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FOR THE THREE MONTHS ENDED
MARCH 31, 2006

TO THE SHARE OWNERS:

ATCO Ltd. reported increased earnings for the three months ended March 31, 2006, of $63.0
million ($1.05 per share) including the $11.7 million after-tax gain on the sale of land located in
downtown Calgary (“Gain on Sale of Property”). Earnings for the three months ended March 31, 2006,
excluding the Gain on Sale of Property, were $51.3 million ($0.85 per share) compared to earnings for the
same three months in 2005 of $42.6 million ($0.71 per share).

Earnings, excluding the Gain on Sale of Property, increased primarily due to:

e increased business activity in ATCO Structures’ operations in Canada and the United States;

e decreased share appreciation rights expense due to lower share prices;

e higher natural gas storage earnings due to increased capacity leased, the timing and demand of
storage capacity sold and higher average fees received by ATCO Midstream; and

e improved prices for ATCO Power’s U.K. merchant electricity.

This increase was partially offset by:

e higher transmission costs in ATCO Pipelines;

e one-time impact of the ATCO Electric Alberta Energy and Utilities Board (“AEUB”) General Tariff
Application Decision (“ATCO Electric Decision”) related to 2005 earnings recorded in the first
quarter of 2006; and

e warmer temperatures in ATCO Gas.

Revenues for the three months ended March 31, 2006, were $732.7 million compared to $814.6

million in 2005. This decrease was primarily due to:

o lower activity in ATCO Structures’ operations in Europe; and

o reduced recoveries of natural gas costs in 2006 as ATCO Gas ceased selling natural gas from its
natural gas storage facilities on March 31, 2005, in accordance with AEUB directives.

This decrease was partially offset by:

o increased business activity in ATCO Structures’ operations in Canada and the United States; and

e impact of customer rate increases resulting from the ATCO Electric Decision and the ATCO Gas
General Rate Application Decision (“ATCO Gas Decision”) received from the AEUB in the first
quarter of 2006. The impact of the ATCO Electric Decision and the ATCO Gas Decision on the first
quarter revenues are positive as ATCO Electric and ATCO Gas had lower rates for customers during
the first quarter of 2005.

Cash flow from operations for the three months ended March 31, 2006, was $230.4 million compared

to $247.0 million in 2005. This decrease was primarily due to the impact of the previously announced
TXU Europe Settlement. This decrease was partially offset by increased earnings.
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First Quarter Other Highlights Include:

e ATCO Structures Europe Inc. announced it will close its manufacturing facility in Budapest,
Hungary.

e ATCO Gas received a decision from the Supreme Court of Canada that ATCO Gas is the sole owner
of its assets. In its decision regarding the sale of property owned by the utility, the Supreme Court
reiterated the important role of the AEUB to determine fair, equitable and reasonable rates for
customers while balancing the property rights retained by owners, as recognized in a free market
economy.

e ATCO Gas officially opened a new 55,000 square foot facility in Edmonton, which incorporates
some of the most advanced equipment for testing and certifying natural gas detection and metering
equipment.

ATCO Group is an Alberta based, worldwide organization of companies with more than 7,000 employees
actively engaged in Power Generation, Utilities, Global Enterprises and Industrials. More information
about ATCO can be found on its website, www.atco.com.

HOSH- @AV

N.C. Southern R.D. Southern
President & Chief Executive Officer Chairman of the Board
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ATCO Ltd.

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (“MD&A™)

The following discussion and analysis of financial condition and results of operations of ATCO Ltd. (the
“Corporation™) should be read in conjunction with the Corporation’s unaudited interim consolidated financial
statements for the three months ended March 31, 2006, and the audited consolidated financial statements and
management’s discussion and analysis of financial condition and results of operations for the year ended December
31, 2005 (2005 MD&A”). Information contained in the 2005 MD&A that is not discussed in this document
remains substantially unchanged. Additional information relating to the Corporation, including the Corporation’s
Annual Information Form, is available on SEDAR at www.sedar.com.

The equity securities of the Corporation consist of Class | Non-Voting Shares (“Class | shares”) and Class 1l Voting
Shares (“Class Il shares™).

The consolidated financial statements include the accounts of ATCO Ltd. and all of its subsidiaries. The principal
subsidiaries are Canadian Ultilities Limited (“Canadian Utilities”), of which ATCO Ltd. owns 39.9% of the Class A
non-voting shares and 74.2% of the Class B common shares, for an aggregate ownership of 51.8%, and ATCO
Structures Inc. (“ATCO Structures”), ATCO Noise Management Ltd. (“ATCO Noise Management”) and ATCO
Resources Ltd. (“ATCO Resources”), of which ATCO Ltd. owns 100% of the Class A non-voting and Class B
common shares. Canadian Utilities has published its unaudited consolidated financial statements and its MD&A for
the three months ended March 31, 2006. Copies of these documents may be obtained upon request from the
Corporate Secretary of Canadian Utilities at 1400 ATCO Centre, 909-11" Avenue S.W., Calgary, Alberta T2R 1N6
(telephone (403) 292-7500 or fax (403) 292-7623).
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FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-looking statements. Forward-looking statements are
often, but not always, identified by the use of words such as “anticipate”, “plan”, “estimate”, “expect”, “may”,
“will”, “intend”, “should”, and similar expressions. These statements involve known and unknown risks,
uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in
such forward-looking statements. The Corporation believes that the expectations reflected in the forward-looking
statements are reasonable, but no assurance can be given that these expectations will prove to be correct and such

forward-looking statements should not be unduly relied upon.

In particular, this MD&A contains forward-looking statements pertaining to purchase obligations, planned capital
expenditures, the impact of changes in government regulation, non-regulated generating capacity subject to long
term contracts and Industrials segment market developments. The Corporation’s actual results could differ
materially from those anticipated in these forward-looking statements as a result of regulatory decisions, competitive
factors in the industries in which the Corporation operates, prevailing economic conditions, and other factors, many
of which are beyond the control of the Corporation.

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three Business Groups: Utilities, Power Generation
and Global Enterprises. For the purposes of financial disclosure, industrial transactions (ATCO Structures and
ATCO Noise Management) are accounted for as Industrials and corporate transactions (including commercial real
estate transactions) are accounted for as Corporate and Other (refer to Note 7 to the unaudited interim consolidated
financial statements for the three months ended March 31, 2006). Transactions between Business Groups are
eliminated in all reporting of the Corporation’s consolidated financial information.

In 2006, ASHCOR Technologies was transferred from the Global Enterprises Business Group to the Power
Generation Business Group. 2005 segmented figures have been reclassified to conform to the current basis of
segmentation.

SALE OF PROPERTY

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (“Sale of Property”).
Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This
sale increased earnings for the three months ended March 31, 2006 by $11.7 million.

TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) for breach of its contract to purchase 27.5% of the power produced by the 1,000
megawatt Barking generating plant, in which the Corporation owns a 25.5% equity interest. In 2005, the
Corporation received $83.1 million as its share of the partial settlement of the claim for damages related to TXU
Europe’s breach of this contract. An additional payment of $16.6 million was received on January 19, 2006 and a
final installment of approximately $1.6 million is expected in the second quarter of 2006. The settlement is
expected to generate earnings after income taxes and non-controlling interests of approximately $35 million, based
on foreign currency exchange rates in effect on March 30, 2005, which will be recognized over the remaining term
of the TXU Europe contract from October 1, 2004, to September 30, 2010, at approximately $5.5 million per year.
These earnings will be dependent upon the foreign currency exchange rates in effect at the time the earnings are
recognized. For a description of the settlement, refer to Note 4 to the unaudited interim consolidated financial
statements for the three months ended March 31, 2006.
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SELECTED QUARTERLY INFORMATION

For the Three Months Ended

($ Millions except per share data) Mar.31  Jun. 30 Sep. 30 Dec. 31
(unaudited)
2006
REVENUES (1) (2) veveveiieeieie ettt T32.7 it i e
Earnings attributable to Class | and Class Il shares (3) (4) (5) ..... 63.0 i e
Earnings per Class I and Class Il share (3) (4) (5)..c.ccccoevvvvrveunne. 105 i e
Diluted earnings per Class I and Class Il share (3) (4) (5)............ 1.04 i
2005
REVENUES (1) (2) «veveieeieieiieieie et 814.6 630.5 626.0 788.5
Earnings attributable to Class | and Class Il shares (4) (5)........... 42.6 28.1 26.1 52.2
Earnings per Class | and Class Il share (4) (5) ..ccooverereniniennenn 0.71 0.47 0.44 0.87
Diluted earnings per Class | and Class Il share (4) (5) ....c.ccooeuene. 0.70 0.47 0.43 0.86
2004
REVENUES (1) 1.vvvieeiiitirieiesiisieese ettt fesaensesessens 731.2 597.1 716.3
Earnings attributable to Class | and Class Il shares (4) (5) (6) ..... .ccccoveuenee. 54.8 24.7 41.7
Earnings per Class | and Class Il share (4) (5) (6)...cccocevvvriviviiees evveerinneens 0.92 0.42 0.70
Diluted earnings per Class | and Class Il share (4) (5) (6).cc.ccccceee vovvvrnrnnn 0.91 0.41 0.70
Notes:
(1) On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct

@)
3)
(4)
Q)
(6)

()

Energy Marketing Limited and one of its affiliates (collectively ““DEML”), a subsidiary of Centrica plc. Prior
to the transfer, the cost of natural gas and electricity purchased for ATCO Gas’ and ATCO Electric’s customers
was included in revenues. As ATCO Gas and ATCO Electric no longer purchase natural gas and electricity for
their customers, revenues since May 4, 2004, have decreased accordingly.

Reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from its
natural gas storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities Board
directives.

Includes earnings of $11.7 million ($0.20 per share) from the Sale of Property for the three months ended
March 31, 2006 (refer to Sale of Property section).

There were no discontinued operations or extraordinary items during these periods.

Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta and the
timing of rate decisions, earnings for any quarter are not necessarily indicative of operations on an annual
basis.

Includes earnings of $28.5 million, earnings per share of $0.48 and diluted earnings per share of $0.47 on the
transfer of the retail energy supply businesses on May 4, 2004, to DEML for the three months ended June 30,
2004.

The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

RESULTS OF OPERATIONS

The principal factors that have caused variations in revenues and earnings over the eight most recently completed
quarters necessary to understand general trends that have developed and the seasonality of the businesses disclosed
in the 2005 MD&A remain substantially unchanged, except for the Sale of Property.
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Consolidated Operations

Revenues for the three months ended March 31, 2006, decreased by $81.9 million to $732.7 million, primarily due
to:

o lower manufacturing activity in ATCO Structures’ operations in Australia and Europe;

e reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from
its natural gas storage facilities on March 31, 2005, in accordance with Alberta Energy and Utilities Board
(“AEUB”) directives; and

e lower business activity in ATCO Frontec.

This decrease was partially offset by:

e increased business activity in ATCO Structures’ operations in Canada and the United States;

e impact of customer rate increases for ATCO Electric and ATCO Gas (refer to Regulatory Matters - ATCO
Electric and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas
GRA Decision on the first quarter of 2006 is positive as ATCO Electric and ATCO Gas had lower
customer rates for 2005 during the first quarter of 2005;

e higher storage revenues due to higher capacity leased, the timing and demand of storage capacity sold and
higher average fees received by ATCO Midstream; and

o higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Earnings attributable to Class | and Class 11 shares for the three months ended March 31, 2006, including the
$11.7 million after tax gain on the Sale of Property, increased by $20.4 million ($0.34 per share) to $63.0 million
($1.05 per share).

Earnings attributable to Class | and Class 1l shares for the three months ended March 31, 2006, excluding the
$11.7 million after tax gain on the Sale of Property, increased by $8.7 million ($0.14 per share) to $51.3 million
($0.85 per share), primarily due to:
e increased business activity in ATCO Structures’ operations in Canada and the United States and increased
business activity in space rentals operations in ATCO Structures’ operations in Australia;
e decreased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class | Non-Voting share prices since December 31, 2005;
e higher storage earnings due to higher capacity leased, the timing and demand of storage capacity sold and
higher average fees received by ATCO Midstream; and
e improved merchant performance in ATCO Power’s U.K. operations.

This increase was partially offset by:
e higher transmission costs in ATCO Pipelines;
e one-time impact of the ATCO Electric GTA Decision related to 2005 earnings recorded in the first quarter
of 2006 (refer to Regulatory Matters - ATCO Electric section); and
e warmer temperatures in ATCO Gas.

Operating expenses (consisting of natural gas supply, purchased power, operation and maintenance, selling and
administrative and franchise fee costs) for the three months ended March 31, 2006, decreased by $103.4 million to
$427.9 million, primarily due to:
e reduced natural gas supply costs in 2006 as ATCO Gas ceased selling natural gas from its natural gas
storage facilities on March 31, 2005, in accordance with AEUB directives; and
e lower business activity in ATCO Frontec.

This decrease was partially offset by:

e increased business activity in ATCO Structures and ATCO Noise Management; and
e higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.
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Depreciation and amortization expenses for the three months ended March 31, 2006, increased by $6.5 million to
$94.1 million, primarily due to:
e capital additions in 2006 and 2005.

Interest expense for the three months ended March 31, 2006, decreased by $1.0 million to $56.6 million, primarily
due to:
e repayment of non-recourse financings in 2006 and 2005.

Interest and other income for the three months ended March 31, 2006, increased by $1.7 million to $10.3 million,
primarily due to:
e increased interest income due to higher short term interest rates on larger cash balances.

Income taxes for the three months ended March 31, 2006, including the $2.6 million in income taxes resulting from
the Sale of Property, increased by $8.2 million to $62.5 million.

Income taxes for the three months ended March 31, 2006, excluding the $2.6 million in income taxes resulting
from the Sale of Property, increased by $5.6 million to $59.9 million, primarily due to:
e higher earnings.

The interests of non-controlling share owners for the three months ended March 31, 2006, increased by $3.4
million to $51.0 million, primarily due to:
e higher earnings in Canadian Utilities.

Segmented Information

Segmented revenues and earnings attributable to Class | and Class 11 shares for the three months ended March
31, 2006, were as follows:

For the Three Months
Ended March 31

($ Millions) Revenues Earnings
2006 2005 2006 2005
(unaudited)

UBTHEIES (L) eeveeeteiieieierie et 328.7 432.2 20.9 23.0
POWET GENEIALION ....vevieiieiieiirieeeiesee st 200.4 196.7 14.3 12.1
Global ENLEIPIISES ....vcviviriieiriiieicrieiecr e 154.1 156.4 11.9 8.8
INAUSEITAIS ..o e e 81.5 58.2 5.8 4.2
Corporate and Other (2).......cceoviriiiireeeseeee e 4.3 41 114 (5.4)
Intersegment elimiNatioNS........ccoeieiiieneii e (36.3) (33.0) (1.3) (0.1)
TOMAL ..ot r e 732.7 814.6 63.0 42.6
Notes:

(1) Reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from its
natural gas storage facilities on March 31, 2005, in accordance with AEUB directives.

(2) Includes earnings of $11.7 million ($0.20 per share) from the Sale of Property for the three months ended
March 31, 2006 (refer to Sale of Property section).

Utilities
Revenues from the Utilities Business Group for the three months ended March 31, 2006, decreased by $103.5
million to $328.7 million, primarily due to:

e reduced recoveries of natural gas costs in revenues in 2006 as ATCO Gas ceased selling natural gas from
its natural gas storage facilities on March 31, 2005, in accordance with AEUB directives; and
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o lower natural gas volumes purchased for ATCO Pipelines’ customers as a result of customers moving from
sales service (commodity and transportation revenues) to transportation service only contracts
(transportation revenue).

This decrease was partially offset by:
e impact of customer rate increases for ATCO Electric and ATCO Gas (refer to Regulatory Matters - ATCO
Electric and ATCO Gas sections). The impact of the ATCO Electric GTA Decision and the ATCO Gas
GRA Decision on the first quarter of 2006 is positive as ATCO Electric and ATCO Gas had lower
customer rates for 2005 during the first quarter of 2005; and
o higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

Temperatures in ATCO Gas for the three months ended March 31, 2006, were 6.8% warmer than normal, compared
to 4.4% warmer than normal for the corresponding period in 2005.

Earnings for the three months ended March 31, 2006, decreased by $2.1 million to $20.9 million, primarily due to:
e higher transmission costs in ATCO Pipelines;
e one-time impact of the ATCO Electric GTA Decision related to 2005 earnings recorded in the first quarter
of 2006 (refer to Regulatory Matters - ATCO Electric section); and
e warmer temperatures in ATCO Gas.

This decrease was partially offset by:

e impact of higher customer rates for ATCO Electric in the first quarter of 2006. While the impact of the
ATCO Electric GTA Decision (refer to Regulatory Matters - ATCO Electric section) is expected to
decrease 2006 earnings, the impact of the ATCO Electric GTA Decision on the first quarter of 2006 is
positive as ATCO Electric had lower customer rates for 2005 during the first quarter of 2005.

Power Generation

Revenues from the Power Generation Business Group for the three months ended March 31, 2006, increased by
$3.7 million to $200.4 million, primarily due to:
e improved merchant performance in ATCO Power’s U.K. operations; and
e higher natural gas fuel purchases recovered on a “no margin” basis at ATCO Power’s Barking generating
plant.

This increase was partially offset by:

o impact of lower U.K. and Australia exchange rates on conversion of revenues to Canadian dollars;

o lower revenues at ATCO Power’s and ATCO’s Resources’ Joffre generating plant due to the addition of a
boiler in October 2005 which allows the plant to generate electricity only when it is economical to do so
while still meeting the plant’s requirement to supply steam at all times; and

e the Power Purchase Arrangement (“PPA”) for Alberta Power (2000)’s Rainbow generating plant expired
December 31, 2005.

Earnings for the three months ended March 31, 2006, increased by $2.2 million to $14.3 million, primarily due to:
e improved merchant performance in ATCO Power’s U.K. operations.

Alberta Power Pool electricity prices for the three months ended March 31, 2006, averaged $56.85 per megawatt
hour, compared to average prices of $46.00 per megawatt hour for the corresponding period in 2005. Natural gas
prices for the three months ended March 31, 2006, averaged $7.13 per gigajoule, compared to average prices of
$6.54 per gigajoule for the corresponding period in 2005. The consequence of these changes in electricity and
natural gas prices was an average spark spread of $3.35 per megawatt hour for the three months ended March 31,
2006, compared to ($3.05) per megawatt hour for the corresponding period in 2005.

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of 7.5
gigajoules per megawatt hour.
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Changes in spark spread affect the results of approximately 476 megawatts of plant capacity owned in Alberta by
ATCO Power, ATCO Resources and Alberta Power (2000) out of a total world wide owned capacity of
approximately 2,695 megawatts.

During the three months ended March 31, 2006, Alberta Power (2000)’s deferred availability incentive account
increased by $12.4 million to $72.1 million. The increase was due to additional availability incentives received for
improved plant availability. During the three months ended March 31, 2006, the amortization of deferred
availability incentives, recorded in revenues, increased by $0.6 million to $2.6 million as compared to the same
period in 2005.

Global Enterprises

Revenues from the Global Enterprises Business Group for the three months ended March 31, 2006, decreased by
$2.3 million to $154.1 million, primarily due to:
o lower business activity in ATCO Frontec.

This decrease was partially offset by:
e higher storage revenues due to higher capacity leased, the timing and demand of storage capacity sold and
higher average fees received by ATCO Midstream; and
e higher prices for natural gas liquids in ATCO Midstream.

Earnings for the three months ended March 31, 2006, increased by $3.1 million to $11.9 million, primarily due to:
o higher storage earnings due to higher capacity leased, the timing and demand of storage capacity sold and
higher average fees received by ATCO Midstream; and
o higher margins for natural gas liquids in ATCO Midstream.

Industrials

Revenues from the Industrials segment for the three months ended March 31, 2006, increased by $23.3 million to
$81.5 million, primarily due to:
e increased business activity in ATCO Structures’ operations in Canada and the United States.

This increase was partially offset by:
o lower manufacturing activity in ATCO Structures’ operations in Australia and Europe.

Earnings for the three months ended March 31, 2006, increased by $1.6 million to $5.8 million, primarily due to:
e increased business activity in ATCO Structures’ operations in Canada and the United States and increased
business activity in space rentals operations in ATCO Structures’ operations in Australia.

Corporate and Other

Earnings for the three months ended March 31, 2006, including the $11.7 million after tax gain on the Sale of
Property, increased by $16.8 million to $11.4 million.

Earnings for the three months ended March 31, 2006, excluding the $11.7 million after tax gain on the Sale of
Property increased by $5.1 million to ($0.3) million, primarily due to:
o decreased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class | Non-Voting share prices since December 31, 2005.
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REGULATORY MATTERS

Regulated operations are conducted by ATCO Electric and its subsidiaries, Northland Utilities (NWT), Northland
Utilities (Yellowknife) and Yukon Electrical, the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and
Pipelines Ltd. and the generating plants of Alberta Power (2000), all of which are wholly owned subsidiaries of
Canadian Utilities” wholly owned subsidiary, CU Inc.

In July 2004, the AEUB issued its generic cost of capital decision. The decision established a standardized approach
for each utility company regulated by the AEUB for determining the rate of return on common equity based upon a
return of 9.60% on common equity. This rate of return is adjusted annually by 75% of the change in long term
Government of Canada bond yield as forecast in the November Consensus Forecast, adjusted for the average
difference between the 10 year and 30 year Government of Canada bond yields for the month of October as reported
in the National Post. This adjustment mechanism is similar to the method the National Energy Board uses in
determining its formula based rate of return. The AEUB will undertake a review of this mechanism for the year
2009 or if the rate of return resulting from the formula is less than 7.6% or greater than 11.6%. The AEUB also
noted that any party, at any time, could petition for a review of the adjustment formula if that party can demonstrate
a material change in facts or circumstances.

The decision also established the appropriate capital structure for each utility regulated by the AEUB. The AEUB
determined that any proposed changes to the approved capital structure which result from a material change in the
investment risk of a utility will be addressed at utility specific rate applications.

In November 2005, the AEUB announced a generic return on common equity of 8.93% for 2006. In January 2006,
the AEUB clarified that the generic return on equity determined on an annual basis in accordance with the generic
cost of capital decision should apply to each year of the test period in the companies’ applications. If no rate
applications are filed for a particular year, then there will be no adjustment to the common equity rate of return for
that year.

In June 2005, as part of their rate applications, ATCO Electric and ATCO Gas submitted a filing to the AEUB that
addressed certain common matters. ATCO Pipelines is also a party to this filing as the concerns are common to all
three utilities. This filing included evidence regarding the appropriate ratemaking approach in the determination of
utility revenue requirements as well as treatment of pension costs, executive compensation, head office rent expense
and the continued use of preferred shares as a form of financing for the three utilities. The AEUB is expected to
hear this filing in May 2006 and a decision is expected in the fourth quarter of 2006.

ATCO Electric

On March 17, 2006, ATCO Electric received a decision on its General Tariff Application for 2005 and 2006
(“ATCO Electric GTA Decision”) which was filed with the AEUB in May 2005. The decision establishes the
amount of revenue ATCO Electric can recover through its rates for electric distribution and transmission service
provided to its customers for 2005 and 2006. In July and September 2005, the AEUB had approved interim
refundable rates for distribution and transmission operations, respectively; revenues associated with these interim
refundable rates were recorded in 2005. The impact of the decision for 2005 reduced earnings by $1.3 million and
was recorded in the first quarter of 2006. The impact of the decision for the full year 2006, as compared to the
decision for the full year 2005, will further reduce earnings by $1.6 million. The decision also confirmed the return
on common equity as determined by the AEUB’s standardized rate of return methodology. The rate of return on
common equity was 9.5% in 2005 and is 8.93% in 2006.

ATCO Gas

On January 27, 2006, ATCO Gas received a decision on its general rate application which was filed with the AEUB
in May 2005 for the 2005, 2006 and 2007 test years (“ATCO Gas GRA Decision”). The decision establishes the
amount of revenue ATCO Gas can recover through distribution rates for natural gas distribution service to its
customers over the period of 2005 to 2007. In August 2005, the AEUB approved interim refundable rates which
recognized only 28% of the increased operating costs and rate base additions requested in the original application.
On January 27, 2006, ATCO Gas received an AEUB decision which did not materially change the earnings based on
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the 2005 interim rates. The final impact of the decision will not be known until two subsequent regulatory processes
are finalized. The decision also approved the return on common equity as determined by the AEUB’s standardized
rate of return methodology. The rate of return on common equity was 9.5% in 2005, is 8.93% in 2006, and is yet to
be determined for 2007.

In October 2001, the AEUB approved the sale by ATCO Gas of certain properties in the City of Calgary, known as
the Calgary Stores Block, for $6.6 million (excluding costs of disposition) and allocated $4.1 million of the proceeds
to customers and $1.8 million to ATCO Gas. In January 2004, the Alberta Court of Appeal overturned this decision
and directed the AEUB to allocate $5.4 million of the proceeds to ATCO Gas. The City of Calgary appealed this
decision to the Supreme Court of Canada, which also granted ATCO Gas leave to cross-appeal the decision. The
Supreme Court of Canada heard the appeal on May 11, 2005 and on February 9, 2006 rendered its decision. The
Supreme Court dismissed the City of Calgary’s appeal and allowed ATCO Gas’ cross-appeal. The Supreme Court
of Canada has directed the AEUB to issue a new decision in accordance with the Supreme Court’s ruling. ATCO
Gas has requested the AEUB to address the Supreme Court of Canada decision. Net proceeds totaling $4.1 million
from the sale are being held pending AEUB approval.

In July 2004, the AEUB initiated a written process to consider its role in regulating the operations of the Carbon
natural gas storage facility. On June 15, 2005, the AEUB issued a decision with respect to this process. In addition
to addressing other matters, the decision found that the AEUB has the authority, when necessary in the public
interest, to direct a utility to utilize a particular asset in a specific manner, even over the objection of the utility.
ATCO Gas has filed for leave to appeal the decision with the Alberta Court of Appeal. On October 3, 2005, the
AEUB established processes to review the use of the Carbon natural gas storage facility for utility purposes. A
hearing to review the use of the facility for revenue generation is scheduled for April 2006 and a hearing to review
the use of the facility for load balancing is scheduled for June 2006.

ATCO Gas’ position is that the Carbon natural gas storage facility is no longer required for utility service.
Accordingly, in March 2005, ATCO Gas filed a letter with the AEUB in which it withdrew all evidence previously
filed by it with respect to the 2005/2006 Carbon Storage Plan, thus providing notice that none of the related costs
and revenues will form part of regulated operations on or after April 1, 2005. On March 23, 2005, the AEUB issued
an interim order directing ATCO Gas to maintain the Carbon natural gas storage facility in rate base and confirming
a lease of the entire storage capacity to ATCO Midstream at a placeholder rate of $0.45 per gigajoule until otherwise
determined by the AEUB. ATCO Gas filed for leave to appeal the interim order on April 15, 2005.

ATCO Gas has filed an application with the AEUB to address, among other things, corrections required to historical
transportation imbalances that have impacted ATCO Gas’ deferred gas account. In April 2005, the AEUB issued a
decision resulting in a 15% decrease in the transportation imbalance adjustments sought by ATCO Gas. The
decision resulted in a decrease to 2005 revenues and earnings of $1.8 million and $1.2 million, respectively. The
City of Calgary has filed for leave to appeal the AEUB’s decision. ATCO Gas has filed a cross appeal of the
AEUB’s decision. The cross appeal is contingent upon the granting of the City of Calgary’s leave to appeal which
has been rescheduled to be heard on April 18, 2006.

In October 2005, ATCO Gas filed an application with the AEUB to approve the sale of its Red Deer Operating
Centre. In December 2005, the AEUB approved the sale and deferred its decision on the distribution of net proceeds
of $1.0 million until the Supreme Court of Canada rendered a judgment in the appeal regarding the Calgary Stores
Block disposition and allocation of proceeds discussed above. The Supreme Court of Canada rendered its decision
on the Calgary Stores Block matter on February 9, 2006. In February 2006, ATCO Gas submitted a filing to the
AEUB to approve the allocation of the net proceeds. On March 16, 2006, the AEUB suspended the process
convened to approve allocation of the net proceeds pending resolution of certain issues arising in connection with
the Supreme Court’s Calgary Stores Block decision. The net proceeds of the sale remain in trust pending AEUB
approval.

ATCO Pipelines

The AEUB has announced that it will hold a hearing to address competitive issues between ATCO Pipelines and
NOVA Gas Transmission Ltd. This hearing is expected to take place in 2006.
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Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.

LIQUIDITY AND CAPITAL RESOURCES

A major portion of the Corporation’s operating income and cash flow is generated from its utility operations.
Canadian Utilities and its wholly owned subsidiary, CU Inc., use commercial paper borrowings and short term bank
loans to provide flexibility in the timing and amounts of long term financing. ATCO Ltd. has received dividends
from Canadian Utilities which have been more than sufficient to service debt requirements and pay dividends.

Cash flow from operations for the three months ended March 31, 2006, decreased by $16.6 million to $230.4
million, primarily due to:
e impact of the TXU Europe Settlement (refer to TXU Europe Settlement section).

This decrease was partially offset by:
e increased earnings; and
e increased availability incentives in Alberta Power (2000), primarily due to availability incentive payments
received for improved plant availability.

Investing for the three months ended March 31, 2006, including the proceeds of $15.1 million net of income taxes
from the Sale of Property, decreased by $33.2 million to $94.9 million.

Investing for the three months ended March 31, 2006, excluding the proceeds of $15.1 million net of income taxes
from the Sale of Property, decreased by $18.1 million to $110.0 million, primarily due to:

e increased contributions by utility customers for extensions to plant;

e changes in non-current deferred electricity costs; and

e changes in non-cash working capital in respect of investing activities.

This decrease was partially offset by:
e increased capital expenditures.

Capital expenditures for the three months ended March 31, 2006, increased by $17.7 million to $122.2 million,
primarily due to:
e increased investment in ATCO Pipelines’ regulated natural gas transportation projects.

During the three months ended March 31, 2006, the Corporation issued:
e  $38.1 million of long term debt.

During the three months ended March 31, 2006, the Corporation redeemed:
e  $0.6 million of long term debt; and
e  $21.2 million of non-recourse long term debt.

These changes resulted in a net debt increase of $16.3 million.
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