
 
Management’s Discussion and Analysis 
 (All figures are in thousands of dollars, except per unit values) 

 
Algonquin Power Income Fund (the “Fund”) has prepared the following discussion and analysis to provide 
information to assist its unitholders’ understanding of the financial results for the three and nine months ended 
September 30, 2006.  This discussion and analysis is supplemental to and should be read in conjunction with the 
Fund’s unaudited interim consolidated financial statements for the three and nine months ended September 30, 
2006 as well as the audited consolidated financial statements and the related Management’s Discussion and 
Analysis contained in the 2005 Annual Report. 
 
The Fund’s financial statements are prepared in accordance with accounting principles generally accepted in 
Canada.  The Fund’s reporting currency is the Canadian dollar.  This material is available on SEDAR at 
www.sedar.com and on the Fund’s website at www.AlgonquinPower.com.  Additional information about the 
Fund, including the Annual Information Form for the year ended December 31, 2005, can be found on SEDAR 
at www.sedar.com. 
 
This Management’s Discussion and Analysis is based on information available to management as of November 
7, 2006. 
 
Forward-Looking Disclaimer 
 

Certain statements contained in the information herein are forward-looking and reflect the views of the 
Fund and Algonquin Power Management Inc. (the “Manager”) with respect to future events. Since forward-
looking statements address future events and conditions, by their very nature, they involve inherent risks and 
uncertainties. Forward-looking statements are not guarantees of the Fund’s future performance or results and are 
subject to various factors, including, but not limited to, assumptions such as those relating to: the performance of 
the Fund’s assets, commodity market prices, interest rates, and environmental and other regulatory 
requirements. Although the Fund and its Manager believe that the assumptions inherent in these forward-
looking statements are reasonable, undue reliance should not be placed on these statements, which apply only as 
of the dates hereof. The Fund and its Manager are not obligated nor do either of them intend to update or revise 
any forward-looking statements, whether as a result of new information, future developments or otherwise. 
 
 
Key Financial Information  

(C$000) Three Months ended 
September 30 

Nine Months ended 
September 30 

 2006 2005 2006 2005 
Revenues 51,109 42,790 147,677 128,406 
Net earnings 5,001 9,462 26,159 12,871 
Distribution to unitholders 17,443 16,015 49,474 48,045 
Cash available for distribution* 17,566 14,601 50,014 45,137 
Per trust unit  
        Net earnings 0.07 0.14 0.37 0.18 
        Distribution to unitholders 0.23 0.23 0.69 0.69 
        Cash available for distribution* 0.23 0.21 0.70 0.65 

* Non-GAAP measurement, see ‘Cash Available for Distribution’ in this Management’s Discussion and Analysis. 
 

For the quarter ended September 30, 2006, the Fund reported total revenue of $51.1 million as 
compared to $42.8 million during the same period in 2005. Revenue for the third quarter of 2006 increased from 
the same period in the prior year primarily due to the acquisition of the St. Leon Wind Energy facility (“St. 
Leon”), continued organic growth in the Infrastructure Division combined with the positive impact of the water 
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distribution and waste-water facilities purchased during 2005.  These factors were partially offset by a stronger 
Canadian dollar as compared to the same period in 2005.   

 
For the nine months ended September 30, 2006, the Fund reported revenue of $147.7 million as 

compared to $128.4 million during the same period in 2005. Revenue for the nine months ended September 30, 
2006 increased due to increased energy generated as a result of improved long term average hydrology 
experienced in the Hydroelectric Division, the Fund’s decision to close the Sanger Facility for a six month 
period and sell natural gas at favourable rates, combined with the reasons indicated in the discussion of the third 
quarter results above.  A more detailed analysis of these factors is presented within the divisional analysis. 

 
For the quarter and nine months ended September 30, 2006, the average US exchange rate dropped by 

approximately 7% from the same periods in 2005.  As such, any quarterly variance to revenue or expenses, in 
local currency, at any of the Fund’s US entities may be distorted by a change in the average exchange rate, upon 
conversion to the Fund’s reporting currency.  Although the stronger Canadian dollar has an impact on both 
revenue and expenses generated by its US subsidiaries, the Fund has foreign exchange forward contracts in 
place, which partially mitigate the impact on cash available for distribution.   

 
For the quarter ended September 30, 2006, net earnings were $5.0 million as compared to $9.5 million 

during the same period in 2005.  Net earnings for the third quarter of 2006 decreased from the same period in 
2005 due to lower unrealized foreign exchange gains on US dollar denominated debt, increased expected future 
income taxes and increased interest expense. These factors were partially offset by earnings from the St. Leon 
facility.   

 
Net earnings for the nine months ended September 30, 2006 were $26.2 million as compared to $12.9 

million during the same period in 2005.  Net earnings for the nine months ended September 30, 2006 increased 
from the same period in 2005 due to increased energy generated as a result of improved hydrology, the addition 
of earnings from the St. Leon facility, continued growth in the Infrastructure Division and a reduction in 
expected future income taxes.      Additionally, the 2005 results included a write-down of the Fund’s investment 
in the Crossroads facility.  A more detailed analysis of these factors is presented within the divisional analysis. 

 
Net earnings per trust unit were $0.07 in the quarter ended September 30, 2006 as compared to $0.14 

during the same period in 2005.  For the nine months ended September 30, 2006, net earnings per trust unit were 
$0.37 as compared to $0.18 during the same period in 2005.  

 
The Fund generated $0.23 per trust unit of cash available for distribution for the quarter ended 

September 30, 2006, as compared to $0.21 per trust unit during the same period in 2005.  During the third 
quarter of 2006, the Fund maintained distributions at $0.23 per trust unit, consistent with the same period in 
2005.  In the nine months ended September 30, 2006, the Fund generated $0.70 per trust unit of cash available 
for distribution as compared to $0.65 during the same period in 2005.  The Fund distributed $0.69 per trust unit, 
consistent with the same period in 2005. 

   
The term ‘cash available for distribution’ is used throughout this Management’s Discussion and 

Analysis.  Management uses this calculation to monitor the amount of cash generated by the Fund as compared 
to the amount of cash distributed by the Fund. The term ‘cash available for distribution’ is not a recognized 
measure under accounting principles generally accepted in Canada.  The Fund’s method of calculating ‘cash 
available for distribution’ may differ from methods used by other companies and accordingly may not be 
comparable to similar measures presented by other companies.  A calculation and analysis of ‘cash available for 
distribution’ can be found in this Management’s Discussion and Analysis. 
 

At the beginning of the third quarter, the Fund completed the acquisition of all of the outstanding 
partnership units of AirSource Power Fund I LP (“AirSource”) and as a result acquired the St. Leon facility.  
Under the offer, the Fund issued a total of 2,382,978 Fund units and Algonquin (AirSource) Power LP, an 
affiliate of the Fund, (“Algonquin AirSource”) issued a total of 4,070,372 exchangeable units.  During the third 
quarter 2006, approximately 487,000 Algonquin AirSource Units were exchanged for approximately 478,000 
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Fund Units.  Total unit purchase price, including acquisition costs, was $61.1 million.  Algonquin AirSource 
units provide the holder with the distribution privileges equivalent to what they would receive if the units were 
exchanged for Fund trust units, as long as AirSource generates adequate cash flow. Algonquin AirSource units 
are exchangeable into Fund trust units at the holder’s option at the rate of one Algonquin AirSource unit for 
0.9808 Fund trust units.  

 
Outlook 
 

Management anticipates that the Fund’s four divisions will continue to generate cash available for 
distribution for the remainder of 2006 in line with distributions to unitholders.  Management also expects that 
continued organic growth in the water distribution and waste-water business, continued average long term 
hydrologic conditions, the achievement of projections at the St. Leon facility, improvements at the Algonquin 
Power Energy-from-Waste facility (“EFW”), and the continued stable performance of the Cogeneration 
Division, coupled with no unforeseen events will enable the Fund to achieve current levels of cash available for 
distribution.  
 

Management continues to identify opportunities to optimize the performance of its portfolio as well as 
ensuring that the recently acquired facilities including the St. Leon facility and water distribution and waste-
water facilities are integrated into the Fund’s operations.  Management is integrating the recent acquisition of 
AirSource into the operations of the Alternative Fuels Division. 

  
The Fund maintains continuous health and safety training for all its operations and maintenance staff.  

All of the Fund’s facilities are in compliance in all material respects with local and federal environmental 
regulations.   

 
Management will continue to further invest in information technology to reduce administrative costs by 

continuing the implementation of supply chain management systems and integrated billing and customer 
protocols.  

 
In keeping with the emerging Ontario Securities Commission requirements, management continues to 

move towards the completion of the review and documentation of its controls and procedures for annual 
certification of the financial statements.  
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(C$000) Three months ended 
September 30 

Nine Months ended 
September 30 

2006 2005 2006 2005 
Performance (MW-hrs sold)     
     Quebec Region 61,073 55,044 217,146 187,008
     Ontario Region 23,195 17,504 91,141 71,779
     New England Region 13,101 9,117 61,889 60,479
     New York Region 14,959 5,381 63,466 44,276
     Western Region 21,018 30,228 50,508 61,784
     Total 133,346 117,274 484,150 425,326

  
Revenues  
     Energy sales $8,765 $8,679 $33,406 $30,230
  
Expenses  
     Operating expenses $(4,109) $(4,342) $(12,138) $(11,044)
     Other income              154              84        1,021        407 
  
Division operating profit (incl. other 
income) 

       $4,810        $4,421  $22,289  $19,593 

 
For the quarter ended September 30, 2006, revenue in the Hydroelectric Division was $8.8 million as 

compared to $8.7 million during the same period in 2005.  During the third quarter of 2006, the Hydroelectric 
Division generated electricity equal to 91% of long term averages as compared to 82% during the same period in 
2005.  In the Ontario region, energy production improved to 72% of long term averages as compared to 54% for 
the same period in 2005, primarily due to improved hydrology at the Long Sault facility.  Generated electricity 
in the New York and the New England regions was higher than the same period in 2005 as a result of improved 
hydrology experienced in these regions during the third quarter.   The Quebec region also experienced improved 
energy production due to improved hydrology as compared to the same period in 2005.  The increase in revenue 
was also a result of improved energy rates at the Canadian facilities, partially offset by lower average energy 
rates at the US facilities and  the impact of a stronger Canadian dollar.   

 
For the nine months ended September 30, 2006, revenue from the Hydroelectric Division was $33.4 

million as compared to $30.2 million during the same period in 2005.  During the nine months ended September 
30, 2006, the Hydroelectric Division generated electricity equal to 98% of long term averages as compared to 
87% of long term averages during the same period in 2005.   

 
Operating expenses decreased to $4.1 million for the quarter ended September 30, 2006 as compared to 

$4.3 million during the same period in 2005. The decrease in operating expenses was primarily due to lower 
expenses, in Canadian dollars, from its US operations, as the result of a stronger Canadian dollar, partially offset 
by an increase in repair and maintenance projects initiated in the quarter as compared to the same period in 
2005.   

 
For the nine months ended September 30, 2006, operating expenses were $12.1 million as compared to 

$11.0 million in the prior year.  The increase in operating expenses was primarily due to an increase of $0.7 
million in repair and maintenance projects for the division initiated in the period as compared to the same period 
in 2005, partially offset by lower expenses from its US operations as the result of a stronger Canadian dollar.   
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For the quarter ended September 30, 2006, the Hydroelectric Division’s operating profit increased to 
$4.8 million as compared to $4.4 million during the same period in 2005.  For the nine months ended September 
30, 2006, operating profit increased to $22.3 million as compared to $19.6 million during the same period in 
2005.  Since energy generation was below long term averages due to hydrology, for the quarter ended 
September 30, 2006, operating profit was below management’s expectations. 
  
Outlook 
  
 The Fund’s 2006 forecast production is based on long term hydrological conditions.  The Fund’s 
hydroelectric facilities located in the New York, New England and Quebec regions are expected to 
perform near long-term averages during the fourth quarter of 2006. The Fund’s facilities located in northern 
Ontario and Alberta are expected to perform below long-term averages during the fourth quarter due to below 
average hydrologic conditions expected in these regions.  
  
 The Fund will continue to seek accretive hydroelectric acquisitions throughout the remainder of 2006, 
with emphasis placed on the acquisition of facilities that provide diversification of regional hydrologic and 
market conditions.  
  
 Certain hydroelectric generating facilities owned by the Fund qualify for consideration as "green" 
energy and the Fund continues to pursue revenue opportunities presented by the emerging markets for 
renewable energy credits in the United States and the trading of greenhouse gas credit emissions in Canada. The 
Fund is also pursuing longer term power purchase agreements for the sale of energy from those facilities that are 
currently selling electricity in the open market. 
 
 
 
 
 
 
 

(C$000) Three Months Ended 
September 30 

Nine Months Ended 
September 30 

 2006 2005 2006 2005 
 
Performance (MW-hrs sold) 129,706

 
133,993

 
345,565 

 
399,020

  
Revenues  
     Energy sales $18,512 $19,164 $50,355 $56,123
     Other revenue   806           - 8,186           - 

Total revenue $19,318 $19,164 $58,541 $56,123
  
Expenses  
     Operating expenses $(12,451) $(12,351) $(39,723) $(38,294)
     Interest and dividend income           732           753         2,650         2,196 
  
Division operating profit (incl. 
interest and dividend income) 

     $7,599      $7,566    $21,468    $20,025 

 
For the quarter ended September 30, 2006, revenue from the Cogeneration Division totaled $19.3 

million as compared to $19.2 million during the same period in 2005.  For the quarter ended September 30, 
2006, the division’s production decreased as compared to the same period in 2005.  Production in the third 
quarter decreased as a result of lower production at the Windsor Locks and Crossroads facilities, offset by 
increased production at the Sanger facility, as compared to the same period in 2005.  The decrease in energy 
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sales revenue resulted from lower production, as noted above, and lower revenue, in Canadian dollars, as the 
result of a stronger Canadian dollar.  These effects were partially offset by higher energy rates at the Windsor 
Locks and Crossroads facilities where increased fuel costs are passed on to the customer in the form of higher 
energy prices.   

 
For the nine months ended September 30, 2005, revenue was $58.5 million as compared to $56.1 

million during the same period in the prior year. The decrease in energy sales is attributable to reduced 
production at the Windsor Locks facility due to the planned overhaul and at the Sanger facility due to the sale of 
natural gas, as well as lower revenue as the result of a stronger Canadian dollar.  These decreases were partially 
offset by improved energy rates.  Other revenue primarily consists of sales of natural gas at the Sanger facility 
during the first half of 2006 and revenue from Dyna Fibers Inc. for the first nine months of 2006. 

 
The Fund earned $0.7 million in dividend income from its portfolio investments during the third quarter, 

consistent with the same period in 2005.  The Fund earned $2.7 million from its portfolio investments for the 
nine months ended September 30, 2006 as compared to $2.2 million from the same period in 2005. 

 
For the quarter ended September 30, 2006, operating expenses increased to $12.5 million as compared 

to $12.4 million during the same period in 2005.  Operating expenses increased as a result of higher gas prices, 
partially offset by lower operating expenses, in Canadian dollars, due to a stronger Canadian dollar.   

 
For the nine months ended September 30, 2006, operating expenses increased to $39.7 million from 

$38.3 million as compared to the same period in 2005, primarily due to higher utility and fuel expenses of $2.2 
million.  These increases were partially offset by lower expenses, in Canadian dollars, due to a stronger 
Canadian dollar. 

 
For the quarter ended September 30, 2006, operating profit remained consistent at $7.6 million as 

compared to the same period in 2005.  Operating profit for the nine months ended September 30, 2006 was 
$21.5 million as compared to $20.0 million during the same period in 2005.  Operating profit in the 
Cogeneration Division for the third quarter met management’s expectations.     

 
Outlook 
 

The Fund’s Sanger facility is scheduled for a planned 14 day preventative maintenance inspection 
during the fourth quarter of 2006. The facility is expected to continue to meet management’s expectations 
throughout the quarter. The recommendation for the replacement of the existing gas turbine at the Sanger 
facility with a newer, more efficient unit has been approved and the project is estimated for completion during 
the fourth quarter of 2007. Expected benefits of replacing the turbine include higher efficiency, lower fuel 
usage, and greater ease of maintenance as well as supplying additional capacity and energy demands to the 
California energy market and a significant extension of the useful life of the facility.  

 
The Fund is waiting for regulatory approval to exercise the buy-down option of the Power Purchase 

Agreement at the Crossroads facility. The decision by the regulator is expected during the fourth quarter. 
 
In the fourth quarter, the division’s facilities are expected to perform in line with management’s 

expectations.  
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(C$000) Three months ended 

September 30 
Nine months ended 

September 30 
 2006 2005 2006 2005 
 
Performance (MW-hrs sold) 123,163

 
50,033

 
240,541 

 
156,197

Performance (tonnes of waste 
processed) 

38,182 32,855 115,498 104,387

  
Revenues  
     Energy sales 
     Waste disposal sales    

$4,309
3,511

$3,933 
2,983

$12,575 
10,647 

$11,848 
9,335

Other revenue 5,642 - 5,642 -
     Total revenue $13,462 $6,916 $28,864 $21,183

  
Expenses  
     Operating expenses $(6,678) $(6,331) $(20,247) $(18,398)
     Interest and other income          990            1,795       4,928       3,971 
  
Division operating profit (incl. interest 
and other income) 

     $7,774      $2,380     $13,545     $6,756 

 
For the quarter ended September 30, 2006, revenue in the Alternative Fuels Division was $13.5 million 

as compared to $6.9 million during the same period in 2005.  During the third quarter of 2006, the division’s 
production increased primarily as a result of an increase at its land-fill gas (“LFG”) facilities, and from the EFW 
facility. Revenue from energy sales and waste disposal sales at EFW increased due to greater production in the 
quarter as compared to the same period in 2005.  The division reported lower revenue from its US operations as 
a result of a stronger Canadian dollar. 

   
Revenue from the St. Leon facility consists of liquidated damages earned by the St. Leon facility and is 

included in other revenue.  While all the wind turbines at the facility have been constructed and commissioned, 
completion of the project under the turnkey construction contract has been delayed due to a number of technical 
concerns which remain to be addressed by the prime contractor, Vestas-Canadian Wind Technology, Inc. 
(“Vestas”).  As a result of receiving the liquidated damages from Vestas, all earnings from electricity sales, after 
deducting certain costs, are payable to Vestas to the time of commercial operation, as defined in the turnkey 
construction contract.   

 
For the nine months ended September 30, 2006, revenue was $28.9 million as compared to $21.2 

million during the same period in 2005.  Revenue increased due to the inclusion of the St. Leon facility in the 
third quarter results, and increased energy generated and higher waste processed at the EFW facility in the 
period as compared to the same period in 2005.  The division reported lower revenue from its US operations as a 
result of a stronger Canadian dollar. 

 
For the quarter ended September 30, 2006, operating expenses were $6.7 million as compared to $6.3 

million during the same period in 2005.  The increase in operating expenses for the quarter was primarily the 
result of the integration of operations of the St. Leon facility at the end of the second quarter of 2006 as 
compared to the same period in 2005.   
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For the nine months ended September 30, 2006, operating expenses were $20.2 million as compared to 
$18.4 million during the same period in 2005.  The increase in operating expenses for the quarter was primarily 
the result of the purchase of the St. Leon facility, increased fuel related costs of $1.1 million at the Fund’s LFG 
facilities and an increase in repair and maintenance costs of $0.7 million for the division as compared to the 
same period in 2005.  The division reported lower operating expenses, in Canadian dollars, from its US 
operations as a result of a stronger Canadian dollar.  

   
  The Fund earned lower interest and other income on its investments within the Alternative Fuels 
Division during the third quarter of 2006 and for the nine months ended September 30, 2006, as compared to 
during the same periods of 2005, primarily as a result of the acquisition of AirSource and consequently 
consolidating AirSource into the Fund accounts resulting in a reduction of $1.3 million in other income for the 
quarter.  Included in other income for the quarter was $0.5 million related to the recognition of a receivable 
associated with the generation of landfill gas production tax credits. 

  
For the quarter ended September 30, 2006, operating profit was $7.8 million as compared to $2.4 

million during the same period in 2005.  Operating profit for the nine months ended September 30, 2006 was 
$13.5 million as compared to $6.8 million during the same period in 2005.  Improvements continue to be made 
in the Fund’s EFW and LFG facilities but operating profit were still below management’s expectations for the 
quarter and nine months ended September 30, 2006.  
 

 
Outlook  
 

For the remainder of 2006, the Alternative Fuels Division will continue with initiatives in place to 
improve availability and overall performance of the LFG facilities, with the first phase of the initiative planned 
for completion by the end of the fourth quarter.   

  
At the EFW facility, as part of the recovery action plan, component replacements will be partially 

completed during the fourth quarter, slightly behind schedule due to equipment delivery delays. The 
replacement of these components are expected to provide improved equipment availability and related 
improvements in production levels in both waste processing and power generation starting in the first quarter 
of 2007.  

  
The Fund's recently acquired St. Leon facility is expected to meet management's expectations during the 

fourth quarter of 2006.  During the fourth quarter of 2006, the Fund will continue to integrate the operations of 
the St. Leon facility into the Alternative Fuels Division.  
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(C$000) Three months ended 
September 30 

Nine Months ended 
September 30 

 2006 2005 2006 2005 
Number of     
     Waste-water customers 28,747 23,635 28,747 23,635
     Water distribution customers 32,162 24,518 32,162 24,518
  
Revenues  
Waste-water and water distribution $9,564 $8,031 $26,866 $20,870
  
  
Expenses  
     Operating expenses $(4,068) $(2,970) $(11,285) $(8,437)

Other income             10            6               36               23 
  
Division operating profit (incl. other 
income)  

    $5,506     $5,067    $15,617    $12,456

 
For the quarter ended September 30, 2006, revenue in the Infrastructure Division increased to $9.6 

million as compared to $8.0 million during the same period in 2005.  The increase in revenue for the third 
quarter was primarily due to the inclusion of the Rio Rico facility purchased in December 2005, continued 
organic growth at existing facilities as well as average water consumption in the region during 2006 as 
compared to 2005, which was below average.  The division reported lower revenue, in Canadian dollars, from 
its operations as a result of a stronger Canadian dollar, which partially offset the increases noted above. 

 
The growth in the division’s waste-water and water distribution customer base includes organic growth 

of 7.5% for the quarter ended September 30, 2006. The remaining increase in customers results from the 
inclusion of the Rio Rico facility (located in Arizona) which was purchased on December 2, 2005.  Overall, the 
Rio Rico facility generated additional revenue of approximately $1.0 million during the third quarter of 2006. 

 
Revenue for the nine months ended September 30, 2006 increased to $26.9 million from $20.9 million 

during the same period in 2005.  The increase in revenue for the nine months ended September 30, 2006 was the 
result of the reasons indicated in the discussion of the quarterly results above.  The new facilities generated $3.1 
million during the nine months ended September 30, 2006.   

 
For the quarter ended September 30, 2006, operating expenses were $4.1 million as compared to $3.0 

million during the same period in 2005.  For the nine months ended September 30, 2006, operating expenses 
were $11.3 million as compared to $8.4 million during the same period in 2005.  The increase in operating 
expenses was primarily due to the inclusion of the operating costs of the Rio Rico facility of approximately $0.5 
million during the third quarter of 2006 and $2.0 million during the first nine months of 2006 as compared to 
$nil during the same periods of 2005.  The division reported lower expenses from its operations as a result of a 
stronger Canadian dollar, which partially offset the increases. 
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For the quarter ended September 30, 2006, operating profit increased to $5.5 million as compared to 
$5.1 million during the same period in 2005.  Operating profit for the nine months ended September 30, 2006 
increased to $15.6 million from $12.5 million during the same period in 2005. Operating profit met 
management’s expectations for the quarter ended September 30, 2006. 
 
Outlook  

 
 In the fourth quarter of 2006, strong performance is expected, particularly at the water distribution 
facilities in Arizona due to the historical strong residential customer growth rates in the Fund's service areas. 
The current rate of growth in the areas that the Fund’s Infrastructure Division operates is expected to stabilize 
during the remainder of 2006, primarily in Arizona.  
  
 The Fund has rate cases under way for its Black Mountain and Gold Canyon facilities.  The regulatory 
review of these rate cases is expected to be completed by the end of 2006 and mid-2007 respectively.  In 
addition, a rate case is in progress for three facilities in Missouri, and is expected to be completed early in the 
second quarter of 2007. Rate cases help to ensure facilities earn a fair rate of return on capital investments, as 
allowed by the regulatory authority under which each facility operates. Management expects that the resolution 
of these rate cases will positively impact results in the Division. 
  
 Additional planned capital improvement projects are expected to occur in the Infrastructure Division 
during the fourth quarter of 2006. In particular, capital improvement projects to increase water distribution 
capacity in the Litchfield Park Services Company service area will occur during the fourth quarter 
and into 2007 . These projects will help meet the expected growth in the area and satisfy the requirements of the 
regulatory authorities in Arizona. 
  
 The Fund continues to pursue accretive opportunities to expand the Infrastructure Division in areas 
where the Fund already operates and to acquire other utilities in high growth areas in the United States. 
  
Administrative Expenses 
 

(C$000) Three months ended 
September 30 

Nine months ended 
September 30 

 2006 2005 2006 2005 
Administrative expenses $2,178 $1,577 $5,955 $4,551
Management costs 217 206 652 619
Gain on foreign exchange (66) (2,975) (2,329) (1,860)
Interest expense 6,293 4,123 15,944 12,002
Write down of fixed and intangible assets                -          -           -    2,721
Interest, dividend and other income (38) (5) (75) (67)
Income tax expense  (recovery) 921 (1,213) (1,281) 2,285

 
During the quarter ended September 30, 2006, administrative expenses increased to $2.2 million from 

$1.6 million as compared to the same period in 2005.  The increase for the quarter is due to the added 
requirements to administer the Fund, including additional staff. During the nine months ended September 30, 
2006, administrative expenses increased to $6.0 million from $4.5 million.  The increase for the nine months 
relates to the added requirements discussed above and the costs associated with several business development 
opportunities undertaken.  

 
Foreign exchange gains and losses primarily represent unrealized gains or losses on US dollar 

denominated debt and do not impact cash available for distribution.  For the quarter ended September 30, 2006 
the Fund posted a foreign exchange gain of $0.1 million versus $3.0 million during same period in 2005.  For 
the nine months ended September 30, 2006 the Fund posted a foreign exchange gain of $2.3 million versus $1.9 
million during same period in 2005.  At the end of the third quarter, the Fund had approximately $38.6 million 
in US dollar denominated debt. 
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For the quarter ended September 30, 2006, interest expense increased to $6.3 million as compared to 

$4.1 million during the same period in 2005.  For the nine months ended September 30, 2006, interest expense 
increased to $15.9 million as compared to $12.0 million during the same period in 2005.  The increase is due to 
increased average levels of debt during the year, in part a result of the funds borrowed to construct the St Leon 
facility and a higher interest rate charged on the Fund’s credit facility.  

 
An income tax expense of $0.9 million was booked in the third quarter of 2006 as compared to an 

income tax recovery of $1.2 million during the same period in 2005.  An income tax recovery of $1.3 million 
was booked in the nine months ended September 30, 2006 as compared to an expense of $2.3 million during the 
same period in 2005.  The recovery was the result of a reduction in expected future income taxes due to a 
reduction in expected future tax rates and the impact of tax losses generated by certain facilities of the Fund. 
 
Cash Available for Distribution 

(C$000) Three months ended 
September 30 

Nine Months ended 
September 30 

 2006 2005 2006 2005 
Cash flow from operating activities $14,568 $15,682 $50,596 $38,181
Changes in working capital 3,613 (899) 320 5,792
Operating cash flow before working capital 
changes 

18,181 14,783 50,916 43,973

       Receipt of principal on notes                
receivable 

618 1,103 2,654 4,155

       Repayment of long-term liabilities (199) (229) (809) (911)
       Maintenance capital expenditures (865) (577) (2,305) (1,578)
       Other (169) (479) (442) (502)
Cash available for distribution $17,566 $14,601 $50,014 $45,137
Cash available for distribution per trust unit $0.23 $0.21 $0.70 $0.65
Distribution to unitholders $17,443 $16,015 $49,474 $48,045
Distributions to unitholders per trust unit $0.23 $0.23 $0.69 $0.69
Average number of trust units (‘000’s) 75,906 69,692 71,764 69,692

 
During the quarter ended September 30, 2006 the Fund generated $17.6 million in cash available for 

distribution as compared to $14.6 million for the same period in 2005.  During the nine months ended 
September 30, 2006, the Fund generated $50.0 million in cash available for distribution as compared to $45.1 
million for the same period in 2005. 

 
The Fund’s distribution as a percentage of ‘cash available for distribution’ (“Payout Ratio”) was 

improved to 99.3% during the third quarter of 2006 and 98.9% during the nine months ended September 30, 
2006.  The Fund achieved improving annual Payout Ratios of 123.4% in 2002, 106.9% in 2003, 105.8% in 2004 
and 98.7% in 2005.  

 
In prior years, the shortfalls have been funded primarily by working capital.  Should any future shortfall 

arise, management expects to be able to cover the difference between cash generated and cash distributed 
through working capital, cash on hand or its credit facility. Working capital has been built up over time from 
public offerings.  

 
On a per trust unit basis, the Fund generated $0.23 of cash available for distribution during the quarter 

ended September 30, 2006 as compared to $0.21 during the same period in 2005.  The Fund distributed $17.4 
million during the quarter ended September 30, 2006 as compared to $16.0 million during the same period in 
2005.  For the nine months ended September 30, 2006, on a per trust unit basis, the Fund generated $0.70 of 
cash available as compared to $0.65 during the same period in 2005.  The Fund distributed $49.5 million during 
the nine months ended September 30, 2006 as compared to $48.0 million during the same period in 2005. 
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On a per trust unit basis, the Fund maintained distributions at $0.23 for the quarter ended September 30, 

2006, and $0.69 during the nine months ended September 30, 2006, consistent with 2005.   
 

Liquidity and Capital Reserves 
 

For the quarter ended September 30, 2006, the Fund had $10.4 million of cash and cash equivalents. As 
at September 30, 2006, the Fund had negative net working capital of $32.6 million.  The shortfall is primarily 
the result of construction costs to complete the St. Leon facility, which are now included in accrued liabilities.  
The Fund has adequate credit capacity to meet these requirements.  
 

During the quarter ended September 30, 2006, the Fund incurred capital expenditures of $4.5 million, as 
compared to $2.7 million during the comparable period in 2005.  During the nine months ended September 30, 
2006, the Fund incurred capital expenditures of $17.0 million, as compared to $13.3 million during the 
comparable period in 2005. Capital expenditures during the quarter and nine months ended September 30, 2006 
were primarily growth related expenditures in the Infrastructure Division and the planned major maintenance at 
the Windsor Locks facility.  Capital expenditure requirements, excluding the Fund’s commitment to AirSource, 
are anticipated to be approximately $7.5 million during the remainder of fiscal 2006. The majority of these 
expenditures pertain to the Infrastructure Division and are required due to growth and to comply with regulatory 
requirements.   
  
 Long term debt increased to $268.4 million at September 30, 2006 as compared to $176.6 million at 
September 30, 2005.  Long term liabilities primarily consist of project level debt of approximately $159.8 million 
and an amount of $108.6 million drawn on the Fund’s revolving credit facility compared to project level debt of $89 
million and an amount of $88 million drawn on the Fund’s revolving credit facility at the end of the third quarter of 
2005. Project debt increased primarily due to the inclusion of senior debt totalling $73.3 million related to the St. 
Leon facility.  Project debt is paid at the project level where adequate cash flows are available to fund project debt 
requirements and the debt is generally non-recourse to the Fund. Project debt repayments are deducted in the 
calculation of cash available for distribution. 
  

The Fund has in place a $175 million revolving credit facility of which $155 million is to be used for 
acquisitions, investments and letters of credit and $20 million is to be used for operating requirements.  At the 
quarter ended September 30, 2006, the Fund had drawn $108.6 million on its revolving credit facility in addition 
to letters of credit.  During the quarter ended September 30, 2006, the Fund’s lenders converted $30 million of 
the credit facility that was temporary to permanent and extended the total credit facility for a one year term to 
mature August 2008.  

 
   During the quarter ended September 30, 2006, the Fund drew $2.8 million on its credit facility to fund 
capital requirements.  Subsequent to the end of the quarter, the Fund drew an additional $3.0 million on its credit 
facility.  Since the Fund utilizes the revolving credit facility for growth capital expenditures including acquisitions, 
the revolving credit has been reduced in the past by the issuance of units and/or debentures to the public.   
 
 Subsequent to the end of the quarter, the Fund filed an amended prospectus for the sale and issue of $60.0 
million in convertible debentures, resulting in net proceeds to the Fund of $57.3 million.  The Fund intends to 
finance its capital expenditures and other commitments through working capital, its revolving credit facility and 
through additional trust unit and/or debenture offerings.   
 

For the quarter ended September 30, 2006 the Fund maintained a long term debt-to-equity ratio (including 
long term liabilities, other long term liabilities, and convertible) of 74.2%.  The exchangeable trust units issued in 
conjunction with the purchase of AirSource have been included in equity for purposes of this calculation.  The Fund 
may settle the outstanding convertible debentures, at its option, in cash, or, subject to certain conditions, in Fund 
units.  Accordingly, if the convertible debentures are excluded from debt in this calculation (included as equity the 
long term debt-to-equity ratio as at September 30, 2006 would be reduced to 48.5%.   

 



13 

Contractual Obligations  
 

Information concerning contractual obligations as of August 10, 2006 is shown below: 
 

 Total Due less 
than 1 
year 

Due 2 to 
3 years 

Due 4 to 
5 years 

Due after 
5 years 

Long term debt obligations $354,812 $  1,447 $112,654 $4,612 $236,099 
Other obligations 24,765 4,705 5,807   1,020 13,233 
Total obligations $379,577 $ 6,152 $118,461 $5,632 $249,332 
 

Long term obligations normally include regular payments related to long term debt and other 
obligations. These payments are included as a reduction to cash available for distribution. Included in the other 
obligations in the due less then 1 year time frame is the Fund’s commitment as of October 30, 2006 of $8.6 
million regarding the installation of the additional steam generation and transmission assets required for the sale 
of steam from the EFW facility.   

 
Unitholders’ Equity and Convertible Debentures 
 

Pursuant to the takeover bid of AirSource, on June 29, 2006, 2,099,261 Fund trust units were issued.  In 
addition, Algonquin AirSource issued trust units, which are exchangeable into 3,789,373 Fund trust units at the 
holder’s option.  As Algonquin AirSource trust units provide the holder with distribution privileges equivalent to 
what they would receive if the trust units converted into Fund trust units, the Fund effectively issued, on a fully 
diluted basis, 5,888,634 trust units on June 29, 2006. 

 
As at September 30, 2006, the Fund had 72,554,551 issued and outstanding trust units with a total of 

76,068,642 trust units issued and outstanding on a fully diluted basis.  During the quarter ended September 30, 
2006, a further 283,717 Fund trust units and 206,818 exchangeable units were issued to acquire the remaining 
un-tendered AirSource units, in conjunction with the takeover bid and 478,128 trust units were issued as a result 
of Algonquin AirSource trust units being exchanged.   

 
In 2004, the Fund issued 85,000 convertible unsecured debentures at a price of $1 for each debenture. 

 The debentures bear interest at 6.65% per annum and are convertible into trust units of the Fund at the option of 
the holder at a conversion price of $10.65 per trust unit, being a ratio of approximately 93.9 trust units for each 
$1 principal.  The debentures may not be redeemed by the Fund prior to July 31, 2007.  As at September 30, 
2006, there were 84,980 convertible debentures outstanding as a result of the conversion of certain debentures 
into units.     

 
As discussed in the liquidity and capital reserve section, subsequent to the end of the quarter, the Fund 

issued 60,000 convertible unsecured debentures at a price of $1 for each debenture maturing on November 30, 
2016.  The debentures bear interest at 6.2% per annum and are convertible into trust units of the Fund at the 
option of the holder at a conversion price of $11.00 per trust unit, being a ratio of approximately 90.9 trust units 
for each $1 principal.  The debentures may not be redeemed by the Fund prior to November 30, 2010. 

 
 

Dealings with Algonquin Power Group 
 

Companies related to the Manager provide operations and technical services on a cost-recovery basis.  
Two of these companies meet the definition of a variable interest entity (“VIE”), and are consolidated with the 
Fund.  As such, any inter-company balances with respect to these companies have been eliminated.   
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In addition, the Fund’s head office premises are leased from an entity related to the Manager.  Details 
are outlined in note 6 of the Fund’s unaudited consolidated financial statements for the quarter ended September 
30, 2006.   

 
When appropriate for use in its operations, the Fund utilizes chartered aircraft, including the use of an 

aircraft owned by an affiliate of the Manager.  The Fund entered into an agreement for the Fund’s business use 
of this aircraft.  Under the terms of this arrangement, the Fund will have priority access to make use of the 
aircraft for a specified number of hours at a cost equal solely to the third party direct operating costs incurred 
when flying the aircraft; such direct operating costs do not provide the affiliate with any profit or return on or of 
the capital committed to the aircraft.  

 
Risk Management 
 

There are a number of risk factors relating to the business of the Fund.  Some of these risks include the 
dependence upon Fund businesses, regulatory climate and permits, US versus Canadian dollar exchange rates, 
tax related matters, commodity prices, gross capital requirements, labour relations, reliance on key customers 
and environmental health and safety considerations.  A more comprehensive assessment of the Fund’s business 
risks is set out in the 2005 Annual Information Form. 

 
The Fund is entirely dependant upon the operations and assets of the Fund businesses.  Accordingly, 

distributions to unitholders are dependent upon the profitability of each of the Fund businesses.  This 
profitability could be impacted by equipment failure, the failure of a major customer to fulfill its contractual 
obligations under its power purchase agreement, reductions in average energy prices, a strike or lock-out at a 
facility and expenses related to claims or clean-up to adhere to environmental and safety standards.  These risks 
are mitigated through the diversification of the Fund’s operations, both operationally (Hydro, Cogeneration, 
Alternative Fuels and Infrastructure) and geographically (Canada and US), the use of regular maintenance 
programs, maintaining adequate insurance and the establishment of reserves for expenses.  In addition, the 
Fund’s existing long term power purchase agreements minimize the risk of reductions in average energy pricing.  

 
Profitability of the Fund businesses will be in part dependent on regulatory climates. In the case of some 

hydroelectric facilities, water rights are generally owned by governments who reserve the right to control water 
levels which may affect revenue.  The water distribution and waste-water facilities are highly regulated and are 
subject to rate settings by state regulators.  Management continually works with these authorities to manage the 
affairs of the business.  
 
 The hydroelectric operations of the Fund are impacted by seasonal fluctuations.  These assets are 
primarily “run-of-river” and as such fluctuate with the natural water flows.  During the winter and summer 
periods, flows are generally lower while during the spring and fall periods flows are higher.  The ability of these 
assets to generate income may be impacted by changes in water availability changes or other material 
hydrologic events within a watercourse.  It is, however, anticipated that due to the geographic diversity of the 
facilities, variability of total revenues will be minimized.   
 
 The strength and consistency of the wind resource will vary from the estimate set out in the initial wind 
studies that were relied upon to determine the feasibility of the Facility. If weather patterns change or the 
historical data proves not to accurately reflect the strength and consistency of the actual wind, the assumptions 
underlying the financial projections as to the amount of electricity to be generated by the facility may be 
different and distributable cash could be impacted.  
 
 There remain certain completion risks associated with the St. Leon facility.  Although the wind turbines 
are operational, there are certain deficiencies that must be completed in order to finalize the project.  
Management is working with Vestas to resolve these deficiencies.  
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Currency fluctuations may affect the cash flows the Fund would realize from its operations, as certain of 
the Fund businesses sell electricity in the United States and receive proceeds from such sales in US dollars.  
Such Fund businesses also incur costs in US dollars.  The Fund attempts to manage this risk through the use of 
forward contracts.  At the quarter ended September 30, 2006, the Fund had forward contracts to sell US dollars 
for fiscal 2006 to fiscal 2010 totalling US$ 73.1 million carrying an average rate of $1.33.  The Fund generally 
follows hedge accounting to account for these transactions.  The Fund’s policy is not to utilize derivative 
financial instruments for trading or speculative purposes. 

 
 The Fund has a credit facility and project specific debt of approximately $268.4 million.  In the event 
that the Fund was required to replace these facilities with borrowings having less favourable terms or higher 
interest rates, the level of cash generated for distribution may be negatively impacted.  The Fund attempts to 
manage the risk associated with floating rate interest loans through the use of interest rate swaps.  The Fund has 
a fixed for floating interest rate swap on its AirSource project specific debt until September 2015 in the notional 
amount of $73.3 million in order to minimize volatility in the interest expense on this debt facility. The Fund has 
effectively fixed its interest expense on its senior debt facility at 5.47%.  At September 30, 2006 the interest rate 
swap had a value of $2.1 million. 
 
 The cash available for distribution generated from several of the Fund’s facilities are subordinated to 
senior debt.  In the event that there was a breach of covenants or obligations with regards to any of these 
particular loans which was not remedied, the loan could go into default which could result in the lender realizing 
on its security and the Fund losing its investment in such facility.  The Fund actively manages its operations to 
minimize the risk of this possibility. 
 
 Changes to income tax laws and the current tax treatment of mutual fund trusts could negatively impact 
the Fund.  Although the Fund is of the view that it currently qualifies under current legislation as a mutual fund 
trust, there can be no assurance that the legislation will be changed in the future or that Canada Revenue Agency 
(“CRA”) will agree with this position.  If the Fund ceases to qualify as a mutual fund trust, the return to 
unitholders may be adversely affected.   
 

On October 31, 2006, the Minister of Finance announced proposals to impose a tax on distributions 
from certain publicly traded income trusts and partnerships and subsequently released a Notice of Ways and 
Means Motion in that regard, (the “SIFT Proposals”).  The SIFT Proposals will apply to “specified investment 
flow-throughs” which will include trusts resident in Canada whose units are listed on a stock exchange or other 
public market if the trust holds one or more “non-portfolio properties”.  Based on the SIFT Proposals, the Fund 
is a specified investment flow through entity (“SIFT”).  As a SIFT the Fund will not be entitled to any deduction 
in computing its income in respect of any part of its distributions to Unitholders that are attributable either to a 
business it carries on in Canada or to income (other than dividends from taxable Canadian corporations) from, or 
capital gains in respect of, non-portfolio properties (“non-portfolio earnings”).  Non-portfolio properties include 
investments in a “subject entity”. The main kinds of subject entities are corporations and trusts resident in 
Canada and partnerships which meet certain residence related criteria.  A subject entity will be a non-portfolio 
property if the Fund holds securities of the entity that have a fair market value that is greater than 10% of the 
entity’s equity value or more than 50% of the equity value of the Fund is attributable to the subject entity and 
affiliated entities.   
 

Starting with the 2011 taxation year, a SIFT will be subject to tax in respect of non-portfolio earnings 
which it distributes at a rate that is equivalent to the federal general corporate tax rate plus 13% on account of 
provincial tax.  Any non-portfolio earnings distributed by a SIFT will be taxable to the unitholder as if the 
distribution were a taxable dividend from a taxable Canadian corporation and will be deemed to be an “eligible 
dividend” eligible for the enhanced gross-up and tax credit under the draft legislation released by the Minister of 
Finance on October 16, 2006. 
 

No assurance can be given as to whether the SIFT Proposals will be enacted as proposed. The SIFT 
Proposals did not include draft legislation and no assurance can be given as to the precise form that the SIFT 
Proposals will take if and when enacted.  If the SIFT Proposals apply to the Fund in 2011 and, provided the 
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corporate rate reductions and the enhanced dividend and tax credit proposals are enacted as proposed, it is 
anticipated that generally the tax paid by the Fund and a Unitholder who is a taxable Canadian resident 
individual on distributed non-portfolio earnings would be substantially equivalent to the tax that would be 
payable on such distributions by such Unitholders if the SIFT Proposals were not enacted.  However, no 
assurance can be given in this regard.  Non-resident Unitholders and Canadian resident Unitholders which are 
exempt from tax would be negatively affected by the application of the SIFT Proposals if enacted as proposed 
based on the Fund’s current investments. 

 
 Although the Fund is of the view that all expenses being claimed by the Fund are reasonable and that 
the cost amount of the Fund’s depreciable properties have been correctly determined, there can be no assurance 
that CRA or the Internal Revenue Service will agree. A successful challenge by either agency regarding the 
deductibility of such expenses or the correctness of such cost amounts could impact the return to unitholders.    
 
 The Fund’s water distribution and waste-water utilities may be located within areas of the United States 
experiencing high growth.  These utilities may have an obligation to service new residential, commercial and 
industrial customers.  While expansion to serve new customers will likely result in increased future cash flows, 
it may require significant capital commitments in the immediate term.  Accordingly, the Fund may be required 
to access capital markets or obtain additional borrowings to finance these future construction obligations. 
  
 The Fund has fixed the price of its natural gas exposure at the EFW facility until 2007.  The EFW 
facility is the Fund’s only natural gas exposure as all other facilities have pass through provisions in their energy 
agreements.  Natural gas at the EFW facility will be re-contracted on a rolling basis. 

 
The Fund maintains adequate insurance on all of its facilities.  This includes property and casualty, 

boiler and machinery, and liability insurance.  
 
Quarterly Financial Information 
 

The following is a summary of unaudited quarterly financial information for the two years ended 
September 30, 2006.   
 
Millions of dollars except per trust unit amounts 
 4th  

Qtr 2005 
1st   

Qtr 2006 
2nd 

Qtr 2006 
3rd  

Qtr 2006 
Total 

Revenue $       50.9 $       49.5 $       47.1 $       51.1 $     198.6 
Net earnings 8.9 7.3 13.8 5.0 35.0 
Net earnings per trust unit 0.13 0.11 0.20 0.07 0.51 
Total Assets 823.8 839.0 1,030.0 1,024.2 1,024.2 
Long term debt 271.5 300.1 376.6 379.6 379.6 
Distribution per trust unit 0.23 0.23 0.23 0.23 0.92 
   
 4th 

Qtr 2004 
1st 

Qtr 2005 
2nd 

Qtr 2005 
3rd  

Qtr 2005 
Total 

Revenue $       40.7 $       40.6 $       45.0 $       42.8 $     169.1 
Net earnings (0.1) 1.8 1.6 9.5 12.8 
Net earnings per trust unit 0.00 0.03 0.02 0.14 0.19 
Total Assets 824.8 813.1 822.1 838.2 838.2 
Long term debt 226.2 235.6 261.8 286.8 286.8 
Distribution per trust unit 0.23 0.23 0.23 0.23 0.92 
 

The quarterly results are impacted by various factors including seasonal fluctuations and acquisition of 
facilities as noted in this Management’s Discussion and Analysis.   
 



Algonquin Power Income Fund
Consolidated Balance Sheets

September 30, 2006 and December 31, 2005
(thousands of Canadian dollars)

Assets

Current assets September 30, 2006 December 31 , 2005
Unaudited

Cash and cash equivalents $ 10,418 $ 11,363
Accounts receivable (note 8) 32,823 29,206
Prepaid expenses 3,442 1,918
Current portion of notes receivable  1,488                                       2,791                                

48,171 45,278

Long-term investments 35,374 57,489

Future non-current income tax asset 8,826 7,719

Capital assets, net of amortization (note 3) 805,485 627,652

Intangible assets, net of amortization (note 3 and 4(ii)) 115,548 76,848

Restricted cash 5,463 3,458

Deferred costs 5,308 5,357

$ 1,024,175 $ 823,801

Liabilities

Current liabilities

Accounts payable and accrued liabilities   (note 8) $ 66,156 $ 28,585
Due to Algonquin Power Group 156 62
Cash distribution payable 11,645 10,677
Current portion of long-term liabilities 1,835 1,445
Current income tax liability  474                                          435                                   
Future income tax liability 493 1,143

80,759 42,347

Long-term debt  (notes 3 and 4) 268,384 157,002

Convertible debentures (note 10) 84,980 85,000

Other long-term liabilities 10,594 10,435

Deferred credits 15,608 19,102

Future non-current income tax liability (note 3) 73,582 56,917

Non controlling interest (note 3) 33,384 -                                    

Unitholders' equity

Trust units   (note 10) 681,377 654,176

Deficit (224,493) (201,178)
456,884 452,998

$ 1,024,175 $ 823,801

Subsequent events - note 4 and 10
Commitments - note 8
See accompanying notes to financial statements

Approved by the Trustees 17



Algonquin Power Income Fund
Consolidated Statements of Earnings and Deficit

For the nine months ended September 30, 2006 and September 30, 2005
( thousands of Canadian dollars) 

Unaudited

Three months ended September 30 Nine months ended September 30

Revenue 2006 2005 2006 2005

Energy sales $ 31,586 $ 31,776 $ 96,336 $ 98,201
Waste disposal fees 3,511 2,983                     10,647 9,335                     
Waste-water and water distribution 9,564 8,031 26,866 20,870
Other revenue 6,448 -                         13,828 -                         

51,109 42,790 147,677 128,406

Expenses

Operating 27,306 25,994 83,393 76,173
Amortization of capital assets 8,801 6,804 22,934 20,745
Amortization of intangible assets 1,730 1,455 4,308 4,963
Management costs  217 206 652 619
Administrative expenses 2,178 1,577 5,955 4,551
Gain on foreign exchange (66) (2,975) (2,329) (1,860)

40,166 33,061 114,913 105,191

Earnings before undernoted 10,943 9,729 32,764 23,215

Interest expense 6,293 4,123 15,944 12,002
Interest, dividend income and other income (1,924) (2,643) (8,710) (6,664)
Unrealized loss on interest rate swap 652 -                         652 -                         
Write down of facility -                            -                         -                             2,721

5,021 1,480 7,886 8,059

Earnings before income taxes 5,922 8,249 24,878 15,156

Current income taxes (198) 130 683 633
Future income taxes 1,119 (1,343) (1,964) 1,652

921 (1,213) (1,281) 2,285

Net earnings 5,001 9,462 26,159 12,871

Deficit, beginning of the period (212,051) (187,526) (201,178) (158,905)

Cash distributions  (17,443) (16,015) (49,474) (48,045)

Deficit, end of the period $ (224,493) $ (194,079) $ (224,493) $ (194,079)

Basic and diluted net earnings per trust unit  (note 5) $ 0.07                        $ 0.14 $ 0.37                          $ 0.18
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Algonquin Power Income Fund
Consolidated Statements of Cash Flows

For the nine months ended September 30, 2006 and September 30, 2005
( thousands of Canadian dollars )

Unaudited

Three months ended September 30 Nine months ended September 30
2006 2005 2006 2005

Operating Activities

Net earnings $ 5,001 $ 9,462 $ 26,159 $ 12,871
Items not affecting cash

Amortization of capital assets 8,801 6,804 22,934 20,745
Amortization of intangible assets 1,730 1,455 4,308 4,963
Other amortization 632 306 1,289 980
Distribution received in excess of equity income 55 174 (73) 240
Write down of facility -                             -                          -                             2,721
Unrealized loss on interest rate swap 652                            -                          652                            -                          
AirSource commitment fee -                             988 -                             1,976
Future income taxes 1,119 (1,343) (1,964) 1,652
Unrealized (gain) / loss on foreign exchange 191                            (3,063)                     (2,389)                       (2,175)                     

18,181 14,783 50,916 43,973

Changes in non-cash operating working capital  (3,613) 899 (320) (5,792)
14,568 15,682 50,596 38,181

Financing Activities

Cash distributions (17,443) (16,015) (49,474) (48,045)
Deferred financing costs (113) (350) (300) (658)
Net increase in long-term liabilities 2,565 26,871                    38,363 57,669                    
Other 158 156 514 549
Deferred credits (416) (377) (367) (299)

(15,249) 10,285 (11,264) 9,216

Investing Activities

Decrease / (increase) in restricted cash (1,666) 4,887 (2,099) 286
Decrease / (increase) in deferred charges (492) 43 (804) (101)
Receipt of principal on notes receivable 618 5,842 2,654 8,893
Increase in long term investments -                             (22,172) 0 (45,260)
Additions to capital assets (4,456) (2,731) (17,025) (13,276)
Acquisitions of operating entities  (note 3) (743) (6,485) (22,660) (18,122)

(6,739) (20,616) (39,934) (67,580)

(219) (530) (343) (186)

Increase / (decrease) in cash (7,639) 4,821 (945) (20,369)

Cash and cash equivalents, beginning of the period 18,057 9,007 11,363 34,197

Cash and cash equivalents, end of the period $ 10,418 $ 13,828 $ 10,418 $ 13,828

Supplemental disclosure of cash flow information

Cash paid during the period for interest expense $ 7,236                         $ 5,104 $ 16,279                      $ 13,049
Cash paid during the period for income taxes $ (397)                          $ 93                            $ 860                            $ 404                          

Effect of exchange rate differences on cash and cash 
equivalents
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Algonquin Power Income Fund 
Notes to the Consolidated Financial Statements 

For the nine months ended September 30, 2006 and September 30, 2005 
(in thousands of Canadian dollars except as noted) 

(unaudited) 

 20

1. Basis of Presentation 
 
These interim consolidated financial statements should be read in conjunction with the consolidated 
financial statements for the year ended December 31, 2005, as set out in the 2005 Annual Report 
since they do not contain all the disclosures that are in accordance with Canadian generally 
accepted accounting principles for annual financial statements.  These consolidated financial 
statements have been prepared in accordance with Canadian generally accepted accounting 
principles, using the same accounting policies and methods of computation as were used for the 
audited consolidated financial statements for the year ended December 31, 2005.  
 
2. Seasonality 
 
The operations of Algonquin Power Income Fund (the “Fund”) are seasonal.  The Fund’s hydroelectric 
energy assets are primarily “run-of-river” and as such fluctuate with the natural water flows.  During 
the winter and summer periods, flows are generally slower while during the spring and fall periods 
flows are heavier.   
                         
3. Acquisition of facility 
 
(i) On June 29, 2006, the Fund completed the acquisition of 92.37% of the outstanding partnership units 
of AirSource Power Fund I LP (“AirSource”). AirSource has constructed the St. Leon Wind Energy 
facility, comprised of 63 1.65 megawatt turbines totalling approximately 99 megawatts of installed 
capacity located near the Town of St. Leon Manitoba.  The facility is the first wind farm in the province 
of Manitoba, and one of the largest wind turbine farms in Canada to date. The Fund issued 2,099,261 
Fund trust units (“Fund Units”) and Algonquin (AirSource) Power LP (“Algonquin AirSource”) an 
affiliate of the Fund issued 3,863,554 exchangeable units (“Exchangeable Units”).  During the third 
quarter, the Fund exercised its compulsory acquisition rights under the AirSource limited partnership 
agreement to acquire the remaining Units of AirSource not already owned by the Fund.  The Fund 
issued an additional 283,717 Fund Units and Algonquin AirSource issued an additional 206,818 
Exchangeable Units to acquire the remaining 496,090 AirSource units.  Total unit consideration for the 
acquisition is valued at $60.6 million. Total purchase price, including acquisition costs, was $101.7 
million.  
 
In accordance with the terms of the offer, holders of the AirSource units elected to receive either an 
Exchangeable Unit for each unit tendered or 0.9808 Fund Units for each unit tendered. Unitholders of 
Algonquin AirSource are entitled to receive 3,514,093 Fund Units. The Exchangeable Units entitle the 
holders to receive distributions and the Fund intends that such distributions be equivalent to Fund 
distributions, as long as the facility generates adequate cash flow.   At September 30, 2006, there were 
3,582,884 exchangeable units outstanding for a value of $33.4 million.  During the third quarter 2006, 
487,488 Algonquin AirSource Units were exchanged for 478,128 Fund Units. 

 
 
The acquisitions have been accounted for using the purchase method, with earnings from operations 



Algonquin Power Income Fund 
Notes to the Consolidated Financial Statements 

For the nine months ended September 30, 2006 and September 30, 2005 
(in thousands of Canadian dollars except as noted) 

(unaudited) 
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included since the date of acquisition.  The consideration paid by the Fund has been allocated to net 
assets acquired as follows: 
 
 Total 
Working capital (net of cash received $1,662) $      (35,691) 
Capital assets 183,036 
Intangible assets 36,167 
Other assets  7,915 
Current portion of long term debt (397) 
Long term debt (74,503) 
Non current future tax liability (16,515) 
Purchase price       100,012 
Add: cash acquired 1,662 
Total purchase price $       101,674 
  
Consideration:  
Trust and exchangeable units issued  $        60,564 
Advances to AirSource 40,000 
Cash 1,110 
Total purchase price consideration  $       101,674 
 
The purchase price allocation has been based on the best information available at the reporting date; 
however, adjustments to the purchase price and purchase price allocation may be made in subsequent 
quarters as more information is obtained.  The Exchangeable Units are classified on the Fund’s balance 
sheet as ‘Non controlling interest’. 
 
Intangible assets represent the value of the power purchase and interconnect agreements with Manitoba 
Hydro, entered into by AirSource in 2004, and other non tangible assets.  These assets will be 
amortized over their expected useful lives being 25 years. 
 
During the first six months of the year, the Fund provided $19.5 million of financing to AirSource.  As 
of June 29, 2006, the Fund had advanced $40.0 million to AirSource as well as providing letters of 
credit of $15.4 million, for a total of $55.4 million.   
 
(ii) In accordance with the purchase and sale agreements for Litchfield Park Service Company 
(“LPSCo”), Woodmark Utility Company (“Woodmark”), and Rio Rico Utilities (“Rio Rico”), the Fund 
is required to make additional payments to the previous owners for each additional customer connected 
to the utility.  For LPSCo, these payments continue until 2008, for Woodmark until 2009 and for Rio 
Rico until 2008.  As of September 30, 2006 the Fund has accrued $2,030 (U.S $1,785) as a growth 
premium, and increased intangible assets by a similar amount, gross of future tax liabilities of $806. 
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4. Long term debt  
 
i) During the first nine months of the year, the Fund drew an additional $39.3 million on the revolving 
credit facility, primarily to fund the construction requirements of AirSource and other capital 
requirements.   Subsequent to the end of the quarter, the Fund drew an additional $3.0 million on it’s 
operating line to fund working capital requirements. 
 
During the first quarter 2006, the Fund reached an agreement with the Fund’s senior lenders to increase 
its revolving credit facility by $30.0 million to bring the total available credit to $175.0 million.  During 
the third quarter, the credit facility of $175.0 million was extended for another one year term to mature 
in July 2008.  There were no material changes to the terms and conditions of the Fund’s revolving 
credit facility.  
 
ii) An AirSource affiliate has arranged senior debt financing of $73.3 million which bears interest at 
bankers acceptance rate plus a margin of 1.0% for the drawn portion and 0.375% on the undrawn 
portion and matures five years after term conversion from senior construction debt to senior term debt 
financing. The obligations are secured by a general security agreement over all the assets of AirSource, 
with no recourse to the Fund.  Certain financial covenants must be maintained once the facility achieves 
commercial operation as defined by the debt agreement. Under the credit agreement, the conditions 
precedent to conversion of the construction financing to a term credit facility included Vestas-Canadian 
Wind Technologies, Inc. (“Vestas”) achieving commercial operation of the St. Leon facility under the 
Turn-key Contract on or before September 30, 2006. As a result of the ongoing issues with Vestas, such 
commercial operation has been delayed and AirSource received a waiver from such senior lenders 
deferring such requirement until October 31, 2006. AirSource amended the credit agreement with its 
lenders to remove the requirement of achieving commercial operation of the St. Leon facility as a 
condition precedent to such conversion.  Conversion to a term credit facility occurred on October 31, 
2006. The amendment further provides that if resolution of certain outstanding issues under the Turn-
key Contract is not achieved on or before the first anniversary of the date of the amendment, the lenders 
of the senior debt may require that equity distributions derived from AirSource be suspended until 
commercial operation is achieved.  
 
On November 1, 2005, AirSource entered into a fixed for floating interest rate swap until September 
2015 in the notional amount of $73.3 million in order to reduce the interest rate variability on its senior 
debt facility.  AirSource has effectively fixed its interest expense on its senior debt facility at 4.47%.  
The Fund recognized a loss of $0.7 million during the quarter representing the mark to market 
adjustment of the interest rate swap.  At the time of acquisition the swap had a fair value of $2.7 million 
which has been included in the purchase price allocation.  The Fund does not consider the swap as a 
hedge for accounting purposes.   
 
Also included in the debt of AirSource is $1.6 million of development debt financing from Algonquin 
Power Venture Fund Inc which bears interest at 11.25% per annum. Prior to December 31, 2008, 
payments in respect of development debt financing will consist of interest only. The debt will mature on 
December 31, 2011.  The obligations of AirSource are secured by a general security agreement over all 
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the assets of AirSource with no recourse to the Fund. 
 
5. Basic and diluted net earnings per trust unit 
Basic net earnings per trust unit has been calculated on the basis of the weighted average number of 
units outstanding for the three months and the nine months ended September 30, 2006 which amounted 
to 72,191,185 units and 70,542,323 units respectively (2005 69,691,592 units for both three months and 
nine months).  Diluted net earnings per trust unit is calculated using the “if – converted method”. The 
effect of conversion of the convertible debentures and non controlling interest into trust units was not 
included in the computation of diluted net earnings per unit as the effect of conversion would be anti-
dilutive. 
 
6. Algonquin Power Group 
 
In accordance with the management agreement, the Fund paid Algonquin Power Management Inc. 
(“APMI”) and it’s related companies for services provided on a cost recovery basis.   For the period 
ended September 30, 2006, the Fund paid APMI $652 (2005 - $619) for management services.   
 
The Fund has leased its head office facilities since 2001 from an entity owned by the shareholders of 
APMI on a net basis.  Base lease costs for the period ended September 30, 2006 were $222 (2005 - 
$222) and additional rent representing operating costs was $89 (2005 - $164). 
 
7. Segmented Information 
 
The Fund and its subsidiaries operate in the independent power industry in both Canada and the United 
States.  Information on operations by geographic area is as follows: 
 
 

Three months ended September 30 Nine months ended September 30
2006 2005 2006 2005

Revenue
Canada 17,655$                  10,774$              44,762$                   34,855$                     
United States 33,454                    32,016                102,915                   93,551                       

51,109$                  42,790$             147,677$                128,406$                   

September 30, 2006 September 30, 2005
Capital Assets

Canada 484,363$            312,013$                   
United States 321,122              309,145                     

805,485$           621,158$                   

September 30, 2006 September 30, 2005
Intangible Assets

Canada 63,497$              25,760$                     
United States 52,051                52,505                       

115,548$           78,265$                    
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Operational segments 
The Fund identifies four business categories it operates in: hydroelectric, co-generation, alternative 
fuels and infrastructure.  The results of operations of the St Leon Wind Energy facility will be included 
in the Fund’s Alternative Fuels Division. The operations and assets for these segments are outlined 
below:  

Three months ended September 30, 2006

Revenue Hydro Co-generation
Alternative 

Fuel Infrastructure Admin Total
Energy sales 8,765            18,512            4,309             -                      -            31,586          
Waste disposal fees -                -                 3,511             -                      -            3,511            
Waste-water and water distribution -                -                 -                 9,564                   -            9,564            
Other revenue -                806                 5,642             -                      -            6,448            
Total Revenue 8,765            19,318            13,462           9,564                   -            51,109          
Operating expenses 4,109            12,451            6,678             4,068                   -            27,306          
Operating profit 4,656            6,867              6,784             5,496                   -            23,803          
Other administration costs (73)                -                 (155)               (47)                      (2,054)       (2,329)           
Interest expense (1,249)           (288)               (1,300)            (244)                    (3,212)       (6,293)           
Interest, dividend income and other income 154               732                 990                10                        38              1,924            
Unrealized loss on interest rate swap (652)               (652)              
Amortization of capital assets (2,192)           (1,621)            (3,378)            (1,610)                 -            (8,801)           
Amortization of intangible assets (1)                  (524)               (995)               (210)                    -            (1,730)           
Earnings before income taxes 1,295            5,166              1,294             3,395                   (5,228)       5,922            
Capital assets 270,715        86,552            276,614         171,604               -            805,485        
Intangible assets 19                 20,725            64,484           30,320                 -            115,548        
Capital expenditures 340               307                 954                2,755                   100            4,456            
Acquisition of operating entities -                -                 260                483                      -            743               
Total assets 285,729        138,810          373,158         215,726               10,752       1,024,175     

Three months ended September 30, 2005

Revenue Hydro Co-generation
Alternative 

Fuel Infrastructure Admin Total
Energy sales 8,679            19,164            3,933             -                      -            31,776          
Waste disposal fees -                -                 2,983             -                      -            2,983            
Waste-water and water distribution -                -                 -                 8,031                   -            8,031            
Total Revenue 8,679            19,164            6,916             8,031                   -            42,790          
Operating expenses 4,342            12,351            6,331             2,970                   -            25,994          
Operating profit 4,337            6,813              585                5,061                   -            16,796          
Other administration costs 12                 -                 (26)                 (23)                      1,229         1,192            
Interest expense (1,270)           (230)               (101)               (282)                    (2,240)       (4,123)           
Interest, dividend income and other income 84                 753                 1,795             6                          5                2,643            
Write down of facility -                -                 -                 -                      -            -                
Amortization of capital assets (2,617)           (1,485)            (1,342)            (1,360)                 -            (6,804)           
Amortization of intangible assets (1)                  (707)               (564)               (183)                    -            (1,455)           
Earnings before income taxes 545               5,144              347                3,219                   (1,006)       8,249            
Capital assets 277,093        92,848            93,803           157,414               -            621,158        
Intangible assets 20                 25,287            25,571           27,387                 -            78,265          
Capital expenditures 36                 (607)               1,804             1,441                   57              2,731            
Acquisition of operating entities 1,286            -                 -                 5,199                   -            6,485            
Total assets 292,003        148,736          188,786         193,152               15,515       838,192        
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Nine months ended September 30, 2006

Revenue Hydro Co-generation
Alternative 

Fuel Infrastructure Admin Total

Energy sales 33,406          50,355            12,575           -                      -            96,336          
Waste disposal fees -                -                 10,647           -                      -            10,647          
Waste-water and water distribution -                -                 -                 26,866                 -            26,866          
Other revenue -                8,186              5,642             -                      -            13,828          
Total Revenue 33,406          58,541            28,864           26,866                 -            147,677        
Operating expenses 12,138          39,723            20,247           11,285                 -            83,393          
Operating profit 21,268          18,818            8,617             15,581                 -            64,284          
Other administration costs (295)              -                 (217)               (120)                    (3,646)       (4,278)           
Interest expense (3,773)           (838)               (1,493)            (781)                    (9,059)       (15,944)         
Interest, dividend income and other income 1,021            2,650              4,928             36                        75              8,710            
Unrealized loss on interest rate swap (652)               (652)              
Amortization of capital assets (7,186)           (4,741)            (6,120)            (4,887)                 -            (22,934)         
Amortization of intangible assets (1)                  (1,570)            (2,125)            (612)                    -            (4,308)           
Earnings before income taxes 11,034          14,319            2,938             9,217                   (12,630)     24,878          
Capital assets 270,715        86,552            276,614         171,604               -            805,485        
Intangible assets 19                 20,725            64,484           30,320                 -            115,548        
Capital expenditures 995               3,871              2,300             9,702                   157            17,025          
Acquisition of operating entities -                -                 20,630           2,030                   -            22,660          
Total assets 285,729        138,810          373,158         215,726               10,752       1,024,175     

Nine months ended September 30, 2005

Revenue Hydro Co-generation
Alternative 

Fuel Infrastructure Admin Total
Energy sales 30,230          56,123            11,848           -                      -            98,201          
Waste disposal fees -                -                 9,335             -                      -            9,335            
Waste-water and water distribution -                -                 -                 20,870                 -            20,870          
Total Revenue 30,230          56,123            21,183           20,870                 -            128,406        
Operating expenses 11,044          38,294            18,398           8,437                   -            76,173          
Operating profit 19,186          17,829            2,785             12,433                 -            52,233          
Other administration costs (83)                -                 (96)                 (77)                      (3,054)       (3,310)           
Interest expense (3,804)           (681)               (298)               (862)                    (6,357)       (12,002)         
Interest, dividend income and other income 407               2,196              3,971             23                        67              6,664            
Write down of facility -                (2,721)            -                 -                      -            (2,721)           
Amortization of capital assets (7,268)           (5,232)            (3,782)            (4,463)                 -            (20,745)         
Amortization of intangible assets (1)                  (2,681)            (1,771)            (510)                    -            (4,963)           
Earnings before income taxes 8,437            8,710              809                6,544                   (9,344)       15,156          
Capital assets 277,093        92,848            93,803           157,414               -            621,158        
Intangible assets 20                 25,287            25,571           27,387                 -            78,265          
Capital expenditures 262               (452)               4,442             8,851                   173            13,276          
Acquisition of operating entities 1,286            -                 -                 16,836                 -            18,122          
Total assets 292,003        148,736          188,786         193,152               15,515       838,192        
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8. Commitments 
 
The acquisition of the AirSource units resulted in the Fund consolidating the commitments of 
AirSource.   
 

AirSource has entered into a Turn–key Construction Contract (the “Contract”) with Vestas for 
the construction of the Facility.  The Contract price is $176.1 million, including approved 
change orders, and is payable on the achievement of specified milestones. At the date of 
acquisition, $148.7 million has been paid to Vestas and $27.4 million was accrued.   The 
performance of Vestas under the Contract is secured by a standby letter of credit in favour of St. 
Leon Wind Energy GP Inc (the owner of the Facility) totalling $13.8 million.  Certain 
obligations of the Facility are secured by a stand by letter of credit in favour of Vestas, totalling 
$14.6 million.   
 
As of June 17, 2006, the 99 MW St. Leon wind energy generating facility achieved commercial 
operation status under the power purchase agreement with The Manitoba Hydro-Electric Board. 
However, certain issues are still outstanding between an AirSource affiliate, St. Leon Wind 
Energy GP Inc (“St. Leon GP”) and Vestas pursuant to the Turn-key Contract, including St. 
Leon ’s assertion that certain contractual milestones have not been achieved. As a result, St. 
Leon GP believes it is entitled to payment of ongoing liquidated damages under the Turn-key 
Contract until such milestones are met and is recognizing such amounts in its financial 
statements. Vestas has advised St. Leon GP that it disputes the continuing payment of such 
amounts and, commencing July 11, 2006, Vestas has discontinued further liquidated damage 
payments. Notwithstanding this, Vestas is continuing its efforts to complete the aspects of the 
construction work required to satisfy the outstanding milestones. St. Leon GP continues to hold 
substantial security posted by Vestas in respect of Vestas’ obligations under the Turn-key 
Contract and which security, in the opinion of St. Leon GP, will be sufficient to address any 
amounts proven to be properly due and owing by Vestas to St. Leon GP under the Turn-key 
Contract. As of September 30, 2006 Vestas has paid $8.8 million in liquidated damages.  Vestas 
is entitled to substantially all revenue received from Manitoba Hydro-Electric Board 
(“Manitoba Hydro”) during this time period.  For the third quarter, AirSource has billed and 
recorded in other revenue $5.6 million of liquated damages, of which $4.9 million is included in 
accounts receivable.  AirSource also recorded $3.8 million in energy sales to Manitoba Hydro 
for the third quarter in accounts payable and accrued liabilities as it is owed to Vestas. 
  
The Contract price includes a two year warranty period for the wind turbines and one year 
warranty period for the balance of plant after the facility is deemed to be in commercial 
operation as defined by the contract. 
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9. Comparatives 
 
Certain comparative amounts have been reclassified to conform with current period financial 
presentation. 
 
10. Subsequent Event 
 
i) Subsequent to the end of the quarter, on October 31, 2006, an announcement was made by the 
Canadian Minister of Finance regarding proposed changes to the tax treatment of income trusts and 
limited partnerships that, if adopted, would take effect for the 2011 fiscal year.  The Fund is assessing 
the alternatives with respect to the impact of these proposed changes. 
 
ii) Subsequent to the end of the quarter, the Fund filed an amended prospectus for the sale and issue of 
$60 million, 6.20% convertible unsecured subordinated debentures due November 30, 2016. Net 
proceeds after deducting expenses of the offering and underwriters fees are expected to be $57.3 
million.  The debentures will bear interest at an annual rate of 6.20%, payable semi-annually in arrears 
on May 31 and November 30 in each year starting May 31, 2007.  The convertible debentures are 
convertible into trust units of the Fund at the option of the holder at a conversion price of $11.00 per 
Trust Unit, being a ratio of approximately 90.9091 Trust Units per $1,000 principal amount of 
Debentures.  The Debentures may not be redeemed by the Fund prior to November 30, 2010. 
 




