current 1
Non-controlling interests — balance sheet 3
Opening retained earnings 1

Future accounting changes

The CICA has announced that Canadian reportingeisswill need to begin reporting under
IFRS, including comparative figures, by the firstagter of 2011. The Company is currently
working on its IFRS conversion project which inahsdassessing the impact of the differences in
accounting standards on the Company’s future firgmneporting requirements.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemats
September 30, 2009
(Unaudited, in millions of dollars)

4. Changes in significant accounting policies, contired:
Future accounting changes, continued

In June 2009, the CICA amended Handbook Sectior? Fadancial Instruments — Disclosures,
to adopt the amendments recently made by the hiiemal Accounting Standards Board to
IFRS 7 Financial Instruments: Disclosures. The aimeants require enhanced disclosures about
fair value measurements, including the relativeiakdlity of the inputs used in those
measurements, and about the liquidity risk of feiahinstruments. Although the amendments
apply to financial statements relating to fiscalange ending after September 30, 2009,
comparative information is not required in the tfiygar of application. We will assess the
impacts of these amendments on our financial stt&srand implement the necessary additional
disclosures commencing with the annual financigeshents for 2009.

In January 2009, the CICA issued Handbook Sect&fil} Consolidated Financial Statements
and Section 1602 - Non-controlling Interests, whigplace Section 1600 — Consolidated
Financial Statements. Section 1601 establishestdralards for the preparation of consolidated
financial statements while Section 1602 establisies standards for accounting for a non-
controlling interest in a subsidiary in consolidhfenancial statements subsequent to a business
combination. Section 1602 is equivalent to the esponding provisions of IFRS IAS 27 —
Consolidated and Separate Financial Statements.

Sections 1601 and 1602 will apply to interim andweal consolidated financial statements
relating to periods commencing on or after Jandarg011. Earlier adoption is permitted as of
the beginning of a fiscal year, provided SectioB25 Business Combinations is also adopted at
the same time. The impact of the new standardstlamddption to adopt them early will be
assessed as part of the Company’s IFRS conversigecp

In January 2009, the CICA issued Handbook Secti®®21- Business Combinations, which
replaces Section 1581 — Business Combinations enddes the Canadian equivalent to IFRS 3
— Business Combinations. The section will apply, aoprospective basis, to future business
combinations for which the acquisition date is orafier January 1, 2011. Earlier adoption is
permitted as of the beginning of a fiscal year et Sections 1601 — Consolidated Financial
Statements and 1602 — Non-controlling Interestsab@ adopted at the same time. The impact of
the new standard and the option to adopt it eailllybe assessed as part of the Company’s IFRS
conversion project.

5. Sale of power generation business:

On May 8, 2009, EPCOR announced its plans to cr€afgital Power, a power generation
company that is headquartered in Edmonton. The fir@spectus for the initial public offering
of 21,750,000 common shares of Capital Power, 8t@2per common share, was filed with
securities regulators in Canada on June 25, 2008.ifitial public offering closed on July 9,
2009.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemats
September 30, 2009
(Unaudited, in millions of dollars)

5. Sale of power generation business, continued:

Through a series of transactions (the ReorganizatEBPCOR sold substantially all of its power
generation assets net of certain liabilities, agldted operations including its 30.6% interest in
EPCOR Power LP (Power LP), to Capital Power, eiffecearly July 2009. The assets and
related operations were previously included in ERGOGeneration and Energy Services
segments. EPCOR also entered into various agresmtht Capital Power to provide for certain
aspects of the separation of the power generatimnbéss from EPCOR, to provide for the
continuity of operations and services and to gothmongoing relationships between the two
groups of entities.

The total consideration for the sale consisted4@i8$million of cash, 56.6 million exchangeable
limited partnership (LP) units of Capital Power (PPLP) and $896 million in long-term loans
receivable from CPLP. In addition, EPCOR holds gpecial limited voting share in Capital
Power providing the right to vote separately ataascin connection with certain amendments to
the articles of Capital Power, including an amenalme change or permit the change of the
location of the head office of Capital Power frdme tity of Edmonton.

Effectively, EPCOR sold 27.8% of its interest ire thower generation business and through its
equity investment in Capital Power, retains a 72i2%rest in that business. The difference
between EPCOR's net carrying amount of its investnie the power generation business
($2,855 million) and the consideration receivedittes! in a loss on sale of $80 million including
$37 million in direct expenses incurred in connattwith the sale plus a $35 million income tax
charge related to net future income tax assetsafgahot realizable by the Company as a result
of the sale. Certain aspects of the sale relatedet@etermination of minor assets and liabilities
transferred to Capital Power have yet to be fiealizWhen these are finalized in the fourth
guarter a change in the amount of the recognizesl ¢m sale could result. However, the final
amount of the loss is not expected to differ matlrifrom the amount reported in the third
quarter.

Immediately following completion of the Reorganipat EPCOR held 56.6 million
exchangeable LP units of CPLP (exchangeable fommamshares of Capital Power on a one-
for-one basis) representing approximately 72.2%C#fLP, while Capital Power held the
remaining 27.8%. Each exchangeable LP unit is apanied by a special voting share of Capital
Power which entitles the holder to a vote at Cafttaver shareholder meetings, subject to the
restriction that such voting shares must at alesimepresent not more than 49% of the votes
attached to all Capital Power common shares andiadpeoting shares together. The special
shares also entitle EPCOR to elect a maximum af doti of twelve directors of Capital Power.
As a result of these restrictive rights, EPCOR hk@mificant influence, but not control, of
Capital Power and therefore has used the equitliadeb account for its investment in CPLP.

Effective July 2009, income from Power LP has bewhuded in the income from EPCOR’s
equity investment in CPLP as EPCOR no longer cidastas Power LP in its consolidated
financial statements. Power LP is a subsidiar@®LP.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemas
September 30, 2009

(Unaudited, in millions of dollars)

6. Floating-rate notes:
On January 21, 2009, the restructuring of Canad@mbank sponsored asset backed commercial
paper (ABCP) was implemented.

Under the restructuring, the affected ABCP was arged for term floating-rate notes (notes),
maturing no earlier than the scheduled terminatlates of the underlying assets. The key
information on EPCOR’s notes is as follows:

(i) EPCOR'’s allocation of notes under the restructuwag as follows:

Pool Series Credit Rating Face amount
MAV2 Class A-1 A $ 47 67%
Class A-2 BBB 9 13%
Class B Unrated 2 2%
Class C Unrated 2 2%
MAV3 IA Tracking Unrated 11 16%
$ 71 100%

(i) Forthe Master Asset Vehicle 2 (MAV2) pool notdg tinderlying asset lives are anticipated
to average nine years. The remaining notes conme Master Asset Vehicle 3 (MAV3) in
the form of Ineligible Asset Tracking (IA Tracking)otes. These notes are expected to
amortize over the lives of the underlying assetsciwthave a weighted average life of
approximately 18 years. In certain limited circuamstes, the expected repayment dates could
be longer than the expected asset lives.

(i) ABCP investors, including EPCOR, were paid the audated accrued interest, net of
ABCP restructuring costs, collateral requirememtd ather costs, on their existing ABCP
from the date of the standstill in August 2007 He tlate of the restructuring. For the three
and nine months ended September 30, 2009, EPCO&vedc $nil and $4 million
respectively, of accrued interest on ABCP and égeon the new notes.

At September 30, 2009, the Company held $41 millilonew notes, recorded in other assets. At
December 31, 2008, the Company held $42 millioABCP all of which was purchased in 2007
at an original cost of $71 million.
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EPCOR UTILITIES INC.
Notes to the Interim Consolidated Financial Statemats
September 30, 2009
(Unaudited, in millions of dollars)

7. Short-term and long-term debt:

A $500 million extendible syndicated bank revolvicrgdit facility, consisting of three-year and
five-year tranches of $250 million each, committied 2011 and 2013, is available to the
Company. At September 30, 2009, the Company hagutstanding under this facility, which is
extendible beyond 2010 (December 31, 2008 — $28®bmat an interest rate of 1.81%).

During the first six months of 2009, the Comparsuisd $424 million of bankers’ acceptances
under an unsecured 364-day $600 million liquiditgdit facility at an interest rate of 0.41%
(December 31, 2008 — $27 million issued under tearycredit facilities at an interest rate of
1.96%). The liquidity credit facility was termireat as part of the sale of the power generation
business (See note 5). The Company also issuedn$li®n of commercial paper, at interest
rates of 0.35% (December 31, 2008 - $113 milliommtinterest rate of 1.92%). The bankers’
acceptances and commercial paper mature withinyeae of the balance sheet date and are
classified as short-term debt.

8. Non-controlling interests:

Results of operations which relate to non-contngliinterests are as follows:

Three months ended Nine months ended
September 30, September 30,
2009 2008 2009 2008
Non-controlling interests in Power LP $ - $ (107) $ 6 $ 4
Preferred share dividends paid by
subsidiary companies - 2 3 5
$ - $ (105) $ 9 $ 1
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Non-controlling interests, continued:

Non-controlling interests reflected in the consatetl balance sheets for the nine months ended
September 30, 2009 and the year ended Decemb&088, and that were disposed of in the
third quarter of 2009, consisted of:

September 30, 2009 December 31, 2008
Non-controlling interests in Power LP, $ 418 $ 618
beginning of period
Net income (loss) attributable to non-

controlling interests 6 (58)
Other comprehensive loss attributable to
non-controlling interests a7 (48)

Opening retained earnings adjustments
attributable to non-controlling interests
(note 4)

Distributions to non-controlling interests (40) (94)

Sale of power generation business (370) -

Non-controlling interests in Power LP, end
of period - 418

Preferred shares issued by subsidiary
companies, beginning and end of period - 122

$ - $ 540

Fair value and classification of non-derivative firancial assets and liabilities:

September 30,
2009 December 31, 2008
Carrying Fair Carrying Fair
amount value  amount  value

Financial asset or liability Classification
Other assets
Floating-rate notes (prior to
January 21, 2009 — ABCP)
Investment in preferred shares

of Primary Energy Recycling

Held for trading $ 4% 41 $ 42 $ 42

Holdings LLC (PERH) Available for sale - - 16
Net investments in leases Loans and receivables 31 32 50
Portfolio investments Available for sale - - 6

Long-term receivables

(including current portion) Loans and receivables 897 978 98
Long-term debt (including Other financial

current portion) liabilities 1,734 1,909 2,471
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9. Fair value and classification of non-derivative firancial assets and liabilities, continued:

Floating-rate notes

There are no observable market prices for the netesnas at the balance sheet date.
Accordingly, EPCOR has estimated the fair valuegis probability-weighted discounted cash
flow approach based on the assumed credit ratinggatential ratings actions on the applicable
notes received under the ABCP restructuring, oladBevinterest rates and credit spreads for
estimating future interest payments and applicabkeount rates, the cost of margin call
facilities, estimated recovery periods based on d@bgmated lives of the underlying assets
associated with the notes and ranges of recovéyalibsed on publicly available default
statistics for credit-rated entities. In estimatingure cash flows from the notes, the Company
assumed that it will earn interest at rates ranffiom 0.00% to 11.30% (weighted average rate
of 1.62%) depending on the note series, taking adcount margin funding. The future cash
flows were discounted at rates ranging from 5.0@%044.79% (weighted average rate of
13.80%), depending on the note series, over 726t8 years (weighted average amortization
period of 8.5 years), taking into account the assliroredit spreads and mortality rates. In
estimating the future cash flows from the notes @wmpany assumed that cash flows from
MAV2 Class B and Class C notes would be nil duth&sr subordination to the MAV2 Class A
notes.

On January 21, 2009, the Company recorded the egehaf ABCP for floating-rate notes at the

estimated fair value of the ABCP on that date. Ardase in fair value of the ABCP immediately

prior to the exchange of $2 million was recorded. h&ld-for-trading financial assets, the notes
are subject to ongoing fair value measurement ah eeaporting date. Subsequent to the
exchange, the estimated fair value of the notee@sed by $1 million in the three (2008 — $ 2
million decrease in fair value) and nine monthsO@6 $11 million decrease in fair value) ended
September 30, 2009 respectively, for a total deeréa the fair value of ABCP and notes in the
nine months ended September 30, 2009 of $1 mi(RGO8 - $11 million).
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9. Fair value and classification of non-derivative fimncial assets and liabilities, continued:

Floating-rate notes, continued

The estimate of fair value of the notes (ABCP beféanuary 21, 2009) is subject to significant
risks and uncertainties including the timing andoant of future cash payments, market
liquidity, the quality and tenor of the underlyimgsets and instruments underlying the notes
including the possibility of margin calls, and théure market for the notes. Accordingly, the
fair value estimate of the notes may change mdierias the estimate of fair value of the notes
is not solely based on available observable matiket, changing one or more of the assumptions
to other reasonably possible alternative assumgtioould change the fair value and
correspondingly, net income. The sensitivity of thatimated fair value to changes in key
valuation assumptions, holding all other assumgtmmstant, is as follows:

Impact on
estimated fair
value and net

Assumption Change income
Amortization term +/- 1 year -1+ $1
Interest rate on floating-rate notes or cost ofgimacall facilities +/- 1.00% +- $4
Credit ratings downgrade (increase in loss probigkihd losses

realized) 3 notch downgrade - $3to -$5

Long-term receivables

On July 9, 2009, EPCOR received $896 million ingderm loans receivable from CPLP as part
of the consideration on the sale of the power geiaT business. On September 30, 2009, the
Company received approximately $39 million from EPin respect of the first scheduled loan

repayment. The interest rates on the long-termslaganeivable range from 5.80% to 9.0% and
will be repaid at various dates extending out t@eJ80, 2018 as follows:

2010 $ 245
2011 33
2012 155
2013 14
2014 8
Thereafter 402

$ 857
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10. Derivative instruments and hedge accounting:

Derivative financial and non-financial instrumeatrg held for the purpose of energy purchases,
merchant trading or financial risk management.

The derivative instruments assets and liabilitigsdufor risk management purposes at September
30, 2009 were nil and at December 31, 2008 wefellasvs:

December 31, 2008

Foreign
Energy exchange
Cash flow Non- Non-

hedges hedges hedges Total

Derivative instruments assets:

Current $ 10%$ 108 $ 12 $ 130

Non-current 9 62 4 75
Derivative instruments liabilities:

Current (32) (88) (12) (131)

Non-current (29) (43) (38) (110)
Net fair value $ (1% 39 $ 349 $ (36)
Net notional buys (sells):

Megawatt hours of electricity (millions) (2) (2)

Gigajoules of natural gas (millions) - 65

Foreign currency (U.S. dollars) $ (398)
Range of contract terms in years 0.1t08.0 ®8@ 0.1t06.0
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10. Derivative instruments and hedge accounting, contimed:

Unrealized and realized pre-tax gains and lossedeoivative instruments recognized in other
comprehensive income and net income were:

Three months ended September 30,

2009 2008
Unrealized Realized gains Unrealized Realized gains
gains (losses) (losses) gains (losses) (losses)
Energy cash flow hedges $ - $ - $ 18 $ (18)
Energy non-hedges - - (96) (4)
Foreign exchange non-hedges - - (12) 3
Nine months ended September 30,
2009 2008
Unrealized Realized gains Unrealized Realized gains
gains (losses) (losses) gains (losses) (losses)
Energy cash flow hedges $ 16 $ (@17 $ 47 $ (4)
Energy non-hedges 9 (32) - 3
Foreign exchange non-hedges 13 4 17) 6

Realized gains and losses disclosed above reldte tonfinancial derivative instruments.
Realized gains and losses on non-financial devigainstruments are recorded in energy
revenues or energy purchases and fuel, as appmmpviéth the sale of the power generation
business, the unrealized gains and losses assbeidtederivative instruments were transferred
to Capital Power (see note 5).
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11. Risk management:
Liquidity risk
As at September 30, 2009, the Company had undrawk tredit facilities, including operating

lines of credit, of $446 million (December 31, 20081,668 million), of which $158 million
(December 31, 2008 - $562 million) is committed dbteast 2 years.

In addition, the Company has in place a Canadiaif ginospectus, which expires in November
2009, under which it may raise up to $1 billiondebt, with maturities of not less than one year.
As at September 30, 2009, the available amountirémgaunder the Canadian shelf prospectus
was $400 million (December 31, 2008 - $400 million)

On July 9, 2009, EPCOR received $896 million ingderm loans receivable from CPLP as part
of the consideration on the sale of the power germar business. The loans will be repaid at
various dates extending out to June 30, 2018. Qne8tder 30, 2009, the Company received
approximately $39 million from CPLP in respect lo¢ ffirst scheduled loan repayment.

The following are the undiscounted cash flow reguients and contractual maturities of the
Company’s financial liabilities, including intergsayments, as at September 30, 2009:

Due Due between Due after Total
within - 1and2 2and3 3and4 4and5 morethan contractual
1 year years years years years 5years cash flows
Non-derivative financial liabilities:
Short-term debt $ 19 & - $ - $ - $ - $ - $ 19
Long-term debt 230 24 216 14 11 1,252 1,747
Interest payments on
long-term debt 155 127 102 86 81 881 1,432
Accounts payable and
accrued liabilities 245 - - - - - 245
Other current liabilities 17 - - - - - 17

Loan commitments - - - - -
Derivative financial liabilities:
Net forward foreign

exchange contracts - - - - - -
Net commodity contracts-

for-differences - - - - - R
Total $ 666 $ 151 $ 318 $ 100 $ 92 $ 2,133 $ 3,460

! Excluding accrued interest payable on long-ternt dé$44 million.

The Company’s undiscounted cash flow requirememtiscantractual maturities in 2010 of $666
million will be funded from operating cash flowsanmership distributions from CPLP, interest
and principal payments related to the long-terneirable from CPLP, and the Company’s credit
facilities or medium term notes. The payments fl@RLP comprise a significant amount of the
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Risk management, continued:
Liquidity risk, continued

cash required to fund the Company’s 2010 contrhdahbbgations. Should CPLP be unable to
fulfill its obligations to EPCOR in 2010, then t@®mpany will rely more heavily on its credit
facilities to funds its obligations in 2010.

Transfer of Gold Bar Wastewater Treatment Plant:

On March 31, 2009, the City of Edmonton (The Citsgnsferred the Gold Bar Wastewater
Treatment Plant (Gold Bar) to EPCOR. Gold Bar hasdlastewater treatment requirements for
700,000 residents of the City of Edmonton and hasreent treatment capacity of 310 megalitres
per day. The City of Edmonton Council will continteeregulate wastewater treatment services
and rates for the combined drainage utility, whiokludes the wastewater collection and
transmission system still owned by The City and®udd Bar plant owned by EPCOR.

During the third quarter, as EPCOR and The Citytiooed to finalize the transfer of Gold Bar,
it was identified that amounts previously providsdThe City for capital contributions related to
Gold Bar were understated by $8 million. The comparpects the transfer amounts to be
finalized in the fourth quarter of 2009. The adjusht was recorded in the third quarter by
reducing property, plant and equipment and contetbisurplus by $8 million. The estimated
amount for Gold Bar property, plant and equipmeandferred as at March 31, 2009 and
measured at its estimated carrying amount was $28i®&n which included $48 million of
contributed assets on which EPCOR cannot earnuantedEPCOR also assumed the offsetting
capital contributions associated with the $48 willof contributed assets. Pursuant to the Gold
Bar asset transfer agreement, EPCOR issued $11@®mif long-term debt (including a $6
million current portion at the issue date of MaBh 2009) to The City representing EPCOR'’s
proportionate share of The City’s debt obligatiomsespect of the Gold Bar assets. The long-
term debt bears interest at a weighted averageofapproximately 5.22%. In exchange for the
net assets transferred, EPCOR will pay a totalstearfee of $75 million in annual installments
as follows:

2009 $ 17
2010 15
2011 14
2012 12
2013 10
2014 6
2015 1
Total $ 75

EPCOR paid the first transfer fee installment of $dillion on March 31, 2009.

The remainder of the Gold Bar asset transfer iecefd as an equity contribution from The City
of $24 million.

The Gold Bar assets, liabilities, revenues and mesg@e are reflected in the Water Services
segment.
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Sale of power syndicate agreement:

In June 2006, the Company finalized an agreemerdetbits Battle River Power Purchase
Arrangement and its related interest in the B&ileer Power Syndicate Agreement (Battle River
PSA). The agreement resulted in the sale of 75%eBattle River PSA through the year-ended
December 31, 2008.

During the first quarter of 2009, 10% of the Bafsrer PSA was sold. The transactions in the
current and comparative periods are summarizedliasvs:

Nine months ended September 30,

2009 2008
Cash proceeds from sale $ 47 $ 53
Less net book value and costs of disposal 17 19
Gain on sale before income taxes 30 34
Less future income taxes 4 4
Gain on sale after income taxes $ 26 $ 30

Refundable taxes of $5 million (2008 - $5 milliom)ich arose from the taxable capital gains on
the sale of the Battle River PSA, have been chatgeetained earnings.

The Company’s remaining interest in the Battle RW8A was sold to Capital Power as part of
the sale of the generation business in July 2009.

Disposal of assets:

On May 26, 2009, the Power LP completed the salitiso€astleton facility (Castleton). The
disposition of Castleton resulted in proceeds & #illion (US$11 million) and an accounting
gain of $2 million recorded in revenues in the jpwas quarter.
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Related party transactions:

The following summarizes the Company’s related ypadnsactions and balances with Capital

Power. These transactions are in the normal cafrbasiness, under normal commercial terms

and are recorded at the exchange amount, whitte isdnsideration established and agreed to by
the parties.

Three months ended September 30,
September 30, 2009 2009

Income statement:
Revenues - energy sales $ 6
Revenues — financing revenues (@) 15
Energy purchases and fuel 100
Equity income 44

Other comprehensive income
statement:
Equity other comprehensive income 13

Balance sheet:
Accounts receivable — accrued interest  (b) $ 12
Accounts receivable (c) 2
Long-term receivable (including 857
current portion) (note 9)
Property, plant and equipment — (d) @)
contributed capital
Accounts payable and accrued (e) 60
liabilities

(a) Financing revenue on long-term receivable from CPLP

(b) Accrued interest on long-term receivable from CPLP.

(c) Amounts accrued relating to operational cost regese

(d) Contributions for the construction of aerial anadlerground transmission lines.

(e) Includes $30 million relating to energy purchasesnf CPLP and $30 million relating to
operational cash transactions with CPLP duringatguisition changeover period.

Guarantees:

At September 30, 2009, the Company had lettersesfitoutstanding of $95 million (December
31, 2008 - $253 million) to meet the credit reqoiemts of energy market participants, to meet
conditions of certain service agreements, andtisfgdegislated reclamation requirements.

Prior to the sale of the power generation businnes€apital Power, the Company had issued
parental guarantees totaling $1,315 million relatedhat business which continue under an
agreement between Capital Power and EPCOR. Cdjotaer has indemnified EPCOR for any
demand for payments under the guarantees.
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17. Segment disclosures:

The Company operates in the following reportablesitess segments, which follow the
organization, management and reporting structutieinvihe Company.

Generation

Generation is involved in the development and djmraof rate-regulated and non-rate-regulated
electrical generation plants within Alberta, Briti<Columbia, Ontario, and in the U.S. in
California, Colorado, lllinois, Indiana, New Jers&ew York, North Carolina and Washington.

Distribution and Transmission

Distribution and Transmission is involved in the@rtsmission and distribution of electricity
within The City of Edmonton.

Energy Services

Energy Services is involved in the procurement,keikdmng and sale of electricity and natural gas
in retail and wholesale markets in Alberta, Ontatii@ North Eastern U.S. and the Pacific North
West.

Water Services

Water Services is primarily involved in the treatthand distribution of water and the treatment
of wastewater within The City of Edmonton and otbemmunities throughout Western Canada.
This segment also provides complementary commeseialices including the maintenance and
repair of City of Edmonton-owned street lightinglaransportation support facilities.

Corporate

Corporate reflects the costs of the Company’s metlocated corporate office expenses and
financing revenues on the long-term receivable fZPhP.
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17. Segment disclosures, continued:

Three months ended September 30, 2009

Revenues — external
Intersegment revenues

Total revenues

Energy purchases and fuel
Operations, maintenance,
administration and foreign
exchange losses (gains)
Franchise fee, property taxes
and other taxes
Depreciation, amortization
and asset retirement accretion

Operating expenses

Operating income (loss) before
corporate charges

Corporate charges

Operating income

Net financing expenses
Income before income taxes
and non-controlling interests

Capital additions

Distribution
and Energy Water Intersegnent

GenerationlT ransmissiol Services Services Corporate Eliminations Consolidated

$ - $ 32 % 211 $ 93 $ 14 $ - $ 350

- 28 2 1 - (31) -

- 60 213 94 14 (31) 350

- 9 189 - - (25) 173

- 15 11 52 4 (6) 76

- 10 - 4 1 - 15

- 9 3 8 - 23

- 43 203 64 8 (31) 287

- 17 10 30 6 - 63

- 3 3 (7) - -

$ - $ 14 % $ 27 13 $ - $ 63
(38)
$ 25

$ - $ 20 % - $ 38 7 $ - $ 65
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17. Segment disclosures, continued:

Three months ended September 30, 2008

Revenues — external
Intersegment revenues

Total revenues

Energy purchases and fuel
Operations, maintenance,
administration and foreign
exchange losses (gains)
Franchise fee, property taxes
and other taxes
Depreciation, amortization
and asset retirement accretion

Operating expenses

Operating income (loss) before
corporate charges

Corporate charges

Operating income (loss)

Net financing expenses
Income before income taxes
and non-controlling interests

Capital additions

Distribution
and Energy Water Intersegmer
GenerationlT ransmissiol Services Services Corporate Eliminations Consolidated
$ 225 $ 31 % 602 $ 96 $ - $ - $ 954
32 6 2 - (68) -
257 59 608 98 - (68) 954
233 494 - - (59) 676
81 22 63 21 (20) 196
4 - 3 - - 16
41 7 7 5 3 - 63
359 43 523 71 24 (69) 951
(102) 16 85 27 (24) - 3
8 9 5 (24) - -
$ (1100 $ 14 $ 76 $ 22 % - $ 1 $ 3
(41)
$ (38)
$ 109 $ 31 % 3 $ 24 $ 4 $ - $ 171
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17. Segment disclosures, continued:

Nine months ended September 30, 2009

Revenues — external
Intersegment revenues

Total revenues

Energy purchases and fuel
Operations, maintenance,
administration and foreign
exchange losses (gains)
Franchise fee, property taxes
and other taxes
Depreciation, amortization
and asset retirement accretion

Operating expenses

Operating income (loss) before
corporate charges

Corporate charges

Operating income

Gain on sale of power
syndicate agreement

Net financing expenses
Income before income taxes
and non-controlling interests

Capital additions

Distribution
and Energy Water Intersegmer
GenerationlT ransmissiol Services Services Corporate Eliminations Consolidated
$ 454 $ 92 $1,169 $ 251 $ 14 $ - $ 1,980
61 87 14 2 - (164) -
515 179 1,183 253 14 (164) 1,980
185 25 998 - - (141) 1,067
127 50 52 155 58 (23) 419
10 34 - 10 1 - 55
83 25 15 20 10 - 153
405 134 1,065 185 69 (164) 1,694
110 45 118 68 (55) - 286
23 13 17 15 (68) - -
$ 87 $ 32 $ 101 $ 53 $ 13 $ - $ 286
30
(116)
$ 200
$ 228 $ 56 % 7 $ 64 $ 14 $ - $ 369
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17. Segment disclosures, continued:

Nine months ended September 30, 2008

Distribution
and Energy Water Intersegmer
GenerationlT ransmissiol Services Services Corporate Eliminations Consolidated

Revenues — external $ 618 $ 90 $1,687 $ 223 % - $ - $ 2,618
Intersegment revenues 94 87 16 3 - (200) -
Total revenues 712 177 1,703 226 - (200) 2,618
Energy purchases and fuel 227 34 1,523 - - (175) 1,609
Operations, maintenance,

administration and foreign

exchange losses (gains) 230 48 56 143 56 (25) 508
Franchise fee, property taxes

and other taxes 13 31 - 7 - - 51
Depreciation, amortization

and asset retirement accretion 125 22 21 15 9 - 192
Operating expenses 595 135 1,600 165 65 (200) 2,360
Operating income (loss) before

corporate charges 117 42 103 61 (65) - 258
Corporate charges 22 10 21 13 (66) - -
Operating income $ 95 $ 32 $ 82 $ 48 $ 1 $ - $ 258
Gain on sale of power

syndicate agreement 34
Net financing expenses (129)
Income before income taxes

and non-controlling interests $ 163
Capital additions $ 306 $ 94 % 5 $ 50 $ 10 $ - $ 465

Geographic information:

Three months ended September 30, 2009

Three months ended September 30, 2008

Canada U.S. Intersegment Total Canada U.S. Intersegment Total

Eliminations Eliminations
Revenues - external $ 350 $ - $ - $ 350 $ 7T® 175 $ $ 954
Intersegment revenues - - - - 21 2 3) (2 -
Total revenues $ 350 $ - $ - $ 350 $ 800 7 17 $ 23) $ 954

Nine months ended September 30, 2009

Nine months ended September 30, 2008

Canada U.S. Intersegment Total Canada U.S. Intersegment Total

Eliminations Eliminations
Revenues - external $1,766 $ 214 $ - $1,980 $2,233 $ 385 $ - $2618
Intersegment revenues 18 2 (20) - 48 7 (55) -
Total revenues $1,784 $ 216 $ (200 $1,980 282 $ 392 $ (55) $ 2,618
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Subsequent event:

Capital commitment and leasing arrangement

On October 7, 2009, the Company acquired potabterveand wastewater treatment plant assets
from Suncor Energy for approximately $100 millionder a sale leaseback arrangement. The
Company will subsequently own and operate thesetsaafsr Suncor Energy over a 20-year term.

This sale and leaseback arrangement is expectbd to direct financing lease for accounting

purposes. Over the 20-year term, the Company haeagdo design, build and finance upgrades
to, as well as operate, related assets that wilaie under the ownership of Suncor Energy. The
Company will be compensated for all services iis #greement through payments over the 20-
year term.

Comparative figures:

Certain of the comparative figures have been reiflad to conform with the current period’s
presentation.
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