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Corporate Profile

Atlantic Power Corporation owns interests in a iliversified portfolic of fifteen power generation projects located primarily
: in major markets in the United States. The Comipany’s objectives are to sustain and grow its cash distributions over the
long term by enhancing the performance of it existing assets and by making aceretive acquisitions. The Company’s
Income Participating Securities {IPSs) are listec on the Teronto Stock Exchange under the symbol ATE.UN. |
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Operating Highlights

» Compieted accretive acquisition of 40% interest in Chambers project

+ Sold Masspower asset and contracts for significant cantribution to cash flow

+ Increased ownership at Gregory project

* Executed accretive new Power Purchase Agreements at two existing projects
i Enhanced operating performance and cash flow at existing facilities
+ increased annuat cash distributions to Cdn. $1.03 per IPS

bS]

Financial Highlights

{U.S. 3000 except where noted and per IPS data)

Project revenue
Project income
Total assets

Cash flow avaifable for distribution, Cdn. $
Cash flow available for distribution per IPS, Cdn. §

Total IPS distributions, Cdn. $
Total distribution per iPS, Cdn. $
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Report To Shareholders: We were pleased with our
performance in our first full year as a publicly-traded
income fund. Most importantly, we achieved our
goals of generating solid growth in cash flow and
providing shareholders with our first increase in

monthly cash distributions.

A SUCCESSFUL YEAR

2005 was a successful year for Atlantic Power on a number
of fronts. We strengthened and furcher diversified our port-
folio of power generating projects and grew distriburable
cash flow. In addition, with the completion of an aceretive
and strategic acquisicion, we increased annualized cash dis-
tributtons by $0.03 per Unit while sull maintaining a very

conservative payout ratio of 67% for the year.

CHAMBERS ACQUISITION

In September we purchased a 40% interest in a 262 MW
coal-fired cogencracion facility located ar DuPonrt’s
Chambers Works complex in southwestern New Jersey, The
plant has demonstrated an excellent operating history over
the last ten years and is managed by a highly experienced
operator. It utilizes the best available environmental control
technologies, including scrubbers, a bag house, and selective
catalytic reduction to reduce emissions. We were very
pleased to have added this high qualiry and environmentally
responsible power plant to our growing portfolio,

More imporiantly, the Chambers acquisition was imme-
diately accretive to our cash Bow, and provides a number of
additional benefits 1o our shareholders. By adding two new
investment grade electricity and steam off-takers, we
strengthened our custcomer base and further mirigated risk
for our shareholders. We also enhanced the diversity of our
fuel sources, and increased the weighted average term of our
power purchase agreement portfolio.

COMPLETION OF MASSPOWER SALE
Duting the year we sold our 17.5% indirect interest in the
Masspower project, a 240 MW narural gas-fired power

plant located near Springfield, Massachuserrs. As disclosed
in our Initial Public Offering, the project’s three largest
Power Purchase Agreements (PPAs) terminated in March
2005, and since then it has largely been operating as a mer-
chant facility. In rotal, we received over $59 million in pay-
ments for the rermination of the PPAs and the sale of other
consracts and the physical asser, These proceeds exceeded the
net present value of future cash flows projected at the time of
our IPO by over $20 million. The proceeds were then rede-
ployed towards the accretive Chambers acquisition.

NEW POWER PURCHASE AGREEMENTS

Another important development during 2005 was the exe-
cution of new PPAs at our Gregory and Rumford plants. At
the Rumford cogeneration facility in Maine, the prior PPA
with Central Maine Power cxpired as expecied on
December 31, 2005, Under the interim one year PPA the
Project will sell all of its power output to an adjacent paper
manufacturing company at spot market prices. Whereas at
the IPO we had anticipated no distributions from Rumford
for 2006 and beyond, we now expect approximately $4-G
million this year and are working with the project’s part-
ners to lock in profits over a longer term as indicared by
NYMEX forward curves and anricipated fuel costs,

At the Gregory faciliry where a previous PPA expired as
expected in June last year, with assistance from our manage-
ment team a better credit quality counterparty was found,
Constellation Energy, for a new agreement through 2008.
This new PPA provides improved economics compared to
projections art the IPO. These innovative transactions are
excellent examples of how we are managing our PPA expira-
tions and adding incremental cash flow by leveraging our

ANNUAL REPORT 2005 ATLANTIC POWER CORPORATION 3
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solid asset base and significant experience in the industry for
the benefiz of our investors.

In 2ddition to these key transactions, we generared
improved operating margins at 2 number of our facilities,
and increased our ownership ar the Gregory project, initia-
tives that concributed to our strong performance through
the year.

PRIVATE PLACEMENT -~ NEW INVESTOR

We were also pleased during the year to welcome the Caisse
de dépét et placemene du Québec as 2 major new investor
in Atlantic Power. The proceeds from their $75 million
investment were used to redeem a portion of the ownership

We are uniguely positioned
in the U.S. market to grow
our business over the next
several years.

interests held indirectly by our sponsur ArcLighe Capical
Partners pursuant to their stated objective to reduce their
interest over time, ArcLight currently rerains a 30% interest
in Atlantic Power, and we continue to benefit fram their
considerable industry experience and extensive relationships
within the North American power and energy business.

ENHANCING PROJECT PERFORMANCE
Wich these transactions, our portfolio currently consists of
15 power producing projects primarily located in nine states
representing most of the major U.S. power markets. In
aggregate, Atlantic’s interest in the generating capacity of
our projects totals 802 MW. In addition, our capacity
remains well diversified based on electricity and steam off-
takers, regulatory jurisdictions, and regional power pools,
mitigating our exposure to marker, regulatory and environ-
mental conditions specific to any one region. Cur plants scll
their electricity and steam to 23 different off-rakers, with
aver 95% of the contracted generarion sold to investment-
grade off takers.

During the year numerous initiarives were completed ro

enhance cash flow from our existing plants. Onc example is a

gas turbine upgrade at our Orlando facility that improved
both its efficiency and outpur. Like all similar maintenance
capital expenditures at the plants. this project was accom-
plished with operating funds before partnership distributions
to Atlantic, and generally all such capex is expensed unless ic

conrributes ta a more significant expansion of output.

DELIVERING ON OUR GROWTH STRATEGIES

We will evaluate additional acquisizion opportunities within
the fragmented North American independent power indus-
try thar meet our acquisition and investment guidelines and
result in an increase in cash available for our investors. The
immediate contribution to cash flow derived from the pur-
chase of our interest in the Chambers project is an excellent
example of how we are creating value by adding new proj-
ects to our growing portfolio.

We will also work with our project operators and man-
agers to enhance the operating and financial performance of
our facilities through ongeing operational improvements
and the optimization of our power purchase agreements,
fuel supply contracts and other commercial arrangements.
We experienced enhanced performance at a number of our
projects in 2003, and the new PPAs ar our Rumford and
Gregory facilities will contribute to our growth going forward.

Finally, we will continue to consolidate and increase our
ownership in projects where we have partial interests. The
contribution to cash Alow from our increased interest in the
Gregory project during 2005 is a case in point of how this
strategy is enhancing the value of our portfolio.

Laoking ahead, our ultimate objective remains to deliver
predictable, stable and growing cash distributions for our
investors. We made considerable progress in 2005, and we
believe we have the facilities, the industry relationships and
the management expertise to build on the strong track
record of performance demonstrated by our projects over
the past yeat.

[n closing, 1 would like to thank our customers, parmners
and sponsors for their significant contribucions over the past
year, and our shareholders for their continued support.

BARRY WELCH
President and CEO
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At a Glance... Proven Value Enhancing Strategies

1//Accretive acquisitions from third partiés; 2// Enhance performance of existing projects;

3//Consolidate ownership in current Projects.

: JAMAICA

A // Chambers, Carney's Point, NJ G // Badger Creek, Bakersfield, CA
B // Stockton, Stockton, CA H // Delta-Person, Albuquerque, NM
C #f Rumford, Rumford, ME | /f Gregory, Carpus Christi, TX

1 // Mid-Georgla, Kathleen, GA
H d K /7 Lake, Umatilla, FL
y ro L // Orlande, Orlando, FL
M /f Pasco, Tampa, FL
N // Selkirk, Bethlehem, NY
O // Onondaga, Geddes, NY

D // Koma Kulshan, Whatcom County, WA
E // Topsham, Topsham, ME

Fuel Oil

F // JPPC, Kingston, Jamaica
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PROJECT PORTFQLIO

Off-Taker's
Location Total Ownership Acct  Net Electriclty PPA  S4P Credit
Project Name  [State) Fuel Type MW Interest ! TmtZ MW?3  Off-Taker's Expiry Rating
Badger Creek California Natural Gas 46 50.00% P 23 Pacific Gas & Electric 201 BBB
Chambers 74 Atlantic City Electric 2024 BBB+
(Carney's 1] DuPont 2024 AA-
Point} New Jersey Coal 262 40.00% P 15 Merchant ? N/A N/A
Delta-Person New Mexico Natural Gas 132 40,00% 4 E 53 Public Service of 2020 BEB
New Mexico
Gregory Texas Natural Gas 400 17.10% E 59 Constellation Energy 5 2008 BEB
9 Reynolds Metals 2020 NR
IPPC lamaica Fuel Oil 40 24.10% E i lamaica Public Service 2018 B
Koma Kulshan  Washington Hydro 13 49.80% P [ Puget Sound Energy 2037 BBB-
Lake Florida Matural Gas 10 100.00% c 10 Progress Energy Florida 2013 BBB
Mid-Georgia Georgia Natural Gas 3Jos 50.00% P 154 Georgia Power 2028 A
Onondaga New York Natural Gas 9 100.00% c 41 Niagara Mohawk 2008 ¢ A
a4 Progress Energy Florida 2023 HBB
QOelando Flarida Natural Gas 126 50.00% P 19 Reedy Creek 2013 A-
Improvement District
Pasco Florida Natural Gas 109 49.90% P 54 Progress Energy Florida 2008 BBB
Rumford Maine Coal/Biomass 85 23.50% 4 E 20 NewPage 7 20046 NR
Selkirk New York Natural Gas 345 18.50% * E 15 Niagara Mohawk 2008 A
49 Consolidated Edison 2014 A
Stockton California Coal 55 50.00% P 24 Pacific Gas & Electric 2008 B8BB
3 Corn Products Inti 2008 BBB-
Topsham Maine Hydro 14 50.00% 8 P 7 Central Maine Power 201 8BB

~N ot B W [T

@

Represents the percentage ownership interest in the Project held indirectly by Atlantic Holdings {except as otherwise noted).
Accounting Treatment: (refer to Nate 1 of Consolidated Financial Statements).
C = Consclidated P - Proportionate Consclidation E = Equity Method

Represents the interest of Holdings in each Project’s electric generation capacity based en Holdings' economic interest in each project.

Represents Holdings' estimate of its economic interest in the Project’s cash flow.
New PPA with Gonstellation Energy through 2008. See discussion in the New Power Purchase Agreements Section of the MD&A.
A swap agreement with Niagara Mohawk Power Corporation has replated the Onondaga PPA.

PPA with Central Maine Power expired December 31, 2005, See discussion of the new interim PPA with the former Mead /Westvaco paper mill {now owned by

NewPage) in the New Power Purchase Agreements section of the MD&A.
Holdings owns a lessor interest in this Project.
The merchant output of the facility is sofd by Atlantic City Electric in the PJM regional spot market through a profit sharing arrangemnent with Chambers.
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Management Discussion and Analysis of
Financial Condition and Results of Operations

The following management discussion and ana ysis (*MD&A”) of financial condition and results of operations should be
read in conjunction with the audited financ al statements of Atlantic Power Corporation (“Adantic Power” or the
“Company”} for the year ended December 31, .1005. All amounts described in the management discussion and analysis of
financial condition and results of operations ar: in thousands of U.S. dollars, unless otherwise stated. The financia state-
ments have been prepared in accordance with C: nadian Generally Accepred Accounting Principles ("GAAP”). This manage-
ment discussion and analysis of financial conditi >n and results of operation also contins forward-looking statements, which
are subject to a variety of factors. When used i1, this MD&A, the words “anticipate”, “expect”, “project”, “believe”, “esti-
mare”, “forecast” and similar expressions are intended to identify forward-looking statements, which include scatements relat-
ing to the projects. Such statements are subject :0 a variety of risks, uncertaincies and assumptions pertaining to operating
performance, regulatory parameters, weather, ec momic conditions and other factors that could cause actual results to differ
materially from those contemplated by these stai=ments. Some of the factors that could cause results or events to differ from
current expectations include, but are not imited to, the factors described under “Risk Factors”, Information contained in this
management discussion and analysis is based on nformation available to management as of March 31, 2006.

Copies of financial data and other publicly filed Jocuments are available through the internec on SEDAR at www.sedar.com
under Atlantic Power Cotporation.

OVERVIEW

The Company completed its Initial Public Offrring (“IPO”) on November 18, 2004 and after the exercise of the undet-
writers over-allotment on December 6, 2004, it vnwned 58.1% of the common membership interests and all of che outstand-
ing Class A preferred membership interests in At antic Power Holdings, LLC (“Holdings"}. Holdings was formed initiatly to
acquire indirect incerests in a diversified portfol:o of power generating facilities {the “Projects”) located primarily in major
markets in the United States from ArcLight Enc rgy Partners Funds I and II (the “ArcLight Funds™) and Caithness Energy
(such entities, together, the “Existing Investors”,. The Company currently has 44,339,500 Income Participating Securities
(“IPSs”) outstanding and owns 70.1% of Holdi 1gs. Each IPS represents one common share of the Company (“Common
Shares”) and Cdn. $5.767 aggregate principal amount of 11% subordinated notes of che Company (“Subordinared Notes™).

As of December 31, 2005 Holdings owned i1 terests in fourteen projects in the Unired States and one in Jamaica with a
combined toral power generating capacity of 2 156 megawarts ("MW™). Holdings™ interests in the projects represented
approximately 860 MW of power generating capacity as of December 31, 2005. Most of the projects sell their power under
long-term Power Purchase Agreements (“PPAs”) to investment grade utilities. These agreements are typically siructured ro
stabilize cash flows by 1) providing a significant sevenue component of steady capacicy payments generally designed to pro-
vide a return of and on capital plus cover most fixed operating costs regardless of how much electricity the project is called
upon to produce, provided thar the plant meets 2n availability requiremnent and 2) passing through most of the Projects” fuel
cosis to the utilities. As a result, effects on the pa rifolio’s cash flow changes in the amount of power generated, spor market
electricity prices and fuel price changes are signifi :antly mitigated.

The Company’s objectives are to maintain th : stability and sustainabiliry of cash distributions 1o holders of IPSs in the
form of interest payments on Subordinated Note s and dividends or Common Shares, and to increase, when prudent, divi-
dends on the Common Shares, To achieve these ¢ bjectives, Company management, working directly with project managers,
focuses on enhancing the operation of the existin; projects by improving facility performance, increasing output, optimizing
contracts and hedging cash flows when pracricabl... In addition, the Company has a focused growth strategy that includes the
consolidation of interests in projects thac it currencly owns and making accretive acquisitions with a primary focus on power
generating facilities in the United States.
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SUMMARY OF SIGNIFICANT EVENTS

On January 12, 2005, Holdings increased its indirect interest in the Gregory project fram 9.4% to 17.1% or 68 net MW,
The interest was acquired indirectly via Holding’s interest in Javelin and was accomplished using cash available a1 the project
level, discussed further in Acquisitions & Dispasitions.

On September 8, 2005, Holdings acquired an indirect 409 interest in Chambers Cogeneration, LP, (*Chambers”) which
owns and operates a 262 MW coal-fired cogeneration plant in southwestern New Jetsey, discussed further in Acquisitions &
Dispositions. On the same day, the Company also announced a Cdn. $0.03 increase in its annual distribution per IP'S to
Cdn. $1.03 per year, commencing with the September distribution.

On Ocrober 3, 2005, the Company issued 7.5 million Income Participating Securities to Caisse de dépér ex placement du
Queébec (“the Caisse”) ar a price of Cdn. $10.00 per IPS in a private placement. Net proceeds, along with proceeds from the
issuance of 39,500 IPSs to certain officers of the Company, were used to increase the Campany’s common membership inter-
est in Holdings to 70.1%. The remaining 29.9% of the common membership interests and all of the outstanding Class B pre-
ferred membership interests in Holdings are owned by the Existing Investors.

On December 28, 2005, Heldings sold its 17.5% interest in the 267 MW Masspower project following the restructuring
of the project’s PPAs and subsequent disposition of its gas supply and transportation contracts, which is discussed further in
Acquisirions & Dispaesitions.

NON-GAAP FINANCIAL MEASURES

Cash Flow Available for Distribution is not a measure recognized under GAAP and does not have a srandardized meaning
prescribed by GAAD Management believes Cash Flow Available for Distribution is a relevant supplemental measure of the.
Conipany’s ability to earn and distribute cash returns to investors. A reconciliation of net cash provided by operating activi-
ties from the Company’s financial statements to Cash Flow Available for Distribution is set out in this MD&A. Investors are
cautioned that the Company may calculate this measure in a manner that is different from other companies.

Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is not a measure recognized under GAAP and
does not have a standardized meaning prescribed by GAAP, Management uses aggregate unaudited EBITDA at the Projects
as a cash Alow measure to provide aggregate annual comparative information about project performance. A reconciliation of
2005 Project EBITDA to Project Income is appended to this MD&A. Investors are cautioned that the Company may calcu-
late this measure in a manner chat is different from other companies.

RESULTS OF OPERATIONS FOR THE THREE AND TWELVE MONTH PERIODS

ENDED DECEMBER 31, 2005

The Company commenced operations on November 18, 2004 on completion of its IPO and the acquisition of interests in
fifteen non-utility power projects. The Company did not hold any material assets prior to November 18, 2004 and is consid-
ered to have begun operations on that date. The financial results for the year ended December 31, 2005 include che contribu-
tion from the 40% interest in the Chambers project, acquired on September 8, 2005 and the sale of the Masspower project
interest (see Acquisitions & Dispositions). Since the prior year period that ended on December 31, 2004 was only six wecks
in length, no meaningful comparison of financial information is available. As of December 31, 2005, the Company had
PPAs with 16 customers. Details on the length of the PPAs for each Project are presented in the table in the Project Portfolio
section below.
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Project Income is the primary determinant of the Company’s operating results and is discussed in the Project
Performance section below. Within Administrative and Other Expenses, the cash items are expected to be relatively steady,
including management fees and administration, net interest {principally interest on Subordinated Notes and revolving cred-
it facility) and the distribution to non-controlling interest (29.9% of Holdings owned by Existing Investors at Decernber
31, 2005. 41.9% at December 31, 2004). Signi icant non-cash items subject to potendially significant fluctuations include
the change in fair value of the non-controlling investors, which is based on the change in price of the Company’s IPSs from
period to period, and the non-cash portion of te foreign exchange gain or loss, teflecting the impact of foreign exchange
changes from period to period on the value of t1e Company’s Canadian dollar denominated debrt and the mark-to-market
value of currency hedges.

Net [ncome for the three months ended December 31, 2005 was negarively impacted by increased amortization resulting
from the finalization of the purchase price alloc wtion with respect to Projects acquired November 18, 2004 and positively
impacted by the inclusion of Chambers for the filll quarrer.

BREAKDOWN OF SUMMARY FINANCIAL INFORMATION

Appendix I to this MD&A provides an unaudized non-GAAP breakdown of the 2005 summary Income Statement and
Balance Sheet informatien into the caregories of .} Consolidated and proportionately consolidated, 2} Propertionate share of
Equiry Investments, and 3) Corporate.

PROJECT PERFORMANCE: THREE MONT {1 PERIOD ENDED DECEMBER 31, 2005

EBITDA at the Projects was up 24%, excluding the Masspower disposals and the deferred revenue adjusiment at Mid-
Georgia. Significant contribuzors ro the increased EBITDA included 1) improved operating margins ac the Lake, Orlando
and Pasco projects, 2) increased ownership in :he Gregory project combined with a new PPA, and 3) a full quarter of
Chambers ownership. Offserring the increase in sart were expecied lower scheduled swap settlements ar Onondaga and the
effect of fuel cost pass-through limitations at Selkirk as is more fully discussed in the following section.

While aggregate generation was up by 15%, 1 lant availability declined by 3.9% ar the projects during the fourth quarter
of 2005 compared to the fourth quarter of 2004, The comparative increase in generation in the fourth quarter of 2005 is due
to a modest increase in dispatch at Selkirk, incre sed ownership at Gregory and a full quarter of Chambers offser in part by
reduced peneration resulting from a major plann.d outage at Gregory in 2004. Availability decreases are primarily driven by
an extenston of the 2005 planned outage at Orlando and both planned and forced outages ar Gregory. Generation can he
higher while plant availability is lower based on t1e degree to which the plants are called upon, or dispatched, to run during
their available hours. '
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Summary of Financial Results (In thousands of U.S. dollars)

3 Months Ended

12 Months Ended

December 31, 2005 December 31, 2005
{Unaudited) {Audited)
Project revenue ! 58,023 184,700
Project expenses 46,312 144,193
Project other income {expense) 2 (4,052) 7.749
Project Income 7,659 48,256
Administrative and other expenses
Management fees and administration 1,693 5,095
Amortization of deferred financing costs 247 990
Interest, net 7,178 23,698
Distribution, non-controlling interest 3 4,340 20,578
Gain on disposal of equity investment - {5,015}
Change in fair value of nen-controlling interest 4 (6,404) (6,404)
Gain on settlement of non-controlling interest (4,184) (4,184)
Foreign exchange gain (loss) 3 1,872 6,453
Total administrative and other expenses 4,742 46,226
Income (loss) before income taxes 2,917 2,030
income taxes expense (recovery) 179 2,539
Net income (loss) 2,738 (509)
Per IPS, USD 0.06 {0.01)
Per IPS, Cdn, 0.07 {0.02)
Total assets 926,630 926,630
Long-term debt 224,482 224,482
Subordinated notes 251,844 251,844
Non-controlling interest 169,479 169,479
index swap hedge 33,453 33,453
Other liabilities 39,827 39,827
Total long-term liabilities ¢ 719,085 719,085
Cash flows from gperating activities 19,473 38,730
Distributions ¢ 9,760 32,448
Per IPS, USD 0.22 0.83
Per IPS, Cdn. 0.26 1.01

Preject revenue and praject expenses of Hoidings' interests in ten Projects, including two wheily owned Projects which are consolidated, and eight prcportionatety
consclidated Projects with interests ranging from 40% to 50%. (Refer to Accounting Treatment presented in the table in the Project Porifolio section later.)

Includes equity in earnings from partnerships of ${7,928) for the three-month period ang $8,446 for the twelve-month period from five projects in which Holdings
owns interests of between 17.1% and 40%, accounted for on an equity basis,

Distributions declared 1o Existing Investors.

As of Decemnber 31, 2004, Existing Investors owned 2 41.9% non—contrelling interest in Holdings with certain Liquidity Rights ta request that the Company use best
efforts to issue equity securities {including IPSs) to raise proceeds that would indirectly be used to redeem paortions of the Existing Investors® interest. On October 3, 2005,
the Existing Investors reduced their common membership interests in Haldings to 2¢.9%. Until November 18, 2006, the Existing Investors must maintain & minimum
10% aggregate ownership interest in Holdings. This amount represents the mark-te-marke1 changa during the reporting peried in the petential obligation of the
Company to issue securities to redeem the entire Existing Investors’ interests in Holdings based on the change in market price per IP5 from Cdn. $10.75 at
December 31, 2004 and September 30, 2005 to Cdn. $10.40 at December 31, 2005.

Net impact of foreign exchange on the U 5. dollar equivalent of Caradian doffar dencminated debt, the mark-to-market value of currency hedges and realized fereign
axchange gains and losses for the period.

Distributions declared during the reperting periog.
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PROJECT PERFORMANCE: YEAR ENDED DECEMBER 31, 2005

Aggregate generation was up 5% and availabilit 7 was down 196 at the Projects during 2005 compared to the prior full year
operating history of the Projects. EBITDA at th : Projects was up 20% for the year, excluding the Masspower disposals and a
deferred revenue adjustment at Mid-Georgia. Si nificant factors in this EBITDA increase include 1) favourable impacts from
improved operating margins at the Lake, Orlan lo, and Pasco projects, 2} increased ownership in the Gregory project com-
bined with a new PPA ar thar project thar benedits from high gas costs and 3) almost four months of Chambers ownership,
offset by unfavourable impacts from 1) fuel cotts under recently renewed fuel supply agreements at Selkirk that increased
during the period to slightly above the formulaic amount that can be passed through to the utilicy under one of its PPAs and
2) lower scheduled swap settlement payments reveived ac Onondaga.

Among the Company’s largest costs is the su sply of natural gas, coal and other fuels. Fuel costs, particularly natural gas
costs, were at historically high levels in the U.S. throughaut the repording period. However, the majority of the PPAs provide
for the pass-through or indexing of fuel costs ta the off-takers. Therefore, EBITDA has not been significantly impacted by
the higher prices. Some projects, like Gregory, st ow margin improvements at higher gas prices. Selkirk extended the term of
three of its four gas purchase agreements towarcls the end of 2004 and replaced the fourth contract effective November 1,
2005. While most of the gas cost is passed throt gh in the power purchase price under the Project’s PPA with Consolidated
Edison, there is a formulaic cap in the energy pa rment that may be slightly exceeded at some times by the Project’s fuel cost.
During the year ended December 31, 2005 this « ap was exceeded at times, resulting in slightly reduced margins ar Selkirk.

CASH FLOW FROM OPERATIONS AND R ZSERVE ACCOUNT

The Company's cash How from the Projeces will rary from year to year based on, among other things, changes in rates under
the PPAs, fuel supply and transportation agreen ents, stcam sales agreements and other project contracts, compliance with
the terms of non-recourse project-level fnanciny; including debt repayment schedules, the transition to marker pricing fol-
lowing the expiry of PPAs, fuel supply and tran portation contracts, working capical requirements and the operating per-
formance of the Projects. Project cash flows themselves may have some seasonality and the pattern and frequency of
distributions from Projects to Holdings during tf ¢ year can also vary.

The Company’s cash flow from operations was $19,473 and $38,370 for the three-month period and year ended
December 31, 2005, respectively, and was in lini- with expecrations for the year. The annual results include significant cash
fAow of $59,365 from the disposal of the Masspo ver PPAs, fuel supply agreements and the sale of the facility.

In order to provide holders of IPSs with stak:|e and sustainable cash distributions, the Company established a Reserve
Account at the closing of its [PO and will deposic funds in the Reserve Account from time to time to stabilize future cash dis-
tributions and fund acquisicions and other grow th opportunities that have the same ultimate effect. The Reserve Account
held $12,509 as of December 31, 2004. It increased by $35,857 in March based largely on the Masspower PPA termination
payments and reached a maximum of $48,737 in July before dropping by $38,500 in August in connection with the
Chambers acquisition. As of December 31, 2005 the Reserve Fund held $10,508.

CASH FLOW AVAILABLE FOR DISTRIBUTION
Holders of 1I'Ss receive cash distriburions in the form of intetest payments on Subordinated Notes and dividends on Commen
Shares. On Seprember 8, 2005, the Company anrounced an increase to its annual dividend of Cdn. $0.03 per [PS commenc-
ing with the September distribution from Cdn. $1.00 to Cdn. 31.03 per IPS. For the three month period ended December
31, 2005, aggregate distributions of $9.8 million were declared (Cdn. $0.26 per IPS comprised of interest payments of Cdn.
$0.16 on the 11% subordinated note portion of te IPS, plus Cdn. $0.10 common share dividend per IPS).

The table below presents the calculation of Cath Flow Available for Distribution beginning with cash flow from operating
activities for the three month pericd and year end :d December 31, 2005,
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Calculation of Cash Flow Available for Distribution {In thousands of U.S, dollars)

3 Months Ended 12 Months Ended
Periods Ended (Unaudited} December 31, 2005 December 31, 2005
Cash flow available for distribution
Cash flows from eperating activities ! $ 19,473 $ 38,370
Project level debt repayment (10,052) (20,679}
Interest on IPS portion of subordinated notes 6,009 20,346
Income tax withholding instaltments recoverable 2 768 7,682
Income tax payable on dispasal of equity investment 3 5,519 5,519
Addition to property, plant and equiprment (1,068) {2,558}
Cash flow available for distribution, USD 20,649 48,680
Cash flow available for distribution, Cdn. 24,013 58,981
Distributions
Interest on IPS suberdinated notes 6,009 20,346
Dividend on IPS common shares 3,751 2,102
Total IPS distributions, USD 9,760 32,448
Total IPS distributions, Cdn. 11,421 39,124
Cash flow available for distribution per IPS, Cdn. 0.54 1.46
Total distribution per IPS, Cdn. 0.26 1.1

in previous quarlers, Masspower's distributions in respect of disposal proceeds were included in Cash fiows frorn operating activities and separately r etted out of
Cash flow availabla for gistributinn. Those proceeds now appear as a dispesal in the financing activities section of the statement of cash flows,

Represents the portion of income tax withhotding instalments paid during the quarter related te operating activities which are anticipated to be recoverable by the Company.
In the second and third quarters estimated tax payments of $5.281 on Masspower disposals were nat added back in the calculation of cash flow avaitable for disir-
bution, This fourth quarter calculation Benefits from adding back the entire $5,519 finatized estimate of tax payable on the Masspower disposal.

SUMMARY OF QUARTERLY RESULTS
Variations in quarterly results are driven by the following factors:

There is some seasonality of Project Revenues based on some projects being paid higher rates during peak seasons, which
tends to be summer in the US markets.

Variations in quarterly cash flow and distriburions from Projects accounted for using the equity method are also driven by
the timing of non-recourse debt payments at the Projects (i.e., some are made quarterly and some semi-annually),
as distributions from the Projects to the Company must oceur in conjunction with the Projects passing cereain tests at those
payment dates.

Non-cash charges, principally 1} the change in fair value of the non-controlling investors, which is based on the change
in price in the Company’s IPSs from period ro period, and 2) the non-cash portion (majority) of the foreign exchange
gain or loss, reflecting the impact of foreign exchange changes from period to period on the value of the Company’s
Canadian dollar denominated debr and the mark-to-market value of currency hedges.

Net Income for the three months ended December 31, 2005 was negatively impacted by increased amorization resulting
from the finalization of the purchase price allocation with respect to projects acquired November 18, 2