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POWER

A Wind Power Generation — Under Development

@ Wind Power Generation — Under Construction

Capitalizing on Opportunities

AltaGas pursues opportunities in its power business to enhance long-term unitholder value. The Trust’s objectives are to:

Refine the power hedge strategies as appropriate to increase earnings stability and growth from the Sundance PPAs;
Dispatch the gas-fired peaking capacity in real time to maximize revenue from both the energy and ancillary services;
Identify and execute opportunities to create value from the regulation of greenhouse gas emissions;

Capitalize on internal synergies and integration efforts with other operating segments;

Acquire and develop power infrastructure supported by strong power supply and demand fundamentals;

Acquire and develop power generation projects backstopped by long-term power sales arrangements;

Diversify power generation portfolio by geography and energy source;

Develop operating capability in other energy sources;

Capitalize on increasing demand for clean power by investing in renewable power projects across Canada and the northern
and western U.S.; and

Invest in power opportunities such as additional PPAs in Alberta and other jurisdictions.



The supply and demand fundamentals supporting the power business remain favourable in North America. AltaGas expects
these fundamentals will continue to support strong power prices especially in Alberta where the Trust is most exposed to power
prices. This could increase the profitability of AltaGas’ power business allowing AltaGas to earn higher revenues from the sale
of power and ancillary services. The expectation of continued strong power prices is supported by the tight electricity reserve
margin in Alberta, as transmission constraints are delaying the addition of new generation facilities. However, power prices may
be impacted by slowing economic growth in Alberta. In January 2009, the Alberta Electric System Operator (AESO) published
a report titled “Future Demand and Energy Outlook, 2008-2028”, which projected provincial demand growing at an average
annual rate of 3.5 percent over the next 20 years. Average power demand in Alberta is expected to remain relatively flat in 2009,
although in 2008 new summer and winter peak demand records were set despite relatively flat demand growth for that period.
The current economic climate is making investment in new generation projects challenging, and AltaGas expects delays or
cancellations of many of the projects that have been announced over the past few years that had not already secured financing
prior to the economic downturn. Given the demand and supply forecasts, AltaGas expects reserve margins to remain around
10 percent until 2011 at which time it may increase to about 15 percent. Based on broker reports published February 18,
2009, the forward curve for power prices has remained relatively strong, in the mid-$70/MWh range through 2014. As at
December 31, 2008, 90 percent of AltaGas’ generation capacity was low-cost base-load coal fired generation which is expected
to produce stable future earnings in this market environment.

Power generation development and ownership opportunities are likely to arise as a function of the growing North American
demand for cleaner energy sources such as natural gas, hydro and wind. The planned decommissioning of thermal plants in Ontario
and, beginning in 2010, in Alberta, may present additional growth opportunities through the development and ownership of new
clean power generation capacity. The Trust is currently building the 102-MW Bear Mountain Wind Park near Dawson Creek, British
Columbia, which is on schedule to be in service in November 2009. The Trust also has approximately 1,900 MW of renewable
power under development. The renewable power portfolio consists of 1,500 MW of wind power, 500 MW in Canada and 1,000 MW
in the northern and western United States. The hydroelectric portfolio under development consists of approximately 400 MW in
British Columbia, of which approximately 275 MW were bid into BC Hydro’s Clean Call for Power in November 2008.

AltaGas’ strategy is to grow its energy infrastructure to offset the cash flow decline expected on December 31, 2020 when the
Sundance PPAs expire.

Power Business Outlook

In 2009 almost two-thirds of the power delivered to the Alberta Power Pool from the Sundance plant is hedged at $76/MWh,
similar to hedge prices in 2008. Current lower spot prices in the mid-$70 range are expected to result in lower earnings on
the unhedged volumes and management believes that the average power demand in Alberta will be relatively flat in 2009. The
power business is also expected to incur higher costs as work progresses on developing its portfolio of renewable projects. The
increased peaking capacity installed in late 2008 and the Bear Mountain Wind Park expected to be in service in November 2009
are expected to partially offset the lower earnings in the power business assuming spot prices realized in 2009 are reflective of
the current forward curve. Even with the lower spot prices, AltaGas expects the power business to have its second best year of
financial performance.

Risk Management

The main risks faced in the power business are power prices, the cost of power, the volume of power generated, counterparty
risk and regulatory risks related to the deregulation of power, market regulation and environmental legislation. Power results are
generally driven by volumes of power generated, hedge prices, spot power prices and the cost of power and transmission. Power
prices are impacted by fluctuations in supply and demand as a consequence of weather, customer usage, economic activity and
economic growth. The cost of power is driven by operating costs, changes in transmission rates and power available for sale, mainly
due to outage and force majeure events. AltaGas mitigates these risks through the strategies outlined in the following table.
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Power price volatility

Volume of power generation

Cost of power

Disciplined hedging strategy with
hedge targets approved by the Board of
Directors.

Monitor hedge transactions through
Risk Management Committee.

In-depth Alberta power market
knowledge and experience.

Hedge own electrical demand
requirements.

Own and operate gas-fired peaking
capacity to backstop PPAs and sell
energy and ancillary services.

e PPAs include specified target
availability levels.

Diversification of fuel sources and
geography.

Hedging strategy to balance price and
operating risk.

Reciprocal backstopping agreements
with another generator to supply power
at a fixed price during force majeure
events.

e Hedge power costs.

* Avoid commodity price exposure on
electricity energy sources.

Financial hedge contracts generally
have terms ranging from one to 36
months.

Average sales price received in 2008
was $84.51/MWh, compared to
average monthly Pool price range of
$64.51/MWh to $135.95/MWh.

Supplied approximately 14 MW for own
use.

Supplied approximately 60 MW to
Alberta power retail customers under
one to five-year contracts.

Peaking plants contributed $7.0 million
to net revenue in 2008 through sales of
ancillary services and energy.

The operator of the Sundance B plant is
obligated to provide AltaGas financial
compensation for shortfalls below

the specified target availability level,
which was 86 percent of rated capacity
in 2008. Payment is based on the
difference between actual and target
availability multiplied by the 30-day
rolling average power price (RAPP).

39 MW of gas-fired generation provided
partial operational backstopping to the
Sundance PPAs.

Wind and hydro power projects under
development.

Power delivered from a total of 33
independent generation sources.

Cost of power from the coal-fired
generation based on PPA indices, not
market price of coal.

Modest decrease in cost of power from
Sundance PPAs in 2008.



Counterparty risk

Construction risk

Community support

Regulatory risk

Environment and safety risk

Strong credit policies.

Continuous review of counterparty
credit.

Establish credit thresholds using
conservative credit metrics.

Closely monitor exposures and impact
of price shocks on liquidity.

Major Projects group manages and
monitors significant construction
projects.

Strong project control and management
framework.

Active corporate and regulatory affairs
departments.

Appropriate resources deployed on
regulatory issues.

Build risk-mitigation into contracts
where possible.

Strong safety and environmental
management systems, which AltaGas
continually strives to improve.

Focus on mitigating the impact of the
Specified Gas Emitters Regulation
(SGER).

L]

All relevant policies and processes
were maintained in 2008.

All financial hedge counterparties are
investment-grade.

No counterparty defaults in 2008.

Alberta retail credit risk has little
impact on hedge portfolio on an
individual basis. If there is a default,
AltaGas can sell the power on the spot
market.

Executed EPC contract with Enercon
for delivery and installation of the Bear
Mountain Wind Park turbines.

95 percent of Bear Mountain Wind Park
costs completed or committed through
fixed quotes.

Held several events to inform and
educate the communities in which
AltaGas is constructing and developing
projects.

AltaGas’ Sundance PPAs have
provisions for financial relief in the
event that policies and regulations
render PPAs uneconomic.

AltaGas personnel participate
in industry policy and oversight
committees.

Bantry and Parkland gas-fired peaking
plants compress natural gas to drive
the peaking plant starter motors.

The compressed gas is then captured
and cycled through the peaking
plants rather than vented into the
environment.

Potentially generate offsets and
emissions performance credits from
existing AltaGas operating facilities.

Possible offset of SGER costs through
higher Alberta Power Pool prices.
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($ millions) 2007 2006

Revenue 1,428.4 1,362.6
Unrealized gains on risk management 1.1 -
Net revenue® 324.0 318.9
EBITDA® 173.7 173.1
EBITDA before unrealized gains on risk management® 172.6 173.1
Operating income¥ 126.6 126.7
Net income 108.8 114.5
Net income before tax-adjusted unrealized gains on risk management® 109.3 114.5
Net income before tax® 114.7 113.4
Total assets 1,172.7 1,109.6
Total long-term liabilities 313.5 340.5
Net additions of capital assets 21.8 70.5
Distributions declared?( 118.6 110.8
Cash flows

Cash from operations 183.3 146.9

Funds from operations'¥ 162.9 161.7

($ per unit except as noted)

EBITDA® 3.03 3.12
EBITDA before unrealized gains on risk management® 3.01 3.12
Net income 1.90 2.06
Net income per diluted unit 1.89 2.06
Net income before tax-adjusted unrealized gains on risk management® 1.90 2.06
Net income before tax® 2.00 2.04
Distributions declared?( 2.065 1.995
Cash flows

Cash from operations 3.19 2.65

Funds from operations'¥ 2.84 2.91
Units outstanding (millions)

Weighted average number of units outstanding for the year (basic) 57.4 55.5

Weighted average number of units outstanding for the year (diluted) 57.4 55.5

End of year 58.1 56.4

(1)  Non-GAAP financial measure. See discussion in the Non-GAAP Financial Measures section of this MD&A.

(2)  Distributions declared of $0.180 per unit commencing August 2008, $0.175 per unit per month from August 2007 to July 2008. From August 2006 to July 2007 distributions
of $0.17 per unit per month were declared. From March 2006 to July 2006 distributions of $0.165 per unit per month were declared. From August 2005 to February 2006
distributions of $0.16 per unit per month were declared.

(3) Excludes share distribution of AltaGas Utility Group Inc. shares in September 2007 providing an additional non-cash distribution of $0.076 per unit.

2008 CONSOLIDATED FINANCIAL REVIEW

Financial results for 2008 reflect the strong operating performance of AltaGas’ energy infrastructure assets. In 2008 the Trust
increased its assets by approximately $600 million as a result of the Taylor acquisition. The Trust also completed approximately
$50 million of growth and enhancement initiatives in late 2008 at the Harmattan Complex. Net income increased by 50 percent
year-over-year. The gas and power businesses each reported year-over-year operating income increases of 75 percent and 25
percent, respectively. The gas business reported strong results despite turnarounds at five extraction facilities in 2008, which
resulted in lost revenues of $3.7 million and operating costs of $4.3 million and a major turnaround at one field processing facility
which resulted in $1.0 million in lower operating income. The power business reported strong results due to higher power prices



received on both spot and hedged sales as well as higher contributions from the gas-fired peaking plants. The Trust recorded
higher interest costs mainly due to the increased debt balances as a result of the Taylor acquisition and lower taxes primarily as

a result of changes within the Trust’s legal structure.

Net income in 2008 was $163.6 million ($2.38 per unit — basic), compared to $108.8 million ($1.90 per unit — basic) in 2007.
Excluding a $13.8 million reduction in future tax liability related to changes in the Trust structure and a $5.6 million after-tax gain
on risk management contracts, net income was $144.2 million ($2.10 per unit — basic). Excluding the Specified Investment Flow-
Through (SIFT) tax of $5.4 million and a $6.1 million non-cash tax benefit due to the reduced federal tax rates recorded in 2007,
net income in 2007 was $108.1 million ($1.88 per unit — basic).

Operating income across all segments increased by 50 percent to $189.4 million in 2008 compared to $126.6 million in 2007.

Operating income from the gas business was $103.6 million in 2008, compared to $59.3 million in 2007. In the power business,
operating income was $117.9 million in 2008 compared to $94.6 million in 2007. In 2008 operating income from the gas and
power businesses was 47 percent and 53 percent, respectively, of total business operating income compared to 39 percent and
61 percent, respectively, for 2007. The improved balance between the gas and power businesses reflects the impact of the Trust’s

strategy to have a more balanced portfolio of assets.

In the gas business, operating income increased mainly due to the larger energy infrastructure asset base as a result of the Taylor
acquisition, higher rates and other revenues in FG&P and higher frac spreads, partially offset by lower throughput due to declines,
planned and unplanned downtime in certain FG&P areas and lower volumes processed at the extraction plants owned prior to
January 2008. The gas business reported strong results despite the approximately $10 million impact of five extraction plant
turnarounds, planned and unplanned downtime at some field processing facilities and a fire at the Harmattan Complex.

In the power business, operating income increased due to higher average power prices, higher contributions from the peaking
plants, a deferral account settlement from the AESO and a gain on the sale of one of the Trust’s power development projects,
partially offset by a more favourable RAPP in 2007, higher transmission costs and higher environmental compliance costs.

The operating loss in the corporate segment increased primarily due to higher costs to support the growth of the Trust, general
cost escalations and lower investment income, partially offset by the unrealized gain reported on risk management contracts.

Consolidated net revenue for 2008 was $476.5 million compared to $324.0 million in 2007. In the gas business, net revenue
increased due to additional extraction, processing and transmission facilities, higher operating cost recoveries, higher rates
and other revenues in FG&P and higher frac spreads. These increases were partially offset by lower throughput in certain FG&P
areas, the sale of non-core assets in mid-2007, lower fixed-price gas and transport sales and lower volumes processed at the
extraction plants owned prior to the acquisition of the Taylor extraction facilities. In the power business, net revenue increased
due to a higher average price received on the sale of power, higher contributions from the peaking plants, a deferral account
settlement from the AESO and the gain on sale of a power development project, partially offset by a higher RAPP in 2007, and
higher transmission and environmental compliance costs.

Operating and administrative expense for 2008 was $220.1 million, compared to $150.3 million in 2007. The increase was due
to costs related to new facilities, turnaround costs and higher compensation and administrative costs. Operating costs included
approximately $8.0 million related to turnaround costs incurred during the year. Approximately 36 percent were recovered.

Administrative costs included approximately $2.0 million in non-recurring technology costs.

Amortization expense for 2008 was $67.0 million, compared to $47.1 million in 2007. The increase was primarily due to new and
expanded facilities in the gas business, partially offset by the disposition of non-core assets in second quarter of 2007.
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Interest expense in 2008 was $27.4 million, compared to $11.9 million in 2007. The increase was primarily due to higher average
debt balances of $581.0 million in 2008, compared to $234.9 million in 2007. The average borrowing rate for 2008 was 5.3
percent which was consistent with 2007.

Income tax recovery for 2008 was $1.6 million, compared to income tax expense of $5.9 million in 2007. Income tax expense
was lower as a result of certain tax planning initiatives undertaken by management in 2008. The income tax expense was lower
by $11.8 million as a result of applying a lower tax rate to the future income tax liability that arose from changes in the legal
entity structure of the Trust. This internal reorganization had the added benefit of reducing income tax expense by $13.3 million
through use of higher intercompany interest, offset by income taxes of $12.0 million due to higher operating income. The lower
2008 income tax expense was partially offset by $2.3 million in current taxes from the sale of a power project, $1.7 million due
to higher mark-to-market gains on risk management contracts and $1.5 million due to an adjustment for the estimated tax asset
basis of the Trust. For comparative purposes, the enactment of the SIFT tax during 2007 increased income tax expense by $5.3
million. Later in the same year, income tax expense was reduced by $5.4 million due to the federal income tax rate reductions.

2007 CONSOLIDATED FINANCIAL REVIEW

Net income in 2007 was $108.8 million compared to $114.5 million in 2006. Excluding the SIFT tax of $5.4 million recorded in
2007, the $6.1 million non-cash tax benefit due to the reduced federal tax rates recorded in fourth quarter 2007, and the non-cash
tax benefit of $6.6 million due to tax rate reductions recorded in 2006, net income for the year ended December 31, 2007 was
in line with 2006. Adjusting for these one-time tax items, net income was $108.1 million in 2007 compared to $107.9 million in
2006. Net income increased mainly due to higher power prices received on hedged sales and lower costs in the power generation
segment, new facilities and higher rates in the FG&P segment, higher extraction volumes exposed to frac spreads, higher frac
spreads, a one-time gain from the sale of oil and gas production assets and lower interest expense. These increases were offset
by lower revenues from lower unhedged sales due to lower Alberta spot power prices, lower throughput in the FG&P segment,
the expiration of the Genesee power contract, higher operating and administrative costs, lower earnings in the Energy Services

segment and a one-time charge related to non-recoverable costs incurred on a development project.

Consolidated net revenue for 2007 was $324.0 million compared to $318.9 million in 2006. The increase was due to higher hedge
prices and lower costs in the power generation segment, new facilities and higher rates in the FG&P segment, higher frac spread-
exposed volumes and higher frac spreads, and a one-time gain on the sale of oil and natural gas production assets. The increases
were partially offset by the expiration of the Genesee power contract, lower throughput in the FG&P segment, a lower contribution
from the oil and gas assets sold in May 2007 and decreased earnings in the Energy Services segment.

Operating and administrative expense for 2007 was $150.3 million compared to $145.8 million in 2006. The increase was due
to additional costs related to new facilities, higher compensation and administrative costs and a one-time charge related to non-
recoverable costs incurred on a development project.

Amortization expense for 2007 was $47.1 million compared to $46.4 million in 2006. The increase was primarily due to new and
expanded facilities in the FG&P segment, partially offset by the sale of oil and natural gas production assets and the one-time
write-down of $0.6 million of goodwill on a non-core investment in 2006.

Interest expense in 2007 was $11.9 million compared to $13.3 million in 2006. The decrease was primarily due to a lower
average debt of $234.9 million compared to $274.1 million in 2006, partially offset by slightly higher borrowing rates. The average
borrowing rate in 2007 was 5.3 percent compared to 4.9 percent in 2006.

Income tax expense for 2007 was $5.9 million compared to an income tax recovery of $1.1 million in 2006. The increase was
mainly due to the non-cash charge of $5.4 million to record future income tax liabilities for differences between the accounting
and tax basis of AltaGas’ assets and liabilities as a result of the SIFT tax, the $6.6 million non-cash tax benefit recorded in



2006 due to Alberta and federal income tax rate reductions and a $1.6 million tax impact on unrealized gains related to risk
management assets and liabilities. These increases were partially offset by the difference between the $6.1 million non-cash tax
benefit due to the federal rate reductions enacted in late 2007 and the future income tax recovery of $0.6 million from the sale

of oil and natural gas production assets.

GLOBAL MARKET CONDITIONS

Global financial markets have recently experienced severe turmoil; however AltaGas’ financial position and ability to generate
cash in the short and long-terms from its operations remain strong. The Trust also has good access to capital markets. In February
2009, the Trust issued trust units for gross proceeds of approximately $100 million and secured commitments for a new $250
million revolving and term credit facility. AltaGas’ access to capital markets was also demonstrated with its 2008 funding program
which consisted of a trust unit issue valued at approximately $115 million in June 2008 and a $250 million credit facility in March
2008, which will be replaced with the new facility secured in February 2009. In addition, trust units issued under the Trust’s
Distribution Reinvestment and Optional Unit Purchase Plan (DRIP) are expected to raise approximately $35 million in 2009.

The Trust’s liquidity position remains sound, underpinned by highly predictable cash flow from operations, as well as revolving bank
lines of $750 million, of which $326 million was available as at December 31, 2008 and high participation in the DRIP. Subsequent

to the equity issuance, the Trust has approximately $100 million in incremental available bank lines.

Management has completed analyses of recent market conditions on both defined benefit pension plans and impairment testing

for goodwill and intangible assets. All analyses concluded that no material adjustment is required.

CAPITAL PROJECTS

The outlook for 2009 capital expenditures is approximately $250 million with committed spending of approximately $200 million.
The total of $250 million is expected to be split approximately 28 percent to gas and 72 percent to power projects. The majority
of the $200 million of committed spending is to complete the construction of the Bear Mountain Wind Park.

Capital expenditures for 2010 have not yet been finalized. The Trust is pursuing many growth opportunities, however capital
commitments for 2010 are subject to the economic environment and AltaGas’ ability to create long-term unitholder value. As
capital projects are approved and committed, AltaGas will update the capital outlook for 2010.

Harmattan Co-stream Project

The proposed Harmattan Co-stream Project is expected to bring natural gas from the NOVA Gas Transmission Limited (NGTL)
system to the Harmattan Complex for processing to recover ethane, propane, butane and condensate. The NGL Extraction Inquiry
hearing held by the Alberta Energy Resources Conservation Board (ERCB) concluded at the end of September 2008 and the
ERCB provided its ruling in February 2009. The ERCB has stated that proposed co-streaming and side-streaming projects, such as
the Harmattan Co-stream Project, will be assessed on an individual basis by the ERCB. Furthermore, the entitlement to the NGL
within the common-stream natural gas transported on Alberta-regulated gas transmission pipelines will be transferred over the
next three years to receipt shippers who hold receipt capacity (capacity that gives the shipper the right to place natural gas on
the NGTL system), rather than the current convention that gives export delivery transporters the rights to the NGL in the common
stream. This change will provide AltaGas the opportunity to negotiate competitive pricing and terms to receipt shippers such
that they can access the value of their NGL through the Harmattan Complex. With the NGL Inquiry now concluded, AltaGas will
resubmit the application for its Harmattan Co-stream Project in the coming months. Upon approval, construction of the project
would require approximately 14 months to complete. The project, as currently envisioned, is expected to cost in the range of $100
million to $120 million and would begin contributing to operating income in late 2010.
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Hydroelectric

AltaGas is developing a portfolio of run-of-river hydroelectric projects in British Columbia. The largest of these is the 195-MW
Forrest Kerr run-of-river hydroelectric project in northwest B.C. In addition AltaGas is in the early stages of developing the
McLymont Creek (66 MW) and Volcano Creek (16 MW) run-of-river projects. These three projects were submitted to BC Hydro in
late 2008 as part of the Clean Power Call competition to supply electricity. Management understands that BC Hydro intends to
respond to the submission to the Clean Power Call by mid-2009. Should AltaGas be successful in contracting with BC Hydro for
these projects, it is expected they will be in service sometime from 2014 through 2016.

AltaGas also has a number of smaller run-of-river hydroelectric projects under development in British Columbia with a combined
capacity of approximately 130 MW.

Wind

Through a series of acquisitions, AltaGas has the potential of developing approximately 1,500 MW of wind power projects in western
Canada and the northern and western United States. The portfolio of wind assets includes approximately 600 MW in mature stage
development and 900 MW in early stage development. Of the 1,500 MW total potential development, 500 MW are in Canada and
the remainder are in the United States.

This MD&A contains references to certain financial measures that do not have a standardized meaning prescribed by Canadian
generally accepted accounting principles (GAAP) and may not be comparable to similar measures presented by other entities.
The non-GAAP measures and their reconciliation to GAAP financial measures are shown below. All of the measures have been

calculated consistently with previous disclosures.
References to net revenue, operating income, EBITDA, EBITDA before unrealized gains (losses) on risk management, net income
before tax-adjusted unrealized gains (losses) on risk management, net income before tax and funds from operations throughout

this document have the meanings as set out in this section.

Net Revenue

($ millions) 2007 2006
Net revenue 324.0 318.9
Add: Cost of sales 1,104.4 1,043.7
Revenue (GAAP financial measure) 1,428.4 1,362.6

Net revenue, which is revenue less the cost of commaodities purchased for sale and shrinkage, is a better reflection of performance
than revenue, as changes in the market price of natural gas and power affect both revenue and cost of sales.

Operating Income

($ millions) 2007 2006
Operating income 126.6 126.7
Add (deduct): Interest (11.9) (13.3)

Income taxes (5.9) 1.1
Net income (GAAP financial measure) 108.8 114.5

Operating income is a measure of the Trust’s profitability from its principal business activities prior to how these activities
are financed or how the results are taxed. The measure is used by management to assess the operating performance of the
business segments as it is a better indicator of operating performance than net income. Operating income is calculated from the
Consolidated Statements of Income and Accumulated Earnings and is defined as net revenue less operating and administrative

expenses and amortization.



EBITDA

($ millions) 2007 2006
EBITDA 173.7 173.1
Add (deduct): Amortization and goodwill impairment (47.1) (46.4)
Interest (11.9) (13.3)
Income taxes (5.9) 1.1
Net income (GAAP financial measure) 108.8 114.5

EBITDA is a measure of the Trust’s operating profitability. EBITDA provides an indication of the results generated by the Trust’s
principal business activities prior to how these activities are financed, how assets are amortized or how the results are taxed.
EBITDA is calculated from the Consolidated Statements of Income and Accumulated Earnings and is defined as net revenue less
operating and administrative expenses.

EBITDA Before Unrealized Gains on Risk Management

($ millions) 2007 2006
EBITDA before unrealized gains on risk management 172.6 173.1
Add (deduct): Unrealized gains on risk management 1.1 -
Amortization and goodwill impairment (47.1) (46.4)
Interest (11.9) (13.3)
Income taxes (5.9) 1.1
Net income (GAAP financial measure) 108.8 114.5

EBITDA before unrealized gains on risk management is a measure of the Trust’s operating profitability without the impact of
the change in fair value of risk management contracts. EBITDA before unrealized gains on risk management reports the results
of the Trust’s principal business activities on a realized basis and prior to how business activities are financed, assets are
amortized or the results are taxed. AltaGas does not speculate on commodity prices, but rather enters into financial instruments
to manage risk, and therefore evaluates company performance prior to the accounting of the unrealized gains or losses from risk
management activities. EBITDA before unrealized gains on risk management is calculated from the Consolidated Statements of
Income and Accumulated Earnings and is defined as net revenue adjusted for unrealized gains on risk management less operating

and administrative expenses.

Net Income Before Tax-Adjusted Unrealized Gains on Risk Management

($ millions) 2007 2006
Net income before tax-adjusted unrealized gains on risk management 109.3 114.5
Add (deduct): Unrealized gains on risk management 1.1 -

Income tax expense on risk management (1.6) -
Net income (GAAP financial measure) 108.8 114.5

Net income before tax-adjusted unrealized gains on risk management is a better reflection of performance than net income as
changes related to risk management are based on estimates related to commodity prices and foreign exchange rates over time.
Net income before tax-adjusted unrealized gains on risk management is calculated from the Consolidated Statement of Income and
Accumulated Earnings and is defined as net income plus unrealized gains on risk management and less income tax expense.

Net Income Before Tax

($ millions) 2007 2006
Net income before tax 114.7 113.4
Add (deduct): Income taxes (5.9) 1.1

Net income (GAAP financial measure) 108.8 114.5
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Net income before tax is a better reflection of performance because it is not dependent on how those results are taxed which
can change from year-to-year. Net income before tax is calculated from the Consolidated Statements of Income and Accumulated

Earnings and is defined as net income less income tax expense.

Funds From Operations

($ millions) 2007 2006
Funds from operations 162.9 161.7
Add (deduct): Net change in non-cash working capital and asset retirement

obligations settled 20.4 (14.8)
Cash from operations (GAAP financial measure) 183.3 146.9

Funds from operations is used to assist management and investors in analyzing operating performance without regard to changes
in the Trust’s non-cash working capital in the period. Funds from operations as presented should not be viewed as an alternative
to cash flow from operations or other cash flow measures calculated in accordance with Canadian GAAP. Funds from operations is
calculated from the Consolidated Statements of Cash Flows and is defined as cash provided by operating activities before changes
in non-cash working capital and expenditures incurred to settle asset retirement costs.

Operating Income

($ millions) 2007
Extraction and Transmission 39.1
Field Gathering and Processing 18.2
Energy Services 2.0
Power Generation 94.6
Corporate (27.3)

126.6

Description of Extraction Assets

AltaGas owns extraction plant processing capacity through its interest in two extraction plants at Empress, Alberta, an extraction
plant at Joffre, Alberta and another in Edmonton, Alberta. Also included in the extraction business is AltaGas’ Bantry field
fractionation facility. With the Taylor transaction effective January 10, 2008, AltaGas added the Harmattan Complex in Alberta,
ownership interest in the Younger Extraction Plant in British Columbia and increased its ownership of the Joffre Extraction
Plant in Alberta to 100 percent. The Harmattan Complex has natural gas licensed inlet capacity of 490 Mmcf/d, a deep cut
NGL extraction unit, NGL fractionation net capacity of 25,000 Bbls/d and NGL terminal facilities. The Younger Extraction Plant,
with NGL extraction ownership of 56.7 percent, has net processing capacity of 425 Mmcf/d and NGL fractionation and terminal
ownership of 100 percent with net capacity of 25,000 Bbls/d. The increased ownership of the Joffre plant added net capacity
of 125 Mmcf/d and terminalling with net capacity of 5,200 Bbls/d. AltaGas operates the Edmonton Ethane Extraction Plant,
the Joffre Extraction Plant, the Bantry field facility, Harmattan Complex and the Younger Extraction Plant. The extraction plants
provide stable fixed-fee or cost-of-service type revenues and margin-based revenues. AltaGas’ net raw gas licensed inlet capacity
at these plants was 1,594 Mmcf/d at December 31, 2008. The current throughput at these facilities is 801 Mmcf/d.

The value of ethane and NGL extraction is a function of the difference between the value of the ethane, propane, butane and
pentanes plus as separate marketable commodities and their value as constituents of the natural gas stream. If the components
are not extracted, they are sold as part of natural gas and generate revenue for their heating value at the prevailing natural
gas price since ethane and extracted NGL components are sold at higher prices that reflect the value for each of the individual



commodities. In most cases the NGL recovered at natural gas processing and extraction plants in western Canada are delivered
into a system of pipelines that collects and moves NGL to Fort Saskatchewan, Alberta or Sarnia, Ontario. NGL are used directly
as an energy source and as feedstock for the petrochemical and crude oil refining industries. Ethane is the feedstock for
ethylene production.

Extraction facility owners have the right to extract liquids from the natural gas stream, either directly as the owner of the gas,
or through NGL extraction agreements. The typical commercial arrangement involves the ethane and NGL extraction plant owner
contracting with an export delivery transporter on a gas transmission system for the right to extract the ethane and NGL from
the transporter’s natural gas. By removing ethane and NGL, the extraction plant is, in effect, extracting or shrinking a portion
of the energy content of the shipper’s natural gas. The extraction plant owner pays the transporter for the extracted energy or
alternatively purchases a sufficient volume of natural gas from the market to replace the extracted energy, thereby keeping the
transporter whole. This purchased gas is referred to as shrinkage or make-up gas. Extraction contract terms may be for firm
or interruptible processing, and may vary from monthly to multi-year in length. Currently the majority of AltaGas’ extraction
agreements are multi-year term arrangements. Based on the results of the ERCB NGL Extraction Inquiry released in February
2009, the convention for obtaining extraction rights will change over the next three years, whereby the entitlement to the NGL
within the common-stream natural gas transported on Alberta-regulated gas transmission pipelines will be transferred to receipt
shippers rather than the export delivery transporters. AltaGas is developing a strategy to capitalize on opportunities related to
the NGL Extraction Inquiry decision.

The majority of the $55 million capital program at Harmattan was completed by the end of 2008. Approximately $8 million of the
$55 million is expected to be spent by the end of second quarter 2009. The projects included capturing incremental throughput
of approximately 30 to 40 Mmcf/d, thereby increasing the plant’s effective throughput by 30 percent. The efficiency projects
helped reduce fuel gas consumption and increased reliability. It is expected that the financial performance of Harmattan will
increase by over 80 percent in 2009 with the benefit of these capital programs and no plant turnarounds. In 2009, an incremental
$6 million will be spent to further enhance the revenue generation capability of the Complex. The additional funds will increase
the fractionation capacity by 7,500 Bbls/d up to 35,000 Bbls/d. There will be no change in the raw inlet capacity of the facility,
only an increase in throughput.

Description of Transmission Assets

AltaGas owns five natural gas transmission systems with combined transportation capacity of approximately 554 Mmcf/d and
three NGL pipelines with combined capacity of 151,600 Bbls/d.

The Suffield System in southeastern Alberta accounted for 46 percent of transmission net revenue in 2008 and has capacity of
400 Mmcf/d (approximately 416,000 GJ/d). The majority of the Suffield System’s capacity is currently contracted by EnCana
through transport-or-pay, daily contract quantity commitments that will expire in 2022 and be renewable for one-year periods
thereafter. Contractual volume commitments are expected to increase annually from approximately 370,000 GJ/d in 2008 to
approximately 406,000 GJ/d in 2010 and will decline thereafter.

AltaGas acquired the EDS and the Joffre Feedstock Pipeline (JFP) with the acquisition of Taylor in January 2008. The EDS is
used to transport ethylene, the main product produced by the NOVA Chemicals Joffre petrochemical complex, to industrial
customers and storage facilities in the Edmonton and Fort Saskatchewan areas. The EDS is a 180-km, 12-inch diameter pipeline
with capacity of 90,000 Bbls/d. The JFP transports NGLs from Fort Saskatchewan to the NOVA Chemicals Joffre petrochemical
complex. JFP is a 180-km, 10-inch diameter pipeline with capacity of 50,000 Bbls/d. The EDS and JFP transportation agreements
provide for a fixed transport-or-pay fee plus the full recovery of actual costs incurred for a term of 12 years to 2016 with provisions
for extensions thereafter.
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AltaGas owns and operates the majority of the Cold Lake natural gas transmission system, which consists of 39 receipt points
and 36 delivery points (including four pipeline interconnects). The Kahntah pipeline transports natural gas from British Columbia
to Alberta and is contracted on an annual basis. The Porcupine Hills pipeline in southwest Alberta is a single shipper NGL pipeline.
The Summerdale and Battle Lake pipelines transport natural gas in central Alberta.

AltaGas is investing a total of approximately $12.5 million to upgrade its EDS pipeline of which 80 percent was completed in 2008.
The upgrade involves replacing approximately 12 km of 12-inch diameter pipeline with thicker-walled pipe to meet regulatory
requirements associated with an increase in adjoining residential population density. AltaGas will receive a fixed, transport-or-pay
fee and will have full cost recovery in operating the upgrade under cost-of-service arrangements similar to existing arrangements
for the EDS pipeline. Construction began in fall 2008 and is expected to be completed by April 2009.

Financial Results

($ millions) 2007
Revenue 142.9
Net revenue 67.4
Operating and administrative expense 20.3
Amortization expense 8.0
Operating income 39.1
Operating Statistics
2007
Extraction inlet gas processed (Mmcf/d)® 436
Extraction ethane volumes (Bbls/d)® 13,355
Extraction NGL volumes (Bbls/d)® 6,752
Total extraction volumes (Bbls/d)(® 20,107
Frac spread — realized ($/Bbl)® 21.38
Frac spread — average spot price ($/Bbl)® 22.48
Transmission volumes (Mmcf/d)® 407

(1)  Average for the period.

(2) AltaGas reports an indicative frac spread or NGL margin, expressed in dollars per barrel of NGL, which is derived from Edmonton postings for propane, butane and condensate
and the daily AECO natural gas price.

(3) Excludes NGL pipeline volumes.

E&T Variance Analysis

Operating income in the E&T segment for 2008 was $83.8 million compared to $39.1 million in 2007. The primary contributors
to the increase was the addition of new extraction and transmission facilities through the Taylor acquisition in January 2008,
higher realized frac spreads and increased rates, partially offset by lower volumes processed at the extraction plants owned
prior to January 2008. Plant turnarounds and a fire at the Harmattan Complex in 2008 resulted in lower operating income of
approximately $8.5 million.

In 2008, average ethane and NGL volumes extraction increased primarily as a result of the addition of the Harmattan Complex,
Younger Extraction Plant and the remaining 50 percent ownership in the Joffre Extraction Plant, partially offset by lower volumes
processed at the extraction plants owned prior to January 2008. Transmission volumes decreased slightly in 2008 due to lower
volumes on the Suffield system.

Net revenue in 2008 was $176.2 million, up substantially from $67.4 million in 2007. Net revenue increased by $111.5 million
primarily as a result of the extraction and transmission assets acquired with Taylor, as well as $1.5 million due to higher realized



frac spreads, $0.9 million due to the Cold Lake Expansion completed in 2007 and $0.6 million due to increased transmission rates.
These increases were partially offset by $2.3 million in lower volumes at the extraction plants owned prior to January 2008.

Operating and administrative expense in 2008 was $65.1 million compared to $20.3 million in 2007. The increase was mainly due
to the costs incurred to operate the Taylor assets acquired in first quarter 2008. Included in operating expense is $4.1 million due

to turnarounds and $0.5 million as a result of the fire at the Harmattan Complex.

Amortization expense in 2008 was $27.3 million compared to $8.0 million in 2007. The increase was due to the Taylor acquisition
in January 2008.

Description of FG&P Assets

The FG&P segment consists of 76 gathering and processing facilities in 30 operating areas in western Canada and approximately
6,500 km of gathering lines upstream of processing facilities that deliver natural gas into downstream pipeline systems that feed
North American natural gas markets.

The gathering systems move natural gas on behalf of producers from the wellhead to AltaGas processing facilities where impurities
and certain hydrocarbon components are removed and the gas is compressed to meet the operating specifications of downstream
pipeline systems that deliver gas to domestic and export energy markets. AltaGas focuses on owning and operating smaller,
moveable natural gas processing facilities with processing capacity of under 50 Mmcf/d, which distinguishes it from most of its

competitors in western Canada.

The FG&P segment’s main business drivers are throughput, gathering and processing fees and operating costs. Throughput is
impacted by new well tie-ins, reactivations, recompletions and well optimizations performed by producers and natural production

declines in areas served by AltaGas’ processing facilities.

AltaGas plans to invest approximately $25 million on a sour gas expansion at its Pouce Coupe facility. Once completed, the
expansion will add approximately 20 Mmcf/d of sour gas processing capability to the current 7 Mmcf/d of sweet gas processing
capacity. The development is currently at the regulatory approval stage. Certain equipment required for the expansion is being
redeployed from the Doris facility and other long-lead items have been purchased. Approximately 70 percent of the project costs

are now firm.

Financial Results

($ millions) 2007
Revenue 135.1
Net revenue 127.4
Operating and administrative expense 83.3
Amortization expense 25.9
Operating income 18.2

Operating Statistics

2007
Capacity (Mmcf/d)® 1,023
Throughput (gross Mmcf/d) 527
Capacity utilization (%)@ 52
Average working interest (%)Y 91

(1) As at the end of the reporting period.
(2)  Average for the period.
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FG&P Variance Analysis

Operating income in the FG&P segment was $20.4 million in 2008 compared to $18.2 million in 2007. The increase was due to
the contribution from new facilities, higher rates and other facility service revenues, partially offset by lower throughput, higher
expenses and no income from the Ikhil Joint Venture which was sold in 2007.

Throughput in 2008 averaged 541 Mmcf/d compared to 527 Mmcf/d in 2007. The increase was primarily due to the acquisition of
new plants and additional well tie-ins, partially offset by natural declines, lower producer activity, and scheduled and unscheduled
plant outages.

Throughput volumes decreased 19 Mmcf/d in the North District due to general decline and plant turnaround at Rainbow Lake (6
Mmcf/d), lower volumes due to a fire on February 13, 2008 followed by a plant shutdown until May 9 at Clear Hills (4 Mmcf/d),
general declines in Cold Lake (3 Mmcf/d) and Pouce Coupe operating areas and the sale of Ikhil (1 Mmcf/d), partially offset by
increased volumes at Clear Prairie (3 Mmcf/d). Throughput volumes in the South District increased due to the acquisition of RET
(55 Mmcf/d), a new plant at Acme (4 Mmcf/d) and higher volumes at Bonnie Glen (2 Mmcf/d). These increases were offset by
combined volume declines at Bantry and Princess and some volumes being diverted due to a plant shut-in on February 12, 2008
at Princess (9 Mmcf/d), volume declines and lower tie-ins at Central Border (7 Mmcf/d) and Kirkpatrick (2 Mmcf/d), and volume
declines at South Foothills (4 Mmcf/d) and Alder Flats (2 Mmcf/d).

Net revenue in the FG&P segment was $143.9 million in 2008 compared to $127.4 million in 2007. The increase was due to
$17.6 million from new facilities, $6.8 million due to higher operating cost recoveries, $1.2 million from increased rates and
higher other facility service revenues. These increases were partially offset by $6.8 million due to lower throughput resulting
from volume declines, lower producer drilling activity and operational downtime, as well as $2.7 million from the sale of the Ikhil
Joint Venture.

Operating and administrative expense in the FG&P segment in 2008 was $95.4 million compared to $83.3 million in 2007. The
increase was mainly attributable to $9.0 million for new facilities and $4.2 million due to higher expenses primarily due to the
Rainbow Lake turnaround, of which 77 percent were recovered. These increases were partially offset by $1.2 million in lower
expenses from the sale of the Ikhil Joint Venture.

Amortization expense in the FG&P segment in 2008 was $28.1 million compared to $25.9 million in 2007. The increase was due

to new and expanded facilities, partially offset by the sale of the Ikhil Joint Venture in 2007.

Description of Energy Management Business

The energy management business consists of providing energy consulting and supply management services and arranging gas
and power supply for non-residential end-users. AltaGas’ energy management services are provided under the brand name ECNG

Energy and are supported by employees in: Burlington and Chatham, Ontario; Calgary, Alberta; and Vancouver, British Columbia.

The majority of the energy management fee-for-service revenue is based on one-to-three-year evergreen contracts. Fees are
earned by providing advisory services, and arranging and managing supply on behalf of customers. These services allow
customers to reduce exposure to gas and power price volatility and to match their energy supply requirements with their risk and
budget objectives.

In the energy management business, AltaGas primarily enters into agency retainer agreements with clients under which it provides
gas and electricity supply and price management advice to its customers. Under these agency agreements AltaGas, on behalf of
its end-user customers, also purchases, manages and fixes the price of the client’s natural gas and electricity purchases. AltaGas
acts as agent on behalf of its customers and is generally not exposed to changes in the commodity prices.



Description of Gas Services Business

One of the key functions of the Energy Services segment is the support provided to AltaGas’ infrastructure businesses. The
gas services group contracts supply and shrinkage gas for AltaGas’ extraction facilities. It also contracts and resells capacity
on AltaGas transmission pipelines and provides gas control services to balance gas flows. Gas services markets gas for FG&P
customers and in the process earns margins, manages credit exposure, and provides additional value-added services to AltaGas’
producer customers. In addition, it contracts and manages gas for AltaGas’ gas-fired power peaking plants.

In addition to supporting other operating segments within AltaGas, the gas services business identifies opportunities to buy and
resell natural gas, market natural gas for producers and exchange, reallocate or resell pipeline capacity and storage to earn a
profit. Net revenues from these activities are derived from low-risk opportunities based on transportation cost differentials between
pipeline systems and differences in natural gas prices from one period to another. Fixed margins are earned by simultaneously
locking in buy and sell transactions in compliance with AltaGas’ credit and commodity risk policies. AltaGas also provides energy
procurement services for large industrial and utility gas users, and manages the third-party pipeline transportation requirements
for many of its gas marketing customers.

AltaGas’ gas services business also includes transportation arrangements into the eastern Canadian markets and within Alberta
in the form of gas exchange arrangements with AltaGas’ gathering and processing customers. AltaGas markets or exchanges all
of the volumes that flow through its Cold Lake and Summerdale pipeline systems. In a gas exchange transaction AltaGas receives
natural gas from customers on an AltaGas system and delivers the gas to its customers on the TransCanada, ATCO or TransGas
systems. By purchasing or exchanging gas on these pipeline systems and at other facilities, AltaGas has achieved positive
margins while providing improved netbacks for producers.

Over several years, AltaGas had accumulated a portfolio of oil and natural gas production assets in connection with larger
acquisitions of gathering and processing facilities. These oil and natural gas assets were sold in the second quarter of 2007.

The gas services business will manage AltaGas’ 50 percent share of Sarnia Storage Pool Limited Partnership, which owns 5.3
Bcf of gas storage capacity and is currently anticipated to be in commercial operation by July 2009. Storage in the pool will be
marketed on a fee-for-service basis to credit-worthy third parties. Market Hub Partners Management Inc., an affiliate of Spectra
Energy Corp., has been contracted to manage the general partner of the limited partnership and operate the facility.

Financial Results

($ millions) 2007
Revenue 1,022.5
Net revenue 20.9
Operating and administrative expense 15.6
Amortization expense 3.3
Operating income 2.0

Operating Statistics

2007
Energy management service contracts® 1,466
Average volumes transacted (GJ/d)® 388,217

(1)  Active energy management service contracts at the end of the reporting period.
(2)  Average for the period. Includes volumes marketed directly, volumes transacted on behalf of other operating segments, and volumes sold in gas exchange transactions.
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Energy Services Variance Analysis

The Energy Services segment reported an operating loss of $0.6 million in 2008 compared to operating income of $2.0 million
in 2007. The decrease was due to the $1.6 million gain reported on the sale of oil and natural gas production assets in second
quarter 2007, lower fixed-price gas and transportation sales, declining volumes and a one-time cost for commissions paid to a
trade association related to 2007. The decreases were partially offset by a one-time pricing adjustment and lower operating and
administrative expenses.

Net revenue was $14.1 million in 2008 compared to $20.9 million in 2007. The decrease included $4.4 million from the sale of

oil and natural gas assets in second quarter 2007 and $3.5 million due to lower fixed-price gas and transport sales and declining
volumes, partially offset by a $0.8 million one-time pricing adjustment.

Description of Power Generation Assets

The power business comprises 392 MW of total power generation capacity in Alberta through a 50 percent ownership interest in
the Sundance B PPAs and a capital lease for 25 MW of gas-fired power peaking capacity. In addition, gas-fired peaking plants have
been installed with total generating capacity of 14 MW. The segment also includes a 25 percent interest in a 7-MW run-of-river
hydroelectric generation facility in British Columbia acquired in January 2008 with the Taylor acquisition. The power business also
includes a 102-MW wind farm in B.C. under construction and approximately 1,900 MW of renewable power under development.

PPAs were established in 1999 under Alberta’s program of power industry deregulation. PPAs were created to separate ownership
of the physical power generation assets from control of output. The 50 percent interest in the Sundance B PPAs provides AltaGas
with the rights to a specified target level of 86 percent of the Sundance B plants’ rated capacity and to ancillary services until
December 31, 2020.

Results in the power business are largely driven by generator availability, hedge prices (for the portion of capacity that is hedged)
and Alberta spot prices (for the portion of capacity that is not hedged). The relationship among production, spot prices and cost
of sales is specified in the PPAs. Generally, AltaGas is compensated when power production is less than target levels, at a rate
based on the previous month’s RAPP. Similarly, if generation from the PPAs is above target, AltaGas is obligated to provide the
owner of the generation facility financial compensation based on the difference between actual availability and target availability,
multiplied by the RAPP. The financial exposure may be positive or negative depending on the difference between the current
Alberta spot price and RAPP and between actual generation and the target. The majority of the cost of sales is the fixed costs
and variable operating costs paid to the operator of the Sundance B facility, transmission costs and Alberta Power Pool trading
charges. The price for coal purchased through the PPAs is based on pre-defined formulae tied to inflation, rather than the prevailing
market price for coal.

AltaGas also leases, operates and maintains 25 MW of gas-fired peaking generation. The lease began in September 2004 and
includes an option at the end of the initial term of 10 years to renew for a further 15 years or to purchase the assets. Construction
was completed for an additional 14 MW of gas-fired peaking capacity, which increases the Trust’'s peaking capacity by 58
percent. The Energy Services segment manages the gas requirement for the peaking plants and the units are dispatched from
the Edmonton extraction plant. This 39 MW of gas fired peaking capacity provides fuel diversity to AltaGas’ power business
and partial backstopping to outages at Sundance. In addition, due to their quick ramp up capability, the peaking plants provide
revenue from the sale of energy and ancillary services.



Construction of the 102-MW Bear Mountain Wind Park near Dawson Creek, British Columbia remains on schedule for completion
in November 2009. Foundations to support turbine construction are complete and construction of the substation and powerlines is
underway. AltaGas is financing the project, which is expected to cost approximately $200 million, through its credit facilities. The
Bear Mountain Wind Park is backstopped by a 25-year electricity purchase agreement with BC Hydro. Bear Mountain Wind Park
has retained the green attributes and renewable energy credits from the project and intends to sell them to provide an additional

revenue stream to the project.

AltaGas entered into an engineering-procurement-construction (EPC) agreement with Enercon GmbH to supply and install the wind
turbines. AltaGas has also entered into a long-term service agreement with Enercon to operate and maintain the wind turbines.
Expenditures for the project were approximately $50 million in 2008 and are expected to be $135 million in 2009. AltaGas has
paid 25 percent of the total euros required for the project and has hedged 90 percent of the remaining euro amounts, which are

payable over time commencing in second quarter 2009.

Financial Results

($ millions) 2007
Revenue 182.5
Net revenue 104.2
Operating and administrative expense 2.1
Amortization expense 7.5
Operating income 94.6
Operating Statistics
2007
Volume of power sold (GWh) 2,661
Average price received on the sale of power ($/MWh) 68.59
Alberta Power Pool average spot price ($/MWh) 66.84
$/MWh(® —e— Average Price Received by AltaGas Daily Average Alberta Power Pool Price
$300.00
$250.00
$48.77 $54.59 $69.26 $68/59 $84.51
$200.00
$150.00
$100.00
550,00 M
$0.00

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2004 2005 2006 2007 2008

(1) Chart truncated at $300.00; daily average Alberta power pool price reacted as high as $999.99/MWh.
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Power Generation Variance Analysis

Operating income in the power business for 2008 was $117.9 million compared to $94.6 million in 2007. The increase was due
to higher prices received on both spot and hedged sales, higher contributions from peaking plants, an AESO deferral account
settlement, and a gain from the sale of a power project under development, partially offset by higher PPA costs, higher transmission
costs and higher costs to comply with Alberta’s Specified Gas Emitters Regulation (SGER).

Net revenue for 2008 was $129.0 million compared to $104.2 million in 2007. The increase included $27.1 million due to
higher prices received on higher hedged volumes, $9.7 million from higher prices received on spot sales, $2.7 million in higher
contributions from the gas-fired peaking plants, $1.8 million from an AESO deferral account settlement and $1.6 million from the
sale of a power development project. These increases were partially offset by $8.6 million due to a more favourable RAPP received
in 2007 than in 2008, $5.3 million as a result of higher transmission costs, $3.2 million of higher costs incurred to comply with
Alberta’s SGER which came into effect in mid-2007 and $0.9 million in other variable costs.

Operating and administrative expense of $3.7 million in 2008 was higher than the $2.1 million reported in 2007, primarily due
to operating and maintenance services AltaGas began providing to the leased peaking plants in March 2007, operating and
maintenance costs incurred on the Bantry and Parkland generators, which came on-line in 2008, and administrative costs related

to the development of run-of-river projects.

Amortization expense of $7.4 million in 2008 was similar to 2007.

Description of Corporate Assets

The Corporate segment includes the cost of providing corporate services and general corporate overhead, investments in public
and private entities and the effects of changes in the value of risk management assets and liabilities. Management makes
operating decisions and assesses performance of its operating segments based on realized results and key financial metrics
such as return on equity and return on capital without the impact of the volatility in commodity prices and foreign exchange
rates. Management monitors the impact of mark-to-market accounting as part of the consolidated entity as risk is managed
on a portfolio basis. Consequently, the impact of mark-to-market accounting on net income is reported and monitored in the

Corporate segment.

Financial Results

($ millions) 2007
Revenue 5.0
Unrealized gains on risk management 1.1
Net revenue 6.2
Operating and administrative expense 31.2
Amortization expense 2.3
Operating loss (27.3)
Operating loss before unrealized gains on risk management (28.4)




Corporate Variance Analysis

The operating loss for 2008 was $32.1 million compared to $27.3 million in 2007. The increased loss was due to higher
operating and administrative costs and lower investment income from Taylor, partially offset by unrealized gains on risk

management contracts.

Net revenue was $12.9 million for 2008 compared to $6.2 million in 2007. The increase was due to $9.9 million higher unrealized
gains on risk management contracts, partially offset by lower investment income of $2.6 million from Taylor and $0.6 million in
lower interest income.

Operating and administrative expense was $42.8 million in 2008 compared to $31.2 million in 2007. The increase was primarily
due to higher compensation costs of approximately $7.0 million, higher information technology costs of approximately $2.5
million, $2.0 million of which is non-recurring, and higher rent of approximately $1.5 million.

Amortization expense for 2008 was similar to 2007.

Corporate Outlook

Excluding the impact of mark-to-market accounting, the operating loss for 2009 is expected to be similar to 2008. Operating and
administrative expenses are expected to increase by approximately five percent but this is expected to be offset by lower costs
related to business development activities which are borne by the operating segments in 2009.

The effects of risk management contracts are based on estimates relating to commodity prices and foreign exchange rates
over time. The actual amounts will vary based on these drivers and management is therefore unable to predict the impact of
financial instruments. However, the impact of the accounting standards is expected to be relatively low as the Trust uses financial
instruments to manage exposure to commodity price fluctuations and to buy and sell gas and power with locked-in margins. The

Trust does not execute financial instruments for speculative purposes.

During 2008, AltaGas acquired capital assets, long-term investments and other assets totalling $824.8 million, which included
Taylor, AREI, ARELP and Bear Mountain, compared to $86.1 million in 2007. During 2008, the sale of excess equipment, the
power development project and the reduction of the carrying value of the Trust’s investment in Taylor prior to the acquisition
resulted in a reduction of net invested capital of $62.1 million.

Net Invested Capital — Investment Type

($ millions)

Invested capital:
Capital assets

Long-term investments and
other assets

Disposals:
Capital assets

Long-term investments and
other assets

Net invested capital
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Net Invested Capital - Investment Type
Year ended December 31, 2007

($ millions) Energy Power
E&T FG&P Services Generation Corporate Total
Invested capital:
Capital assets 5.0 29.1 9.8 22.0 2.3 68.2
Long-term investments and
other assets - - - (0.5) 18.4 17.9
5.0 29.1 9.8 21.5 20.7 86.1
Disposals:
Capital assets (0.3) (15.9) (30.2) - - (46.4)

Long-term investments and
other assets - - - - — —

Net invested capital 4.7 13.2 (20.4) 21.5 20.7 39.7

The Trust categorizes its invested capital into maintenance, growth and administration.

Maintenance capital expenditures were $3.7 million in 2008 compared to $5.7 million in 2007. Growth capital of $813.5 million
was expended in 2008 (2007 — $56.2 million) which was largely composed of $592.0 million for the Taylor acquisition, $48.7
million for the Bear Mountain Wind Park, $53.9 million for extraction and transmission facilities, $29.6 million for field gathering
and processing facilities, $80.0 million for renewable power projects, $9.0 million on the installation of the new power peaking
equipment and $0.2 million for the development of the Sarnia storage. Administrative capital expenditures of $7.6 million in 2008
were significantly lower than the $24.2 million recorded in 2007. The decrease was due to $12.5 million recorded in 2007 as
a result of accounting for the Trust’s investment in Taylor from the equity to the cost method and reclassing the investment as
available-for-sale and a $9.2 million promissory note received from the sale of oil and natural gas production assets in 2007. The
growth capital has been financed through increased long-term debt.

Invested Capital — Use

($ millions)

Invested capital:
Maintenance
Growth
Administrative

Invested capital

Invested Capital — Use
Year ended December 31, 2007

($ millions) Energy Power
E&T FG&P Services Generation Corporate Total
Invested capital:
Maintenance 1.7 4.0 - - - 5.7
Growth 3.3 23.3 9.3 21.5 (1.2) 56.2
Administrative - 1.8 0.5 - 21.9 24.2
Invested capital 5.0 29.1 9.8 21.5 20.7 86.1




The Trust is exposed to market risk and potential loss from changes in the value of financial instruments. AltaGas enters into
financial derivative contracts to manage exposure to fluctuations in commodity prices, interest rates and foreign exchange rates,
particularly in the power generation and E&T segments and with respect to interest rates on debt. During 2008, the Trust had
positions in the following types of derivatives, which are also disclosed in Note 14 to the Consolidated Financial Statements:

Commodity Forward Contracts

The Trust executes gas, power, and other commodity forward contracts to manage its asset portfolio and lock-in margins from
back-to-back purchase and sale agreements. In a forward contract, one party agrees to deliver a specified amount of an underlying
asset to the other party at a future date at a specified price. The Energy Services segment transacts primarily on this basis.

Commodity Swap Contracts

The Trust executes fixed-for-floating power price swaps to manage its power asset portfolio. A fixed-for-floating price swap is an
agreement between two counterparties to exchange a fixed price for a floating price. The Power Generation segment’s results are
significantly affected by the price of electricity in Alberta. AltaGas employs derivative commodity instruments for the purpose of
managing the Trust’s exposure to power price volatility. The Alberta Power Pool settles power prices on an hourly basis and prices
ranged from $0/MWh to $999.99/MWh in 2008. The average spot price was $89.95/MWh 2008. AltaGas moderated the impact
of this volatility on its business through the use of financial hedges on a portion of its power portfolio that management deemed
optimal. The average price received for power by the Trust was $84.51/MWh in 2008.

NGL Frac Spread Hedges

The Trust executes fixed-for-floating frac spread swaps to manage its NGL frac spreads. The Extraction and Transmission segment’s
results are affected by fluctuations in frac spreads. At December 31, 2008, the Trust had NGL frac spread agreements for 2,800
Bbls/d at an approximate average price of $23/Bbl for the October to December 2008 period. The Trust has also entered into four
NGL frac spread agreements for 2009 for a total of 2,800 Bbls/d and 2010 for a total of 700 Bbls/d at an average frac spread of
approximately $27/Bbl. The average spot frac spread was $28.79/Bbl for 2008. The average frac spread received was $26.97/Bbl.

Interest Rate Forward Contracts

The Trust enters into interest rate swaps where cash flows of a fixed rate are exchanged for those of a floating rate. At December
31, 2008 the Trust had interest rate swaps with varying terms to maturity of $205 million. Including AltaGas’ medium term notes

(MTNSs) and capital leases, the rate was fixed on 74 percent of AltaGas’ debt.

Foreign Exchange Forward Contracts

Foreign exchange exposure created by transacting commercial arrangements in foreign currency is managed through the use of
foreign exchange forward contracts whereby a fixed rate is locked in against a floating rate and option agreements whereby an
option to transact foreign currency at a future date is purchased or sold. As at December 31, 2008, AltaGas had foreign exchange

forward contracts for 62.7 million euros valued at $12.7 million expiring between four and nine months.

Bond Forward Contracts

To partially hedge against the risk of rising interest rates, the Trust entered into a $50 million bond forward contract with a
Canadian chartered bank to lock in a five-year Government of Canada bond yield of approximately 3.28 percent. At December 31,
2008 the bond forward hedge had a negative fair market value position of $3.2 million.
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The fair value of power, natural gas and NGL derivatives was calculated using estimated forward prices from published sources for
the relevant period. The calculation of fair value of the interest rate derivatives used quoted market rates. The fair value of long-
term debt was estimated based on discounted future interest and principal payments using estimated interest rates.

The Trust does not speculate on commodity prices and therefore does not engage in any commodity transactions that create
incremental exposure or are based solely on expectations of future energy market price movements. Commodity transactions are

used to lock-in margins, optimize underlying physical assets or reduce exposure to energy price movements.

AltaGas has a risk management group that reviews commodity and credit risk on a daily basis and has created and adheres to a

conservative risk policy and hedging program.

Liquidity and Capital Resources

At this time AltaGas does not expect any currently known trend or uncertainty to affect the Trust’s ability to access its historical
sources of cash. Each of the Trust’s credit facilities has a maturity date, on which date and absent replacement, extension
or renewal, the indebtedness under the respective credit facility becomes repayable in its entirety. The earliest maturity date
for the Trust’s credit facilities is September 28, 2009. Subject to normal documentation requirements, the Trust has secured
commitments of $250 million for a new revolving and term credit facility to replace the facility that was scheduled to mature on
September 28, 2009.

Cash Flows

($ millions) 2007
Cash from operations 183.3
Investing activities (63.4)
Financing activities (120.6)
Change in cash (0.7)

Cash from Operations

Cash from operations reported on the Consolidated Statements of Cash Flows increased by 12 percent to $205.4 million in 2008
from $183.3 million in 2007. The increase in cash from operations was mainly due to higher earnings and a decrease in net change
in working capital.

Working Capital

($ millions except current ratio) 2007
Current assets 290.9
Current liabilities 274.5
Working capital 16.4
Current ratio 1.06

Working capital was $40.6 million at December 31, 2008 compared to $16.4 million at December 31, 2007. The working capital
ratio was 1.12 at the end of 2008, consistent with year end 2007.

Investing Activities

Cash used for investing activities in 2008 was $433.0 million compared to $63.4 million in 2007. The increase in cash used for
investing activities was due to the acquisition of Taylor, various renewable power projects under development, the construction
of Bear Mountain Wind Park and growth projects in the gas business. Cash used for investing activities reflects the actual cash
disbursed for investing activities and may not agree with the amounts in the invested capital sections of the MD&A due to the
timing of the actual disbursement of funds and the fact that some acquisitions may be non-cash transactions.



Financing Activities

Cash from financing activities in 2008 was $233.4 million compared to cash used of $120.6 million in 2007. The increase was
primarily due to $228.2 million of net increase in long-term debt and higher distributions paid, partially offset by proceeds from
equity issuance under the DRIP and the equity issuance completed in June 2008.

Capital Resources

The use of debt or equity funding is based on AltaGas’ capital structure which is determined by considering the norms and risks
associated with each of its business segments. At December 31, 2008 AltaGas had total debt outstanding of $582.0 million, up
from $220.7 million as at December 31, 2007. At December 31, 2008 the Trust had $200.0 million in MTNs outstanding and
had access to prime loans, bankers’ acceptances and letters of credit through bank lines totalling $750.0 million. At December
31, 2008 the Trust had drawn bank debt of $353.0 million and letters of credit outstanding of $70.9 million. The Trust acquired
convertible debentures at a face value of $22.1 million through the Taylor acquisition. In 2008, $4.1 were redeemed for cash and
$1.3 million was converted into Trust units. The fair value of the outstanding convertible debentures at December 31, 2008 was

$16.7 million, which had a face value of $16.3 million.
Debt as a Percent of

. A ) . Total Capitalization
All of the borrowing facilities have financial tests and other covenants customary

for these types of facilities, which must be met at each quarter end. AltaGas has o
been in compliance with these covenants each quarter since the establishment of
the facilities.

40
AltaGas’ target debt-to-total capitalization ratio is 40 to 45 percent. The Trust’s
debt-to-total capitalization ratio at December 31, 2008 was 37.8 percent, up from
27.4 percent at December 31, 2007 and up from 37.5 percent at the end of the third
quarter 2008. The Trust’s earnings interest coverage for the rolling 12 months ended

December 31, 2008 was 6.2 times. 0 o o5 08 o 08
42.6 36.0 334 27.4 37.8
On August 8, 2007 AltaGas filed a Short Form Base Shelf Prospectus to facilitate the Target Range

issuance of trust units or unsecured debt securities. This shelf has a life of 25 months

and permits the Trust to issue up to an aggregate of $500 million of securities. On April 3, 2008 the Trust filed a prospectus
supplement to the Short Form Base Shelf prospectus dated August 8, 2007. The supplement establishes AltaGas’ MTN program
and allows AltaGas to access the Canadian MTN market when appropriate. As of March 3, 2009, under this Short Form Base Shelf
Prospectus, AltaGas has utilized approximately $215 million of the original $500 million available.

Credit ratings are intended to provide investors with an independent measure of credit quality of an issue of securities and are
indicators of the likelihood of repayments and of the capacity and willingness of an entity to meet its financial commitment on an
obligation in accordance with the terms of the obligation. Stability ratings are intended to convey the opinion of a rating agency
in respect of the relative stability and sustainability of an entity’s distribution stream when compared to other rated Canadian

income trusts.

Credit Facilities

Drawn at

Borrowing December 31

($ millions) Capacity 2007
Demand operating facility 50.0 2.8
Letter of credit facility 75.0 61.7
Syndicated credit facility®” 250.0 -
Syndicated operating credit facility® 375.0 10.0
750.0 74.5

(1) Eighteen month term facility maturing September 28, 2009, replaced in February 2009.
(2) Extendible revolving-term credit facility that can be extended beyond the current term date of September 30, 2010 for an additional year.
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At December 31, 2008 the Trust held a $75.0 million (December 31, 2007 - $75.0 million) unsecured three-year extendible
revolving letter of credit facility with a Canadian chartered bank maturing on September 30, 2010. AltaGas may borrow up to
$25.0 million by way of prime loans, U.S. base rate loans, LIBOR loans or bankers’ acceptances on the letter of credit facility.
Borrowings on the facility bear fees and interest at rates relevant to the nature of the draws made. At December 31, 2008 the
Trust had letters of credit of $68.1 million (December 31, 2007 — $61.7 million) outstanding against the extendible revolving-term
letter of credit facility and letters of credit of $2.8 million (December 31, 2007 - $2.8 million) outstanding against the demand
operating facility.

Payments Due by Period

Less than
($ millions) Total 1 Year 1- 3 Years 4-5Years  After 5 Years
Long-term debt 561.7 101.9 458.6 1.2 -
Capital leases 8.8 1.9 5.6 1.3 -
Operating leases 18.3 4.9 12.5 0.9 -
Purchase commitments 122.4 122.4 - - -
Total contractual obligations 711.2 231.1 476.7 3.4 -

AltaGas entered into a capital lease with Maxim Energy Group Ltd. for the right to 25 MW of gas-fired power peaking capacity
and its related ancillary service and peaking sales revenues. The contract has a 10-year term commencing September 1, 2004
and includes an option at the end of the initial term to extend the term for a further 15 years or to purchase the assets. The net
present value of the lease commitment at December 31, 2008 was $8.8 million (December 31, 2007 — $10.0 million) with the
balance due in monthly payments comprising principal and interest of $0.2 million.

The Trust has long-term operating lease agreements for office space, office equipment and automotive equipment. The Trust also
has purchase commitments for the development of the Bear Mountain Wind Park, including the purchase and installation of the

wind turbines.

Other Commitments

Under the terms of a 1997 long-term gas supply contract the Trust is committed to supplying natural gas at prices ranging
from $2.34/Mcf in 2007 to $2.40/Mcf by contract expiry in 2009. The Trust contracted with several producers to provide
the volumes to fulfill this contract. One of those producers defaulted on its obligation under its gas supply contract in 1999,
resulting in the delivery commitment for 2,845 Mcf/d being assumed by the Trust. In December 2006 the Trust entered into
a fixed price contract with a third party supplier to fix the price of the gas supply related to the commitment until its expiry in
October 2009.

The Sundance B facility experienced an outage in mid December 2008 related to the failure of an induced draft fan. The failure
reduced power outage by 50 percent. The facility operator has notified AltaGas that under the PPA it believes this event is a
force majeure due to the High Impact Low Probability nature of the event. The impact of this event being a force majeure to
AltaGas could be up to a $7.0 million charge to operating income, which is comprised of $1.5 million for 2008 and the remainder
for 2009.

AltaGas management does not consider this to be a force majeure event. Mechanical failure has historically been treated as a
maintenance issue, rather than a force majeure event. Management believes that the event is not a force majeure and accordingly

has not recorded a charge to operating income.



The Trust sold $96.4 million of natural gas to, and incurred transportation costs of $0.5 million charged by, Utility Group in
2008 as part of the Trust’s normal course of business. The Trust also paid management fees of $0.1 million to, and received
management fees of $0.2 million, from Utility Group for administrative services. In addition, the Trust provided $0.4 million of
operating services to Utility Group. The measurement of transactions between AltaGas and Utility Group is exchange value, to
which both parties have agreed. The Trust holds significant influence over Utility Group given AltaGas’ 19.6 percent ownership
and AltaGas’ Chairman and Chief Executive Officer is a director of Utility Group.

The Trust pays rent under a lease for office space and equipment to 2013761 Ontario Inc., which is owned by an employee.
Payments of $88,000 were made in 2008 (2007 - $85,000) which is the exchange value of the property agreed to by both
parties. The lease was extended for three years ending December 2011.

In July 2008 Standard & Poor’s (S&P) changed its outlook for the Trust from stable to positive, citing as reasons the smooth
integration of Taylor’'s assets into AltaGas’ operations, AltaGas’ commitment to preserving an acceptable balance sheet and the
continued use of sound risk management policies applied to the commodity exposures.

In September 2008 Dominion Bond Rating Service (DBRS) changed its trend for the Trust from stable to positive, citing as reasons
the smooth integration of Taylor’'s assets into the AltaGas operations, AltaGas’ commitment to preserving an acceptable balance
sheet and progress made in diversifying its earnings and cash flow.

Under the terms of the restructuring of AltaGas into an income trust effective May 1, 2004, AltaGas Services Inc. (ASI) security
holders exchanged their shares in ASI for Trust units and eligible security holders also received exchangeable units that are
exchangeable into Trust units on a one-for-one basis. The exchangeable units are not listed for trading on an exchange.

Units Outstanding

At February 28, 2009 the Trust had 76.3 million trust units and 2.1 million exchangeable units outstanding and a market
capitalization of $1.1 billion based on a closing trading price on February 27, 2009 of $13.65 per trust unit. At February 27, 2009
there were 2.9 million options outstanding and 668,263 options exercisable under the terms of the unit option plan.

AltaGas distributions are determined giving consideration to the ongoing sustainable cash flow as impacted by the consolidated
net income, maintenance and growth capital expenditures and debt repayment requirements of the Trust. AltaGas has been able
to sustain its distributions through cash from operations. In 2008, the Trust declared distributions of $147.1 million compared to
cash from operations of $217.1 million (2007 — $118.6 million and $183.3 million respectively).

The Board of Directors of AltaGas General Partner Inc., delegate of the Trustee, increased the Trust’s monthly cash distribution
to $0.18 per unit ($2.16 per unit annualized) from $0.175 per unit ($2.10 per unit annualized) commencing with the September
15, 2008 distribution paid. This was AltaGas’ fifth distribution increase since converting to a trust in May 2004, which together
represent a 20 percent increase since inception. AltaGas pays cash distributions on the 15th day of each month to unitholders of
record on the 25th day of the previous month or, in each case, the following business day if the payment or record date falls on
a weekend or holiday.
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The following table summarizes AltaGas’ distribution declaration history since 2006:

Distributions

($ per unit) 2007 2006
First quarter 0.510 0.485
Second quarter 0.510 0.495
Third quarter 0.520 0.505
Fourth quarter 0.525 0.510
Distribution of shares!V) 0.076 -
Total 2.141 1.995

(1) On September 17, 2007 one share of Utility Group was issued for every 100 trust units and exchangeable units held on August 27, 2007.

Assuming a unit was held throughout 2008, for income tax purposes the Trust expects 87.7 percent of the total distributions
declared in 2008 to be taxed as property income, 0.2 percent as dividend income and 12.1 percent as return of capital. For most
unitholders, the return of capital amount will reduce the cost base of their Trust units for purposes of calculating the capital gains
amount upon disposition of their units. Unitholders should seek independent tax advice in respect of the consequences to them
of acquiring, holding and disposing of units.

2008 Changes

Effective for interim and annual financial statements for fiscal years beginning on or after October 1, 2007, the new Canadian
Institute of Chartered Accountants (CICA) Handbook Section 1535 “Capital Disclosures” requires the disclosure of qualitative
and quantitative information about the Trust’s objectives, policies and processes for managing capital. This new section is
effective and has been applied to the Trust beginning January 1, 2008.

Effective for interim and annual financial statements for fiscal years beginning on or after January 1, 2008, the new CICA
Handbook Section 3031 “Inventories” provides guidance on the determination of costs and their subsequent recognition as an
expense, including any write-down to net realizable value. This section has been applied to the Trust beginning January 1, 2008.

Effective for interim and annual financial statements for fiscal years beginning on or after October 1, 2007, the new CICA Handbook
Sections 3862 “Financial Instruments — Disclosures” and 3863 “Financial Instruments — Presentation” replaced Section 3861 to
prescribe the requirements for presentation and disclosure of financial instruments. The objective of Section 3862 is to provide
users with information to evaluate the significance of the financial instruments on the entity’s financial position and performance,
the nature and extent of risks arising from financial instruments, and how the entity manages those risks. The provisions of Section
3863 deal with the classification of financial instruments, related interest, dividends, losses and gains, and the circumstances in
which financial assets and financial liabilities are offset. These sections are effective for the Trust beginning January 1, 2008.

Future Accounting Changes

Effective for interim and annual financial statements for fiscal years beginning on or after October 1, 2008, the new CICA
Handbook Section 3064 “Goodwill and Intangible Assets” will replace Section 3062 “Goodwill and Other Intangible Assets”
and Section 3450 “Research and Development Costs”. This section establishes standards for the recognition, measurement,
presentation and disclosure of goodwill and intangible assets, including internally generated intangible assets. This new section

is effective for the Trust beginning January 1, 2009.



This section applies to business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after January 1, 2011. The new CICA Handbook Section 1582 will replace Section 1581 “Business
Combinations” establishing standards for the accounting for a business combination similar to those under International Financial
Reporting Standards. Earlier adoption of this section is permitted.

Effective for interim and annual financial statements for fiscal years beginning on or after January 1, 2011, the new CICA
Handbooks Sections 1601 and 1602 will replace Section 1600 “Consolidated Financial Statements”. These sections establish
standards for the preparation of consolidated financial statements and accounting for a non-controlling interest in a subsidiary in
consolidated financial statements subsequent to a business combination. Earlier adoption of this section is permitted as of the

beginning of a fiscal year.

Canadian publicly-traded companies will be required to prepare their financial statements in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board, for the financial years beginning on or
after January 1, 2011. Effective January 1, 2011, AltaGas Income Trust will adopt IFRS as the basis for preparing its consolidated
financial statements. Financial results for the quarter ended March 31, 2011 shall be prepared on an IFRS basis, with comparative

data on an IFRS basis, including an opening balance sheet, as at January 1, 2010.

In order to meet the requirement to transition to IFRS, the Trust has established an enterprise-wide project and formed an
executive steering committee with regular reporting to the Audit Committee. The project is supported by dedicated resources.

The transition plan is comprised of three phases: IFRS diagnostic assessment, implementation and education, and completion
of information technology systems and business process changes. The diagnostic phase of the project has been completed.
Based on these results there is likely to be a change to the accounting policies for capital assets and consolidation. It is also
foreseen that extended MD&A disclosure and notes accompanying the financial statements will be required. Within the scope
of the conversion process, the Trust will assess the impact on the key performance indicators from adopting IFRS, which affect
compensation plans and the covenants within the loan arrangements. The project plan also includes a realignment of the CEO/

CFO certification process based on changes in the accounting policies, systems and business processes.

Training of AltaGas’ employees at all levels of the organization was initiated during 2008 and will continue until the
conversion date.

Managerial decisions on the elective exemptions allowed under IFRS 1 (First Time Adoption of International Financial Reporting
Standards and accounting policies) will be made during 2009. Management has not fully determined the impact of adopting IFRS
on its financial statements, however, it should be noted that the current financial statements may be significantly different if
presented in accordance with IFRS.

Since a determination of the value of many assets, liabilities, revenues and expenses is dependent upon future events, the
preparation of the Trust’s Consolidated Financial Statements requires the use of estimates and assumptions which have been
made using careful judgment. AltaGas’ significant accounting policies are contained in the notes to the Consolidated Financial
Statements. Certain of these policies involve critical accounting estimates as a result of the requirement to make particularly
subjective or complex judgments about matters that are inherently uncertain and because of the likelihood that materially different
amounts could be reported under different conditions or using different assumptions.

AltaGas’ critical accounting estimates continue to be amortization expense, asset retirement obligations, asset impairment
assessment and income taxes. The following section describes the critical accounting estimates and assumptions that AltaGas
has made and how they affect the amounts reported in the Consolidated Financial Statements.
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Amortization

AltaGas performs assessments of amortization of capital assets and energy services arrangements, contracts and relationships.
When it is determined that assigned asset lives do not reflect the estimated remaining period of benefit, prospective changes
are made to the depreciable lives of those assets. Oil and gas capitalized costs are depleted (amortized) to income on a unit-of-
production basis over the estimated production life of proved reserves. Amortization is a critical accounting estimate because:

e There are a number of uncertainties inherent in estimating the remaining useful life of certain assets;
e There is also uncertainty related to assumptions about reserve quantities; and

e Changes in these assumptions could result in material adjustment to the amount of amortization that the Trust recognizes

from period to period.

Asset Retirement Obligations and Other Environmental Costs

The Trust records liabilities relating to asset retirement obligations and other environmental matters. Asset retirement obligations
and other environmental costs is a critical accounting estimate because:

e The majority of the asset retirement costs will not be incurred for a number of years (most are estimated between 2045
and 2060), requiring the Trust to make estimates over a long period of time;

e  Environmental laws and regulations could change, resulting in a change in the amount and timing of expenses anticipated
to be incurred; and

e A change in any of these estimates could have a material impact on the Trust’s Consolidated Financial Statements.

Asset Impairment

AltaGas reviews long-lived assets and intangible assets with finite lives whenever events or changes in circumstances indicate
that the carrying value of such assets may not be recoverable. Recoverability is determined based on an estimate of undiscounted
cash flows, and measurement of an impairment loss is determined based on the fair value of the assets. This is a critical
accounting estimate because:

e It requires management to make assumptions about future cash inflows and outflows over the life of an asset, which are
susceptible to changes from period to period due to changing information available related to the determination of the
assumptions; and

e The impact of recognizing an impairment may be material to the Trust’s Consolidated Financial Statements.

With respect to impairment assessment, management has made fair-value determinations related to goodwill, estimating future
cash flows as well as appropriate discount rates. The estimates have been applied consistent with prior periods.

Income Taxes

The Trust and its Canadian subsidiaries are (in addition to local tax rules applicable to their foreign subsidiaries) subject to a
regime of specialized rules prescribed under the Income Tax Act (Canada) for purposes of determining the amount of the Trust’s
and its subsidiaries’ income that will be subject to tax in Canada. Accordingly, the determination of the Trust’s and its subsidiaries’
provision for income taxes involves the application of these complex rules in respect of which alternative interpretations may
arise. Management of the Trust and its subsidiaries recognize that interpretations they may make in connection with tax filings
may ultimately differ from those made by the tax authorities. Tax planning may allow the entities to record lower income taxes in
the current year and, as well, income taxes recorded in prior years may be adjusted in the current year to reflect management’s

best estimates of the overall adequacy of the provisions.



Substantial future income tax assets are recognized in the Consolidated Financial Statements of the Trust. The recognition of
future tax assets depends on the assumption that future earnings will be sufficient to realize the deferred benefit. The amount of
the future tax asset or liability recorded is based on management’s best estimate of the timing of the realization of the assets
or liabilities.

If management’s interpretation of tax legislation differs from that of local tax authorities or if timing of reversals is not
as anticipated, the provision for income taxes could increase or decrease in future periods. See Note 12 to the Consolidated

Financial Statements.

Pension Plans and Post-Retirement Benefits

The determination of pension plan obligations and expense is based on a number of actuarial assumptions. Two critical assumptions
are the expected long-term rate of return on plan assets and the discount rate applied to pension plan obligations. For post-
retirement benefit plans, which provide for certain health care premiums and life insurance benefits for qualifying retired employees
and which are not funded, critical assumptions in determining post-retirement obligations and expense are the discount rate and
the assumed health care cost-trend rates. Notes 2 and 21 to the Consolidated Financial Statements include information on the

assumptions used for the purposes of recording the funding status of the plans and the associated expenses.

The Trust is not party to any contractual arrangement under which an unconsolidated entity may have any obligation under certain
guarantee contracts, a retained or contingent interest in assets transferred to an unconsolidated entity or similar arrangement
that serves as credit, liquidity or market risk support to that entity for such assets. The Trust has no obligation under derivative
instruments, or a material variable interest in an unconsolidated entity that provides financing, liquidity, market risk or credit risk
support or engages in leasing, hedging or research and development services with the Trust.

Management of the Trust is responsible for establishing and maintaining disclosure controls and procedures (DC&P) and internal
controls over financial reporting (ICFR), as those terms are defined in National Instrument 52-109 “Certification of Disclosure
in Issuers’ Annual and Interim Filings”. The objective of this instrument is to improve the quality, reliability and transparency of
information that is filed or submitted under securities legislation.

The Chief Executive Officer and the Chief Financial Officer have designed, with the assistance of the Trust’s employees, DC&P and
ICFR to provide reasonable assurance that material information is made known to them; is reported on a timely basis; financial
reporting is reliable; and financial statements prepared for external purposes are in accordance with Canadian GAAP.

The Chief Executive Officer and the Chief Financial Officer have evaluated, with the assistance of the Trust’s employees, the
effectiveness of AltaGas’ DC&P and ICFR and based on that evaluation have concluded DC&P and ICFR were effective on
December 31, 2008. There have been no changes in AltaGas’ ICFR during the period beginning on January 1, 2008 and ended on
December 31, 2008 that have materially affected, or are reasonably likely to materially affect ICFR.

Acquisition of Glenridge Wind Development Project

On January 7, 2009 AltaGas acquired the Glenridge wind development project for $2.2 million. The development assets are
located near Medicine Hat, Alberta and are expected to provide AltaGas with the potential to develop approximately 100 MW of
wind power generation.
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Financing

On January 27, 2009 AltaGas entered into an agreement with a syndicate of underwriters, co-led by TD Securities Inc. and
Clarus Securities Inc. under which the underwriters agreed to purchase from AltaGas and sell to the public 6,100,000 trust
units at a purchase price of $16.50 per unit. On February 10, 2009 AltaGas announced the closing of the offering resulting
in gross proceeds of approximately $100 million. The net proceeds from the offering will be used to reduce indebtedness. The
offering forms part of a comprehensive debt and equity financing plan which includes the equity offering, as well as a new
syndicated revolving and term credit facility. The new facility replaces the Trust’s $250 million, 18-month credit facility expiring in
September 2009.

Investment in Magma Energy Corp.

On January 15, 2009 AltaGas invested $10 million to acquire approximately a five percent equity position in Magma Energy Corp.
(Magma), a private company focused on the exploration, development and operation of geothermal energy projects. AltaGas also
received the right to acquire a direct interest in certain future geothermal projects developed or acquired by Magma. Magma
currently owns and operates an 8MW geothermal energy plant in Nevada as well as a portfolio of geothermal exploration and
development projects in the western United States, Argentina, Chile, Nicaragua and Peru.

Financial results in fourth quarter 2008 were higher than the same quarter 2007 as net income increased by 25 percent. The
gas business results represented strong operating performance from the increased asset base due to the acquisition of Taylor
in January 2008. The power business also delivered strong results in the fourth quarter from higher power prices reflecting the

impact of the Trust’s disciplined hedging strategy, as well as higher spot prices.

Net income for the three months ended December 31, 2008 was $39.6 million ($0.55 per unit — basic) compared to $31.8 million
($0.55 per unit — basic) for the same period in 2007. Excluding the after-tax gain of $6.1 million related to risk management
contracts, net income for fourth quarter was $33.5 million ($0.47 per unit — basic). Excluding a $6.1 million non-cash tax
recovery due to reduced federal tax rates enacted in fourth quarter 2007, net income for fourth quarter 2007 was $25.7 million
($0.44 per unit — basic).

In fourth quarter 2008, operating income across all segments increased 87 percent to $54.1 million from $28.9 million.

Operating income from the gas business was $25.0 million in fourth quarter 2008 compared to $16.4 million in same quarter
2007. Operating income increased primarily due to the larger energy infrastructure asset base as a result of the Taylor acquisition
in January 2008, new facilities in the FG&P segment and higher rates, partially offset by natural declines in certain FG&P
operating areas. In the FG&P segment, planned downtime at Bantry and operational issues at Rainbow Lake resulted in $1.5
million impact on operating income.

In the power business, operating income was $32.5 million in fourth quarter 2008 compared to $20.4 million in fourth quarter
2007. Operating income increased due to higher prices, lower PPA costs and higher contributions from gas-fired peaking plants,
partially offset by higher transmission costs. In fourth quarter, the power segment reported approximately $1.0 million in non-

recurring repair costs related to the peaking plants.

The operating loss in the corporate segment decreased primarily due to unrealized gains in the fair value of risk management
contracts, partially offset by lower investment income and higher general and administrative costs due to the Taylor acquisition,

overall escalating costs and higher costs to support the growth of the Trust.



On a consolidated basis, net revenue for the fourth quarter 2008 was $125.8 million compared to $76.4 million in same quarter
2007. In the gas business, net revenue increased due to additional extraction, processing and transmission facilities and
higher operating cost recoveries. These increases were partially offset by natural declines in certain FG&P areas. In the power
business, net revenue increased due to higher prices received on both spot sales and hedged volumes, lower PPA costs and higher
contributions from gas-fired peaking plants, partially offset by higher transmission costs. In addition, an unrealized gain of $9.6

million on the fair value of risk management contracts increased net revenue.

Operating and administrative expense for fourth quarter 2008 was $54.9 million, up from $36.2 million in same quarter in 2007.
The increase was primarily a result of new and expanded facilities in the gas business and increased costs to support the growth
of the Trust and overall escalating costs. The corporate segment reported approximately $2.0 million in non-recurring costs
related to technology support for the organization.

Amortization expense for fourth quarter 2008 was $16.8 million compared to $11.4 million in the same quarter last year. The

increase was due to the additional facilities acquired in 2008.

Interest expense for fourth quarter 2008 was $8.1 million compared to $2.9 million in same quarter 2007. The increase was
due to higher average debt balances of $581.6 million in the fourth quarter of 2008 compared to $218.6 million for the same
period in 2007 and higher average interest rates period-over-period. The average effective interest rate was 6.3 percent in fourth
quarter 2008 compared to 5.5 percent for fourth quarter 2007 due to the Trust unwinding a bond forward hedge and recording
incremental interest expense of approximately $2.0 million.

Income tax expense in fourth quarter 2008 was $6.4 million compared to income tax recovery of $5.8 million in the same period
2007. The increase was primarily due to $6.1 million related to the lower federal corporate income tax rates enacted in 2007,
$3.2 million due to unrealized gains on risk management contracts, $1.5 million due to true up of tax asset estimates and $1.4

million due to differences in earnings.

The following table illustrates the anticipated effects of possible economic and operational changes on AltaGas’ expected 2009

net income.
Increase or
Decrease in
Increase or Net Income
Factor Share Decrease per Unit
Gathering and Processing volumes 5 Mmcf/d 0.013
Gathering and Processing operating margin per Mcf 1 cent /Mcf 0.024
Alberta electricity prices¥ $1/MWh 0.006
Natural gas liquids fractionation spread®® $1 per Bbl 0.006
Interest rates 25 bps 0.004

(1) Based on 70 percent of PPA volumes being hedged.
(2) Based on 60 percent of frac spread exposed NGL volumes being hedged.
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($ millions) Q308 Q208 Q108 0407 Q307 Q207 Q107

Net revenue® 122.7 117.3 110.7 76.4 88.2 80.1 79.3
Operating income 50.7 37.0 47.6 28.9 37.5 31.2 29.0
Net income 53.5 32.9 37.6 31.8 31.4 21.1 24.6
($ per unit) Q308 Q208 Q1-08 Q407 Q307 Q207 Q1-07
Net income

Basic 0.75 0.49 0.58 0.55 0.54 0.37 0.43

Diluted 0.75 0.49 0.57 0.55 0.54 0.37 0.43
Distributions declared® 0.535 0.525 0.525 0.525 0.52 0.51 0.51

(1) Non-GAAP financial measure. See Non-GAAP Financial Measures.
(2) Excludes the special distribution issuance of one common share of Utility Group for every 100 trust units held on August 27, 2007, valued at $0.076 per unit.

Identifiable trends in AltaGas’ business in the past eight quarters reflect: the organization’s internal growth; acquisitions; a favourable
business environment; including generally increasing power prices in Alberta; higher frac spreads and asset dispositions.

Significant items that impacted individual quarterly earnings were as follows:

e Insecond quarter 2007 the Trust recorded a $6.5 million future tax expense as a result of new tax legislation included in
Bill C-52, SIFT, which was substantially enacted by the Government of Canada. This non-cash charge to earnings relates
to the temporary differences between the accounting and tax basis of AltaGas’ assets and liabilities;

e In fourth quarter 2007 a $6.1 million non-cash future income tax benefit was recorded as a result of the substantive
enactment of a reduction in the federal corporate income tax rates;

. In first quarter 2008 the Taylor acquisition was completed for total consideration of $455.2 million, of which $256.3
million was cash consideration and $198.9 million was for units issued. Results in first quarter 2008 increased as a result
of the Taylor acquisition; and

e Inthird quarter 2008, AltaGas recognized an income tax recovery of $13.8 million related to reduced future income tax
liability due to lower effective tax rates resulting from the reorganization of legal entities within the Trust’s structure.



management’s responsibility for

Management recognizes that it is responsible for the preparation of the Consolidated Financial Statements and is satisfied that
these statements have been prepared using Canadian generally accepted accounting principles and are within reasonable limits of
materiality. The internal controls and systems of AltaGas Income Trust (AltaGas or the Trust) are designed to provide reasonable
assurance that the Trust’s assets are safeguarded and to facilitate the preparation of relevant, reliable and timely information.
Independent auditors have been engaged by the Trust to examine the Consolidated Financial Statements. The Consolidated
Financial Statements are approved by the Board of Directors after considering the recommendation of the Audit Committee. The
Audit Committee of the Board of Directors is composed of directors who are not officers or employees. The Consolidated Financial
Statements and MD&A are discussed and reviewed by the Audit Committee with management and the independent auditors
before such information is approved by the Committee and recommended to the Board of Directors for approval. The Board of
Directors, on the recommendation of the Audit Committee, has approved the Consolidated Financial Statements in this report.

(signed) “David W. Cornhill” (signed) “Deborah S. Stein”

DAVID W. CORNHILL DEBORAH S. STEIN

Chairman and Chief Executive Officer of Vice President Finance and Chief Financial Officer of
AltaGas General Partner Inc., AltaGas General Partner Inc.,

delegate of the Trustee of AltaGas Income Trust delegate of the Trustee of AltaGas Income Trust
February 25, 2009 February 25, 2009

Auditors’

We have audited the consolidated balance sheets of AltaGas Income Trust as at December 31, 2008 and 2007 and the consolidated
statements of income and accumulated earnings, comprehensive income and accumulated other comprehensive income and cash
flows for the years then ended. These financial statements are the responsibility of the Trust’s management. Our responsibility is

to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of AltaGas
Income Trust as at December 31, 2008 and 2007 and the results of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles.

(signed) “Ernst & Young, LLP”

ERNST & YOUNG, LLP February 24, 2009
Chartered Accountants Calgary, Canada
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($ thousands)

2007

Current assets

Cash and cash equivalents $ 12,451
Accounts receivable 191,879
Inventory 130
Customer deposits 24,369
Risk management (note 14) 52,308
Other current assets 9,714
290,851
Capital assets (note 4) 682,322
Energy arrangements, contracts and relationships (note 5) 95,716
Goodwill (note 6) 18,260
Risk management (note 14) 21,056
Long-term investments and other assets (note 7) 64,509
$1,172,714

Current liabilities
Accounts payable and accrued liabilities $ 177,802
Distributions payable to unitholders 10,167
Short-term debt (note 8) 3,651
Current portion of long-term debt (note 9) 1,234
Customer deposits 24,369
Deferred revenue 1,718
Risk management (note 14) 46,345
Other current liabilities 9,321
274,507
Long-term debt (note 9) 215,949
Asset retirement obligations (note 11) 18,811
Future income taxes (note 12) 58,229
Risk management (note 14) 17,582
Convertible debentures (note 10) -
Other long-term liabilities 2,948
588,026
Unitholders’ equity (notes 15, 16 and 17) 584,688
$ 1,172,714

Commitments and contingency (notes 8, 9, 14, 19, 21 and 26)

See accompanying notes to the Consolidated Financial Statements.

Approved by the Board of Directors of AltaGas General Partner Inc. on behalf of AltaGas Income Trust:

(signed) “David W. Cornhill” (signed) “Robert B. Hodgins”
DAVID W. CORNHILL ROBERT B. HODGINS
Director Director



($ thousands except per unit amounts)

2007

Operating $ 1,422,242
Unrealized gain on risk management (note 14) 1,115
Other 5,037
1,428,394
Cost of sales $ 1,104,399
Operating and administrative 150,297
Amortization:
Capital assets 39,477
Energy arrangements, contracts and relationships 7,614
1,301,787
Interest expense (notes 8, 9 and 14)
Short-term debt 491
Long-term debt 11,394
Income before income taxes 114,722
Income tax expense (recovery) (note 12)
Current income tax 297
Future income tax 5,631
Net income 108,794
Accumulated earnings, beginning of year 401,618
Accumulated earnings, end of year $ 510,412
Net income per unit (note 18)
Basic $ 1.90
Diluted $ 1.89
Weighted average number of units outstanding (thousands) (notes 16 and 18)
Basic 57,382
Diluted 57,420

See accompanying notes to the Consolidated Financial Statements.
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($ thousands)

2007

Net income

Other comprehensive income (loss), net of tax
Unrealized net gain on available-for-sale financial assets
Unrealized net gain on derivatives designated as cash flow hedges
Reclassification of available-for-sale financial assets as a result
of business acquisition
Reclassification to net income of net gain on derivatives designated
as cash flow hedges pertaining to prior periods

$ 108,794

17,902
7,051

4,850

29,803

Comprehensive income

$ 138,597

Accumulated other comprehensive income, beginning of year

Adjustment resulting from adoption of new financial instrument
accounting standards

Other comprehensive income, net of tax

$ —

(2,634)
29,803

Accumulated other comprehensive income, end of year

$ 27,169

See accompanying notes to the Consolidated Financial Statements.



($ thousands)

2007

Cash from operations

Net income $ 108,794
Items not involving cash:
Amortization 47,091
Accretion of asset retirement obligations (note 11) 1,474
Unit-based compensation 553
Future income tax expense (recovery) (note 12) 5,631
(Gain) loss on sale of assets (notes 24 and 25) 57
Equity income (2,274)
Distributions from equity investments 1,490
Unrealized gain on risk management (note 14) (1,115)
Goodwill impairment (note 6) -
Other 1,199
Asset retirement obligations settled (note 11) (346)
Net change in non-cash working capital (note 20) 20,725
183,279
Investing activities
Increase (decrease) in customer deposits (8,065)
Decrease in note receivable 5,100
Acquisition of capital assets (65,065)
Disposition of capital assets 9,759
Acquisition of long-term investments and other assets (5,567)
Disposition of long-term investments and other assets 412
(63,426)
Financing activities
Increase in short-term debt 3,551
Net issuance (repayment) of revolving long-term debt (146,708)
Issuance of long-term debt 100,000
Repayment of long-term debt (1,204)
Distributions to unitholders (118,061)
Net proceeds from issuance of units 41,794
Net proceeds from issuance of warrants (note 15) -
(120,628)
Change in cash and cash equivalents (775)
Cash and cash equivalents, beginning of year 13,226
Cash and cash equivalents, end of year $ 12,451

See accompanying notes to the Consolidated Financial Statements.

1SNJ] SWO0OU| SeHely



1SNJ] 8WOooU| senel|y

notes to the consolidated

(Tabular amounts and amounts in footnotes to tables are in thousands of dollars unless otherwise indicated.)

AltaGas Income Trust (AltaGas or the Trust) is an unincorporated open-ended investment trust governed by the laws of Alberta
and created pursuant to a Declaration of Trust dated March 26, 2004. The Trust indirectly holds all of the assets, liabilities and

businesses formerly held by AltaGas Services Inc. (ASI).

These Consolidated Financial Statements have been prepared by management in accordance with Canadian generally accepted
accounting principles (GAAP). Significant accounting policies are summarized below:

Basis Of Presentation

These Consolidated Financial Statements include the accounts of AltaGas Income Trust and all of its wholly owned subsidiaries,
and its proportionate interests in various partnerships and joint ventures. Transactions between the Trust and its wholly owned
subsidiaries and the proportionate interests are eliminated on consolidation.

Changes In Accounting Policies

Effective January 1, 2008 the Trust adopted the new Canadian Institute of Chartered Accountants (CICA) Handbook accounting
requirements for Section 1535 “Capital Disclosures”, Section 3031 “Inventories”, Section 3862 “Financial Instruments
—Disclosures” and Section 3863 “Financial Instruments — Presentation”. In accordance with the transitional provisions for these
new standards, these policies were adopted prospectively without restatement of prior periods.

CICA Handbook Section 1535 “Capital Disclosures” requires the disclosure of qualitative and quantitative information about the
Trust’s objectives, policies and processes for managing capital, which has been provided in note 13.

Inventory consists of materials and supplies and natural gas liquids (NGL) product held for sale. All inventories are valued at the
lower of cost and net realizable value. Cost is assigned using a weighted average cost formula. The adoption of this standard did
not have a material impact on the Consolidated Financial Statements of the Trust.

CICA Handbook Section 3862 “Financial Instruments — Disclosures” and Section 3863 “Financial Instruments — Presentation”
replace Section 3861 “Financial Instruments — Disclosure and Presentation” effective January 1, 2008 for the Trust. Section
3862 requires the disclosure of information to allow users to evaluate the significance of the financial instruments on the entity’s
financial position and performance and the nature and extent of risks arising from financial instruments and how the entity
manages those risks. Section 3863 deals with the classification of financial instruments, related interest, dividends, losses and
gains, and the circumstances in which financial assets and financial liabilities are offset. The additional information to comply with
these standards is disclosed in note 14.



Significant Accounting Policies

All business combinations are accounted for using the purchase method. Under the purchase method assets and liabilities of the
acquired entity are recorded at fair value. The excess of the purchase price over the fair value of the assets and liabilities acquired

is recorded as goodwill.

Cash and cash equivalents consist of cash on hand and balances with banks and investments in money market instruments with

original maturities of less than three months.

Cash deposited by customers under the terms of natural gas and power agency arrangements is invested in short-term deposits
with a Canadian chartered bank. These funds are restricted and are not available for general use by the Trust. The corresponding

liability is classified as customer deposits within current liabilities.

Capital assets are recorded at cost plus interest incurred during the construction period to finance long-term construction projects.

Repairs and maintenance costs are expensed in the period incurred.

The Trust amortizes the cost of capital assets, net of salvage value, on a straight-line basis based on the estimated useful life of

the assets.

Extraction and Transmission (E&T)
Extraction and transmission assets 15 - 40 years

Field Gathering and Processing (FG&P)
Gathering and processing assets 15 - 25 years
Other assets 1-5years

Energy Services
Energy services assets 19 years
Other assets 1-7years

Power Generation

Assets under capital lease 10 years
Power generation assets 20 years
Corporate

Other assets 1-5years

Leases are classified as either capital or operating. Leases which transfer substantially all the benefits and risks of ownership of
property to AltaGas are accounted for as capital leases. Assets under capital lease are accounted for as assets and are amortized
on a straight-line basis over the lease term. The capital lease obligations reflect the present value of future lease payments. The
finance element of the lease payments is charged to income over the term of the lease. Commitments to repay the principal
amounts arising under capital lease obligations are included in current liabilities to the extent that the amount is repayable within
one year; otherwise the principal is included as a long-term liability.
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Energy arrangements, contracts and relationships are recorded at cost, which was fair value at the time of purchase, and are
amortized on a straight-line basis over their term or estimated useful life:

Sundance B Power Purchase Arrangements (PPAs) 19 years
Natural gas and power marketing contracts 18 — 49 months
Energy services relationships 15 years

E&T contracts 10 - 20 years

AltaGas owns 50 percent of two Sundance B PPAs through its interest in the ASTC Power Partnership (ASTC). ASTC is committed
to purchasing all of the power from the two 353-MW capacity Sundance B generating units. The investment in the PPAs and the
corresponding revenue and expenses thereunder are recorded on a proportionate basis. Acquisition of the Sundance B PPAs
required a capital outlay to acquire. The Trust is obligated to make payments to the owners of the underlying generating units over
the remaining terms of the PPAs to December 31, 2020. Such amounts are recorded as cost of sales as incurred. Revenue from

the sale of the committed power is recorded based on target generator availability.

The natural gas and power marketing contracts are the rights and obligations to buy and sell fixed volumes of natural gas and
power at contracted prices. Revenue and expenses are recorded when product is delivered.

Energy services relationships were purchased along with substantially all of the assets and liabilities of iQ2 Power Corp., PremStar
Energy Canada Ltd. (re-named AltaGas Energy Limited Partnership subsequent to acquisition), ECNG Canada Ltd. and Energistics
Group Inc., and are recorded at fair value and amortized on a straight-line basis commencing with the expiration of the related
short-term marketing contracts over the 15-year expected useful life of the relationships.

The E&T contracts were acquired through the acquisition of Taylor NGL Limited Partnership (Taylor) and are recorded at fair value
and amortized on a straight-line basis over the average expected life of the contracts.

All financial instruments, including derivatives, are included on the Consolidated Balance Sheets initially at fair value. The financial
assets are classified as held-for-trading, held-to-maturity, loans and receivables, or available-for-sale. Financial liabilities are
classified as held-for-trading or other financial liabilities. Subsequent measurement is determined by classification.

Held-for-trading financial assets and liabilities are entered into with the intention of generating a profit and consist of swaps, options
and forwards. These financial instruments are initially accounted for at their fair value and changes to fair value are recorded in
income. Held-to-maturity financial assets are accounted for at their amortized cost using the effective interest method. The Trust
does not have any held-to-maturity financial instruments. Loans and receivables are accounted for at their amortized cost using
the effective interest method. The available-for-sale classification includes non-derivative financial assets that are designated as
available-for-sale or are not included in the other three classifications. Available-for-sale instruments are initially accounted for
at their fair value and changes to fair value are recorded through other comprehensive income (OCl). Income earned from these
investments is included in Revenue.

Other financial liabilities not classified as held-for-trading are accounted for at their amortized cost, using the effective
interest method.

Derivatives embedded in other financial instruments or contracts (the host instrument) are recorded separately and are measured
at fair value if the economic characteristics of the embedded derivative are not closely related to the host instrument, the terms
of the embedded derivative are not the same as those of a stand alone derivative and the total contract is not held-for-trading or
accounted for at fair value. Changes in fair value are included in income. All derivatives, other than those that meet the expected



purchase, sale or usage requirements exception, are carried on the Consolidated Balance Sheets at fair value. The Trust used
January 1, 2003 as the transition date for identifying embedded derivatives. The Trust has not identified any embedded derivatives

that need to be recorded as separate derivatives.

As part of its asset and liability management, the Trust uses derivatives to reduce its exposure to commodity price, interest rate
and foreign exchange risk. The Trust designates certain derivatives as hedges and prepares documentation at the inception of
the hedging contract. The Trust performs an assessment at inception and during the term of the contract to determine if the
derivative used as a hedge is effective in offsetting the risks in the values or cash flows of the hedged item. All derivatives are

initially recorded at fair value and adjusted to fair value at each reporting date.

The effective portion of changes in the fair value of cash flow hedges is recognized in OCI. Ineffective portions and amounts
excluded from effectiveness testing of hedges are included in income. Gains or losses from cash flow hedges that have been
included in accumulated other comprehensive income are included in net income when the underlying transaction has occurred or
is likely not to occur. The Trust has hedged certain future cash flows over a range of periods to a maximum of nine years.

The Trust’sfinancial statementsinclude a Consolidated Statement of Comprehensive Income and Accumulated Other Comprehensive
Income which consists of earnings and the effective portion of changes in unrealized gains and losses related to available-for-sale
assets and cash flow hedges. In addition, the Trust presents separately in its unitholders’ equity note the changes for each of its
components of unitholders’ equity. Accumulated other comprehensive income, and a one-time transition adjustment have been
added to the Trust’s unitholders’ equity as a result of the implementation of this standard.

Goodwill represents that portion of the purchase price on acquisition which was in excess of the fair value of the net assets
acquired. Goodwill is not subject to amortization but is tested at least annually for impairment by comparing the fair value of the
reporting unit with its book value. If the carrying value of the reporting unit exceeds fair value, the implied fair value of goodwill
is determined. Any excess of the carrying value of goodwill over its implied fair value is recorded as an impairment charge to

income.

Investments in entities in which AltaGas has the ability to exercise significant influence are accounted for by the equity method.
Other long-term investments are recorded at cost and designhated as available-for-sale. Available-for-sale assets are initially
accounted for at their fair value with changes to fair value recorded through OCI.

The Trust expenses development costs as incurred unless such development costs meet certain criteria related to technical,
market and financial feasibility for capitalization. Development costs are examined annually to ensure capitalization criteria are
still met. When the criteria that previously justified the deferral of costs are no longer met, the unamortized balance is taken as a
charge to income in the period when this determination is made. Development costs are amortized based on the expected period
and pattern of benefit, beginning at the commencement of commercial operations.

The Trust recognizes asset retirement obligations in the period in which the legal obligation is incurred and a reasonable estimate
of fair value can be determined. The associated asset retirement costs are capitalized as part of the carrying amount of the asset
and are depreciated over the estimated useful life of the asset. The liability is increased due to the passage of time over the
estimated period until the settlement of the obligation, with a corresponding charge to operating and administrative expense in
the Consolidated Statements of Comprehensive Income and Accumulated Other Comprehensive Income.
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The E&T segment recognizes extraction revenue at the time the product or service is delivered and transmission revenue is
recorded as the services are rendered. The FG&P segment recognizes revenue as the services are rendered. The Energy Services
segment recognizes revenue at the time the product or service is delivered. The Power Generation segment recognizes revenue
based on target generator availability in accordance with the Sundance B PPAs and at the time the product or service is delivered
for all other power generation.

Realized gains and losses from risk management activities related to commodity prices are recognized in the related segment
revenues when the related sale occurs or when the underlying financial asset or financial liability is removed from the Consolidated
Balance Sheets. Unrealized gains and losses in respect of fair value changes to the Trust’s risk management activities are recorded
as revenue based on the related mark to market calculations at the end of the reporting period in the Corporate segment.

Transaction costs related to the acquisition of held for trading financial assets and liabilities are expensed as incurred. For
financial instruments classified as other than held for trading transaction costs attributable to the acquisition or issue of the
financial asset or liability are added to the initial carrying amount of the financial instrument and recognized in earnings using the
effective interest method.

Monetary assets and liabilities denominated in a foreign-currency are translated at the exchange rate in effect at the balance
sheet date. Non-monetary assets and liabilities are translated at the exchange rate in effect at the transaction date. Revenues
and expenses are converted at the average exchange rate applicable to the period. Any foreign exchange gain or loss resulting

from the translation is recognized in operating and administrative expenses.

AltaGas uses the settlement date for transactions. Any difference in value between the trade and settlement date for third-party
transactions will be recognized on the balance sheet and in net income or in OCI as appropriate.

The Trust uses the effective interest method to calculate the amortized cost of a financial asset or liability and to allocate the
interest income or expense over the relevant period. The effective interest rate is the rate that exactly discounts the estimated
cash flows associated with the instrument over the expected life of the financial instrument, or where appropriate a shorter
period, to the net carrying amount of the financial asset or liability.

The Trust follows the fair value method of accounting for Trust unit options granted during the year. Unit options are valued at the
date of the grant and recognized as compensation expense over the vesting period of the options. Consideration received by the
Trust on exercise of the option rights is credited to unitholders’ capital.

AltaGas has a Mid-Term Incentive Plan in which participants receive phantom units requiring settlement of cash payments.
During the graded vesting period, compensation expense is recognized using the liability method and is recorded as operating
and administrative expense over the vesting period. A change in value of the vested phantom units is recognized in the period the
change occurs.

The cost of defined benefit pension plans and post-retirement benefits is actuarially determined using the projected benefit method
prorated on service and management’s best estimate of expected plan investment performance, salary escalation, retirement
ages of employees and expected health care costs. The current service cost is the sum of the individual current service costs and
the accrued benefit obligation is the sum of the accrued liabilities for all participants.



For purposes of calculating the expected return on plan assets, those assets are valued at fair value. The cumulative net actuarial
gain or loss at the beginning of the year in excess of 10 percent of the greater of the accrued benefit obligation and the fair value
of plan assets is amortized on a straight-line basis over the average remaining service life of the active employees. The average
remaining service period of the active members covered by the defined benefit pension plans is 12.9 years. Transitional obligations
are being amortized on a straight-line basis over the remaining service life of active employees. Past service costs resulting
from plan amendments are amortized on a straight-line basis over the average remaining service life of active employees for the

respective plan.

The Trust is a taxable entity under the Income Tax Act (Canada) and its income that is not paid or payable to the unitholders is
taxable in a particular taxation year. Prior to 2007 the Trust allocated all of its Canadian taxable income to the unitholders in
accordance with its Trust indenture and met the requirements of the Income Tax Act (Canada) applicable to the Trust. Accordingly,

no provision for Canadian income tax expense was made for the Trust.

On June 22, 2007 the Specified Investment Flow-through (SIFT) tax received royal assent, creating a new tax to be applied to
distributions from certain income trusts and partnerships, including AltaGas, effective January 1, 2011. On December 14, 2007
reduced tax rates were enacted and are to be applied to distributions at the tax rates of 29.5 percent and 28.0 percent effective

January 1, 2011 and 2012, respectively.

Based on the amount of the Trust’s temporary differences that were anticipated to reverse after January 1, 2011, the Trust had
recorded a SIFT future income tax expense and future income tax liability for the year ended December 31, 2007. This non-cash
expense had no immediate impact on cash flows. Temporary differences occur when the book carrying value of AltaGas’ assets
and liabilities for accounting purposes differs from the amounts attributed to these same assets and liabilities for tax purposes. A
tax rate of nil was applied to any temporary differences reversing before 2011.

In 2008 the partnership in which the temporary differences for SIFT tax purposes resided were moved under an operating
subsidiary, with the result the SIFT future tax liability was replaced by a future tax liability at corporate tax rates.

The anticipated amount and timing of reversals of temporary differences will be dependent on the Trust’s actual results,
distributions and actual acquisition and disposition of assets and liabilities and restructuring within the Trust. As a result, a
change in estimates or assumptions could materially affect the estimate of the future tax liability.

Income taxes are calculated in the subsidiary companies of the Trust using the liability method of tax accounting. Under this
method, future income tax assets and liabilities are determined based on differences between the book carrying value and the
tax bases of assets and liabilities and are measured using the substantively enacted tax rates and laws that are anticipated to
be in effect in the periods in which the differences are expected to be settled or realized. GAAP requires these future income tax

liabilities to be recognized in the Consolidated Financial Statements.

Transactions with related parties that are conducted in the normal course of operations and non-routine transactions have been
recorded at the exchange amount.

Basic net income per unit is calculated on the basis of the weighted average number of trust and exchangeable units outstanding
during the period. Diluted net income per unit is calculated as if the proceeds obtained upon exercise of options were used to
purchase units at the average market price during the period plus the trust units issuable on conversion of outstanding convertible
debentures and warrants. Diluted net income is increased by the interest on the convertible debentures and decreased by the
accretion on the convertible debentures.
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The preparation of consolidated financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the reported amounts of revenue and expenses during
the period. Key areas where management has made complex or subjective judgments, when matters that are inherently uncertain
include but are not limited to; amortization; asset impairment; litigation; environmental and asset retirement obligations; financial
instruments; pensions plans and other post-retirement benefits; unit-based compensation; and income taxes. By their nature, these
estimates are subject to measurement uncertainty and may impact the Consolidated Financial Statements of future periods.

Convertible debentures are recorded at fair value upon acquisition, less the amount attributed to the conversion feature, which
is included as part of unitholders’ equity. The difference between the fair value and the principal amount is charged to income on

an effective yield basis.

Warrants are recorded at fair value, deemed to be the gross proceeds upon issue, and are included as part of unitholders’ equity.

Future Accounting Changes

Effective for interim and annual financial statements for fiscal years beginning on or after October 1, 2008, the new CICA Handbook
Section 3064 will replace Section 3062 “Goodwill and Other Intangible Assets” and Section 3450 “Research and Development
Costs”. This section establishes standards for the recognition, measurement, presentation and disclosure of goodwill and
intangible assets including internally generated intangible assets. This new section is effective for the Trust beginning January 1,
2009 and is not expected to have a material impact on the Consolidated Financial Statements.

This section applies to business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after January 1, 2011. The new CICA Handbook Section 1582 will replace Section 1581 “Business
Combinations” establishing standards for the accounting for a business combination that will more closely resemble those under
International Financial Reporting Standards. Earlier adoption of this section is permitted. The section is not expected to have a
material impact on the Consolidated Financial Statements.

Effective for interim and annual financial statements for fiscal years beginning on or after January 1, 2011, the new CICA
Handbooks Section 1601 and Section 1602 will replace Section 1600 “Consolidated Financial Statements”. These sections
establish standards for the preparation of consolidated financial statements and accounting for a non-controlling interest in a
subsidiary in consolidated financial statements subsequent to a business combination. Earlier adoption of this section is permitted
as of the beginning of a fiscal year. Management has not fully determined the impact of adopting this standard.

Canadian publicly-traded companies will be required to prepare their financial statements in accordance with International
Financial Reporting Standards (IFRS) as issued by the International Accounting Standards Board, for the financial years beginning
on or after January 1, 2011. Effective January 1, 2011, AltaGas will adopt IFRS as the basis for preparing its consolidated financial
statements. Financial results for the quarter ended March 31, 2011 shall be prepared on an IFRS basis, with comparative data
on an IFRS basis, including an opening balance sheet, as at January 1, 2010. Management has not fully determined the impact of
adopting IFRS on its financial statements; however, it should be noted that the current financial statements may be significantly
different if presented in accordance with IFRS.



Acquisition of Taylor NGL Limited Partnership

On January 10, 2008 AltaGas Holding Limited Partnership No. 1 (AltaGas LP #1) acquired all of the outstanding limited partnership
units of Taylor (other than the Taylor units already owned by AltaGas and its affiliates). Taylor participated in the energy business
through ownership of NGL extraction plants, natural gas processing assets and two NGL pipelines. It also had an interest in a
7-MW run-of-river hydroelectric generation plant.

AltaGas offered Taylor unitholders $11.20 in cash or 0.42 units of AltaGas per unit of Taylor, subject to maximum aggregate
limits of $245.0 million in cash and 8.0 million Trust units, including up to approximately 1.9 million exchangeable units. Prior to
closing the acquisition, $27.9 million of Taylor convertible debentures were redeemed, increasing Taylor units outstanding by 2.7
million. The aggregate purchase price was $593.6 million, including $256.3 million of cash and 7.7 million Trust units (including
0.2 million exchangeable units) valued at $198.9 million for all the outstanding units not previously owned by AltaGas, assumed
debt and convertible debentures of $132.5 million and $5.9 million in transaction costs. The value of the Trust units issued was
determined based on the weighted average market price between two days preceding and two days subsequent to November 11,
2007, the date the offer had been agreed upon and announced.

The following table summarizes the total consideration and the estimated fair value of the assets acquired and liabilities assumed

at January 10, 2008. The allocation of the purchase price is as follows:

Total consideration for 100% of Taylor

Cost of 8.9% investment in Taylor originally owned by AltaGas $ 23,156
Purchase price for the remaining 91.1% of Taylor units

Cash consideration $ 256,281

Units 198,861

Estimated transaction costs 5,884

Equity portion of Taylor convertible debentures 2,127 463,153
Total consideration $ 486,309

Purchase price allocation for 100% of Taylor
Assets acquired

Current assets $ 30,584
Capital assets 592,030
Energy arrangements, contracts and relationships 53,100
Goodwill (note 6) 125,680
Long-term investments and other assets 4,640 806,034

Less liabilities assumed

Current liabilities 27,549
Long-term debt 110,423
Convertible debentures 22,171
Asset retirement obligations 18,741
Future income taxes 135,320
Future employee obligations 2,542
Risk management 2,979 319,725

$ 486,309
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At the date of acquisition, AltaGas accounted for its investment in Taylor using the cost method. As a result, the investment in
Taylor was designated as available-for-sale and was measured at fair value with the changes in fair value recorded in OCI. As of
January 10, 2008 Taylor was included in AltaGas’ Consolidated Financial Statements.

AltaGas drew on its available credit facility to finance the cash consideration of $256.3 million for the Taylor acquisition.

Acquisition of Power Projects Under Development

On July 31, 2008 AltaGas acquired NovaGreen Power Inc. (re-named AltaGas Renewable Energy Inc.) a wholly-owned subsidiary of
NovaGold Resources Inc., for $35 million on closing with an additional $3.75 million on completion of certain conditions. AltaGas
Renewable Energy Inc. is developing the Forrest Kerr run-of-river hydroelectric project in northwest B.C., which is expected to
have capacity of 195 MW. AltaGas Renewable Energy Inc. is also pursuing three other development projects, all within the same
region as Forrest Kerr with additional potential combined run-of-river hydroelectric capacity of approximately 130 MW.

On August 15, 2008 AltaGas acquired GreenWing Energy Management Ltd.’s 45 percent interest in GreenWing Energy Development
Limited Partnership (re-named AltaGas Renewable Energy Limited Partnership) for $12.3 million. As a result, the Trust now owns
100 percent of AltaGas Renewable Energy Limited Partnership. The portfolio of wind assets includes 600 MW in mature stage
development and a planned future 900 MW in early-stage development.

2007
Accumulated Net Book

Cost  Amortization Value
Extraction and Transmission
E&T assets $ 255,810 $ (46,078) $ 209,732
Field Gathering and Processing
FG&P assets 569,944 (148,297) 421,647
Other assets 4,416 (2,161) 2,255
Energy Services
Energy services assets 9,693 (896) 8,797
Other assets 2,018 (156) 1,862
Power Generation
Capital lease (note 9) 13,798 (4,596) 9,202
Power generation assets 22,013 - 22,013
Corporate
Other assets 19,230 (12,416) 6,814

$ 896,922 $(214,600) $ 682,322

Interest capitalized on long-term capital construction projects for the year ended December 31, 2008 was $3.2 million
(2007 - $0.8 million). At December 31, 2008 the Trust had spent approximately $188.1 million (2007 — $42.6 million) on capital
projects under construction that were not yet subject to amortization.

In January 2008 the Trust completed the acquisition of Taylor (note 3), which resulted in the increase to the E&T and the FG&P
assets.



2007

Accumulated Net Book
Cost  Amortization Value

Energy services E&T
arrangements and contracts $ 115,071 $ (37,717) $ 77,354
Energy services relationships 20,892 (2,530) 18,362

$ 135,963 $ (40,247) $ 95,716

The amortization of the energy services relationships began in 2006 upon expiration of the corresponding short-term marketing

contracts.

In January 2008 the Trust completed the acquisition of Taylor (note 3), which resulted in the majority of additions since
December 31, 2007.

2007
Balance, beginning of year $ 18,260
Acquisition (note 3) -
Goodwill impairment -
Balance, end of year $ 18,260

Through its annual goodwill impairment testing in 2008 AltaGas determined that the fair value of an investment in a business
ancillary to the FG&P segment was less than the book value and reduced the carrying value by $0.1 million.

2007

Equity accounted investments in publicly-traded entities 11,813
Cost accounted investments in publicly-traded entities 44,746
Equity accounted investments in private entities -
Deferred development costs 7,242
Warrants 286
Other 422
$ 64,509

(1) Excludes the purchase of Taylor and power projects under development (note 3).

At December 31, 2008 the quoted market value of the holdings of publicly-traded entities was approximately $7.7 million
(December 31, 2007 — $54.2 million).

The Trust accounts for its interests in AltaGas Utility Group Inc. (Utility Group) and Boston Bar Limited Partnership as equity

investments.

At the date of acquisition, AltaGas accounted for its investment in Taylor as a financial instrument. As a result, the investment in
Taylor was designated as available-for-sale and was measured at fair value with the changes in fair value recorded in OCI. As of
January 10, 2008 Taylor was included in AltaGas’ Consolidated Financial Statements (note 3).
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In 2006 the Trust formed the Bear Mountain Wind Limited Partnership (BMWLP) with Aeolis Wind Power Corporation and the
AltaGas Renewable Energy Limited Partnership (ARELP) with GreenWing Energy Management Ltd. In 2007 the Trust acquired
100 percent ownership of BMWLP and in 2008 acquired 100 percent ownership of ARELP. Through BMWLP and ARELP, the Trust
invested $3.8 million in 2007 in the development of wind power projects. In 2008 construction began on BMWLP and deferred
development costs were moved to capital assets and amortization will occur based on the expected period and pattern of benefit

in compliance with the Trust’s accounting policy.

In 2007 AltaGas sold Cedar Energy Partnership in exchange for a $12 million promissory note and received 1 million warrants of
the purchaser, each of which will allow AltaGas to subscribe for and purchase one fully paid and non-assessable common share in
the capital of the purchaser for a three-year term ending June 1, 2010. At December 31, 2008 nil balance (December 31, 2007 —
$6.5 million) of the promissory note was included in other current assets.

At December 31, 2008 the Trust held a $50.0 million (December 31, 2007 — $50.0 million) unsecured demand revolving operating
credit facility with a Canadian chartered bank. Draws on the facility bear interest at the lender’s prime rate or at the bankers’
acceptance rate plus a stamping fee. At December 31, 2008 the Trust had no prime loans (December 31, 2007 — $0.7 million)
and letters of credit of $2.8 million (December 31, 2007 — $2.8 million) outstanding against the facility.

The prime lending rate at December 31, 2008 was 3.5 percent (December 31, 2007 — 6.0 percent).

2007

Credit facilities $ 8,000
Medium-term notes 200,000
Capital lease obligations 10,034
Other long-term debt -
Unamortized deferred financing (851)
217,183

Less current portion 1,234
$ 215,949

Credit Facilities

At December 31, 2008 the Trust held a $375.0 million (December 31, 2007 — $300.0 million) unsecured extendible revolving
three-year credit facility with a syndicate of Canadian chartered banks. Borrowings on the facility can be by way of prime loans,
U.S. base rate loans, LIBOR loans, bankers’ acceptances or documentary credits. Borrowings on the facility have fees and interest
at rates relevant to the nature of the draw. On September 30, 2007 AltaGas negotiated the extension of the maturity of this facility
to September 30, 2010.

On March 31, 2008 the Trust negotiated a new $250.0 million unsecured 18-month credit facility with a syndicate of Canadian
chartered banks that matures on September 28, 2009 (see note 29 for description of replacement credit facility). Borrowings on
the facility can be by way of prime loans, U.S. base rate loans, LIBOR loans or bankers’ acceptances. Borrowings on the facility
bear fees and interest rates relevant to the nature of the draw.

At December 31, 2008 the Trust had drawn $353.0 million (December 31, 2007 — $8.0 million) against the facilities. The average
rate on the Trust’s bankers’ acceptances at December 31, 2008 was 3.1 percent (December 31, 2007 — 5.2 percent).



Medium-term Notes

On April 29, 2005 AltaGas filed a Universal Shelf Prospectus pursuant to which the Trust may issue up to an aggregate of $500
million of trust units and debt securities over a 25-month period. AltaGas filed a prospectus supplement on August 23, 2005
establishing AltaGas’ medium-term note (MTN) program.

On August 30, 2005 $100.0 million of 4.41 percent senior unsecured MTNs were issued. The notes mature on September 1,
2010, with interest payable semi-annually.

On January 19, 2007 AltaGas issued a further $100.0 million of senior unsecured MTNs. The notes carry a coupon rate of 5.07

percent and mature on January 19, 2012.

Letter of Credit Facility

At December 31, 2008 the Trust held a $75.0 million (December 31, 2007 — $75.0 million) unsecured three-year extendible
revolving-term letter of credit facility with a Canadian chartered bank maturing on September 30, 2010. AltaGas may borrow up
to $25.0 million by way of prime loans, U.S. base rate loans, LIBOR loans or bankers’ acceptances on the letter of credit facility.
Borrowings on the facility bear fees and interest at rates relevant to the nature of the draw made. At December 31, 2008 the
Trust had letters of credit of $68.1 million (December 31, 2007 — $61.7 million) outstanding against the extendible revolving-term
letter of credit facility.

Capital Lease Obligation

On September 1, 2004 the Trust entered into a 10-year capital lease for 25 MW of gas-fired power peaking capacity with an
option to extend the term for an additional 15 years. The lease has payment commitments as follows, excluding the extended

term option:
2009 $ 1,878
2010 1,878
2011 1,878
2012 1,878
2013 1,878
Thereafter 1,254
10,644
Less imputed interest at 6.85% 1,844
Present value of minimum lease payments 8,800
Less current portion 1,316
$ 7,484

Interest expense on capital leases was $0.6 million in 2008 (2007 — $0.7 million).

On January 10, 2008 AltaGas assumed a principal amount of $22.1 million of 5.85 percent convertible debentures through the
acquisition of Taylor. The debentures mature on September 10, 2010, with interest payable semi-annually on September 10
and March 10 of each year. Prior to maturity, the debentures may be converted into trust units at the option of the holder at a
conversion price of $24.64 per trust unit.
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The Trust may redeem the convertible debentures prior to September 10, 2009 in whole or in part at a price equal to their principal
amount plus accrued and unpaid interest, if any, provided the current market price of the Trust units on the date notice is given is
not less than 125 percent of the conversion price, subject to adjustment in certain events. After September 10, 2009 and prior to
the convertible debentures’ maturity, the Trust may redeem the convertible debentures at a price equal to their principal amount
plus accrued and unpaid interest, if any. The Trust can elect to pay interest on the debentures by issuing trust units.

Balance, beginning of year

Fair value of convertible debentures (note 3)
Accretion

Conversion to Trust units

Redeemed for cash

Balance, end of year

2007
Balance, beginning of year $ 23,350
New obligations 423
Obligations settled (346)
Obligations disposed (4,006)
Revision in estimated cash flow (2,084)
Accretion expense 1,474
Balance, end of year $ 18,811

AltaGas estimates the undiscounted cash required to settle the asset retirement obligations at December 31, 2008 was $244.3
million (December 31, 2007 — $52.4 million). The asset retirement obligations have been recorded in the Consolidated Financial
Statements at estimated values discounted at rates between 5.6 percent and 8.3 percent and are expected to be incurred
between 2010 and 2060. The majority of the costs are expected to be incurred between 2045 and 2060. No assets have been
legally restricted for settlement of the estimated liability.

Taxation of the Trust

Payments received by the Trust in the form of interest, distributions or other income from its subsidiaries are taxable income to
the Trust. The Trust is entitled to deduct, for income tax purposes, its costs and its distributions to unitholders. Since it distributes
all of its income to unitholders, the Trust is not expected to be liable for income taxes currently.

On June 22, 2007 the Specified Investment Flow-through (SIFT) tax received royal assent, creating a new tax to be applied to
distributions from certain income trusts and partnerships, including AltaGas, effective January 1, 2011. Based on the amount of
the Trust’s temporary differences that were anticipated to reverse after January 1, 2011, the Trust recorded a future income tax
expense of $5.4 million (including $0.1 million expense in respect of financial instruments) and a future income tax liability in
the same amount for the year ended December 31, 2007. This non-cash expense related to temporary differences between the
accounting and tax basis of AltaGas’ assets and liabilities held in partnerships and had no immediate impact on cash flows. A tax
rate of nil was applied to any temporary differences reversing before 2011.

In 2008 the partnership in which the temporary differences resided were moved under an operating subsidiary, with the result the
Trust recorded a SIFT future tax expense of nil at December 31, 2008 and the SIFT future tax liability was replaced by a future
tax liability at corporate tax rates.



Taxation of the Operating Subsidiaries

Incorporated operating subsidiaries of the Trust are subject to tax in the same manner as any other corporation. Operating
subsidiaries are generally not expected to pay significant taxes either currently or in the foreseeable future under existing

tax legislation.

Consolidated Tax Position

The tax provision recorded in the Consolidated Financial Statements differs from the amount computed by applying the combined
Canadian federal and provincial income tax statutory rates to income before tax as follows:

2007

Income before taxes — consolidated $ 114,722
Financial instruments — net (1,115)
Income before financial instruments and taxes 113,607
Income from AltaGas Income Trust distributed to unitholders (92,544)
Income before income taxes — operating subsidiaries 21,063
Statutory income tax rate (%) 32.12
Expected taxes at statutory rates 6,765

Add (deduct) the tax effect of:
SIFT tax additions (reversal) 5,365
Financial instruments 1,561
Rate reductions applied to future income tax liabilities (7,256)
Permanent differences between accounting and tax basis of assets and liabilities 294
Non-taxable portion of capital gains on disposition of assets and investments (1,634)
Other 833
Income tax provision (recovery)

Current 297
Future 266
Future SIFT 5,365

$ 5,928

Effective income tax rate (%) 5.17

The amount shown on the Consolidated Balance Sheets as future income tax liabilities represents the net differences between

the tax basis and book carrying values on the Trust’s balance sheets at substantively enacted tax rates.

As at December 31, future income taxes were composed of the following:

2007

Capital assets $ 31,101
Deferred debt charges 53
Unit issue costs (635)
Partnerships 26,878
Deferred compensation (2,092)
Financial instruments 2,973
Other (49)
$ 58,229
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The Trust’s objective for managing capital is to maintain its investment-grade credit ratings and allow the Trust to maximize
the profitability of its existing assets and grow its energy infrastructure to create long-term value and enhance returns for its
investors. The Trust considers unitholders’ equity (including accumulated other comprehensive income), short-term and long-term
debt (including current portion) less cash and cash equivalents to be part of its capital structure. The Trust’s overall strategy
remains unchanged from 2007.

The use of debt or equity funding is based on AltaGas’ capital structure, which is determined by considering the norms and risks
associated with each of its business segments. AltaGas’ target debt-to-total capitalization ratio is 40 to 45 percent. The Trust’s
debt-to-total capitalization ratio as at December 31, 2008 was 37.8 percent (December 31, 2007 — 27.4 percent).

2007

Debt
Short-term debt $ 3,551
Current portion of long-term debt 1,234
Long-term debt 215,949
Convertible debentures -
220,734
Unitholders’ equity 584,688
Total capitalization $ 805,422
Debt-to-total capitalization ratio (%) 27.4

All of the borrowing facilities have financial tests and other covenants customary for the types of facilities which must be met
at the end of each calendar quarter. The debt covenants are based on non-GAAP measures which cannot be recalculated from
information provided in the Consolidated Financial Statements.

The following table summarizes the Trust’s debt covenants for all credit facilities as at December 31, 2008:

RatiostV)
Debt-to-capitalization
Debt-to-EBITA
EBITA-to-interest expense

(1) Debt covenant ratios are calculated in accordance with the credit facility agreements and will differ from management’s internal calculation due to the definition of certain
items in the credit facility agreements.

AltaGas has been in compliance with these covenants each quarter since the issuance of the facilities.

In the course of normal operations the Trust purchases and sells natural gas, NGL and power commodities and issues short and
long-term debt. The Trust uses derivative instruments to reduce exposure to fluctuations in commodity prices, interest rates
and foreign currency exchange rates that arise from these activities. The Trust does not make use of derivative instruments for

speculative purposes.

Fair Values of Financial Instruments

At December 31, 2008 all derivatives, other than those that meet the expected purchase, sale or usage requirements exception,
were carried on the Consolidated Balance Sheets at fair value. The fair value of power, natural gas and NGL derivatives was
calculated using estimated forward prices from published sources for the relevant period. The calculation of fair value of the
interest rate and foreign exchange derivatives used quoted market rates.



The fair value of long-term debt has been estimated based on discounted future interest and principal payments using estimated
interest rates. The fair value of the convertible debentures was estimated using a Black Scholes model.

The carrying amount and fair values of the Trust’s financial assets and liabilities were as follows:

Summary of Fair Values

2007
Carrying
Amount Fair Value
Financial assets
Held for trading
Cash and cash equivalents® $ 12,451 $ 12,451
Risk management derivatives? 56,113 56,113
Cash flow hedges
Risk management(® 17,251 17,251
Loans and receivables
Accounts receivable and other assets® () 194,936 194,936
Customer deposits® 24,369 24,369
Available-for-sale
Long-term investments and other assets (note 7) 44,746 44,746

$ 349,866 $ 349,866

Financial liabilities
Held for trading

Risk management derivatives® $ 59,711 $ 59,711
Cash flow hedges

Risk management(® 4,215 4,215
Other financial liabilities

Accounts payable and other liabilities™™ (¥ 185,943 185,943

Customer deposits® 24,369 24,369

Short-term debt 3,551 3,551

Long-term debt® 218,033 208,036

Convertible debentures - -
$ 495,822 $ 495,825

(1) Due to the nature and/or short maturity of these financial instruments the carrying amount approximates the fair value.
(2) Fair value is equal to the carrying value for derivatives and hedged items.

(3)  Excludes income and sales tax of $11,907 (December 31, 2007 — $6,656).

(4) Excludes income and sales tax and deferred revenue of $3,655 (December 31, 2007 — $1,180).

(5) Includes current portion of long-term debt and excludes deferred financing costs of $2,307 (December 31, 2007 — $850).

Summary of Unrealized Gain (Loss) on Risk Management

2007

Natural gas $ 2,083
NGL (590)
Power (40)
Heat rate 188
Interest rate swaps 165
Foreign exchange (691)
$ 1,115
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Market Risk on Financial Instruments

The Trust is exposed to market risk and potential loss from changes in the values of financial instruments. AltaGas enters into
financial derivative contracts to manage exposure to fluctuations in commodity prices, interest rates and foreign exchange rates.

Commodity Price Risk Management

The Trust purchases and sells natural gas to its customers. The fixed-price and market-price contracts for both the purchase and

sale of natural gas extend to 2013.

The Trust had the following contracts outstanding:

December 31, 2007 Notional Volume (GJ)

Fixed Price Period
Derivative Instruments (per GJ)  (months) Sales Purchases Fair Value
Commodity forward $2.16 to $10.37 1-55 105,375,003 - $ (17,775)
Commodity forward $2.16 to $10.37 1-55 - 105,375,003 $ 14,754

The Trust entered into a series of swaps to lock in a portion of the volumes exposed to NGL frac spread.

The Trust had the following contracts outstanding:

December 31, 2007 Notional Volume
Fixed Price Period

Product (per GJ)  (months) Sales Purchases Fair Value
Propane $1.2825 to $1.4725 US/gallon 1-12 9,677,178 gallons - $ (1,156)
Butane $1.4950 to $1.7000 US/gallon 1-12 2,612,064 gallons - $ (685)
WTI $83.20 to $89.10 US/Bbl 1-12 27,489 Bbls - $ (143)
usb $0.9268 to $0.9820 1-12 $13,972 (662)
Natural gas $6.455 to $6.550/GJ 1-12 - 1,382,591 G) $ 159




Under the PPAs AltaGas has an obligation to buy power at agreed terms and prices to December 31, 2020. The Trust sells the
power to the Alberta Electric System Operator at market prices and uses swaps and collars to fix the prices over time on a portion
of the volumes. AltaGas’ strategy is to lock in margins to provide predictable earnings. Certain contracts met the expected
purchase, sale or usage requirements exception and have not been included in risk management assets or liabilities. At December

31, 2008 the Trust had no intention to terminate any contracts prior to maturity.

The Trust had no commodity forward contracts on electrical power outstanding at December 31, 2008.

December 31, 2007 Notional Volume (MWh)

Fixed Price Period
Derivative Instruments (per MWh)  (months) Sales Purchases Fair Value
Commodity forward $79.00 to $80.60 1-3 2,160 - $ (28)
Commodity forward $63.25 to $68.00 1-3 - 2,160 $ 31

The Trust had the following commodity swaps and collars outstanding:

December 31, 2007 Notional Volume (MWh)

Fixed Price Period
Derivative Instruments (per MWh)  (months) Sales Purchases Fair Value
Swaps and collars $65.00 to $88.00 1-24 1,626,624 - $ 10,932
Swaps and collars $56.50 1-120 - 263,016 $ 3,339

The Trust had the following heat rate hedges outstanding:

December 31, 2007 Notional Volume (GJ or MWh)

Fixed price Period
Derivative Instruments (per GJ MWh)  (months) Sales Purchases Fair Value
Natural gas (per GJ) $6.08 to $6.17 1 - 79,050 $ 18
Power (per MWh) $89.00 to $138.00 1 6,510 - $ 170
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Interest Rate Risk Management

To hedge against the effects of future interest rate movements, the Trust enters into interest rate swap agreements to fix the
interest rate on a portion of its bankers’ acceptances issued under credit facilities. The Trust’s target is to have approximately

70 to 75 percent of its debt at fixed interest rates.

The Trust had the following interest rate swaps outstanding:

Weighted Average Period
December 31, 2007 Interest Rate (months) Notional Quantity Fair Value
Swaps 3.56% 2-15 $ 25,000 $ 165

Foreign Exchange Risk Management

To manage the risk of fluctuating cash flows due to variations in foreign exchange rates, the Trust enters into foreign exchange
forwards, swaps and options for U.S. dollars (USD) and euros (EUR).

The Trust had the following contracts outstanding:

Period
December 31, 2007 Fixed Price (months) Notional Quantity Fair Value
Swaps (USD) $0.9765 to $1.0882 1-5 $ 995 $ (41)
Forwards and options (EUR)® $1.42 to $1.4436 1-3 11,900 $ 326

(1) Related to the supply and installation agreement with Enercon GmbH to supply and install wind turbines for the Bear Mountain Wind Project. Obligations are denominated in
euros.

Bond Forward

The Trust extended its anticipation of issuing a five-year $100 million MTN to the second or third quarter of 2009 due to
current market conditions. To partially hedge against the risk of rising interest rates, the Trust rolled forward a $50 million
bond forward contract with a Canadian chartered bank in December 2008, to lock in a five-year Government of Canada bond
yield of approximately 3.28 percent. At December 31, 2008 the bond forward hedge had a negative fair market value position of

$3.2 million.



Sensitivity Analysis

The sensitivity analysis is estimated based on the notional volumes of each commodity, interest rate swap and foreign exchange
contracts outstanding, taking into consideration future income tax impact.

The following table illustrates potential effects of changes in relevant risk variables on AltaGas’ net income and OCI for contracts
in place at December 31, 2008:

Increase or Increase or
Increase or Decrease in Decrease in
Factor Share Decrease!” Net Income OCl
Alberta electricity average pool prices $ 2/MWh 2 $ 3,443
Natural gas spot price (AECO) $ 1/GJ 1,672 -
NGL frac spread:
Propane $ 5/Bbl - 3,079
Butane $ 5/Bbl 8 981
WTI $ 5/Bbl 7 472
Natural gas to replace heat value of NGL $ 1/GJ - 3,882
Foreign exchange (USD only) 1% - 569
Interest rate swaps 25 bps 513 -
Bond forward 25 bps - 125
Foreign exchange 1% 207 $ 238

(1) Estimated increase or decrease to forward prices or curves.
Credit Risk on Financial Instruments

Credit risk results from the possibility that a counterparty to a financial instrument fails to fulfill its obligations in accordance with
the terms of the contract.

AltaGas’ credit policy details the parameters used to grant, measure, monitor and report on credit provided to counterparties.
AltaGas minimizes counterparty risk by conducting credit reviews on counterparties in order to establish specific credit limits on
clients, both prior to providing products or services and on a recurring basis. In addition, most contracts include credit mitigation
clauses which allow AltaGas to obtain financial or performance assurances from counterparties under certain circumstances.

AltaGas provides an allowance for doubtful accounts in the normal course of its business.

The Trust’s maximum credit exposure consists primarily of the carrying value of the non-derivative financial assets and the fair
value of derivative financial assets. At December 31, 2008 AltaGas had an exposure to the Bank of Montreal in the amount of
$36.2 million related to derivatives representing a concentration of credit risk; however the risk of default is considered minimal.
AltaGas had an exposure to Utility Group in the amount of $16.9 million representing a concentration of credit risk with a single
counterparty in the gas business. Risk in relation to Utility Group is minimized by the nature of Utility Group’s business as Utility
Group is able to recover the cost of gas from its customers under utility regulation in Alberta.
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Accounts Receivable Past Due or Impaired

The Trust had the following past due and impaired receivables:

Receivables Receivables Past Due, Not Impaired, By Period
Past Due, Less Than
Accounts Receivable Impaired 30 Days 31 to 60 Days 61 to 90 Days Over 90 Days
Trade receivable $ 1,908 $ 193,012 $ 9,887 $ 3,029 $ 6,123
Other receivable - 7,672 - 194 363
Allowance for credit losses (1,908) - - - -
$ - $ 200,684 $ 9,887 $ 3,223 $ 6,486
Allowance for credit losses
Allowance for credit losses, beginning of year $ 1,765
Impairment expense 143
Allowance for credit losses, end of year $ 1,908

Liquidity Risk on Financial Instruments

Liquidity risk is the risk that the Trust will not be able to meet its financial obligations as they fall due. The Trust manages this
risk through its extensive budgeting and monitoring process to ensure it has sufficient cash and credit facilities to meet its
obligations. The Trust’s objective is to maintain its investment-grade ratings to ensure it has access to debt and equity funding

as required (note 13).

At December 31, 2008 the Trust had the following contractual maturities with respect to non-derivative financial liabilities:

Payments Due by Period

Total 2009 2010 2011 2012 Thereafter
Short-term debt $ 4,493 % 4,493 % - $ - $ - $ -
Long-term debt®® 563,082 101,925 354,878 1,878 101,878 2,523
Convertible debentures 16,682 - 16,682 - - -

$ 584,257 $ 106,418 $ 371,560 $ 1,878 $ 101,878 $ 2,523

(1) Comprising operating loans, MTN'’s and capital lease obligations excluding deferred financing costs (note 9).

(2) Includes current portion of long-term debt.
(3) See note 29 for description of the new credit facility replacing the current facility maturing in September 2009.



2007

Unitholders’ capital (note 16) $ 505,544
Contributed surplus (note 17) 3,875
Accumulated earnings 510,412
Convertible debentures -
Warrants -
Accumulated dividends (41,114)
Accumulated unitholders’ distributions declared® (391,103)
Distributions of common shares of Utility Group (29,848)
Transition adjustment resulting from adopting new financial instruments accounting standards (247)
Accumulated other comprehensive income 27,169

$ 584,688

(1) Accumulated unitholders’ distributions paid by the Trust as at December 31, 2008 were $525.3 million (as at December 31, 2007 - $380.9 million).

In 2007 the holders of trust units of the Trust and holders of exchangeable partnership units of AltaGas Holding Limited Partnership
No. 1 received one common share of Utility Group for every 100 trust or exchangeable units held on August 27, 2007. As part
of the distribution plan, any unitholder allocated fewer than 50 common shares of Utility Group received cash. The number of
common shares of Utility Group distributed to unitholders was 577,416, which reduced unitholders equity by $4.2 million. This
distribution resulted in a 27 percent reduction of the Trust’s interest in Utility Group to 19.6 percent.

The Trust is authorized to issue:
e Anunlimited number of trust units redeemable for cash at the option of the holder;

e An unlimited number of AltaGas Holding Limited Partnership No. 1 (AltaGas LP #1) Class B limited partnership units,
which are exchangeable into trust units on a one-for-one basis. Prior to May 1, 2014 the exchange is at the option of the
unitholder at any time, and at the option of the Trust should the number of AltaGas LP #1 units outstanding fall below
750,000. After May 1, 2014 the exchange is at the option of either the Trust or the unitholder; and

. An unlimited number of AltaGas Holding Limited Partnership No. 2 (AltaGas LP #2) Class B limited partnership units,
which are exchangeable into trust units on a one-for-one basis. Prior to May 1, 2009 the exchange is at the option of
the unitholder at anytime, and at the option of the Trust should the number of AltaGas LP #2 units outstanding fall below
1,000,000. After May 1, 2009 the exchange is at the option of either the Trust or the unitholder.

Trust Units Issued and Outstanding Number Amount
December 31, 2006 54,313,552 $ 451,795
Units issued for cash on exercise of options 3,400 68
Units issued under DRIP® 1,692,128 41,726
Units issued for exchangeable units 48,358 277
December 31, 2007 56,057,438 $ 493,866

Exchangeable Units Issued and Outstanding

December 31, 2006 issued by AltaGas LP #1 2,088,814 $ 11,955
AltaGas LP #1 units redeemed for Trust units (48,358) (277)
December 31, 2007 2,040,456 11,678
Issued and outstanding at December 31, 2007 58,097,894 $ 505,544
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Trust Units Issued and Outstanding

Number of Units

Amount

December 31, 2007 56,057,438 $ 493,866
Units issued for cash on exercise of options 2,150 55
Units issued under DRIP® 1,635,937 34,612
Units issued for exchangeable units 60,890 859
Units issued on business acquisition 7,553,174 194,645
Units issued on conversion of convertible debentures 53,439 1,843
Units issued on public offering (net of $5.2 million of issuance costs) 4,398,750 110,077
Exchangeable Units Issued and Outstanding Number of Units Amount
December 31, 2007 issued by AltaGas LP #1 2,040,456 $ 11,678
AltaGas LP #1 units redeemed for Trust units (60,890) (859)
Units issued on business acquisition 163,607 4,216
(1) Distribution Reinvestment and Optional Unit Purchase Plan.

2007
Weighted Average Units Outstanding®
Number of units — basic 57,382,209
Dilutive equity instruments(® 37,632
Number of units — diluted 57,419,841

(1) Includes exchangeable units.
(2)  Includes options, convertible debentures and warrants.

The Trust has an employee unit option plan under which employees and directors are eligible to receive grants. At December 31,
2008, 10 percent of units outstanding were reserved for issuance under the plan. To December 31, 2008 options granted under
the plan generally had a term of 10 years to expiry and vested no longer than over a four-year period.

At December 31, 2008 outstanding options were exercisable at various dates within the next ten years. As at December 31,
2008 the unexpensed fair value of unit option compensation cost associated with future periods was $0.6 million (December 31,
2007 - $0.7 million).

The following table summarizes information about the Trust’s unit options:

Options OQutstanding

2007
Exercise
Number of Options Price®
Unit options outstanding, beginning of year 923,550 $ 27.23
Granted 548,500 25.31
Exercised (3,400) 20.06
Expired (158,250) 27.94
Unit options outstanding, end of year 1,310,400 $ 26.36
Unit options exercisable, end of year 331,425 $ 25.50

(1)  Weighted average.



The following table summarizes the employee unit option plan as at December 31, 2008:

Options Outstanding Options Exercisable
Weighted Average

Number Average Remaining Number Exercise

Outstanding  Exercise Price Contractual Life Exercisable Price

$5.00 - 7.00 9,000 $ 6.10 1.45 9,000 $ 6.10
$7.01-15.50 1,406,500 14.16 9.83 27,500 11.21
$15.51 - 25.08 739,750 24.13 8.69 155,159 24.03
$25.09 - 29.50 817,000 27.68 7.89 410,667 28.04
2,972,250 $ 20.33 8.99 602,326 $ 25.91

The fair value of each option granted is estimated on the date of grant using the Black-Scholes option pricing model with weighted-

average assumptions for grants as follows:

2007
Risk-free interest rate (%) 3.29
Expected life (years) 10
Expected volatility (%) 21.71
Annual distribution per unit ($) 2.04

In 2004 AltaGas implemented a unit-based compensation plan, which awards phantom units to certain employees. The phantom
units are valued on distributions declared and the trading price of the Trust’s units. The units vest on a graded vesting schedule.
The compensation expense recorded in 2008 in respect of this plan was $5.5 million (2007 — $5.1 million). In 2008 phantom units
were awarded to all employees. As at December 31, 2008 the unexpensed fair value of unit-based compensation costs associated
with future periods was $18.4 million (December 31, 2007 — $14.2 million).

2007
Balance, beginning of year $ 3,322
Amortization of unit options 617
Exercise of unit options (18)
Cancellation of unit options (46)
Balance, end of year $ 3,875
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The following table summarizes the computation of net income per unit:

2007
Numerator:
Numerator for basic income per unit $ 108,794
Numerator for diluted income per unit $ 108,794
Denominator:
Weighted-average number of units 57,382
Dilutive equity instruments® 38
Denominator for diluted income per unit 57,420
Basic income per unit $ 1.90
Diluted income per unit $ 1.89

(1) Includes options, convertible debentures and warrants.

Future minimum lease payments under operating leases for office space, office equipment, and automotive equipment at December
31, 2008 are estimated as follows:

2009 $ 4,866
2010 4,629
2011 4,295
2012 3,566
2013 531

$ 17,887

Under the terms of a 1997 long-term gas supply contract, the Trust is committed to supply natural gas for prices ranging from
$2.34/Mcfin 2007 to $2.40/Mcf by contract expiry in 2009. The Trust contracted with several producers to provide the volumes
to fulfill this contract. In 1999, one of those producers defaulted on its obligation under its gas supply contract, resulting in
the delivery commitment for 2,845 Mcf/d being assumed by the Trust. In December 2006 the Trust entered into a fixed-price
contract with a third-party supplier to fix the price of the gas supply related to the commitment until its expiry in 2009.

In 1999 the Trust acquired an agreement to purchase natural gas from specific reserves for $0.05/Mcf for the life of the reserves.
The production from these reserves was 1,239 Mcf/d in 2008 (2007 — 1,039 Mcf/d).

In 2007 AltaGas entered into a supply and installation agreement with Enercon GmbH to supply and install wind turbines for the
Bear Mountain Wind Park. The Trust has an obligation to pay approximately $100 million before the installation is complete.
The Trust has also entered into other supply agreements to pay approximately $25 million for equipment and construction costs

associated with the Bear Mountain Wind Park.



The net change in the following non-cash working capital items increased (decreased) cash flows from operations as follows:

2007
Accounts receivable) $ 32,654
Inventory (69)
Other current assets? 6,065
Accounts payable and accrued liabilities®¥ (23,080)
Customer deposits 8,065
Deferred revenue 930
Other current liabilities (1,661)

22,904

Add back: increase in capital costs payable (2,179)
Net change in non-cash working capital related to operations $ 20,725
(1)  Specific line items may not agree to the net change in Consolidated Balance Sheet due to acquisition (note 3).
(2) Excludes note receivable of $6.5 million included in investing activities.
The following cash payments have been included in the determination of earnings:

2007
Interest paid $ 12,078
Income taxes paid $ 181

Defined Contribution Plan

On July 1, 2005 AltaGas implemented a defined contribution (DC) pension plan for substantially all regular employees. The DC plan
replaced the Group RRSP as AltaGas’ primary employer-sponsored retirement arrangement.

The net pension expense recorded for the DC pension plan was $1.7 million for the year ended December 31, 2008 (2007 -
$1.4 million).

Defined Benefit Plans
Effective August 25, 2004 the liability for a defined benefit, non-contributory pension plan in respect of nine Trust employees for
pre-AltaGas pensionable service was assumed under Part |l of the Salaried Employees’ Pension Plan as a result of an acquisition.

No future service accrues under this plan.

Effective January 1, 2005 the plan was amended in respect of certain employees who transferred employment from AltaGas
Utilities Inc., a then wholly owned subsidiary of the Trust during most of 2005. Assets and liabilities were transferred to Parts Il|

and IV of the Salaried Employees’ Pension Plan for three such employees during 2006.

Plan contributions for Parts II, Il and IV of the Salaried Employees’ Pension Plan in 2008 and 2007 were made in accordance with
an actuarial valuation for funding purposes as at September 30, 2005 based upon a report dated March 29, 2006. An actuarial
valuation was performed as of September 30, 2008 which revealed an increase in contribution requirements. A valuation report
outlining these contributions will be filed with regulators prior to March 30, 2009. Any additional required contributions in respect
of the period from October 1, 2008 to December 31, 2008 as a result of the September 30, 2008 valuation will be remitted to
the Trust in 2009.
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As at December 31, 2008 the accrued benefit obligation of the Trust for this plan was $1.9 million (December 31, 2007 — $1.9
million). At December 31, 2008 the plan had an accrued benefit liability recognized in the Consolidated Fnancial Statements of
$10,000 (December 31, 2007 — $0.3 million).

During 2008 the Trust assumed two defined benefit pension plans with the acquisition of Taylor. These plans are in relation to the
unionized employees at the Younger Extraction Plant (Younger) and certain employees at the Harmattan Complex (Harmattan).
AltaGas adjusted the actuarial liability of these plans to follow the same assumptions used under its existing pension plans. Plan
contributions for the Younger pension plan and Harmattan pension plan during 2008 were made in accordance with an actuarial
valuation for funding purposes as at December 31, 2006 and December 31, 2007 respectively. As at December 31, 2008 the
accrued benefit obligation of the Trust for these plans was $7.7 million. At December 31, 2008 these plans had an accrued
benefit liability recognized in the Consolidated Financial Statements of $1.1 million.

For the year ended December 31, 2008 the net pension cost for all defined benefit plans was $0.4 million (2007 — net pension
recovery of $15,000).

Supplemental Executive Retirement Plan (SERP)

Effective July 1, 2005 the Trust instituted a non-registered, defined benefit retirement plan which provides defined benefit pension
benefits to eligible executives based on average earnings, years of service and age at retirement. As at December 31, 2008
the accrued benefit obligation of the Trust for this plan was $3.6 million (December 31, 2007 — $3.0 million). At December
31, 2008 the plan had an accrued benefit liability recognized in the financial statements of $3.7 million (December 31, 2007 —
$1.9 million).

The SERP benefits will be paid from the general revenue of AltaGas as payments come due. Security will be provided for the SERP

benefits through a letter of credit within a retirement compensation arrangement trust account.

For the year ended December 31, 2008 the net pension expense was $1.7 million (2007 — $1.0 million).



The following table summarizes the details of the defined benefit plans, including the SERP:

2007
Accrued benefit obligation
Balance, beginning of year @ $ 4,079
Actuarial gain (73)
Current service cost 738
Member contributions -
Past service cost -
Interest cost 240
Benefits paid (83)
Balance, end of year 4,901
Plan assets
Fair value, beginning of year ¥ 1,729
Actual loss on plan assets (71)
Employer contributions 11
Member contributions -
Benefits paid (83)
Fair value, end of year 1,586
Funded deficit (3,315)
Unamortized past service costs 778
Unamortized net actuarial loss 330
Accrued benefit liability recognized in the financial statements $  (2,207)

2007
Significant actuarial assumptions used as at December 31
Discount rate (%) 5.50
Expected long-term rate of return on plan assets (%) 6.00 - 6.75
Rate of compensation increase (%) 3.50 - 4.00
Average remaining service life of active employees (years) 9.8
Net benefit plan expense for the year
Current service cost and expenses $ 739
Interest cost 240
Actual loss on plan assets 71
Actuarial gain on accrued benefit obligation (73)
Costs arising in the year oT77
Differences between costs arising in the year and costs recognized in the year in respect of:
Actuarial gain (loss) on plan assets (188)
Actuarial gain on accrued benefit obligation 84
Amortization of past service costs 7
Net periodic benefit plan costs recognized $ 950

(1) Includes the Younger and Harmattan plans acquired in the acquisition of Taylor.
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The assets are invested under balanced fund mandates with a broad mix of fixed income, Canadian equity and foreign equity
investments. The collective investment mixes for the plans are as follows as at December 31, 2008:

Percentage of

Plan Assets

Cash and short-term equivalents 10.97%
Canadian equities 26.58%
Foreign equities 27.61%
Fixed income 34.84%
100.00%

Post-Retirement Benefits
During 2008 the Trust assumed two post retirement benefit plans with the acquisition of Taylor for the unionized employees
at Younger and Harmattan. Benefits provided to retired employees are limited to the payment of life insurance and health

insurance premiums.

As at December 31, 2008 the accrued benefit obligation of the Trust for these plans was $0.6 million. At December 31, 2008 the
plan had an accrued benefit liability recognized in the financial statements of $0.8 million. For the year ended December 31, 2008

the net benefit cost for these plans was $0.1 million.

In the normal course of business, the Trust and its affiliates transact with related parties. These transactions are recorded at their

exchange amounts and are as follows:

2007

Fees for administration, management and other services paid by:
Utility Group to the Trust $ 29
The Trust to Utility Group $ 445
Natural gas sales by the Trust to Utility Group subsidiaries $ 83,370
Fees for operating services paid by Utility Group subsidiaries $ 341
Transportation services provided by Utility Group subsidiaries $ 477

Office space and furniture rental payments made by the Trust to
a corporation owned by an employee $ 85

The resulting amounts due from and to related parties are non-interest-bearing and are related to transactions in the normal

course of business.

Included in accounts receivable at December 31, 2008 was $16.9 million (December 31, 2007 — $13.5 million) due to the Trust
from related parties. Included in accounts payable at December 31, 2008 was $1,000 (December 31, 2007 — $50,000) due from

the Trust to related parties.

During 2007 AltaGas sold its 33.3335 percent interest in the Ikhil Joint Venture to Utility Group for $9.0 million to execute the
divestiture of non-core production assets.



The Trust’s proportionate interest in its joint venture arrangements is summarized in the table below:

2007
Proportionate share of operating income for the years ended December 31
Revenues $ 201,124
Expenses 131,220
$ 69,904
Proportionate share of net assets at December 31
Current assets $ 33,135
Capital assets 91,238
Energy services arrangements, contracts and relationships 75,483
Long-term investments and other assets 3,643
Current liabilities (32,780)
$ 170,719
Proportionate share of cash flows for years ended December 31
Operating activities $ 79,959
Investing activities (571)
Financing activities (79,388)

During 2008 AltaGas sold a power project that was under development for $6.6 million. The sale of assets resulted in a pre-tax

gain of $1.4 million.

During 2008 AltaGas exchanged 50 percent interest in one of its natural gas processing facilities for 15.5 percent interest in a
similar facility in which the remaining 84.5 percent was primarily owned by the Trust. The fair value of $1.1 million was determined
based on the estimated cash flows of the asset acquired. The exchange of assets resulted in a pre-tax gain of $0.1 million.

The Sundance B facility experienced an outage in mid December 2008 related to the failure of an induced draft fan. The failure
reduced power outage by 50 percent. The facility operator has notified AltaGas that under the PPA it believes this event is a
force majeure due to the High Impact Low Probability nature of the event. The impact of this event being a force majeure to
AltaGas could be up to a $7.0 million charge to operating income, which comprises $1.5 million for 2008 and the remainder
for 2009.

AltaGas management does not consider this to be a force majeure event. Mechanical failure has historically been treated as a

maintenance issue, rather than a force majeure event. Management believes that the event is not a force majeure and accordingly

has not recorded a charge to operating income.

Certain comparative figures have been reclassified to conform to the current financial presentation.
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AltaGas is an integrated energy trust with a portfolio of assets and services used to move energy from the source to the end-user.
The majority of the transactions among the reporting segments are recorded at the market price of the commodities and the

remainder are at the exchange amount. The following describes the Trust’s five reporting segments:

Extraction and Transmission (E&T) e NGL processing and extraction plants and transmission pipelines to transport
natural gas and NGLs;

Field Gathering and Processing (FG&P) e Natural gas gathering lines and processing facilities;
Energy Services e Energy consulting and sale of natural gas and electricity;
Power Generation e Coal-fired and gas-fired power output under power purchase arrangements and

other agreements, gas-fired power plants, wind and run-of-river power projects
under development; and

Corporate * The costs of providing corporate services and general corporate overhead,
investments in public and private entities, corporate assets and the effects
of changes in the fair value of risk management contracts.

The following tables show the composition by segment:



For the year ended Energy Gas Power Intersegment

December 31, 2007 E&T FG&P Services Subtotal Generation Corporate Elimination Total
Revenue $142,938 $135,105 $1,022,506 $1,300,549  $182,535 $ 5,037 $(60,842) $1,427,279
Unrealized gain on

risk management - - - - - 1,115 - 1,115
Cost of sales (75,495) (7,655) (1,001,599) (1,084,749) (78,373) - 58,723  (1,104,399)
Operating and administrative ~ (20,300) (83,344) (15,576)  (119,220) (2,035) (31,161) 2,119 (150,297)
Amortization (8,055) (25,901) (3,307) (37,263) (7,488) (2,340) - (47,091)
Interest expense - - - - - (11,885) - (11,885)
Income (loss) before

income taxes $ 39,088 $ 18,205 $ 2,024 $ 59,317 $ 94,639 $(39,234) - $ 1147722
Net additions (reductions) to:

Capital assets' $ 4,672 $ 13,213 $ (20,457) $ (2,572) $ 22,013 $ 2,349 - $ 21,790

Long-term investment

and other assets'? - - - - $ (530) $ 18,396 - 3 17,866

Goodwill $ 18,045 $ 215 - $ 18,260 - - - $ 18,260
Segmented assets $241,198 $507,876  $ 124,702 $ 864,924 $151,401 $147,537 - $1,472,714

(1) Includes non-cash transactions of $33,516.

(2) Includes non-cash transactions of $12,711.

Acquisition of Glenridge Wind Development Project

On January 7, 2009 AltaGas acquired the Glenridge wind development project for $2.2 million. The development assets are
located near Medicine Hat, Alberta and are expected to provide AltaGas with the potential to develop approximately 100 MW of
wind power generation.

Financing

On January 27, 2009 AltaGas entered into an agreement with a syndicate of underwriters, co led by TD Securities Inc. and
Clarus Securities Inc. under which the underwriters agreed to purchase from AltaGas and sell to the public 6,100,000 trust
units at a purchase price of $16.50 per unit. On February 10, 2009 AltaGas announced the closing of the offering resulting
in gross proceeds of approximately $100 million. The net proceeds from the offering will be used to reduce indebtedness. The
offering forms part of a comprehensive debt and equity financing plan which includes the equity offering as well as a new
syndicated revolving and term credit facility. The new facility replaces the Trust’s $250 million, 18-month credit facility expiring in
September 2009.

Investment in Magma Energy Corp.

On January 15, 2009 AltaGas invested $10 million to acquire approximately a five percent equity position in Magma Energy Corp.
(Magma), a private company focused on the exploration, development and operation of geothermal energy projects. AltaGas also
received the right to acquire a direct interest in certain future geothermal projects developed or acquired by Magma. Magma
currently owns and operates an 8-MW geothermal energy plant in Nevada as well as a portfolio of geothermal exploration and
development projects in the western United States, Argentina, Chile, Nicaragua and Peru.
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10-year review of

($ millions unless otherwise indicated) 2007 2006 2005
Income Statement
Revenue 1,428.4 1,362.6 1,502.3
Net revenue®@
Extraction and Transmission 67.4 63.2 58.0
Field Gathering and Processing 127.4 129.7 120.1
Energy Services 20.9 24.7 23.5
Power Generation 104.2 99.6 57.8
Corporate 6.2 4.4 10.9
Intersegment Elimination (2.1) (2.7) (2.4)
Natural Gas Distribution®® - - 29.0
Gathering and Processing - - -
Gathering, Processing and Energy Services - - -
324.0 318.9 296.9
EBITDA® 173.7 173.1 155.5
Net income 108.8 114.5 90.3
Net income per basic unit 1.90 2.06 1.67
EBITDA per basic unit® 3.03 3.12 2.88
Cash Flow
Funds from operations 162.9 161.7 129.0
Funds from operations per basic unit¥ 2.84 2.91 2.39
Distributions/dividends per unit declared® 2.065 1.995 1.85
Balance Sheet
Capital assets 682.3 677.9 645.4
Energy arrangements, contracts and relationships 95.7 103.3 110.9
Total assets 1,172.7 1,109.6 1,068.3
Short-term debt 3.6 - 2.7
Long-term debt 217.2 265.5 266.3
Unitholders’ equity 584.7 529.4 478.6
Unit Data (millions)
Units outstanding at year-end 58.1 56.4 54.6
Weighted average units outstanding for the year (basic) 57.4 55.5 54.0
Ratios (%)
Return on average equity 19.8 22.7 18.4
Return on average invested capital 16.2 16.3 13.0
Debt as a percentage of total capitalization 27.4 33.4 36.0
Extraction and Transmission
Extraction inlet capacity (Mmcf/d)® 554 554 539
Extraction ethane volumes (Bbls/d)® 13,355 13,132 13,155
Extraction NGL volumes (Bbls/d)® 6,752 6,564 6,202
Total extraction volumes (Bbls/d)®© 20,108 19,696 19,357
Frac spread - realized ($/Bbl)©®™ 21.38 18.47 9.31
Frac spread — averages spot price ($/Bbl)©" 22.48 18.47 9.31
Transmission volumes (Mmcf/d)®® 407 400 432
Field Gathering and Processing
Capacity (gross Mmcf/d)® 1,023 1,021 962
Throughput (gross Mmcf/d)® 527 555 563
Capacity Utilization (%)® 52 54 60
Energy Services
Energy management service contracts® 1,466 1,394 1,243
Average gas volumes marketed (GJ/d)1? 388,217 327,057 312,272
Power Generation
Volume of power sold (GWh)® 2,661 2,878 3,466
Price received on the sale of power ($/MWh)® 68.59 69.26 54.59
Alberta Power Pool price ($/MWh)® 66.84 80.48 70.19




2004 2003 2002 2001 2000 1999
864.6 710.6 492.7 489.8 506.7 257.8
59.9 49.3 44.2 - - -
(0.3) (0.4) (2.8) (2.9) (0.3) (3.1)
30.7 30.6 28.9 26.9 28.1 27.2
160.1 137.8 99.6 - - -

- - - 111.0 88.5 61.8

250.4 217.3 169.9 135.0 116.3 85.9
133.4 121.9 94.8 69.9 57.0 42.8
65.8 38.3 29.4 19.2 17.6 11.3

$ 1.33 $ 0.84 $ 0.70 $ 0.50 0.46 0.43
$ 2.70 $ 2.68 $ 2.24 $ 1.83 1.50 1.62
108.6 90.2 70.8 50.2 40.5 28.6

$ 2.20 $ 1.98 $ 1.67 $ 1.31 1.06 1.08
$ 1.31 $ 0.38 $ 0.28 $ 0.18 - -
746.7 677.9 663.4 521.0 453.0 376.9
113.1 101.0 107.0 112.2 - -
1,108.6 919.3 904.9 721.1 581.1 436.5
7.0 4.5 50.6 100.0 - -
352.5 392.4 368.9 283.9 216.9 151.9
483.5 363.3 338.6 261.9 250.6 230.8
53.2 45.7 45.2 38.5 38.2 37.8
49.4 45.5 42.3 38.2 38.1 26.4
15.7 10.9 9.8 7.3 7.0 6.6
11.6 11.1 9.3 8.7 8.6 8.4
42.6 52.2 55.3 58.5 45.6 39.0
539 349 349 219 211 199
8,602 4,056 1,425 1,063 1,159 648
4,834 3,519 1,974 1,555 2,210 1,549
13,436 7,575 3,399 2,618 3,369 2,198
10.51 6.23 6.35 - - -
10.51 6.23 6.35 - - -
432 403 106 a7 36 26
913 861 842 768 712 658
560 520 492 489 418 330

61 61 63 65 61 56

427 - - - - -
174,337 - - - - -
3,481 3,266 2,669 - - -
48.77 47.56 41,27 - - -
54.54 62.98 43.85 - - -

Comparative figures for 2004

and prior years have not been

restated to conform to the

current financial presentation.

(1)

(2)

(4)

(5)
(6)

(7

=
o

Non-GAAP financial measure.
See discussion on page 38.
Resegmentations occurred in
2005 and 2002. Prior years
were not restated.

AltaGas purchased

100 percent of the
outstanding shares of
AltaGas Utilities Inc. on
June 30, 1998. On November
17, 2005 AltaGas spun out
its Natural Gas Distribution
segment to AltaGas Utility
Group Inc. (Utility Group),
of which it holds a

19.6 percent interest.
Distributions declared do
not include $0.54 per unit
declared in November 2005
in the form of shares of
Utility Group as a result of
the spin-out of Natural Gas
Distribution business, or
$0.076 per unit in August
2007, also in the form of
shares of Utility Group.

As at December 31.
Annual average.

AltaGas reports an indicative
frac spread or NGL margin,
expressed in dollars per
barrel of NGL, which is
derived from Edmonton
postings for propane, butane
and condensate and the daily
AECO natural gas price.

Fourth quarter average.

Volumes do not include
condensate pipeline volumes.
Average for the period.
Includes volumes marketed
directly, volumes transacted
on behalf of other operating
segments and volumes sold in
gas exchange transactions.

1ShJ] SWO0oU| SeHely



1SNJ] 8WOooU| senel|y

unitholder

Ex-Distribution Date Record Date Payment Date Amount
January 23, 2008 January 25, 2008 February 15, 2008 $0.175
February 21, 2008 February 25, 2008 March 17, 2008 $0.175
March 21, 2008 March 25, 2008 April 15, 2008 $0.175
April 23, 2008 April 25, 2008 May 15, 2008 $0.175
May 22, 2008 May 26, 2008 June 16, 2008 $0.175
June 23, 2008 June 25, 2008 July 15, 2008 $0.175
July 23, 2008 July 25, 2008 August 15, 2008 $0.175
August 21, 2008 August 25, 2008 September 15, 2008 $0.180
September 23, 2008 September 25, 2008 October 15, 2008 $0.180
October 23, 2008 October 27, 2008 November 17, 2008 $0.180
November 21, 2008 November 25, 2008 December 15, 2008 $0.180
December 23, 2008 December 29, 2008 January 15, 2009 $0.180
Total 2008 Cash Distribution Declared: $2.125

AltaGas Income Trust offers a Premium Distribution™, Distribution Reinvestment and Optional Unit Purchase Plan for eligible holders of Trust

units and limited partnership units that are exchangeable into Trust units (Exchangeable Units).

The plan provides unitholders with a convenient and economical way to maximize their investment in AltaGas by providing the

opportunity to:

. Reinvest cash distributions into Trust units at a five percent discount to the average market price, under the distribution

reinvestment component of the plan; or

. Receive a two percent premium cash distribution, under the premium distribution component of the plan. AltaGas has suspended

the Premium component of the plan. While the Premium component of the plan is suspended, participants will continue to receive
regular cash distributions.

. Eligible unitholders may also make optional trust unit purchases at the weighted average market price.

Registered unitholders who are eligible and wish to participate in the plan must enroll directly with Computershare Trust Company of
Canada, while beneficial unitholders should contact their broker, investment dealer, financial institution or other nominee that holds
their units, in order to enroll.

Complete details on the DRIP are available on the AltaGas website at www.altagas.ca.

Unit Price

$ 35.00

$ 30.00

$ 20.00

$ 15.00

$ 10.00
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Ernst & Young LLP
Calgary, Alberta, Canada

Computershare Trust Company of Canada
Calgary, Alberta, Canada

Toll-free: 800-564-6253
Email: service@computershare.com

Investors are encouraged to contact
Computershare for information
concerning their security holdings.

Toronto Stock Exchange: ALA.UN

The annual meeting will be held at 3:00
p.m. MDT on Tuesday, April 21, 2009 at
The Metropolitan Centre, Strand/Tivoli
Room, 333 - 4th Avenue S.W.,

Calgary, Alberta.

For investor relations enquiries,

please contact:

Tel: 403-691-7100
Toll-free: 877-691-7199
Fax: 403-691-7150
Email: investor.relations@altagas.ca

Bbls/d  barrels per day

Bef billion cubic feet
bps basis points

GJ gigajoule

GWh gigawatt-hour

Mcf thousand cubic feet

Mmcf/d million cubic feet per day
MW megawatt

MWh megaw att-hour
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