EPC<R

FOR IMMEDIATE RELEASE: 7:00AM MDT, AUGUST 4, 2009

EPCOR Announces Quarterly Results

Edmonton - EPCOR Utilities Inc. (EPCOR) today releasedjitarterly results for the period ended
June 30, 2009.

“EPCOR'’s earnings from operations met expectatiobe second quarter, even as market
conditions continued to change, and as we pregdardtie closing of the Capital Power Initial Public
Offering in early July,” said EPCOR Utilities Ineresident and CEO, Don Lowry. “Overall, our
Genesee plants continued to perform well and otemgortfolio showed gains, in part driven by the
Gold Bar Wastewater Treatment operation which weassferred to EPCOR on March 31, 2009.”

“EPCOR'’s second quarter results were impacted &yCidpital Power transaction, primarily by
expenses incurred to reorganize our people andragsnto two separate entities. The sale was
effective in early July, the beginning of the thgdarter.”

Highlights of EPCOR’s financial performance:

» Cash flow from operating activities for the threenths ended June 30, 2009 was $104 million
compared with $41 million for the correspondingipéiin the previous year.

» Cash flow from operating activities for the six nitmmended June 30, 2009 was $251 million
compared with $139 million for the correspondingipe in the previous year.

* Netincome was $50 million on revenues of $740iarilfor the three months ended June 30,
2009 compared with $16 million on revenues of $86iion for the corresponding period in the
previous year.

* Net income was $154 million on revenues of $1,6d0an for the six months ended June 30,
2009 compared with $84 million on revenues of $4,6tllion for the corresponding period in
the previous year.

» Other comprehensive loss was $18 million for thhe¢lmonths ended June 30, 2009 compared
with other comprehensive income of $1 million fbe tcorresponding period in the previous
year.

* Other comprehensive income was $4 million for tixersonths ended June 30, 2009 compared
with $24 million for the corresponding period irethrevious year.

* Investment in capital projects for the three momthded June 30, 2009 was $168 million
compared with $186 million for the correspondingipe in the previous year.

* Investment in capital projects for the six monthded June 30, 2009 was $304 million
compared with $294 million for the correspondingipe in the previous year.

Management’s discussion and analysis (MD&A) ofdnarterly results are shown below. The
MD&A and the unaudited interim financial statemeats available on EPCOR’s website
(www.epcor.ca) and will be available on SEDAR\w.sedar.com)

EPCOR'’s wholly-owned subsidiaries build, own anérape electrical transmission and distribution
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networks, water and wastewater treatment facildied infrastructure in Canada. EPCOR,
headquartered in Edmonton, Alberta, has been namedf Canada’s Top 100 employers for nine
consecutive years, and was selected one of Candd&st Earth-Friendly Employers. EPCOR’s
website is www.epcor.ca.

For more information, contact:

Media inquiries:
Tim le Riche  (780) 969-8238

Shareholder and analyst inquiries:
Claudio Pucci (780) 969-8245 or toll free (866) 88136
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EPCOR Utilities Inc.
Interim Management’s Discussion and Analysis
June 30, 2009

This management’s discussion and analysis (MD&A&jed August 3, 2009, should be read in
conjunction with the unaudited interim consolidatiedncial statements of EPCOR Utilities Inc. and
its subsidiaries for the three and six months erddegt 30, 2009 and 2008, the audited consolidated
financial statements and MD&A for the year endeddémber 31, 2008 and the cautionary statement
regarding forward-looking information on page 2vthis MD&A, any reference to “the Company”,
“EPCOR?”, “we”, “our” or “us”, except where othervésoted or the context otherwise indicates,
means EPCOR Utilities Inc., together with its sdizsies. Financial information in this MD&A is
based on the unaudited interim consolidated firdrstatements, which were prepared in accordance
with Canadian generally accepted accounting priasiflGAAP), and is presented in Canadian
dollars unless otherwise specified. In accordanitie it terms of reference, the Audit Committee of
the Company’s Board of Directors reviews the corst@hthe MD&A and recommends its approval
by the Board of Directors. The Board of Directoes lapproved this MD&A.

OVERVIEW

EPCOR is wholly-owned by The City of Edmonton. Oayw8, 2009, EPCOR announced its plan to
create Capital Power Corporation (CPC) and sebtsutially all of its power generation assets and
related operations to CPC, as described underfigigni Events. The sale was effective early July
2009 and EPCOR's results for the second quartes iwgpacted by transactions and events which
occurred in preparation for the sale. Administnaxpenses were incurred in the second quarter for
professional and consulting fees and other recrgion costs.

EPCOR'’s power and water operations continued twetefjood results, and earnings from operating
activities met our expectations for the second tgma€onsistent with their performance in the first
quarter, our Genesee plants performed well andvatability incentive income was earned under
the terms of the Power Purchase Arrangement (P&tA3énesee 1 and 2. This was in contrast to
their performance in the corresponding period i682®&hen there were three planned outages at the
Genesee plants and net penalties were incurredras@e 1 and 2. Water revenues from the City of
Edmonton customer base benefited from rate incseasdpril 1, 2009 and higher sales volumes
due to drier than normal weather conditions inrtteath of June. Earnings from our water
operations also benefitted from contributions friiv@ Gold Bar Wastewater Treatment Plant (Gold
Bar) operation which was transferred to EPCOR onc&1, 2009.

Canadian and U.S. financial markets stabilized sama¢in the second quarter of 2009. Narrower
credit spreads and higher repayments than antidpat the notes which EPCOR received in
exchange for its Canadian non-bank sponsored basked commercial paper (ABCP) resulted in a
$2 million increase in the fair value of the noieshe quarter. Although financial markets staleitiz

in the quarter, we were and are mindful of how Kiyienarket conditions can change. Accordingly,
we continued to rely on our ability to issue comarpaper and draw on our credit facilities to
finance capital expenditures during the period.
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Progress continued on our capital expenditure aragihe second of the three units at Clover Bar
Energy Centre is expected to be commissioned ithihe quarter of 2009 and Power LP completed
its repowering project for its North Island plamt Bay 1, 2009.

On June 30, 2009, our joint proposal with Enbritfge for an integrated gasification combined
cycle (IGCC) carbon capture power generation figcilt Genesee was one of three projects selected
by the Government of Alberta for the negotiationetfers of intent under the province’s $2 billion
program for large-scale carbon capture and stqi@g&) projects. The Province of Alberta is
working to have letters of intent signed in Aug809. Construction of the project will be subjext t
conditions such as regulatory approvals, economtcesngineering assessments, and successful
negotiation of an agreement with the Province dfefda. EPCOR'’s progress in finding technology
solutions that can lead to low-emission power fiaral was marked by an agreement reached in
May 2009 with Siemens Energy Inc. to provide pogemeration technology for EPCOR’s Genesee
IGCC power generation facility. EPCOR's interestlie Genesee IGCC CCS project was included
in the sale of generation assets to Capital Poweeftective early July 2009.

SIGNIFICANT EVENTS

Announcement of initial public offering of Capital Power Corporation common
shares

On May 8, 2009, EPCOR announced its plans to ckeBfe, a power generation company that is
permanently headquartered in Edmonton. The firadmectus for the initial public offering of
21,750,000 common shares of CPC, at $23.00 per consimare was filed with securities regulators
in Canada on June 25, 2009. The initial publicraffg closed on July 9, 2009.

Through a series of transactions (the Reorganizgtas described more fully in the CPC prospectus,
EPCOR sold substantially all of its power generaaigsets net of certain liabilities, and related
operations including its 30.6% interest in EPCOR@&oLP (Power LP), to CPC and its subsidiaries
(Capital Power), effective early July 2009. Theetssnd related operations were previously
included in EPCOR’s Generation and Energy Sengegsnents. EPCOR also entered into various
agreements with Capital Power to provide for cartspects of the separation of the power
generation business from EPCOR, to provide forctinuity of operations and services and to
govern the ongoing relationships between the twaogs of entities.

The total consideration for the sale consistedd@8smillion of cash, 56.6 million exchangeable LP
units of Capital Power LP and an $896 million Idegm loan receivable from Capital Power LP. In
addition, EPCOR holds one special limited votingrehin CPC providing the right to vote separately
as a class in connection with certain amendmerttsetarticles of CPC, including an amendment to
change or permit the change of the location ohtbed office of CPC from The City of Edmonton.
The difference between EPCOR's carrying valuesahitestment in the power generation business
($2,909 million) and the consideration receivediltssn an estimated loss on disposal of $107
million which includes estimates of income tax tethcharges to recognize unrealizable future
income tax assets, direct expenses incurred inestiom with the sale, and underwriters’
commissions. The amount will be finalized whenfttla@saction is recorded in the third quarter
financial statements and may differ materially frma current estimate.

Immediately following completion of the Reorganipat EPCOR held 56.6 million exchangeable LP
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units of Capital Power LP (exchangeable for comstueres of CPC on a one-for-one basis)
representing approximately 72.2% of Capital Powywhile CPC held the remaining 27.8%. Each
exchangeable LP unit is accompanied by a speciadg/ehare of CPC which entitles the holder to a
vote at CPC shareholder meetings, subject to 8tagion that such voting shares must at all times
represent not more than 49% of the votes attadhatl CPC common shares and special voting
shares together. The special shares also entiT®RR0 elect a maximum of four out of twelve
directors of CPC. As a result of these restrictigats, EPCOR has significant influence, but not
control, of CPC and therefore will use the equistinod to account for its investment in Capital
Power.

Effective July 2009, income from Power LP will eluded in the income from EPCOR’s
investment in Capital Power and EPCOR will no langensolidate the financial results of Power
LP.

EPCOR may eventually sell all or a substantialiparof its ownership interest in Capital Power,
subject to market conditions, its requirementschpital and other circumstances that may arise in
the future, and reinvest the proceeds from theessales in EPCOR’s growing utility infrastructure
businesses, including water and wastewater treatraed power transmission and distribution.

Asset-backed commercial paper exchanged for notes

On January 21, 2009, the restructuring of ABCP wademented. Under the restructuring, the
affected ABCP was exchanged for term floating-raites (notes), maturing no earlier than the
scheduled termination dates of the underlying as3éte exchange was recorded at the estimated
fair value of the ABCP on January 21, 2009. Theikéyrmation on EPCOR’s notes is as follows:

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

Pool Series Rating Face amount
($ millions)
MAV2 Class A-1 A $ 47 67%
Class A-2 A 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 come frastdfl 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 welateerage life of approximately 18 years. In
certain limited circumstances, the expected repaymates could be longer than the expected
asset lives.

(iii) ABCP investors, including EPCOR, were paid the audated accrued interest, net of ABCP
restructuring costs, collateral requirements ahérotosts, on their existing ABCP from the date
of the standstill in August 2007 to the date of thstructuring. For the three and six months
ended June 30, 2009, EPCOR received $2 millionddnahillion respectively, of accrued interest
on ABCP and interest on the new notes.
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At June 30, 2009, the Company held $40 millionates, all of which were received in exchange for
ABCP which was purchased during the third quart&007 at an original cost of $71 million. As

the notes are classified as held-for-trading fimarassets, they are subject to ongoing fair value
adjustments at each reporting date. At June 3(®,268@ fair value of the notes was estimated at $40
million compared with a fair value of $38 milliom@ $42 million for the ABCP at March 31, 2009
and December 31, 2008, respectively. The $2 miliienease for the second quarter was primarily
due to narrower credit spreads. The $4 million éase in the first quarter was primarily due to
lower short-term and higher long-term market inderates which were taken into account in
calculating the fair value of the notes. In 20089amillion reduction in the fair value of the ABCP
was recognized in the first quarter and there veashange in fair value in the second quarter.

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

Accordingly, the fair value estimate of the notemymohange materially.

CONSOLIDATED RESULTS OF OPERATIONS

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

Net income for the periods ended June 30, 2008 $ 16 $ 84
Unrealized fair value changes on derivative insgota and natural gas

inventory held for trading, excluding Power LP fa&lue changes 36 69
Higher Genesee PPA availability incentive income 91 30
Maintenance expenses for Genesee scheduled tunaksrgu2008 11 19
Higher water rates and sales volumes, net of fiaadbes 5 7
Gold Bar operating income excluding administraopenses 5 5
Lower financing expenses, excluding Power LP filragpexpenses 4 11
Fair value changes on notes exchanged for ABCP 2 7
Lower foreign exchange expense, excluding Poweiok&ign

exchange expense 1 7
Lower gain on sale of Battle River PSA - (4)
Gains on sales of portfolio investments in 2008 ) (3 3)
Lower income from Power LP (8) 27)
Lower Alberta electricity margins 9) (14)
Higher administration expenses, excluding Poweatministration (26) (31)
Other (3) (6)
Increase in net income 34 70
Net income for the periods ended June 30, 2009 $ 50 $ 154

Net income was $50 million and $154 million for tineee and six months ended June 30, 2009
respectively, compared with $16 million and $84liwnl for the corresponding periods in 2008. The

increases were primarily due to the net impacheffollowing:

* Inthe three and six months ended June 30, 2089ritealized fair value changes were
favourable compared with the corresponding perindke prior year primarily due to the
fair value changes relating to our power and nhgaa derivative contracts that were not
designated as hedges for accounting purposess@ssdied under Energy Services later in
this MD&A and due to the fair value changes ondb#re contract-for-differences (CfD), as
discussed under Generation. These favourable wa$anere partly offset by unfavourable
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unrealized fair value changes in our forward fanedgchange contracts compared with the
prior year, as discussed under Generation.

» Availability incentive income was earned in theeniand six months ended June 30, 2009
under the terms of the Genesee 1 and 2 PPA compatied net availability penalty in the
corresponding periods in 2008. The net penaltyid82was due to major scheduled
turnaround work on Genesee 1 in the first and stqorarters and on Genesee 2 in the
second quarter.

* Maintenance expenses for Genesee were lower dhe srheduled maintenance
turnarounds in the first quarter of 2008 for Gerekand for all three Genesee units in the
second quarter of 2008 whereas there were no mainte turnarounds in 2009. The back-
to-back timing of the maintenance turnarounds i68@as required to accommodate the
Alberta Electric System Operator’s upgrade of tee high-voltage transmission lines in the
Genesee and Keephills area.

» Water rates were higher in the three and six mosrioked June 30, 2009 compared with the
corresponding periods in 2008 primarily due to éased rates under the performance-based
rate tariff (PBR) as approved by The City of EdnaontWater sales volumes were also
higher due to drier weather conditions in the sdaumarter of 2009 compared with the
second quarter of 2008.

* The Gold Bar operation was transferred to EPCORifitee City of Edmonton on March 31,
2009 and contributed $5 million of operating incobbedore administration expenses in the
second quarter.

» Financing expenses, excluding unrealized fair valljgstments and Power LP’s financing
expenses were lower in the three and six monthsdeddne 30, 2009 compared with the
corresponding periods in 2008 primarily due to kigtapitalized interest and collection of
interest and principal related to the ABCP as desdrunder Significant Events. The
Company capitalizes borrowing costs as part afot of capital construction projects and in
the second quarter and first half of 2009, consitvaovork-in-progress for Keephills 3 and
the Clover Bar Energy Centre was higher comparéh tiie corresponding periods in 2008.

» In the first quarter of 2009, the fair value of thates exchanged for ABCP decreased $4
million due to lower short-term and higher longatemarket interest rates, and in the second
quarter of 2009, the fair value of the notes inseeb$2 million due to narrower credit
spreads, which are taken into account in calcudétie fair value of the notes. In the first
guarter of 2008, the fair value of EPCOR’s ABCPrdased $9 million and there was no
change in its fair value in the second quarterQff&

* In the three and six months ended June 30, 2008igfoexchange gains were realized on the
settlement of forward foreign exchange contracexlus economically hedge the foreign
exchange risk associated with anticipated purchafseguipment for generation capital
projects. In the corresponding periods of 200&ifpr exchange losses were realized on
these contracts.
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On January 15, 2009, we sold a 10% interest ilBtdtde River Syndicate Agreement for
cash proceeds of $47 million resulting in an aftergain of $26 million. The sale was
pursuant to the purchase and sale agreement eiméved June 2006 whereby EPCOR will
sell its Battle River PPA and related interesthia Battle River Power Syndicate Agreement
(PSA) over a four-year period ending in January®2@h initial interest of 55% was sold in
June 2006, followed by sales of 10% interests imudey of each year thereafter. The after-
tax gain on sale was $26 million in 2009 and $3[lianiin 2008. The year-over-year
decrease was due to lower proceeds reflectingrieeyear shorter term to maturity for the
PPA.

Net income from Power LP was lower in the secorarigu and first half of 2009 compared
with the corresponding periods in 2008 primarilyda the net impact of unrealized changes
in the fair value of natural gas supply and forwfmeign exchange contracts. Plant
operating margins were slightly higher in the gemand unchanged in the six month period
as contributions from the Morris facility, which svacquired in October 2008, were
substantially offset by lower operating margingha& North Carolina plants due to reduced
generation.

In the first and second quarters of 2009, margingtfe procurement, marketing and sale of
electricity in retail and wholesale markets in Aliae(Alberta electricity margins) were lower
compared with the corresponding periods in 2008arily due to the impact of lower
Alberta spot power prices on our electricity pditfoln addition, power generation was
lower in 2009 due to our reduced interest in thal8&iver PSA.

Administration expenses across all business segnesictuding Power LP, were higher in
the second quarter of 2009 compared with the seqoader of 2008 due to increased
spending on business development activities an@Geunesee IGCC and CCS technology
project, and costs related to the Reorganization.

Revenues
(Unaudited, $ millions) Three Six
months months

Revenues for the periods ended June 30, 2008 $ 865 $ 1,664
Unrealized fair value changes on derivative insgaota and natural gas

inventory held for trading, excluding Power LP fa#ue changes 44 134
Higher Genesee PPA availability incentive revenues 27 42
Higher Power LP revenues 22 29
Gold Bar revenue in 2009 13 13
Higher water rates and sales volumes 5 8
Higher Water Services’ commercial and transpontasiervices activity 4 11
Lower electricity trading activities in Ontario atfte north eastern U.S. (18) (23)
Lower electricity trading activities in the westedrS. (18) (34)
Lower Alberta electricity revenues (55) (53)
Lower natural gas trading activities (143) (165)
Other (6) (6)
Decrease in revenues (125) (34)
Revenues for the periods ended June 30, 2009 $ 740 $ 1,630

Consolidated revenues were lower for the threesenthonths ended June 30, 2009 compared with

the corresponding periods in 2008 due to the npaanof the following:
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» Unrealized fair value gains recognized in the tlaeeé six months ended June 30, 2009 were due
to decreasing forward Alberta power prices appleedur Alberta financial sales contracts that
were not designated as hedges for accounting pespbsthe corresponding periods in 2008,
unrealized fair value losses on these financiassabntracts were due to increasing forward
Alberta power prices.

* Power LP revenues were higher primarily due to ailired changes in the fair value of forward
foreign exchange contracts for U.S. dollars usesttmomically hedge operating cash flow.

* Water Services’ commercial and transportation ses/revenues were higher in the three and six
months ended June 30, 2009 compared with the pameing periods in 2008 primarily due to
the water and wastewater treatment facilities ¢antibn project for Suncor Energy Inc., which
commenced in the second quarter of 2008, and iseteeonstruction activity for street lighting,
signals and light rail transit overhead wires fog City of Edmonton in 2009.

» Revenues for our Alberta electricity portfolio wdogver in the second quarter of 2009 compared
with the second quarter of 2008 primarily due twdo electricity pricing and volumes for our
Regulated Rate Tariff (RRT) customers, lower Alagyower prices and our reduced interest in
the Battle River PSA.

Capital spending and investment

(Unaudited, $ millions)

Six months ended June 30 2009 2008
Generation $ 228 $ 197
Distribution and Transmission 36 63
Energy Services 7 2
Water Services 26 26
Corporate — other 7 6

$ 304 $ 294

Capital expenditures for property, plant and eq@pnwere higher for the six months ended June
30, 2009 compared with the corresponding perideDid8 primarily due to construction activity on
Power LP’s Southport, Roxboro and North Island p&arhancements in 2009. These increases were
partly offset by capital expenditures in 2008 toe Downtown Edmonton Supply and Substation
project in Distribution and Transmission which veasnpleted in the third quarter of 2008 and for

the E.L. Smith water treatment plant upgrade in&v&ervices which was completed in the second
guarter of 2008.

Despite the current economic conditions, majorgebgonstruction costs remain under pressure as
project work packages, including material and latmmponents, are finalized in the normal course
of construction.

Keephills 3 is a 495-MW supercritical coal-firedngeation plant which is a joint development of
EPCOR and TransAlta Corporation at TransAlta’s Kelépsite. We continued to manage the
schedule and costs of our Keephills project toaehicommercial operations by the end of the first
quarter of 2011.

The Clover Bar Energy Centre will be composed of¢matural gas-fired peaking power generation
units. The first unit was commissioned in the fgearter of 2008, the second unit is expected to be
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commissioned in the third quarter of 2009 and qoictibn of the third unit will continue through to
2010.

Power LP’s capital expenditures, which are incluohe@eneration in the table above, were $43
million in the six months ended June 30, 2009 cawgbavith $14 million in the corresponding

period in 2008. The capital expenditures in 20@dided enhancements to the Southport and
Roxboro facilities to reduce their environmentalgsions and improve their economic performance.
In addition, during the second quarter of 2009, &ouP completed its upgrade of the natural gas
turbine at the North Island facility resulting mproved plant efficiency.

SEGMENT RESULTS

Generation
Generation results(including intersegment transactions) Three months ended  Six months ended
(Unaudited, $ millions) June 30 June 30
2009 2008 2009 2008

Revenues $ 276 $ 234 $ 515 $ 455
Expenses 195 118 428 250
Operating income $ 81 $ 116 $ 87 $ 205
(Unaudited, $ millions) Three Six

months months
Operating income for the periods ended June 30, 260 $ 116 $ 205
Higher Genesee PPA availability incentive income 7 2 42
Maintenance expenses for Genesee scheduled tunuisrdn 2008 16 26
Lower realized foreign exchange expense 3 8
Unrealized fair value changes on derivative insgnta 1 (5)
Gain on sale of portfolio investments in 2008 (4) (4)
Higher administration expenses (13) (18)
Lower Power LP operating income (60) (160)
Other (5) (7)
Decrease in operating income (35) (118)
Operating income for the periods ended June 30, 200 $ 81 $ 87

Generation’s operating income for the quarter andn®nths ended June 30, 2009 decreased $35
million and $118 million, respectively, comparediwihe corresponding periods in 2008. Further
information on the year-over-year changes is deval:

* Generation’s revenues and operating income incde®®é million and $42 million in the second
guarter and first half of 2009, respectively duavailability incentive income earned under the
terms of the Genesee 1 and 2 PPA compared withavagability penalty in the corresponding
periods in 2008. There were scheduled turnarounrdefiuired maintenance at Genesee 1 in the
first quarter of 2008 and at all three Geneseesunithe second quarter of 2008 whereas plant
availability at Genesee 1 and 2 was above plamwih quarters of 2009. The back-to-back timing
of the maintenance turnarounds in 2008 was reqaredcommodate the Alberta Electric
System Operator’s upgrade of the new high-voltagesmission lines in the Genesee and
Keephills area.
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» Foreign exchange gains were realized in the firdtsecond quarters of 2009 on the settlement
of forward foreign exchange contracts used to ecocally hedge the foreign exchange risk
associated with anticipated purchases of equipfoer@lover Bar Energy Centre and Keephills
3 whereas losses were realized on these contrattie corresponding periods in 2008.

* The unrealized changes in the fair value of thevéwd foreign exchange contracts for equipment
purchases for Clover Bar Energy Centre and Keep8ilvere losses in the first half of 2009 due
to a weakening U.S. dollar compared with gaing@dorresponding period in 2008 due to a
strengthening U.S. dollar. This unfavourable vazewas partly offset by a smaller decrease in
the fair value of the Joffre contract-for-differesc(CfD) due to a smaller decrease in the forward
spark spread in the first half of 2009 comparedhwhe first half of 2008. Spark spread is the
theoretical difference between the price of eleitirias the output and its energy cost of
production.

These unrealized fair value changes decreaseduesday $3 million and expenses by $4

million in the second quarter of 2009 compared \lih second quarter of 2008. In the six
months ended June 30, these unrealized fair vhlaeges decreased revenues by $3 million and
increased expenses by $2 million in 2009 compaiidd 2008.

» Administration expenses increased in the threesanthonths ended June 30, 2009 compared
with the corresponding periods in 2008 due to cfustthe Reorganization and increased
spending on business development activities analioienesee IGCC and CCS technology
project.

* Power LP contributed $58 million of operating inam the second quarter and $22 million in
the first six months of 2009 compared with $118iomland $182 million respectively, in the
corresponding periods in 2008. The year-over-yearahses include unrealized changes in the
fair value of natural gas supply and foreign exdgacontracts of $75 million for the quarter and
$175 million for the six month period. Plant opérgtmargins were slightly higher in the quarter
and unchanged in the six month period as contobstirom the Morris facility which was
acquired in October 2008, were offset by lower afieg margins at the North Carolina plants
due to reduced generation.

The decreases in operating income were partly oiffigéoreign exchange losses recognized in
2008. In the fourth quarter of 2008, Power LP raekeated the functional currency of its U.S.
subsidiaries and determined it to be U.S. dollatiser than Canadian dollars. Accordingly, gains
and losses on foreign currency translation arerdscbin other comprehensive income
commencing in the fourth quarter of 2008. Powerréorted net foreign exchange gains of $3
million in the second quarter of 2008 and foreignhfange losses of $11 million in the first half
of 2008.

Power LP’s revenues increased $22 million in theosd quarter and $29 million for the first
half of 2009 compared with the corresponding perimdhe prior year, primarily due to
unrealized changes in the fair value of forwarekigm exchange contracts for U.S. dollars used
to economically hedge operating cash flows. Yeargear changes in plant revenues were
insignificant as the revenue from the Morris operatn 2009 was offset by lower revenue from
the California plants due to lower electricity g$cwhich, under the terms of the PPA, were
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driven by lower natural gas prices.

Power LP’s expenses increased $82 million in tleeseé quarter and $189 million in the first
half of 2009 compared with the corresponding perimdthe prior year. The year-over-year
increases included unrealized changes in the &iirevof natural gas supply contracts of $100
million for the quarter and $202 million for thexsnonth period. These unrealized fair value
changes were included in fuel expense and wergoddecreases in the forward market prices
for natural gas in the first half of 2009 compavégth increases in the first half of 2008.
Operating expenses for the Morris facility alsotcidmuited to the increase in Power LP’s
expenses. These increases were partly offset bipthign exchange losses in the first half of
2008 with no corresponding amounts included inmatme in 2009, and decreased fuel costs at
the California plants due to lower natural gasgsit the first half of 2009 compared with the
first half of 2008.

Distribution and Transmission

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

2009 2008 2009 2008
Revenues $ 58 $ 59 $ 119 $ 118
Expenses 52 53 101 100
Operating income $ 6 $ 6 $ 18 $ 18

There were no material changes in Distribution @rahsmission revenues, expenses and operating
income, for the three and six months ended Jun2@M compared with the corresponding periods
in 2008. The increase in administration expensesdsts related to the Reorganization were offset
by decreased energy purchases due to lower Alpevtar prices.

Energy Services

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

(Unaudited, $ millions) June 30 June 30
2009 2008 2009 2008
Revenues $ 381 $ 567 $ 970 $1,095
Expenses 360 575 878 1,089
Operating income (loss) $ 21 $ (8 $ 92 $ 6
(Unaudited, $ millions) Three Six
months months
Operating income (loss) for the periods ended Jurig0, 2008 $ (8) $ 6
Unrealized fair value changes in derivative insteats and natural gas
inventory 51 106
Higher natural gas margins 3 6
Higher administration expenses (12) (12)
Lower Alberta electricity margins (13) (29)
Other - 5
Increase in operating income 29 86
Operating income (loss) for the periods ended Jun&0, 2009 $ 21 $ 92
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Energy Services’ operating income increased $2Bomifor the quarter and $86 million for the six
months ended June 30, 2009 compared with the gameéng periods in 2008 due to the net impact
of the following:

* The unrealized fair value changes relate primaolg net short position in both periods of both
years for derivative electricity contracts that evapt designated as hedges for accounting
purposes. In the first and second quarters of 2@@@&ard Alberta power prices decreased which
increased the fair value of these contracts wherethe corresponding periods of 2008 forward
Alberta power prices increased which reduced thiesédue of these contracts. These unrealized
fair value changes increased energy revenues byni@n and decreased energy purchases by
$4 million in the second quarter of 2009 comparét e second quarter of 2008, and
increased energy revenues and energy purchasds3Byndillion and $31 million respectively, in
the first half of 2009 compared with the first hatf2008.

* Natural gas margins were higher primarily due timgaealized on sales of storage gas in the
first half of 2009 compared with losses in thetflralf of 2008 and increased margins from our
speculative natural gas portfolio. Natural gas neress and purchases decreased $143 million and
$146 million respectively, in the second quarteR@®9 compared with the corresponding period
in 2008 primarily due to lower physical natural gesling activities, lower natural gas
consumption due to fewer wholesale and merchanoowess and lower natural gas prices. These
factors also resulted in decreases in natural@anues and purchases for the first half of 2009
of $165 million and $171 million, respectively.

» Administration expenses increased in the three hsoemded June 30, 2009 primarily due to
costs incurred for the Reorganization.

* Inthe second quarter of 2009, energy revenueggpenses from our Alberta electricity
portfolio decreased $55 million and $42 millionpestively, compared with the second quarter
of 2008 due to the impact of reduced Alberta popraxes on the portfolio, our reduced interest
in the Battle River PSA, and lower pricing and wobs for our RRT business. The portfolio was
in a net long position as we had more physical sufppm our generating stations and interests
in the Battle River and Sundance PPAs (acquiredspBran we had contracted to sell. The
decrease in power generation resulting from ounced interest in the Battle River PSA was
partly offset by increased generation from Gen&sdée impact of lower revenues on the
energy margins for our RRT business was minimathénfirst half of 2009, energy revenues and
expenses from our Alberta electricity portfolio weémpacted by the factors described above for
the second quarter and decreased $53 million addrfiBon respectively.

» Decreased trading activities in the western U.&thneastern U.S. and Ontario in the second
guarter and first half of 2009 compared with theregponding periods in 2008 reduced revenues
by $36 million and $47 million respectively, butchainimal impact on energy margins.
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Water Services

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

(Unaudited, $ millions) June 30 June 30

2009 2008 2009 2008
Revenues $ 92 $ 70 $ 159 $128
Expenses 76 55 133 102
Operating income $ 16 $ 15 $ 26 $ 26
(Unaudited, $ millions) Three Six

months months

Operating income for the periods ended June 30, 260 $ 15 $ 26
Increased water rates and sales volumes, netraftfise fees 5 7
Gold Bar operating income excluding administragopenses in 2009 5 5
Higher administration expenses (6) (9)
Other (3) (3)
Increase in operating income 1 -
Operating income for the periods ended June 30, 200 $ 16 $ 26

Water Services’ operating income increased $1 anilin the second quarter and was unchanged in
first half of 2009 compared with the correspondiegiods of the prior year due to the net impact of
the following:

* Revenues from water sales, net of franchise feem higher in the three and six months ended
June 30, 2009 compared with the corresponding ¢eiim2008, primarily due to increased rates
effective April 1, 2008 and April 1, 2009 under WaServices’ Performance Based Rate
structure as approved by the regulator, The Citgdrhonton, and increased sales volumes due
to drier weather conditions in the second quart@009.

* The Gold Bar operation, which was transferred fthenCity of Edmonton on March 31, 2009,
contributed $13 million in revenues and $8 milliarexpenses in the second quarter.

» Administration expenses increased in the secondeyuaf 2009 due to costs related to the
Reorganization and the Gold Bar operation.

Transportation and other commercial services resemere $4 million higher in the second quarter
and $11 million higher in the six months ended J8@e2009 compared with the corresponding
periods in 2008 primarily due to the water and easter treatment facilities construction project
for Suncor Energy Inc. and increased constructativity for street lighting, signals and light rail
transit overhead wires for the City of Edmontone ™onstruction project for Suncor commenced in
the second quarter of 2008 and was substantiathpteied in June 2009. The increase in revenues
had minimal impact on operating income primarilgdgse of increased labour and business
development costs.

A higher incidence and cost of water distributioaimbreaks in both periods in 2009 compared with
the corresponding periods in 2008 also contribteuigher expenses in Water Services.
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CONSOLIDATED BALANCE SHEETS

o

December 31, Increase

(% millions) June 30, 2009 2008 (decrease) Explanation

Cash and cash $ 81 $ 111 $ (30) Refer to liquidity and capital resources

equivalents section.

Accounts receivable 391 509 (118) Lower receivables from RRT customers due

(including income taxes to lower rates and consumption in June 2009

recoverable) compared with December 2008. Lower
receivables from commercial and industrial
customers due to fewer customers. Lower
receivables from the Alberta Electric Systen;
Operator and customers subject to pool prige
flow-through pricing due to lower spot price
in June 2009 compared with December 200

Derivative instruments 141 130 11 Increase in fair value of power derixatell

assets (current) contracts, partly offset by decrease in fair
value of natural gas derivative buy contracts
and Power LP’s natural gas supply contracts.

Other current assets 97 96 1

Property, plant and 5,001 4,639 362 Addition of 2009 capé&apenditures and

equipment Gold Bar assets partly offset by depreciation
and amortization expense.

Power purchase 507 550 (43) Amortization of PPAs and impact of lower

arrangements (PPASs) foreign exchange rate on the translation of
Power LP’s U.S. PPAs.

Contract and customer 300 296 4

rights and other

intangible assets

Derivative instruments 74 75 (2)

assets (non-current)

Future income tax assets 929 103 (4)

(non-current)

Goodwill 158 161 ?3)

Other assets 233 235 2)

Assets held for sale 26 43 (17%ale of 10% interest in Battle River PSA.
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December 31, Increase

(% millions) June 30, 2009 2008 (decrease) Explanation

Short-term debt $ 468 $ 140 $ 328 Issuance of bankers’ acceptances and commerdial
paper.

Accounts payable and 455 587 (132) Lower accrued payables to the AlbEleatric

accrued liabilities System Operator due to lower spot prices in June,
2009 compared with December, 2008, lower
current liabilities for Generation capital projects
and Power LP cash distributions to unitholders.
Partly offset by current liabilities for
Reorganization costs and the current portion of
transfer fee payable to the City of Edmonton for
the Gold Bar asset transfer.

Derivative instruments 144 131 13 Increased liability associated withftievalue of

liabilities (current) power derivative buy contracts partly offset by fali
value changes in natural gas derivative buy
contracts.

Other current liabilities 59 58 1

Long-term debt 2,600 2,728 (128) Repayment of $224 million of ldagn debt that

(including current was outstanding under the syndicated bank credit

portion) facility, and other ongoing debt repayments, partly
offset by the issuance of $112 million of long-ter
debt to the City of Edmonton for the Gold Bar
asset transfer and $38 million of long-term debt
under Power LP’s revolving credit facilities.

Derivative instruments 64 110 (46) Decreased liability associated withfttievalue of

liabilities (non-current) power derivative sell contracts and Power LP’s
forward foreign exchange contracts.

Other non-current 171 125 46 Reflects the non-current portion oftthasfer fee

liabilities owing to the City of Edmonton for the Gold Bar
asset transfer.

Future income tax 107 100 7

liabilities (non-current)

Non-controlling 492 540 (48) Non-controlling interests' share ofvBoLP

interests distributions and other comprehensive loss, partly
offset by non-controlling interests’ share of Power
LP’s net income.

Shareholder’s equity 2,548 2,429 119 Net incomegmtomprehensive income and the

Gold Bar asset capital contribution, partly offegt

common share dividends and refundable income

taxes.
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LIQUIDITY AND CAPITAL RESOURCES

Cash inflows (outflows)

Three months ended June 30
($ millions) 2009 2008

Increase
(decrease) Explanation

Operating $ 104 $ 41

Investing (158) (146)

Financing 13 129

$ 6Receipt of Genesee PPA availability incentive
income in 2009 compared with payment of
availability penalties in 2008, and payments for
major maintenance for Genesee turnarounds in
2008.

(12) Higher payments for talpgxpenditures on
Keephills 3 and Clover Bar Energy Centre, partly
offset by proceeds on the disposal of the
Castleton facility in 2009.

(116) Net financing receipts i@2@cluded net
proceeds from the issuance of bankers’
acceptances and commercial paper partly offset
by ongoing long-term debt repayments. Net
financing receipts in 2008 included the issuance
of $400 million of medium-term note debentures,
partly offset by repayment of $200 million of
medium-term note debentures and ongoing long-
term debt repayments.
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Cash inflows (outflows)

Six months ended June 30

Increase
($ millions) 2009 2008 (decrease) Explanation
Operating $ 251 $ 139 $ 11Paymentin 2008 of income taxes related to the

2006 gain on sale of the Battle River PSA, receipt
of Genesee PPA availability incentive income in
2009 compared with payment of availability
penalties in 2008, and payments for major
maintenance for Genesee turnarounds in 2008.

Investing (286) (221) (65) Higher payments for talpgxpenditures and
payment of a Gold Bar transfer fee installment in
2009, partly offset by proceeds on the disposal of
the Castleton facility in 2009.

Financing 2 131 (129) Net financing receipts in 2@tcluded $328
million in net proceeds from the issuance of
bankers’ acceptances and commercial paper, and
$39 million from the issuance of long-term debt
under Power LP’s revolving credit facilities,
partly offset by 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 inseeb$63 million and $112 million in the three

and six months ended June 30, 2009 respectivetypared with the corresponding periods in 2008.
Over the next few quarters, we anticipate fundmfoperations to decrease due to the absence of the
power generation business which transferred tot@lapower effective early July 2009. The

Company plans to finance its working capital reguients with existing credit facilities and the
issuance of commercial paper.

On July 9, 2009, cash proceeds received on theo#ihe power generation business to Capital
Power of approximately $468 million increased c#aWw from investing activities. Of the proceeds
received, approximately $424 million was used fmasebankers’ acceptances and $44 million was
used to repay commercial paper indebtedness. ii@ddEPCOR expects to receive partnership
distributions of approximately $18 million per gtegron its 56.6 million exchangeable LP units of
Capital Power LP.

On July 9, 2009, EPCOR received an $896 milliorgierm loan receivable from Capital Power LP
as part of the consideration on the sale of thegp@eneration business. The principal amounts,
repayment schedules and interest rates of thetlmngreceivable mirror those of certain public
debentures of EPCOR that were originally issueapect of its power generation business. The
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long-term loan receivable also includes an amoftiptiacipal with interest payments that will be
sufficient to meet certain debt obligations of EFO the City of Edmonton.

At June 30, 2009, the Company had undrawn banktdeailities of $1,511 million including $222
held by Power LP. In conjunction with the Reorgatizn on July 9, 2009, the Company cancelled
its $600 million syndicated bank credit facilitydarenegotiated its $800 million syndicated bank
credit facility to $500 million. The $500 millioryadicated bank credit facility has two tranches of
$250 million each. One tranche has approximatéyy&ars remaining while the other has
approximately 3.5 years remaining. The changekasyndicated bank credit facility required
increases to borrowing costs to reflect currentketaconditions. In addition, the Company’s five
bilateral bank credit facilities totalling $490 toh were cancelled and similar facilities were
established in CPC. Immediately after the Reorgditia, the Company had undrawn committed
bank credit facilities of $434 million, of which 3 million was committed for at least two years.
These amounts exclude Power LP’s credit facilidigedt is accounted for on an equity basis effective
July 1, 2009 and is no longer consolidated in EPG@Rancial statements.

Committed bank lines of credit are also used twidmletters of credit. At June 30, 2009, the
Company had letters of credit of $183 million (Dexter 31, 2008 - $253 million) outstanding to
meet the credit requirements of energy marketg@paits and conditions of certain service
agreements, and to satisfy legislated reclamagqnirements. The committed bank lines also
indirectly back the Company’s commercial paper progwhich has an authorized capacity of $500
million, of which $44 million was outstanding atni&30, 2009 (December 31, 2008 - $113 million).
Immediately after the Reorganization, the Compaay $1114 million of letters of credit outstanding
and its commercial paper program had an effectidbeaized capacity of $225 million arising from
the revised credit facilities, with no amount oatsting.

The Company’s financing requirements for capitajg@ects are expected to decrease after the transfer
of the power generation business to Capital Poweaily July 2009. Spending on capital projects
and Water Services’ commercial construction pragjéct the remainder of the year is expected to be
approximately $280 million and financed with exigticredit facilities, the issuance of commercial
paper or medium-term notes.

The Company has a Canadian shelf prospectus uriden w may raise up to $1 billion of debt with
maturities of not less than one year. The shel§peotus expires in November 2009. At June 30,
2009, the available amount remaining under thi#f ginespectus was $400 million.

Effects of economic downturn and market uncertainty

Canadian and U.S. financial markets stabilized sama¢in the second quarter of 2009. The
Company secured financing to fund its capital exjitenes and working capital requirements at a
weighted average interest rate of 0.43% throughsgue of commercial paper and bankers’
acceptances. The Company plans to continue usimgneocial paper, existing credit facilities or
medium-term notes for its financing requirementstiie balance of the year. Should instability in
the credit and economic environments worsen, it athiersely affect the interest rates at which we
are able to borrow.

Notwithstanding the limited signs of improvementtie global economy, if the world-wide economy
were to deteriorate in the longer term, particylad they relate to Canada and the U.S., they may
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adversely affect the Company’s ability to renewditréacilities, arrange long-term financing for its
capital expenditure programs and acquisitionsefnance outstanding indebtedness when it
matures. If market conditions worsen, the Compaay suffer a credit rating downgrade and be
unable to renew its credit facilities or accessphblic debt markets. Although we continue to

believe that these circumstances have a low prbtyatii occurring, we are monitoring EPCOR'’s
capital programs and operating costs to minimieerigk that the Company becomes short of cash or
unable to honour its obligations. Some of thesesiclamations include the preservation of capital
through capital expenditure reduction or defemwgkrating cost reductions and sale of Capital Power
LP units, market conditions permitting and in adzorce with the terms and certain limiting
conditions of the Reorganization.

CONTRACTUAL OBLIGATIONS

During the second quarter, the Company financechipétal expenditures and working capital
requirements through its credit facilities and coencial paper program. The Company’s outstanding
short-term debt increased $84 million in the seaqpuarter and $328 million in the first six months

of 2009. Power LP’s long-term debt under its bargdit facilities increased $29 million in the first
guarter and $9 million in the second quarter of20the Company repaid $214 million in the first
quarter and $10 million in the second quarter afjiterm debt that was outstanding under its
syndicated bank credit facility at December 31,8200

On March 31, 2009, EPCOR issued $112 million ofjkterm 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 5.25% and
matures over the period from 2010 to 2033 as fatow

(Unaudited, $ millions)

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

The transfer fee is payable in annual instalmems the period from 2009 to 2015 and is included
in the table of contractual obligations in EPCORX8 annual MD&A. The first instalment of $17
million was paid on March 31, 2009.

There have been no other material changes to the&uay’s purchase obligations, including
payments for the next five years and thereaftainduhe second quarter. However, a significant
portion of EPCOR’s contractual obligations werensfarred to Capital Power or extinguished in
conjunction with the sale of the power generatiosibess and Reorganization effective early July
2009. Accordingly, EPCOR’s contractual obligati@sune 30, 2009 adjusted for the subsequent
transactions relating to the sale and Reorganizatere as follows:
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Due between

Due Due after
withinl ~ 1and2 2and3 3and4  4and5 morethan
$ millions year years years years years five years Total
Capital projectd $ 67 $ 3 $ - $ - $ - $ - $ 70
Water and wastewater
infrastructure project8 24 31 12 10 6 1 84
Long-term det®) 230 25 217 14 11 1,261 1,758
Interest on long-term debt 161 127 107 90 81 903 464,
Short-term debt
468 - - - - - 468
Asset retirement
obligationé"') 5 14 _ _ _ _ 19
Operating leases 2 2 6 11 11 189 221
Total $ 957 $ 202 $342 $ 125 $ 109 $2,354 $ 4,089

@ EPCOR's obligations for capital projects includdigétions for various Distribution and Transmissiamd Water
Services’ projects.

@ EPCOR's obligations for water and wastewater inftasure projects include obligations for the tosfrChestermere
project and the transfer fee related to the puebés$old Bar from the City of Edmonton.

@ Obligations assumed by EPCOR upon transfer of Galdfrom the City of Edmonton are included. Thasfar fee
obligation is included in water and wastewateraafructure projects above.

® EPCOR's asset retirement obligations reflect théisoounted cash flow required to settle obligatifamghe retirement
of the Rossdale generating plant.

The long-term debt and interest on long-term delthe above table include amounts for EPCOR’s
public debentures and obligations to the City ofmgdton that are mirrored by an $896 million long-
term receivable from Capital Power LP.

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 Chedtéccountants (CICA) amended Handbook
Sections 1100 — Generally Accepted Accounting Rslas and made consequential amendments to
Accounting Guideline 19 — Disclosures by Entitiedbf@ct to Rate Regulation. The amendments
removed the temporary exemption from the requirdrteeapply Section 1100 to the recognition and
measurement of assets and liabilities arising frai@a regulation, effective January 1, 2009.

As permitted by Canadian GAAP, the Company is a@pglthe U.S. Financial Accounting Standards
Board (FASB) standard, Statement of Financial Aotimg Standards No. 71 — Accounting for the
Effects of Certain Types of Regulation (SFAS 71hjck provides guidance for the recognition and
measurement of rate-regulated assets and liabilifieese amendments and adoption of the SFAS 71
guidance effective January 1, 2009, did not han@terial impact on our interim consolidated
financial statements and is not expected to hawatarial impact going forward.
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Intangible assets

In February 2008, the CICA issued Handbook Se@@g4 — Goodwill and Intangible Assets and
consequential amendments to Section 1000 — Fina®tzitement Concepts. The new section
establishes standards effective January 1, 200G éarecognition, 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 frpmperty, plant and equipment to contract and
customer rights and other intangible assets irctmeparative December 31, 2008 balance sheet. The
adoption of these amendments had no other matenpalct on our interim consolidated financial
statements.

Credit risk and fair value of financial assets and liabilities

On January 20, 2009, the Emerging Issues Comnuftéee CICA issued EIC-173 Credit Risk and
the Fair Value of Financial Assets and Liabilitiednich clarifies that an entity’s own credit riskch
the credit risk of its counterparties should bestalnto 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 castiat 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 tda®aeplan which will result in the Company’s
first interim report for 2011 being in compliancé&winternational Financial Reporting Standards.

The diagnostic phase of the project was completekpril 2008. For each international standard, we
identified the primary differences from Canadian&Aand made an initial assessment of the impact
of the required changes for the purpose of prionig and assigning resources. In making the
assessment, the number of businesses impacteubtirial magnitude of the financial statement
adjustment, the availability of policy choices, thgacts on systems and the impacts on internal
controls were all considered.
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The information obtained from the diagnostic phaas used to develop a detailed plan for
convergence and implementation. The convergencengpidmentation work has five key sections:
Financial Statement Adjustments, Financial Stateme3ystems Updates, Policies and Internal
Controls, and Training.

Financial Statement Adjustments

For each international standard, we will deterntiveequantitative impacts to the financial
statements, system requirements, accounting paécisions, 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 standamdidressed. However, final accounting policy
decisions for all standards in effect at the endGf9 will be made in the fourth quarter of 2009, a
they should not be determined in isolation of othaicy decisions. Policy decisions for any new
standards or standards that are amended in 20lLBeanhade 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 gdistisswith certain stakeholders may result in a
change in priorities. However, we believe the prbfes sufficient resources to meet the overall
project timeline.

Financial Satements

There are also a number of international standahdsh relate to financial statement presentation.
Draft financial statements highlighting the discliosand presentation requirements were reviewed
by and discussed with the EPCOR Audit Committethénfirst quarter of 2009. Recommendations
on certain presentation issues such as whetheeseipt the income statement by function or nature
of expense have been developed and will be brdoghtard in the third quarter of 2009. The
development of the financial statement presentatidirevolve throughout the project as the impacts
of implementing the various standards are quadtifie

Systems Updates

The diagnostic phase of the project identified k&g accounting system requirements. The system
must be able to capture 2010 financial informatiader both the prevailing Canadian GAAP and
International Financial Reporting Standards tovalbmmparative reporting in 2011, the first year of
reporting under International Financial Reportingrslards. It must also be able to accommodate
possible changes to foreign currency translatiothots, depending on how certain foreign entities
are classified under International Financial Repgr6tandards. EPCOR developed a systems
strategy in 2008 and commenced implementationisfdtnategy in the first quarter of 2009. This
strategy involves the implementation of a pardlledd asset subledger and general ledger, which is
planned for completion in the third quarter of 2009

Policies and Internal Controls

In the determination of the financial statementatipents, requirements for changes to Company
policies and internal controls will be identifiedchdocumented. 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 policiesiatatnal controls will not occur until the third
quarter of 2010.

The impact of International Financial Reportingrigtards on certain agreements, such as debt,
shareholder and compensation agreements, hasesdsdrixluded in the plan. Initial assessments of
most agreements were performed in the second quertiethe balance will be assessed in the third
guarter of 2009.

Training

The Company recognizes that training at all leiekssential to a successful conversion and
integration. Accounting staff have attended twénirey sessions with more planned to occur
throughout the conversion process. The Board cddars 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 Conti@e will occur throughout the project.

Disclosures about financial instruments

In June 2009, the CICA amended Handbook Sectio2 B&tancial Instruments — Disclosures, to
adopt the amendments recently made by the IntematAccounting Standards Board to IFRS 7
Financial Instruments: Disclosures. The amendmeufsire enhanced disclosures about fair value
measurements, including the relative reliabilitythod 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 Septembe2B09, comparative information is not required in
the first year of application. We will assess ttmpacts of these amendments on our financial
statements and implement the necessary additiss@bdures commencing with the annual financial
statements for 2009.

Consolidated financial statements and non-controlling interests

In January 2009, the CICA issued Handbook Sect&fli + Consolidated Financial Statements and
Section 1602 — Non-controlling Interests, whichlaep Section 1600 — Consolidated Financial
Statements. Section 1601 establishes the stanfimrtte preparation of consolidated financial
statements while Section 1602 establishes the atdsdor accounting for a non-controlling interest
in a subsidiary in consolidated financial statersesutbsequent to a business combination. Section
1602 is equivalent to the corresponding provisimingiternational Accounting Standard 27 —
Consolidated and Separate Financial Statements.

Sections 1601 and 1602 will apply to EPCOR’s imtegind annual consolidated financial statements
relating to periods commencing on or after Janta®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 Startts project.

Business combinations

In January 2009, the CICA issued Handbook Sect@? + Business Combinations, which replaces
Section 1581 — Business Combinations and provite€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 begig of a fiscal year provided Sections 1601 —
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Consolidated Financial Statements and 1602 — Notraiing Interests are also adopted at the same
time. The impact of the new standard and the opgbaadopt it early will be assessed as part of our
International Financial Reporting Standards project

CRITICAL ACCOUNTING ESTIMATES

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

RISK MANAGEMENT

This section should be read in conjunction with gk Management section of the most recent
annual MD&A. EPCOR faces a number of risks inclgdéhectricity 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 PRAs
availability of people risk, weather risk, foreigrchange risk, conflicts of interest risk, and gahe
economic conditions and business environment riske. 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 @®P@idruchney alleged, among other
things, that The City of Edmonton acted beyongdwer and contrary to the Municipal Government
Act (Alberta) and did not observe an appropriatelioyprocess in connection with the sale of the
power generation business to CPC. Based on itewesf the available information, EPCOR
believes that the claim is without merit and intetal vigorously defend itsel®n June 26, 2009,
EPCOR filed a Statement of Defence denying alhefdllegations contained in the Statement of
Claim. On July 3, 2009, Mr. Justice Hawco of thbd&ta Court of Queen’s Bench denied an
application by William Pidruchney for an interinjuinction to delay the closing of the Capital Power
initial public offering and its acquisition of EP&3 power generation business. The court was not
satisfied that there was any real merit to Mr. @itiney’s application.

On June 30, 2009, an Originating Notice was filethie Court of the Queen’s Bench of Alberta,
Judicial District of Edmonton, by the Alberta Featgsn of Labour, the Canadian Union of Public
Employees, Local 30, and the Civic Service UnionHi Notice names The City of Edmonton,
EPCOR Utilities Inc. and CPC as Respondents aededl, among other things, that certain
purported actions taken by The City of Edmontondnnection with the sale of the power generation
business to CPC were outside the jurisdiction efrttunicipality under the Municipal Government
Act. Based on its review of the available inforrmati EPCOR believes that this claim is without
merit and intends to vigorously defend itself.

On March 20, 2009, EPCOR was charged under Allee@atupational 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 equipmea job site in south Edmonton. The charge
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under the Act relates to failure to ensure, asfait was reasonably practicable to do so, thdlheal
and safety of the employee. The three charges uhdéZode 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 August 4, 2009 for the
purpose of entering a plea to the charges. Eaalgeltauld attract a fine of up to $500,000 upon
conviction.

As part of ongoing risk management practices, tbe@any reviews current and proposed
transactions to consider their impact on the rigile of the Company. There have been no material
changes to the risk profile or risk managementesjias of EPCOR as described in the annual
MD&A for 2008 that have affected the financial staents for the second quarter. As a result of the
sale of the power generation business and the Reizajion, the risks associated with that business
have transferred to Capital Power effective eauly 2009. Although EPCOR no longer controls the
power generation business, it has significant econexposure to and influence over Capital Power
and therefore the business risks as describeeiarthual MD&A for 2008 still apply. The key
change is the risk associated with the loss ofrobover this part of the Company’s total business.

OUTLOOK

The sale of the power generation business andiassdd&eorganization will significantly impact

the presentation of EPCOR’s subsequent results tonsolidated financial statements.
Commencing in early July 2009, EPCOR will no longggognize operating revenues and expenses
for the Generation segment or for the electricitgl aatural gas trading operations of the Energy
Services segment, but will recognize equity incdram its approximate 72.2% interest in Capital
Power. Also commencing in early July 2009, EPCORa longer consolidate the results of Power
LP to recognize its 30.6% interest in the partngfsmet income. However, EPCOR’s equity
earnings from Capital Power will include approxietat72.2% of the 30.6% interest in Power LP. In
addition, the earnings volatility associated wiir fralue changes in power and natural gas
derivative contracts that are not hedged for acttogmurposes will be reflected in the equity
earnings from Capital Power rather than in the afey results of the Generation and Energy
Services segments.

We expect EPCOR’s financing expenses to decrease ased the $468 million of cash proceeds
from the sale of the generation business to repakdrs’ acceptances and commercial paper debt on
July 9, 2009. We also received an $896 millionresé-bearing promissory note from Capital Power
LP as part of the consideration for the sale, wihiak the same terms as a corresponding amount of
EPCOR'’s long-term debt.

Earnings in the next two quarters will continudamefit from the March 31, 2009 addition of the
Gold Bar operation. Although the second unit of @ever Bar Energy Centre is still expected to
start operating and contributing to net incomehm third quarter of 2009 as discussed in the MD&A
for the first quarter, its contribution will be fe€ted in the equity earnings from our 72.2% ingere

in Capital Power and not in operating revenuesexnses as previously expected.
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FORWARD-LOOKING INFORMATION

Certain information in this MD&A is forward-lookingithin the meaning of Canadian securities
laws as it relates to anticipated financial perfanee, 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 Company may eventually sell all or a
substantial portion of its ownership interest irp{fal Power, subject to market conditions, its
requirements for capital and other circumstancasittay arise in the future, and reinvest the
proceeds from the share sales in the Company’siggowility infrastructure businesses, including
water and wastewater treatment, and power trangmiasd distribution; (ii) Keephills 3

construction will be completed by the end of thstfquarter of 2011; (iii) installation of the
remaining two units at the Clover Bar Energy Cergnglanned for completion in the third quarter of
2009 and in 2010, respectively; (iv) funds from i@iens are expected to decrease over the next few
guarters due to the Reorganization; (v) the Comppdarys to continue using commercial paper and
existing credit facilities for its working capitedquirements; (vi) the Company expects to receive
partnership distributions of approximately $18 iaill per quarter on its 56.6 million exchangeable
LP units of Capital Power LP; (vii) the companyiisancing requirements for capital projects are
expected to decrease after the Reorganizatioi $pénding on capital projects and Water Services’
commercial construction projects for the remainefehe year is expected to be $280 million and is
expected to be financed with existing credit féieii, the issuance of commercial paper or medium-
term notes; (ix) expectations regarding the impacthe Company of the capital and credit market
instability and expected risk mitigation plans; (i Company will adopt amendments to accounting
standards on financial statement disclosure farfomal instruments in the fourth quarter of 2009;
(xi) the expected payments to be received relate¢le acquisition of potable water and wastewater
treatment plant assets subsequent to June 30, @OpEarnings for the remainder of 2009 will
benefit from the addition of the Gold Bar operatiand (xiii) equity earnings from Capital Power

will benefit from the commissioning of the secomitwf the Clover Bar Energy Centre in the third
guarter of 2009.

These statements are based on certain assumptidaalyses 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 nanlied to: (i) the operation of the Company’s
facilities; (ii) power plant availability, includothose subject to acquired PPAs (iii) the Company’
assessment of commodity and power markets; (ivCtrapany’s assessment of the markets and
regulatory environments in which it operates; (@ather; (vi) availability and cost of labour and
management resources; (vii) performance of cordra@nd suppliers; (viii) availability and cost of
financing; (ix) foreign exchange rates; (x) managetis analysis of applicable tax legislation; (xi)
the currently applicable and proposed tax laws motl change and will be implemented; (xii)
proposed environmental regulations will be impletadn(xiii) counterparties will perform their
obligations; (xiv) expected interest rates, relatastit spreads and mortality rates for new notes
exchanged for ABCP; (xv) ability to implement segit initiatives which will yield the expected
benefits: and (xvi) the Company’s assessment dfalaparkets and ability to complete future share
offerings.
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Whether actual results, performance or achievemeititsonform 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 madliefrom EPCOR’s expectations. Such risks and
uncertainties include, but are not limited to ris&kating to: (i) operation of the Company’s faids
(i) power plant availability and performance; Xiiinanticipated maintenance and other expenditures;
(iv) availability and price of energy commaoditi€s) electricity load settlement; (vi) regulatorydan
government decisions including changes to envirgnabgfinancial reporting and tax legislation;
(vii) weather and economic conditions; (viii) contiige pressures; (ix) construction; (x) availatyili
and cost of financing; (xi) foreign exchange; (eiailability of labour and management resources;
and (xiii) performance of counterparties, partneatractors and suppliers in fulfilling their
obligations to the Company.

This MD&A includes the following updates to prevady issued forward-looking statements: (i) the
second unit of the Clover Bar Energy Centre wilkcbenmissioned in the third quarter of 2009 as
opposed to the second quarter of 2009 as previoepbrted due to a component failure during
initial commissioning; (ii) expected capital spamgliwill decrease from the previously disclosed
$800 million to approximately $591 million due teetReorganization; and (iii) earnings in the
second quarter of 2009, before fair value changas wot consistent with earnings in the first
quarter primarily due to costs related to the Ranizpation.

As a result of the Reorganization, EPCOR no lomgetrols the generation business that was sold to
CPC. Accordingly, after the date of this MD&A, read should refer to the public disclosures of
CPC for any revisions to prior forward looking staents relating to EPCOR’s former generation
business.

Readers are cautioned not to place undue reliaméerevard-looking statements as actual results
could differ materially from the plans, expectagpastimates 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.

QUARTERLY RESULTS

Quarter ended Revenues Net income
(Unaudited, $ millions)
June 30, 2009 $ 740 $ 50
March 31, 2009 890 104
December 31, 2008 807 15
September 30, 2008 958 76
June 30, 2008 868 16
March 31, 2008 799 68
December 31, 2007 962 59
September 30, 2007 928 67

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

EPCOR Utilities Inc. Q2 2009, Page 28 of 29



* March 31, 2009 first quarter results included a 82iion 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.

» December 31, 2008 fourth quarter results reflestezhirment charges on the goodwiill
associated with the investment in Power LP andaweP 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 a&atyas supply contracts.

» September 30, 2008 third quarter results reflegtads 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 wartly offset by administration costs
resulting from Long-Term Incentive Plan (LTIP) asfjments, and lower income from Power LP.

» June 30, 2008 second quarter results reflectedtemaince costs and Genesee PPA availability
penalties resulting from scheduled turnaroundslicthi@e 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 88ion gain on the sale of a 10% interest in
the Battle River PSA, the favourable impact of Mdberta power prices on our derivative
contract portfolio which was in a net long positeamd unrealized fair value gains on Power LP’s
natural gas supply contracts. These gains weréy/ mdafset by maintenance costs and Genesee
PPA availability penalties resulting from a schedidurnaround at Genesee 1, and a fair value
reduction of ABCP.

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

» September 30, 2007 third quarter results includgddn Alberta electricity margins due to
favourable settlements on financial sales as dtreShigher contract prices and lower Alberta
power prices. In addition, the results includedfaable unrealized fair value changes in
financial and non-financial derivative instrumemntdich were not designated as hedges for
accounting purposes, in Alberta merchant and whtdgzositions due to lower forward power
prices combined with a net short position.

Additional information

Additional information relating to EPCOR, includiBfPCOR’s annual information form, is available
on SEDAR at www.sedar.com.
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