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CONSOLIDATED AUDITED ANNUAL FINANCIAL STATEMENTS
AND MANAGEMENT’S DISCUSSION & ANALYSIS

 
A.                     Consolidated Audited Annual Financial Statements
 
For consolidated audited annual financial statements, including the report of independent chartered accountants with respect
thereto, see Exhibit 13.3 incorporated by reference herein.
 
B.                      Management’s Discussion and Analysis
 
For management’s discussion and analysis, see Exhibit 13.2 incorporated by reference herein.
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DISCLOSURE CONTROLS AND PROCEDURES
 

As required by Rule 13a-15 under the Securities Exchange Act of 1934 (“Exchange Act”), management has evaluated, with
the participation of our Chief Executive Officer and Chief Financial Officer, the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this report. Disclosure controls and procedures refer to controls and other
procedures designed to ensure that information required to be disclosed in the reports we file or submit under the Exchange
Act are recorded, processed, summarized, and reported within the time periods specified in the rules and forms of the
Securities and Exchange Commission. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by us in our reports that we file or submit under the
Exchange Act are accumulated and communicated to management, including our Chief Executive Officer and Chief
Investment and Financial Officer, as appropriate, to allow timely decisions regarding our required disclosure. In designing and
evaluating our disclosure controls and procedures, management recognizes that any controls and procedures, no matter how
well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and
management was required to apply its judgment in evaluating and implementing possible controls and procedures.
 
There has been no change in the internal control over financial reporting during the period covered by this report that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting. Based on the
foregoing evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that, as of December 31, 2013,
the end of the period covered by this report, our disclosure controls and procedures were effective at a reasonable assurance
level.
 

MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

 
Management is responsible for establishing and maintaining adequate internal control over financial reporting.
 
Internal control over financial reporting refers to a process designed by, or under the supervision of, our Chief Executive
Officer and Chief Investment Officer and Financial Officer and effected by our board of directors, management and other
personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles and includes those policies
and procedures that:
 
· pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of our assets;
  
· provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements

in accordance with generally accepted accounting principles, and that our receipts and expenditures are being made
only in accordance with authorizations of our management and members of our board of directors; and

  
· provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of

our assets that could have a material effect on our financial statements.
 
Management evaluated the effectiveness of our internal control over financial reporting as of December 31, 2013 using the
framework set forth in the report of the Treadway Commission’s Committee of Sponsoring Organizations (COSO), “Internal
Control — Integrated Framework.”
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Management has concluded that our internal control over financial reporting was effective as of December 31, 2013.  Certain
matters relating to the scope of management’s evaluation and limitations of management’s conclusions are described below. 
See “Limitations and Scope of Management’s Report on Internal Control over Financial Reporting.”
 
Our independent registered public accounting firm, Ernst & Young LLP, has issued an attestation report on the effectiveness
of our internal control over financial reporting as of December 31, 2013.  For Ernst & Young LLP’s report see page 73 of the
Consolidated Audited Annual Financial Statements for the year ended December 31, 2013 filed as Exhibit 13.3 and
incorporated by reference herein, under the heading “Independent Auditors’ Report of Registered Public Accounting Firm”.
 
There has been no change in the internal control over financial reporting during the year covered by this report that has
materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
 

LIMITATIONS AND SCOPE OF MANAGEMENT’S
REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

 
Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because
of its inherent limitations.  Internal control over financial reporting is a process that involves human diligence and compliance



and is subject to lapses in judgment and breakdowns resulting from human failures.  Internal control over financial reporting
also can be circumvented by collusion or improper overrides.  Because of such limitations, there is a risk that material
misstatements may not be prevented or detected on a timely basis by internal control over financial reporting.  However,
these inherent limitations are known features of the financial reporting process, and it is possible to design safeguards into
the process to reduce, though not eliminate, this risk.
 
TransAlta Corporation (“TransAlta”) proportionately consolidates the accounts of the Sheerness and Genesee 3 joint
operations and equity accounts CE Generation LLC (“CE Gen”) and Wailuku River Hydroelectric L.P. joint ventures
(collectively, the “Excluded Entities”), in accordance with International Financial Reporting Standards (“IFRS”).  Management
does not have the contractual ability to assess the internal controls of these Excluded Entities.  Management’s conclusion
regarding the effectiveness of internal controls does not extend to the internal controls at the transactional level of these
Excluded Entities.  Accordingly, management’s evaluation of the Company’s internal control over financial reporting did not
include an evaluation of the internal controls of any of the Excluded Entities, and management’s conclusion regarding the
effectiveness of the Company’s internal control over financial reporting does not extend to the internal controls of any of the
Excluded Entities.
 
The 2013 consolidated financial statements of TransAlta, in accordance with EITF 00-1, included $886 million and $857
million of total and net assets, respectively, as of December 31, 2013, and $199 million and $38 million of revenues and net
earnings, respectively, for the year then ended related to Excluded Entities.  Once the financial information is obtained from
these Excluded Entities it falls within the scope of TransAlta’s internal control framework.

 
5

 
AUDIT COMMITTEE FINANCIAL EXPERT

 
TransAlta’s board of directors has determined that it has two audit committee financial experts serving on its Audit and Risk
Committee (the “ARC”).  Mrs. Karen Maidment and Mr. William D. Anderson have been determined to be audit committee
financial experts, within the meaning of Section 407 of the United States Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”), and
are independent, as that term is defined by the New York Stock Exchange’s (“NYSE”) listing standards applicable to the
Registrant.  Under Securities and Exchange Commission rules, the designation of persons as audit committee financial
experts does not make them “experts” for any other purpose, impose any duties, obligations or liability on them that are
greater than those imposed on members of their committee and the board of directors who do not carry this designation or
affect the duties, obligations or liability of any other member of their committee.
 

CODE OF ETHICS
 

TransAlta has adopted a code of ethics as part of its “Corporate Code of Conduct” that applies to all employees and officers
which has been filed with the Securities and Exchange Commission.  In addition, the Registrant has adopted a code of
conduct applicable to all directors of the Company, a separate financial code of conduct which applies to all financial
management employees and an Energy Trading code of conduct.  Our codes of conduct are available on our Internet
website at www.transalta.com.  There has been no waiver of the codes granted during the 2013 fiscal year.
 

PRINCIPAL ACCOUNTANT FEES AND SERVICES
 

For the years ended December 31, 2013 and December 31, 2012, Ernst & Young LLP and its affiliates were paid $3,384,692
and $3,459,397 respectively, as detailed below:
 
Ernst & Young LLP

Year Ended Dec. 31 2013 2012
     
Audit Fees $ 2,931,297 $ 2,998,892
Audit-related fees 409,950 388,595
Tax fees 43,445 72,450
All other fees 0 0
     
Total $ 3,384,692 $ 3,459,937
 
All amounts are in Canadian dollars unless otherwise stated.
 
No other audit firms provided audit services in 2013 or 2012.
 
The nature of each category of fees is described below:
 



Audit Fees
 
Audit fees were paid for professional services rendered by the auditors for the audit of our annual financial statements or
services provided in connection with statutory and regulatory filings or engagements, including the translation from English to
French of our financial statements and other
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documents. Total audit fees for 2013 include payments related to 2012 in the amount of $1,732,667.  Total audit fees for 2012
include payments related to 2011 in the amount of $1,397,001.
 
Audit-Related Fees
 
The audit-related fees in 2013 were primarily for work performed by Ernst & Young LLP in relation to compliance and
regulatory reporting, common shares issuance, debt issuances and miscellaneous accounting advice provided to the
Corporation.  The audit-related fees in 2012 were primarily in relation to public offerings, Canadian shelf work, the 2011
Sustainability Report review, and miscellaneous accounting advice provided to the Corporation.
 
Tax Fees
 
The tax fees for 2013 relate to various tax related matters in our domestic and foreign operations.
 
All Other Fees
 
Nil.
 
Pre-Approval Policies and Procedures
 
The ARC has considered whether the provision of services other than audit services is compatible with maintaining the
auditors’ independence.  In May 2002, the ARC adopted a policy (the “Policy”) that prohibits TransAlta from engaging the
auditors for “prohibited” categories of non-audit services and requires pre-approval of the ARC for other permissible
categories of non-audit services, such categories being determined under the Sarbanes-Oxley.  The Policy also provides that
the Chair of the ARC may approve permissible non-audit services during the quarter and report such approval to the ARC at
its next regularly scheduled meeting.  In 2009, the ARC granted management the authority to approve de minimus
permissible non-audit services (which are in the aggregate the lesser of 5 per cent of the total fees paid to the external
auditors or $125,000), provided such services are reported to the ARC at its next scheduled meeting.
 
Percentage of Services Approved by the ARC
 
For the year ended December 31, 2013, none of the services described above were approved by the ARC pursuant to
paragraph (c)(7)(i)(C) of Rule 2-01 of Regulation S-X.
 
 

OFF-BALANCE SHEET ARRANGEMENTS
 

See page  of Exhibit 13.2, incorporated by reference herein under the heading “Unconsolidated Structured Entities or
Arrangements”.
 

TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS
 

See page  of Exhibit 13.2, incorporated by reference herein, under the heading “Liquidity and Capital Resources” and page
, under the heading “Leases”, page  under the heading “Risk Management Activities” and page  under the Heading

“Commitments” of Exhibit 13.3, all incorporated by reference herein.
 
7

 
IDENTIFICATION OF THE AUDIT COMMITTEE

 
We have a separately-designated standing ARC.  The members of the ARC are:
 
Karen E. Maidment (Chair)
William D. Anderson
Alan J. Fohrer

45

44
99 115 145



Yakout Mansour
 

MINE SAFETY
 

The information concerning mine safety violations or other regulatory matters required by Section 1503(a) of the Dodd-Frank
Wall Street Reform and Consumer Protection Act is included in Exhibit 13.1, incorporated herein, under the heading
“Business of TransAlta-Generation Business Segment-United States”.
 

FORWARD-LOOKING INFORMATION
 

This Form 40-F, the documents incorporated herein by reference, and other reports and filings made with the securities
regulatory authorities, include forward-looking statements.  All forward-looking statements are based on TransAlta’s beliefs as
well as assumptions based on information available at the time the assumption was made and on management’s experience
and perception of historical trends, current conditions and expected further developments and other factors deemed
appropriate in the circumstances.  Forward-looking statements are not facts, but only predictions and generally can be
identified by the use of statements that include phrases such as “may”, “will”, “believe”, “expect”, “anticipate”, “intend”, “plan”,
“foresee”, “potential”, “enable”, “continue” or other comparable terminology.  These statements are not guarantees of
TransAlta’s future performance and are subject to risks, uncertainties and other important factors that could cause TransAlta’s
actual performance to be materially different from that projected.
 
In particular, this Form 40-F and the documents incorporated herein by reference contain forward-looking statements
pertaining to the following: our estimated spend on growth and sustaining capital and productivity projects; expectations in
terms of the cost of operations, capital spend, and maintenance, and the variability of those costs; expectations relating to the
timing of the completion and commissioning of projects under development, including uprates and major projects, and their
attendant costs; the impact of certain hedges on future reported earnings and cash flows; expectations related to future
earnings and cash flow from operating and contracting activities; estimates of fuel supply and demand conditions and the
costs of procuring fuel; expectations for demand for electricity in both the short-term and long-term, and the resulting impact
on electricity prices; expected impacts of load growth and natural gas costs on power prices; expectations in respect of
generation availability, capacity and production; expected financing of our capital expenditures; expected governmental
regulatory regimes and legislation and their expected impact on TransAlta, as well as the cost of complying with resulting
regulations and laws; the expected settlement of regulatory investigations and disputes; TransAlta’s trading strategy and the
risks involved in these strategies; estimates of future tax rates, future tax expense, and the adequacy of tax provisions;
accounting estimates; expectations for the outcome of existing or potential legal and contractual claims; expectations for the
ability to access capital markets at reasonable terms; the estimated impact of changes in interest rates and the value of the
Canadian dollar relative to the U.S. dollar; the monitoring of TransAlta’s exposure to liquidity risk; expectations in respect to
the global economic environment; our credit practices; and the estimated contribution of energy trading activities to gross
margin.
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Factors that may adversely impact TransAlta’s forward-looking statements include risks relating to: fluctuations in market
prices and availability of fuel supplies required to generate electricity; the ability to contract our generation for prices that will
provide expected returns; the price of electricity; the regulatory and political environments in the jurisdictions in which
TransAlta operates; environmental requirements and changes in, or liabilities under, these requirements; changes in general
economic conditions including interest rates; operational risks involving TransAlta’s facilities, including unplanned outages at
such facilities; disruptions in the transmission and distribution of electricity; the effects of weather; disruptions in the source of
fuels, water or wind required to operate TransAlta’s facilities; natural and man-made disasters; the threat of domestic
terrorism and cyber-attacks; equipment failure; energy trading risks; the outcome of investigations and disputes; industry risk
and competition; fluctuations in the value of foreign currencies and foreign political risks; the need for additional financing;
structural subordination of securities; counterparty credit risk; insurance coverage; TransAlta’s provision for income taxes;
legal and contractual proceedings involving TransAlta; reliance on key personnel, labour relations matters and development
projects and acquisitions.   The foregoing risk factors, among others, are described in further detail in TransAlta’s 2013
Annual Information Form and in the Risk Management section of the Management’s Discussion and Analysis for the year
ended December 31, 2013, each incorporated herein by reference.
 
Readers are urged to consider these factors carefully in evaluating the forward-looking statements and are cautioned not to
place undue reliance on these forward-looking statements.  The forward-looking statements included in this document are
made only as of the date hereof and TransAlta does not undertake to publicly update these forward-looking statements to
reflect new information, future events or otherwise, except as required by applicable laws.  In light of these risks, uncertainties
and assumptions, the forward-looking events might occur to a different extent or at a different time than TransAlta has
described or might not occur.  TransAlta cannot assure you that projected results or events will be achieved.
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DOCUMENTS FILED AS PART OF THIS REPORT AND EXHIBITS

 
The following items are specifically incorporated by reference in, and form an integral part of, this filing on Form 40-F:

 
13.1 TransAlta Corporation Annual Information Form for the year ended December 31, 2013.
   

13.2 Management’s Discussion and Analysis for the year ended December 31, 2013.
   

13.3 Consolidated Audited Annual Financial Statements for the year ended December 31, 2013.
   

13.4 Management’s Annual Report on Internal Control over Financial Reporting, (included on page  of
Exhibit 13.3 filed herewith).

   

13.5 Independent Auditor’s Report of Registered Public Accounting Firm, (included on page  of Exhibit 13.3 filed
herewith).

   

23.1 Consent of Ernst & Young LLP Chartered Accountants.
   

31.1 Certification of President and Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002.

   

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

   

32.1 Certification of President and Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002.

   

32.2 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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UNDERTAKING

 
TransAlta undertakes to make available, in person or by telephone, representatives to respond to inquiries made by the
Commission staff, and to furnish promptly, when requested to do so by the Commission staff, information relating to: the
securities registered pursuant to Form 40-F; the securities in relation to which the obligation to file an annual report on
Form 40-F arises; or transactions in said securities.
 

SIGNATURES
 

Pursuant to the requirements of the Exchange Act, the Registrant certifies that it meets all of the requirements for filing on
Form 40-F and has duly caused this annual report to be signed on its behalf by the undersigned, thereto duly authorized, in
the City of Calgary, Province of Alberta, Canada.
 
 

TRANSALTA CORPORATION
  
  
  

/s/ Brett Gellner
Brett Gellner
Chief Investment Officer and Chief Financial Officer

  
Dated: February 20, 2014
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PRESENTATION OF INFORMATION

 
Unless otherwise noted, the information contained in this annual information form (“Annual Information Form” or “AIF”) is given as at or for the
year ended December 31, 2013.  All dollar amounts are in Canadian dollars unless otherwise noted.  Unless the context otherwise requires, all
references to the “Corporation” and to “TransAlta”, “we”, “our” and “us” herein refer to TransAlta Corporation and its subsidiaries on a
consolidated basis.  References to “TransAlta Corporation” herein refer to TransAlta Corporation, excluding its subsidiaries.
 

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
 

This Annual Information Form, the documents incorporated herein by reference, and other reports and filings made with the securities regulatory
authorities, include forward-looking statements.  All forward-looking statements are based on our beliefs as well as assumptions based on
information available at the time the assumption was made and on management’s experience and perception of historical trends, current
conditions and expected future developments, as well as other factors deemed appropriate in the circumstances.  Forward-looking statements
are not facts, but only predictions and generally can be identified by the use of statements that include phrases such as “may”, “will”, “believe”,



“expect”, “anticipate”, “intend”, “plan”, “foresee”, “potential”, “enable”, “continue” or other comparable terminology.  These statements are not
guarantees of our future performance and are subject to risks, uncertainties and other important factors that could cause our actual performance
to be materially different from that projected.
 
In particular, this Annual Information Form contains forward-looking statements pertaining to the following: expectations relating to the timing,
completion and commissioning of projects under development, including major projects and natural gas pipelines, and their attendant costs; our
estimated spend on growth and sustaining capital and productivity projects; expectations in terms of the cost of operations, capital spend, and
maintenance, and the variability of those costs; the impact of certain hedges on future reporting earnings and cash flows; expectations related to
future earnings and cash flow from operating and contracting activities; estimates of fuel supply and demand conditions and the costs of
procuring fuel; expectations for demand for electricity in both the short-term and long-term, and the resulting impact on electricity prices;
expected impacts of load growth and natural gas costs on power prices; expectations in respect of generation availability, capacity and
production; expected financing of our capital expenditures; expected governmental regulatory regimes and legislation and their expected impact
on us, as well as the cost of complying with resulting regulations and laws; the expected settlement of regulatory investigations and disputes; our
trading strategy and the risk involved in these strategies; estimates of future tax rates, future tax expense, and the adequacy of tax provisions;
accounting estimates; expectations for the outcome of existing or potential legal and contractual claims; expectations for the ability to access
capital markets at reasonable terms; the estimated impact of changes in interest rates and the value of the Canadian dollar relative to the U.S.
dollar; the monitoring of our exposure to liquidity risk; expectations in respect to the global economic environment; our credit practices; and the
estimated contribution of energy trading activities to gross margin.
 
Factors that may adversely impact our forward-looking statements include risks relating to: fluctuations in market prices and the availability of fuel
supplies required to generate electricity; our ability to contract our generation for prices that will provide expected returns, the regulatory and
political environments in the jurisdictions in which we operate; environmental requirements and changes in, or liabilities under, these
requirements; changes in general economic conditions including interest rates; operational risks involving our facilities, including unplanned
outages at such facilities; disruptions in the transmission and distribution of electricity; the effects of weather; disruptions in the source of fuels,
water or wind required to operate our facilities; natural disasters; the threat of domestic terrorism and cyber-attacks; equipment failure; energy
trading risks; the outcome of investigations and disputes; industry risk and competition; fluctuations in the value of foreign currencies and foreign
political risks; the need for additional financing; structural subordination of securities; counterparty credit risk; insurance coverage; our provision
for income taxes; legal and contractual proceedings involving the Corporation; reliance on key personnel; labour relations matters; and
development projects and acquisitions.  The foregoing risk factors, among others, are described in further detail under the heading “Risk Factors”
in this Annual Information Form and in the documents incorporated by reference in this Annual Information Form, including our Management’s
Discussion and Analysis for the year ended December 31, 2013 (the “Annual MD&A”).
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Readers are urged to consider these factors carefully in evaluating the forward-looking statements and are cautioned not to place undue reliance
on these forward-looking statements.  The forward-looking statements included in this document are made only as of the date hereof and we do
not undertake to publicly update these forward-looking statements to reflect new information, future events or otherwise, except as required by
applicable laws.  In light of these risks, uncertainties and assumptions, the forward-looking events might occur to a different extent or at a
different time than we have described or might not occur.  We cannot assure that projected results or events will be achieved.
 

DOCUMENTS INCORPORATED BY REFERENCE
 

TransAlta’s audited consolidated financial statements for the year ended December 31, 2013 and related Annual MD&A are hereby specifically
incorporated by reference in this AIF.  Copies of these documents are available on SEDAR at www.sedar.com.
 

CORPORATE STRUCTURE
 

Name and Incorporation
 
TransAlta Corporation was formed by Certificate of Amalgamation issued under the Canada Business Corporations Act (the “CBCA”) on
October 8, 1992.  On December 31, 1992, a Certificate of Amendment was issued in connection with a plan of arrangement involving TransAlta
Corporation and TransAlta Utilities Corporation (“TransAlta Utilities” or “TAU”) under the CBCA.  The plan of arrangement, which was approved
by shareholders on November 26, 1992, resulted in common shareholders of TransAlta Utilities exchanging their common shares for shares of
TransAlta Corporation on a one for one basis.  Upon completion of the arrangement, TransAlta Utilities became a wholly owned subsidiary of
TransAlta Corporation.
 
Effective January 1, 2009, TransAlta completed a reorganization, whereby the assets and business affairs of TAU and TransAlta Energy
Corporation (“TransAlta Energy” or “TEC”) (with the exception of the wind business) were transferred to TransAlta Generation Partnership, a new
Alberta general partnership, whose partners are TransAlta Corporation and TransAlta Generation Ltd., a wholly owned subsidiary of TransAlta
Corporation.  TransAlta Generation Partnership is managed by TransAlta Corporation pursuant to the terms of the partnership agreement and a
management services agreement.
 
Immediately following the transfer of assets by TAU and TEC to TransAlta Generation Partnership, TransAlta Corporation amalgamated with
TAU, TEC, and Keephills 3 GP Ltd. pursuant to the CBCA.
 
On November 4, 2009, TransAlta completed its acquisition of Canadian Hydro Developers, Inc.
 
On December 7, 2010, TransAlta amended its articles to create its First Preferred Series A and B shares; again on November 23, 2011 to create
the First Preferred Series C and D shares; and then again on August 3, 2012 to create the First Preferred Series E and F shares.
 
In August 2013, TransAlta Renewables Inc. (“TransAlta Renewables”) completed its initial public offering.  In connection with the offering,
TransAlta Corporation transferred to TransAlta Renewables certain wind and hydro power generation assets previously held directly or indirectly
by TransAlta Corporation.  TransAlta Corporation provides all management, administrative and operational services required for TransAlta



Renewables to operate and administer its assets and to acquire additional assets.
 
The registered and head office of TransAlta is located at 110 - 12  Avenue S.W., Calgary, Alberta, Canada, T2R 0G7.
 
As of December 31, 2013, the principal subsidiaries of TransAlta Corporation and their respective jurisdictions of formation are set out below:
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Notes:
(1)                                  TransAlta USA Inc. is an indirect wholly owned subsidiary of TransAlta Corporation.
(2)                                  The remaining 0.01 per cent interest in TEC Limited Partnership is owned by TransAlta (Ft. McMurray) Ltd., a wholly owned subsidiary of TransAlta Corporation.
(3)                                  We own 80.7% of TransAlta Renewables, which includes 58.92 per cent through direct ownership and 21.80 per cent through TransAlta Generation Partnership.
(4)                                  The remaining 19.3 per cent interest in TransAlta Renewables is publicly owned.

 

 
OVERVIEW

 
TransAlta and its predecessors have been engaged in the production and sale of electric energy since 1909.  We are among Canada’s largest
non-regulated electricity generation and energy marketing companies with an aggregate net ownership interest of 8,964 megawatts (“MW”) of
generating capacity.  We operate facilities having approximately 11,095 MW of aggregate generating capacity.  We are focused on generating
electricity in Canada, the United States and Western Australia through our diversified portfolio of facilities fuelled by coal, natural gas, diesel,
hydro, wind and geothermal resources.
 
In Canada, we hold a net ownership interest of approximately 6,438 MW of electrical generating capacity in thermal, natural gas-fired, wind
powered and hydroelectric facilities, comprised of 5,219 MW in Western Canada, 965 MW in Ontario, 154 MW in Québec and 100 MW in New
Brunswick.
 
In the United States, our principal facilities include a 1,340 MW thermal facility and a 248 MW natural gas-fired facility, both located in Centralia,
Washington, which supply electricity to the Pacific Northwest.  We also hold a 50 per cent interest in CE Generation LLC (“CE Generation”),
through which we have an aggregate net ownership interest of approximately 391 MW of generating capacity in geothermal facilities in California
and natural gas-fired facilities in Texas, Arizona and New York.  In addition, we have 6 MW of electrical generating capacity through
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hydroelectric facilities located in Washington and Hawaii, and a 116 MW net interest in a wind farm located in Wyoming. The economic interest in
the Wyoming wind farm (the “Wyoming Wind Farm”) was transferred to TransAlta Renewables and we maintain an 80.7% direct and indirect
ownership interest.

 
In Australia, we have 425 MW of net electrical generating capacity from natural gas and diesel-fired generation facilities that are located at
customer mine sites.
 
We regularly review our operations in order to optimize our generating assets and evaluate appropriate growth opportunities to maximize value to
the Corporation.  We have in the past, and may in the future, make changes and additions to our fleet of coal, natural gas, hydro, wind and
geothermal fuelled facilities.
 
In August, 2013, TransAlta Renewables completed its initial public offering of its common shares.  TransAlta Renewables is the largest
generator of wind power and among the largest publicly traded renewable power generation companies in Canada. TransAlta is the majority
owner of TransAlta Renewables, with an approximate 81 per cent ownership interest.
 
 

th



TransAlta’s Map of Operations
 
The following map outlines TransAlta’s operations as of December 31, 2013.
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GENERAL DEVELOPMENT OF THE BUSINESS

 
TransAlta is organized into three business segments: Generation, Energy Trading and Corporate.  The Generation segment is responsible for
constructing, operating and maintaining our electricity generation, as well as the operation and maintenance of our related mining operations in
Canada.  The Energy Trading segment is responsible for the wholesale trading of electricity and other energy-related commodities and
derivatives.  This segment also encompasses the management of available generating capacity as well as the fuel and transmission needs of the
Generation business.  Both segments are supported by a Corporate segment that provides finance, tax, treasury, legal, regulatory,
environmental, health and safety, sustainable development, corporate communications, government and investor relations, procurement,
information technology, risk management, human resources, internal audit, and other administrative services, including compliance and
governance services.
 
The significant events and conditions affecting our business during the three most recently completed financial years are summarized below. 
Certain of these events and conditions are discussed in greater detail under the heading “Business of TransAlta” in this AIF.
 
Recent Developments
 

2014
 

CE Generation Sale
On February 20, 2014, we announced the sale of our 50 per cent interest in CE Generation, the Blackrock development project
(“Blackrock”) and Wailuku Holding Company, LLC (“Wailuku”) to MidAmerican Renewables for proceeds of U.S.$193.5 million. 
MidAmerican Renewables holds the other 50 per cent interest in CE Generation, Blackrock and Wailuku.
 

Dividend
On February 20, 2014, we announced the resizing of our dividend to a quarterly dividend of $0.18 per common share (or $0.72 per
common share on an annualized basis) to align with our growth and financial objectives.
 

Keephills Unit 2
On January 31, 2014, an outage commenced at Unit 2 of our Keephills facility to perform a rewind of the generator stator as a result of
the generator event in 2013 at Keephills Unit 1.  We gave notice of a High Impact Low Probability (“HILP”) event and claimed force
majeure relief under Alberta PPA (as defined below).
 



Sundance Unit 6 Agreement
On February 19, 2014, we reached an agreement with the buyer under the Alberta PPA related to the dispute on Sundance Unit 6.  We
do not expect any material impact to the financial statements as a result of the agreement.

 
California Claim

In response to complaints filed by San Diego Gas & Electric Company, the California Attorney General, and other government agencies,
the Federal Energy Regulatory Commission (“FERC”) ordered us to refund approximately U.S.$47 million for sales we made in the
organized markets of the California Power Exchange, the California Independent System Operator, and the California Department of
Water Resources during the 2000 - 2001 period.  In addition, the California parties have sought additional refunds which to date have
been rejected by FERC.  We have established a U.S.$47 million provision to cover any potential refunds.  Final rulings are not expected
in the near future.
 
For the year ended December 31, 2013, we accrued for a potential settlement of all outstanding disputes with the California parties,
which resulted in a pre-tax charge to earnings of approximately U.S. $52 million.
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Fort McMurray Transmission Project

On January 17, 2014, we announced that our strategic partnership with MidAmerican Transmission, TAMA Transmission, which was
formed on May 9, 2013, successfully qualified to participate as a proponent in the Fort McMurray West 500 kilovolt Transmission
Project. The Alberta Electric System Operator (“AESO”) announced its selection of a short-list of companies, identifying that TAMA
Transmission will participate in the next stage of its competitive process for the project.
 

Australia Natural Gas Pipeline
On January 15, 2014, we announced that, through a wholly owned subsidiary, an unincorporated joint venture named Fortescue River
Gas Pipeline was formed, of which we have a 43 per cent interest. The first project of the new joint venture will be to build, own, and
operate a $178 million natural gas pipeline from the Dampier to Bunbury Natural Gas Pipeline to our Solomon gas plant.

 
Generation and Business Development
 

2013
 

Eastern Canada Ice Storm
In late December 2013, extreme weather conditions impacted our operations in parts of Ontario and Atlantic Canada, causing icing on
turbine blades and consequently requiring us to shut down some of the wind turbines. The impact ranged from 7 to12 days of downtime
at each of the affected facilities.  Operations at all impacted sites have returned to normal.
 

Western Australia Contract Extension
On October 30, 2013, we announced a long-term contract extension to supply power to the BHP Billiton Nickel West operations in
Western Australia from our Southern Cross Energy facilities. The extension was effective immediately and replaced the previous
contract which was set to expire at the beginning of 2014.
 

Wyoming Wind Farm Acquisition
On December 20, 2013, we completed the acquisition, through one of our wholly owned subsidiaries, of a 144 MW wind farm in
Wyoming for approximately U.S.$102.7 million from an affiliate of NextEra Energy Resources, LLC. The wind farm is fully operational
and contracted under a long-term Power Purchase Agreement (“PPA”) until 2028 with an investment grade counterparty. The economic
interest in the wind farm was acquired by TransAlta Renewables from a subsidiary of TransAlta in consideration for a payment equal to
the original purchase price of the acquisition. We have extended a U.S.$102 million loan to TransAlta Renewables to partially fund the
acquisition. The loan requires TransAlta Renewables to repay a minimum of U.S.$45 million of the loan over the first 36 months with the
remaining balance due on maturity on December 31, 2018.
 

Salt River Project Contract
On September 17, 2013, we announced that CalEnergy, LLC (“CalEnergy”), a joint venture with MidAmerican Energy Holdings Company
(“MidAmerican”), executed a 50 MW long-term contract for renewable geothermal power with Salt River Project, an Arizona utility, which
runs from 2016 to 2039.
 

Ontario Power Authority Contract
On August 30, 2013, we announced the execution of a new agreement for a 20-year power supply term with the Ontario Power Authority
(“OPA”), for the Ottawa gas facility, which is effective January, 2014. The Ottawa gas facility is owned by TransAlta Cogeneration, L.P.
(“TA Cogen”), a subsidiary that is owned 50.01 per cent by TransAlta.
 
Under the new agreement the Ottawa gas facility has become dispatchable. This should assist in reducing the instances of surplus
baseload generation in the market, while maintaining the ability of the system to reliably produce energy when it is needed.

 
- 6 -

 
Update on Hydro Facilities Due to Southern Alberta Flooding

During the second quarter of 2013, certain of our hydro facilities were impacted by the extreme rainfall and flooding that occurred in
Southern Alberta. Though we continue to safely and efficiently resolve operational challenges related to our hydro systems, three of our
facilities in the Bow River Basin continue to be impacted by these events and are being repaired. We have assessed any financial impact
and continue to believe that we have sufficient insurance coverage for this damage, subject to a $5 million deductible.



 
City of Riverside Contract

On June 18, 2013, we announced that CalEnergy had executed an 86 MW long-term contract for renewable geothermal power with the
City of Riverside which runs from 2016 to 2039. CalEnergy will purchase the power from CE Generation’s portfolio of geothermal
generating facilities in California’s Imperial Valley.
 

Sundance Units 1 and 2 Return to Service
In December 2010, Units 1 and 2 of our Sundance facility were shut down due to conditions observed in the boilers at both units. On
July 20, 2012, an arbitration panel concluded that Unit 1 and Unit 2 were not economically destroyed under the terms of the Alberta PPA
and we were required to restore the facility to service.
 
The cost to repair Sundance Units 1 and 2 was originally estimated at approximately $215 million. The total spend increased by
approximately $25 million due to additional scope of work for balance of plant systems and equipment as well as higher labour costs due
to an increase in rates. This work was performed concurrently with the boiler repairs to prevent the need for a later outage for this work.
Sundance Unit 1 returned to service on September 2, 2013 and Unit 2 returned to service on October 4, 2013. We have issued notices
to the Alberta PPA buyer regarding the cessation of the force majeure period for the two units.
 

Keephills Unit 1
On March 5, 2013, an outage occurred at Unit 1 of our Keephills facility due to a winding failure found in the generator. Upon completion
of the initial repair work, further condition testing and analysis identified greater winding degradation requiring a full rewind of the
generator. In response to the event, we gave notice of a HILP event and claimed force majeure relief under the Alberta PPA. In the event
of a force majeure, we are entitled to continue to receive our Alberta PPA capacity payment and are protected under the terms of the
Alberta PPA from having to pay availability penalties. As a result, we do not expect the outage to have a material financial impact on the
Corporation. The Unit was returned to service on October 6, 2013. Arbitration on the matter began during the third quarter of 2013.
 

New Richmond
On March 13, 2013, our 68 MW New Richmond wind farm began commercial operations. The total cost of the project remains at
approximately $212 million.  During 2013, we received a $13 million for government grant as part of an agreement to use local
resourcing.   On March 28, 2011, we announced that we had received approval from the Government of Québec to proceed with the
construction of the New Richmond wind project located on the Gaspé Peninsula. New Richmond is contracted under a 20-year
Electricity Supply Agreement with Hydro-Québec Distribution.
 

SunHills Mining Limited Partnership
Effective January 17, 2013, we assumed through our wholly owned subsidiary, SunHills Mining Limited Partnership (“SunHills”),
operations and management control of the Highvale mine from Prairie Mines and Royalty Ltd. (“PMRL”). PMRL employees working at
the Highvale mine were offered employment by SunHills which agreed to assume responsibility for certain pension plan and pension
funding obligations that we had previously funded through the payments made under the PMRL mining contracts.
 
2012
 

Sundance Unit 3
On June 7, 2010, an outage occurred at Unit 3 of our Sundance facility due to the mechanical failure of critical generator components,
which resulted in the Unit operating at a reduced capacity level. In response
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to the event, we gave notice of HILP event and claimed force majeure relief under the Alberta PPA. The claim was disputed by the
Alberta PPA buyers.
 
The matter was heard before an arbitration panel during the third quarter of 2012. On November 23, 2012, the arbitration panel
concluded that a HILP event occurred and our claim for force majeure relief was affirmed.
 
During the fourth quarter of 2012, the uprate at Sundance Unit 3 was completed. The total cost of the project was approximately $25
million and it is expected that a 15 MW efficiency uprate will be achieved for this unit. Although we completed the uprate, the resulting
increased capacity will not be realized until we replace the generator stator.
 

Acquisition of Solomon Power Station
On September 28, 2012, we announced that we completed the acquisition from Fortescue of its 125 MW natural gas- and diesel-fired
Solomon power station in Western Australia for U.S.$318 million.  The facility is expected to be commissioned in early 2014 and is fully
contracted with Fortescue under a long-term PPA with an initial term of 16 years, which term commenced in October 2012, after which
Fortescue will have the option either to extend the PPA by an additional five years under the same terms or to acquire the facility.
 

Sundance Unit 6
On August 18, 2011, the Sundance Unit 6 Generator Step-Up Transformer was damaged as a result of a fire.  We gave notice and
claimed force majeure relief under the Alberta PPA.   During the third quarter of 2012, the Alberta PPA buyer informed us that they will
be taking the matter to arbitration. On February 19, 2014, we reached an agreement with the Alberta PPA buyer related to this
Sundance Unit 6 dispute. We do not expect any material impact to the financial statements as a result of the agreement.

 
Centralia Thermal

On July 25, 2012, we announced that we entered into an 11-year agreement to provide electricity from the Centralia Thermal plant to
Puget Sound Energy (“PSE”). The contract begins in 2014 and runs until 2025 when the plant is scheduled to be shut down under the
bill that was signed on December 23, 2011. Under the agreement, PSE will buy 180 MW of firm, base-load power starting in



December 2014. In December 2015, the contract increases to 280 MW and from December 2016 to December 2024, the contract is for
380 MW. In the last year of the contract, the contracted volume is 300 MW. The agreement was approved, with conditions, by the
Washington Utilities and Transportation Commission (“WUTC”) on January 9, 2013. On January 23, 2013, it was announced that PSE
had filed a petition for reconsideration of certain conditions within the decision issued by the WUTC. On June 25, 2013, regulatory
approval was confirmed by the WUTC and as of July 5, 2013, the contract was in effect in accordance with the WUTC’s terms and
conditions.
 

Keephills Units 1 and 2 Uprates
Testing of the Keephills Units 1 and 2 uprates has been completed and it was determined that the actual capability of the uprates was
less than originally anticipated. As a result, we have adjusted the uprates to 12 MW bringing the maximum capability of these units to
395 MW each. The total cost of the uprate projects was approximately $51 million.
 

Project Pioneer
On April 26, 2012, Project Pioneer’s industry partners announced they would not proceed with the joint carbon capture and storage
(“CCS”) project.  Project Pioneer was a joint effort by TransAlta, Capital Power Corporation (“Capital Power”), Enbridge Inc., and both
the Canadian federal and provincial governments to demonstrate the commercial-scale viability of CCS technology.
 
The first step of the project was to prove the technical and economic feasibility of CCS through a front end engineering and design
(“FEED”) study before making any major capital commitments.  Following the conclusion of the FEED study, industry partners
determined that, although the technology works and
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capital costs were in line with expectations, the revenue from carbon sales and the price of emissions reductions were insufficient to
allow the project to proceed.
 
2011
 

Genesee Unit 3 Outage
On November 11, 2011, the Genesee Unit 3 plant, a 466 MW joint operation with Capital Power (233 MW net ownership interest),
experienced an unplanned outage that resulted in damage to the turbine/generator bearings. Genesee Unit 3 returned to service on
January 15, 2012.
 

Keephills Unit 3
On September 1, 2011, our 450 MW Keephills Unit 3 thermal facility, of which we have a 50 per cent ownership interest, began
commercial operations. The total cost of the project was approximately $1.98 billion.
 

Sale of Grande Prairie Facility
On July 27, 2011, we signed an agreement to sell our interest in the biomass facility located in Grande Prairie. This deal closed on
October 1, 2011. As a result, we realized a pre-tax gain of $9 million in the fourth quarter of 2011.
 

Bone Creek
On June 1, 2011, our 19 MW Bone Creek hydro facility began commercial operations. The total capital cost of the project was
approximately $52 million.
 

Sale of Meridian
On December 20, 2010, TA Cogen entered into an agreement for the sale of its 50 per cent interest in the Meridian facility. On April 1,
2011, TA Cogen closed the sale of its interest in the Meridian facility. The sale was effective January 1, 2011.
 

Corporate and Energy Trading
 

2013
 

Medium Term Notes Offering
On November 25, 2013 we completed the offering of $400 million of senior unsecured medium-term notes maturing in 2020 and bearing
interest of 5 per cent. TransAlta used a portion of the net proceeds from the offering to repay indebtedness and intends to use the
remainder to finance the Corporation’s long-term investment plan and growth projects and for general corporate purposes.
 

TransAlta Renewables
On May 28, 2013, we formed a new subsidiary, TransAlta Renewables, to provide investors with the opportunity to invest directly in a
highly contracted portfolio of renewable power generation facilities. TransAlta is the majority owner of TransAlta Renewables, with an
approximate 81 per cent ownership interest.
 
Transfer of Generating Assets
 
On August 9, 2013, we transferred 28 indirectly owned wind and hydroelectric generating assets to TransAlta Renewables through the
sale of all the issued and outstanding shares of two subsidiaries: Canadian Hydro Developers, Inc. and Western Sustainable Power Inc.
The consideration for the transfer was satisfied by: (i) the issuance of 66.7 million common shares of TransAlta Renewables valued at
$10 per share, for total share consideration of $667 million; (ii) the issuance of a promissory note in the amount of $187 million, which
was repaid in full from the net proceeds received from TransAlta Renewables in connection with the Renewables’ Offering (as defined
below); (iii) the issuance of a promissory note in the
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amount of $250 million, which was repaid by the issuance to TransAlta of 25 million common shares of TransAlta Renewables; (iv) the
issuance of a promissory note in the amount of $30 million, which was partially repaid from the net proceeds received by TransAlta
Renewables in connection with the exercise of the Over-Allotment Option (as defined below), with the remaining balance being satisfied
by the issuance of an additional 900,000 common shares of TransAlta Renewables at a deemed price of $10.00 per share; and
(v) entering into an amortizing term loan in the amount of $200 million.
 
Initial Public Offering of Common Shares
 
On July 31, 2013, TransAlta Renewables filed a final prospectus to qualify the distribution of 20.0 million of its common shares, to be
issued at a price of $10.00 per common share (the “Renewables’ Offering”). TransAlta Renewables granted to the underwriters an option
(the “Over-Allotment Option”), exercisable in whole or in part for a period of 30 days following closing, to purchase, at $10.00 per
common share, up to an additional 3.0 million common shares (representing 15 per cent of the common shares offered under the
prospectus).

 
On August 9, 2013, TransAlta Renewables completed the Renewables’ Offering and issued 20.0 million common shares for gross
proceeds of $200 million. The net proceeds of the Renewables’ Offering were used by TransAlta Renewables to repay the $187 million
promissory note issued to the Corporation. On August 29, 2013, the underwriters exercised their Over-Allotment Option in part to
purchase an additional 2.1 million common shares at the offering price of $10.00 per common share for gross proceeds of $21.0 million.
TransAlta Renewables used the net proceeds received from the partial exercise of the Over-Allotment Option to repay a portion of the
amount outstanding under the $30 million promissory note issued to TransAlta, with the remaining principal amount of $9.0 million
outstanding under the note being satisfied through the issuance to the Corporation of 0.9 million common shares of TransAlta
Renewables on the basis of one common share for each $10.00 owing to the Corporation under the note. After completion of the
transactions, TransAlta owns, directly and through TransAlta Generation Partnership, 92.6 million common shares of TransAlta
Renewables, representing an 80.7 per cent ownership interest. In total, we received $207 million in cash consideration net of
commissions and expenses.
 

Premium Dividend  Program
On May 8, 2013, we announced that as a result of the current low share price environment, we would suspend the Premium Dividend™
component of the Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan (the “Plan”) following the
payment of the quarterly dividend on July 1, 2013.  The Dividend Reinvestment and Optional Common Share Purchase components of
the Plan remain effective in accordance with their current terms.
 
2012
 

Senior Notes Offering
On November 7, 2012, we completed our offering of U.S.$400 million senior notes maturing in 2022 and bearing  interest of 4.50 per
cent.  The net proceeds from the offering were used to repay borrowings under existing credit facilities and for general corporate
purposes.
 

Corporate Restructuring
On October 30, 2012, we announced a restructuring of our resources as part of our ongoing strategy to continuously improve operational
excellence and accelerate growth. As part of this restructuring, we incurred a one-time pre-tax charge of approximately $13 million.
 

Strategic Partnership
On October 25, 2012, TransAlta and MidAmerican entered into a new strategic partnership through which the two companies will work
together to develop, build, and operate new natural gas-fired electricity generation projects in Canada.  The agreement also
encompasses our proposed Sundance 7 project.  All development and construction, or acquisition, of approved projects will be funded
equally by each partner and it is expected that TransAlta will be responsible for construction management, operations, and maintenance
of projects that proceed.
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Sale of Common Shares

On September 13, 2012, we completed our public offering of 19.2 million common shares and on September 20, 2012, the underwriters
exercised, in part, their over-allotment option to purchase 2.0 million common shares, all at a price of $14.30 per common share,
resulting in aggregate gross proceeds of $304 million.  The proceeds of the offering were used to partially fund the acquisition of the
Solomon power station in Australia, to fund the construction of our 68 MW New Richmond wind project, repay short-term debt, and for
general corporate purposes.
 

MF Global Inc.
In 2011, MF Global Holdings Ltd. filed for bankruptcy protection in the United States. MF Global Holdings Ltd. was the parent company
of MF Global Inc., which we used as a broker-dealer for certain commodity transactions. During 2011, a reserve of U.S.$18 million was
taken on the collateral when the parent company of MF Global Inc. filed for bankruptcy protection. During 2012, we sold our claim
against MF Global Inc. for net proceeds of U.S.$33 million.

 
Sale of Preferred Shares

On August 10, 2012, we completed our public offering of 9.0 million Series E 5.0 per cent Cumulative Redeemable Rate Reset First
Preferred Shares, resulting in gross proceeds of $225 million.  The proceeds from the offering were used for general corporate
purposes, including the funding of capital projects and the reduction of short-term indebtedness of the Corporation.
 

TM



Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan
On February 21, 2012, TransAlta added a Premium Dividend Component to its existing Dividend Reinvestment and Share Purchase
Plan. The amended and restated plan provides eligible shareholders with two options: (i) to reinvest dividends at a current three per cent
discount (may be from zero to five per cent at the discretion of the Board of Directors (“Board”) to the average market price towards the
purchase of new shares of TransAlta (the Dividend Reinvestment Component) or (ii) to receive the equivalent to 102 per cent of the
dividends payable in cash, the premium cash payment (the Premium Dividend  Component).
 
Eligible shareholders enrolled in either the Dividend Reinvestment Component or the Premium Dividend  Component will also be
eligible to purchase new shares at a discount to the average market price under the Optional Cash Payment component (the OCP
Component) of the plan by directly investing up to $5,000 per quarter. The applicable discount under the OCP Component is determined
from time to time by the Board and is currently set at three per cent.
 
 
2011
 

Sale of Preferred Shares
On November 30, 2011, we completed our public offering of 11.0 million Series C 4.60 per cent Cumulative Redeemable Rate Reset
First Preferred Shares, resulting in gross proceeds of $275 million. The net proceeds from the offering were used for general corporate
purposes, including the funding of capital projects and the reduction of short-term indebtedness of the Corporation and its affiliates.
 

President and Chief Executive Officer
On July 27, 2011, we announced that TransAlta’s then President and Chief Executive Officer Steve Snyder would retire, effective
January 1, 2012. Dawn Farrell, TransAlta’s then Chief Operating Officer, succeeded Mr. Snyder as President and Chief Executive
Officer on January 2, 2012.
 
Effective January 1, 2012, Mr. Snyder retired as a member of the Board of TransAlta Corporation and effective January 2, 2012,
Mrs. Farrell was appointed to the Board.
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BUSINESS OF TRANSALTA

 
Generation Business Segment

 
Our Generation business segment is responsible for constructing, operating and maintaining our electricity generation facilities as well as the
related mining operations in Canada. The following table summarizes our generation facilities which are operating, under construction or under
development, as at December 31, 2013.  Subsequent sections provide more detailed information on facilities by geographic location and fuel
type.
 
Western Canada

Facility

Gross
Capacity
(MW) 

Ownership
(%)

Net
Capacity

Ownership
Interest Fuel

 

Revenue Source
 

Contract
Expiry Date

             
Genesee 3 466 50 233 Coal Merchant -
Keephills 790 100 790 Coal Alberta

PPA/Merchant
2020

Keephills 3 463 50 232 Coal Merchant -
Sheerness 780 25 195 Coal Alberta PPA 2020
Sundance 1 & 2 units 560 100 560 Coal Alberta PPA 2017
Sundance 3, 4, 5, 6 units 1,581 100 1,581 Coal Alberta PPA /

Merchant
2020

Fort Saskatchewan 118 30 35 Natural gas Long-term contract
(“LTC”)

2019

Poplar Creek 356 100 356 Natural gas LTC/Merchant 2023
Ardenville 69 81 56 Wind Merchant -
Blue Trail 66 81 53 Wind Merchant -
Castle River 44 81 35 Wind Merchant -
             
Cowley North 20 81 16 Wind Merchant -
Cowley Ridge 21 100 21 Wind Merchant -
Macleod Flats 3 81 2 Wind Merchant -
McBride Lake 75 40 30 Wind LTC 2023
Sinnott 7 81 5 Wind Merchant -
Soderglen 71 40 28 Wind Merchant -
Summerview 1 70 81 57 Wind Merchant -
Summerview 2 66 81 53 Wind Merchant -
Akolkolex 10 81 8 Hydro LTC 2015
Barrier 13 100 13 Hydro Alberta PPA 2020
Bearspaw 17 100 17 Hydro Alberta PPA 2020

Belly River 3 81 2 Hydro Merchant -
Big Horn 120 100 120 Hydro Alberta PPA 2020
Bone Creek 19 81 15 Hydro LTC 2031
Brazeau 355 100 355 Hydro Alberta PPA 2020
Cascade 36 100 36 Hydro Alberta PPA 2020
Ghost 51 100 51 Hydro Alberta PPA 2020

TM 

TM

TM

(1) (1) (2)

(3)

(3)

(4)

(5)

(5)

(5) (6)

(5)

(5)

(5)

(5)

(5)

(5) (7)

(5)

(5)

(5)



Horseshoe 14 100 14 Hydro Alberta PPA 2020
Interlakes 5 100 5 Hydro Alberta PPA 2020
Kananaskis 19 100 19 Hydro Alberta PPA 2020
Pingston 45 40 18 Hydro LTC 2023
Pocaterra 15 100 15 Hydro Merchant -
Rundle 50 100 50 Hydro Alberta PPA 2020
Spray 103 100 103 Hydro Alberta PPA 2020
St. Mary 2 81 2 Hydro Merchant -
Taylor 13 81 10 Hydro Merchant -
Three Sisters 3 100 3 Hydro Alberta PPA 2020
Upper Mamquam 25 81 20 Hydro LTC 2025
Waterton 3 81 2 Hydro Merchant -
Total Western Canada 6,546  5,219  
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Eastern Canada     

Facility

Gross
Capacity
(MW) 

Ownership
(%)

Net
Capacity

Ownership
Interest Fuel

 

Revenue Source
 

Contract
Expiry Date

             
Mississauga 108 50 54 Natural gas LTC 2018
Ottawa 74 50 37 Natural gas LTC 2017-2033
Sarnia 506 100 506 Natural gas LTC 2022-2025
Windsor 68 50 34 Natural gas LTC/Merchant 2016
Kent Hills 150 67 100 Wind LTC 2033-2035
Le Nordais 99 100 99 Wind LTC 2033
Melancthon 200 81 161 Wind LTC 2026-2028
New Richmond 68 81 55 Wind LTC 2033
Wolfe Island 198 81 160 Wind LTC 2029
Appleton 1 81 1 Hydro LTC 2030
Galetta 2 81 2 Hydro LTC 2030
Misema 3 81 2 Hydro LTC 2027
Moose Rapids 1 81 1 Hydro LTC 2030
Ragged Chute 7 100 7 Hydro Merchant -
Total Eastern Canada 1,484  1,219   

 
 
US

Facility
 

Gross
Capacity
(MW) 

 

Ownership
(%)

 

Net
Capacity

Ownership
Interest 

 

Fuel
 

Revenue
Source

 

Contract
Expiry
Date

             
Centralia Thermal 1,340 100 1,340 Coal LTC/Merchant 2025
Centralia Natural gas 248 100 248 Natural gas Merchant -
Power Resource 212 50 106 Natural gas Merchant -
Saranac 240 37.5 90 Natural gas Merchant -
Yuma 50 50 25 Natural gas LTC 2024
Wyoming Wind 144 81 116 Wind LTC 2028
Imperial Valley Geothermal

Facilities 
340 50 170 Geothermal LTC 2016-2039

Skookumchuck 1 100 1 Hydro LTC 2020
Wailuku 10 50 5 Hydro LTC 2023
Total US 2,585  2,101  

 
Australia

Facility
 

Gross
Capacity
(MW) 

 

Ownership
(%)

 

Net
Capacity

Ownership
Interest 

 

Fuel
 

Revenue
Source

 

Contract
Expiry
Date

             
Parkeston 110 50 55 Natural gas LTC 2016
Solomon 125 100 125 Natural

gas/Diesel
LTC 2028

Southern Cross 245 100 245 Natural
gas/Diesel

LTC 2023

Total Australia 480  425  

             
TOTAL 11,095  8,964  

             
 
Notes:
(1) MW are rounded to the nearest whole number. Columns may not add due to rounding. Capacity includes all generating assets (generation operations, finance

lease, and equity investments).
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(5)

(5)

(5)

(5)

(1) (1) (2)

(5)

(5)

(5)

(5)

(5)

(5)

(5)

(5)

(5)

(1) (1) (2)

(8)

(9)

(10)

(11)

(12)

(1) (1) (2)

(13)



(2) Where no contract expiry date is indicated, the facility operates as merchant.

(3) Capacity includes a 12 MW uprate on units 1 and 2, which began operation in the second quarter of 2012.
(4) Capacity includes uprates of 15 MW (under development), 53 MW, 53 MW and 44 MW on Sundance units 3, 4, 5 and 6, respectively.
(5) Facility owned indirectly by TransAlta Renewables.  Ownership (%) reflects the 80.7 per cent direct and indirect ownership interest of TransAlta in TransAlta

Renewables.
(6) Includes seven additional turbines at other locations.
(7) Comprised of two facilities.
(8) Please see “General Development of the Business  –  Generation and Business Development  – 2012 – Centralia Thermal” section in this AIF for information

surrounding the contract with PSE.
(9) The plant is currently not in operation. The Corporation is currently assessing the generation needs of the region and financial feasibility of bringing the plant

back into operation.
(10) TransAlta Renewables owns the economic interest in this facility.  Ownership (%) reflects only the 80.7 per cent direct and indirect ownership interest of

TransAlta in TransAlta Renewables.  Please see “General Development of the Business  –  Generation and Business Development  – 2013 –  Wyoming Wind
Farm Acquisition.”

(11) Comprised of ten facilities.
(12) This facility is used to provide a reliable water supply to our other generation facilities at Centralia.
(13) Comprised of four facilities.

 
Canada: Western Canada
 
Thermal Facilities
 
The following table summarizes our Western Canadian thermal generation facilities:
 

      

Location
 

Province
 

Plant
 

Capacity
(MW)

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry
Date

             
Genesee AB Genesee 3 466 50 2005 -
Keephills AB Keephills Unit No. 1 395 100 1983 2020

AB Keephills Unit No. 2 395 100 1984 2020
AB Keephills Unit No. 3 463 50 2011 -

Sheerness AB Sheerness Unit No. 1 390 25 1986 2020
AB Sheerness Unit No. 2 390 25 1990 2020

Sundance AB Sundance Unit No. 1 280 100 1970 2017
AB Sundance Unit No. 2 280 100 1973 2017
AB Sundance Unit No. 3 368 100 1976 2020
AB Sundance Unit No. 4 406 100 1977 2020
AB Sundance Unit No. 5 406 100 1978 2020
AB Sundance Unit No. 6 401 100 1980 2020

             
Total   4,640   

 
Notes:
(1) Please refer to General Development of the Business in this AIF for information with respect to the event of force majeure that resulted in our Sundance 1 and 2

units being removed from service for the duration of 2012, and the arbitration panel’s decision that units 1 and 2 were not economically destroyed and were to
be returned to service. The units started generating cash flow in Q3 and Q4 of 2013.

(2) Includes the completed 15 MW uprate. Although the uprate has been completed, the resulting increased capacity will not be realized until we replace the
generator stator.

(3) Where no contract expiry date is indicated, the facility operates as merchant.
 
Our thermal plants are generally base load plants, meaning that they are expected to operate for long periods of time at or near their rated
capacity. The Genesee facility, located approximately 50 kilometres west of Edmonton, Alberta, is jointly owned with Capital Power.  Coal for the
Genesee 3 facility is provided from the adjacent Genesee mine.  The coal reserves of the mine are owned, leased or controlled jointly by PMRL
and Capital Power.  We have entered into coal supply agreements with PMRL, which operates the mine, to supply coal for the life of the facility.
On December 23, 2013, Westmoreland Coal announced that it had entered into an agreement to acquire the Prairie and Mountain coal mining
operations of Sherritt International Corporation. The purchased operations include the coal reserves that supply the Genesee 3 facility.

 
- 14 -

 
The Keephills and Sundance facilities are located approximately 70 kilometres southwest of Edmonton, Alberta, and are both owned by
TransAlta.  Testing of the Keephills unit 1 and unit 2 uprates was completed in the first quarter of 2013 and based on the results we have
adjusted the uprates capacity to 12 MW bringing the maximum capacity of these units to 395 MW each.  The Sheerness facility is located
approximately 200 kilometres northeast of Calgary, Alberta and is jointly owned by TA Cogen and ATCO Power (2000) Ltd. (“ATCO Power”).
 
On December 16, 2010 and December 19, 2010, unit 1 and unit 2 of our Sundance facility were shut down due to conditions observed in the
boilers at both units.  On February 8, 2011, we issued a notice of termination for destruction based on the determination that the units could not
be economically restored to service under the terms of the Alberta PPA.  Due to the uncertainty of the results of the arbitration ruling, we had
been continuing to accrue the capacity payments, net of a provision, and to depreciate the asset.  The matter was heard before an arbitration
panel during the second quarter of 2012.  On July 20, 2012, the arbitration panel concluded that units 1 and 2 were not economically destroyed
and we were required to restore the facility to service.  The panel affirmed that the event met the criteria for force majeure beginning on
November 20, 2011 until such time as the units are returned to service. The rebuild of the units was completed in 2013 and the units started
generating cash flow in Q3 and Q4 of 2013.
 
Fuel requirements for our Western Canadian thermal generation facilities are supplied by a surface strip coal mine located in close proximity to
the facilities.  We own the Highvale mine that supplies coal to the Sundance and Keephills facilities and perform the mining, reclamation and
associated work at the Highvale mine. PMRL, under contract with TransAlta, operated the mine on our behalf until January 17, 2013. On January
17, 2013, we assumed through our wholly-owned subsidiary, SunHills, operating and management control of the Highvale mine.  The decision to

(3)

(1)

(1)

(2)



directly operate our facility is expected to improve our operating model by providing us with greater control over our costs and operations.
 
We estimate that the recoverable coal reserves contained in this mine are sufficient to supply the anticipated requirements for the life of the
facilities which it serves, including those running post Alberta PPA expiry and potential plant expansion.  We also own the Whitewood mine,
which formerly supplied coal to the now decommissioned Wabamun facility.  The Whitewood mine is no longer in operation and we have
completed reclamation of the site as required by Alberta Environment.
 
Construction on the Keephills 3 power project started on February 26, 2007.  Through Keephills 3 Limited Partnership, TransAlta and Capital
Power are equal partners in the ownership of the facility, with Capital Power having been responsible for construction and TransAlta being
responsible for managing the joint venture.  Keephills 3 began commercial operations on September 1, 2011.  The facility is jointly operated by
Capital Power and TransAlta.  Each partner independently dispatches and markets its share of the unit’s electrical output.  We provide the coal
fuel to the facility through our Highvale mine.
 
Coal for the Sheerness facility is provided from the adjacent Sheerness mine.  The coal reserves of the mine are owned, leased or controlled
jointly by TA Cogen, ATCO Power and PMRL.  TA Cogen and ATCO Power have entered into coal supply agreements with PMRL, which
operates the mine, to supply coal until 2026. On December 23, 2013, Westmoreland Coal announced that it had entered into an agreement to
acquire the Prairie and Mountain coal mining operations of Sherritt International Corporation. The purchased operations include the coal reserves
that supply the Sheerness facility.
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Natural Gas-Fired Facilities
 
The following table summarizes our Western Canadian natural gas-fired generation facilities:
 

Location Province Plant
Capacity

(MW)
Ownership

(%)
 

Commissioning
Dates

 

Contract
Expiry
Date

     

             
Fort Saskatchewan AB Fort Saskatchewan 118 30

 

1999
 

2019
Fort McMurray AB Poplar Creek 356 100

 

2001
 

2023
             
Total 474  

  

 

 
Our interest in the Fort Saskatchewan facility is held through TA Cogen.  See “TA Cogen” later in this AIF.  The 118 MW natural gas-fired
combined-cycle cogeneration Fort Saskatchewan plant is owned by TA Cogen and Strongwater Energy Ltd.  The facility provides electricity and
steam to Dow Chemical Canada Inc. under the terms of a long-term contract which expires in 2019.
 
Our Poplar Creek plant is located in Fort McMurray, Alberta.  We operate this 356 MW cogeneration plant which became fully operational in the
first quarter of 2001 and delivers approximately 150 MW of electricity and steam to Suncor Energy Inc. (“Suncor”) under the terms of a long-term
contract which expires at the end of 2023.  Any surplus power not used by Suncor is available to us to sell to other parties, in which case Suncor
is entitled to share in the revenue, under certain conditions.
 
Hydroelectric Facilities
 
In connection with the formation of TransAlta Renewables, certain hydroelectric facilities representing net capacity of approximately 105 MW
were indirectly acquired by TransAlta Renewables from TransAlta. TransAlta is the majority owner of TransAlta Renewables, with an
approximate 81 per cent direct and indirect ownership interest.
 
As well as contracting for power, long-term and short-term contracts are entered into to sell the environmental attributes from the merchant hydro
facilities.  These activities help to ensure earnings consistency from these assets.  For 2013, approximately 89 per cent of the environmental
attributes from the hydro facilities had been sold.  For 2014, approximately 89 per cent of the environmental attributes from the hydro facilities
have been sold to date.  Generally, for facilities under long-term contract, the benefit of the environmental attributes generated flow through to
the contract holder.
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The following table summarizes our Western Canadian hydroelectric facilities:
 

Location
 

Province
 

Plant
 

Capacity
(MW) 

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry
Date

          

             
Akolkolex River System BC  Akolkolex 10  81  1995  2015

BC  Pingston 45  40  2003, 2004  2023
Mamquam River System BC  Upper Mamquam 25  81  2005  2025
Thompson River System BC  Bone Creek 19  81  2011  2031
Bow River System AB  Barrier 13  100  1947  2020

AB  Bearspaw 17  100  1954  2020
AB  Cascade 36  100  1942, 1957  2020
AB  Ghost 51  100  1929, 1954  2020
AB  Horseshoe 14  100  1911  2020
AB  Interlakes 5  100  1955  2020

(1) (3)

(2)(4)

(2) (4)

(2) (4)

(2)(4)



AB  Kananaskis 19  100  1913, 1951  2020
AB  Pocaterra 15  100  1955  -
AB  Rundle 50  100  1951, 1960  2020
AB  Spray 103  100  1951, 1960  2020
AB  Three Sisters 3  100  1951  2020

North Sask. River System AB  Bighorn 120  100  1972  2020
AB  Brazeau 355  100  1965, 1967  2020

Oldman River System AB  Belly River 3  81  1991  -
AB  St. Mary 2  81  1992  -
AB  Taylor 13  81  2000  -
AB  Waterton 3  81  1992  -

             
Total   921     

 
Notes:
(1) MW are rounded to the nearest whole number.
(2) These facilities are EcoLogo® certified.
(3) Where no contract expiry date is indicated, generation from the facility is sold by TransAlta on a merchant basis.
(4) Facility owned indirectly by TransAlta Renewables.  Ownership (%) reflects the 80.7 per cent direct and indirect ownership interest of TransAlta in TransAlta

Renewables.
 
Akolkolex River System
 
Akolkolex is a run-of-river hydroelectric facility with installed capacity of 10 MW located on the Akolkolex River, south of Revelstoke, British
Columbia. It has been operating since 1995.  The output from the facility is sold to British Columbia Hydro Power Authority (“BC Hydro”). We own
an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  Preliminary discussions with BC Hydro
have begun on a new PPA for Akolkolex that would commence upon expiry of the existing PPA in 2015.
 
Pingston is a run-of-river hydroelectric facility with installed capacity of 45 MW located on Pingston Creek, southwest of Revelstoke, British
Columbia and down river of Akolkolex.  We own an approximate net 40 per cent interest in this facility through our interest in TransAlta
Renewables.  TransAlta Renewables owns the facility equally with Brookfield Renewable Power Inc.  It has been operating since 2003.   The
output from the facility is sold to BC Hydro.
 
Mamquam River System
 
Upper Mamquam is a run-of-river hydroelectric facility with installed capacity of 25 MW located on the Mamquam River, east of Squamish, British
Columbia, and north of Vancouver.  It has been operating since 2005.  The output from the facility is sold to BC Hydro.  We own an approximate
net 81 per cent interest in this facility through our interest in TransAlta Renewables.
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Thompson River System
 
Bone Creek is a run-of-river hydroelectric facility with installed capacity of 19 MW located on Bone Creek, 90 kilometres south of the town of
Valemount, British Columbia.  Bone Creek commenced commercial operations on June 1, 2011.   The output from the facility is under contract
with BC Hydro.  The facility also currently qualifies for payments of $10/MWh until 2020 from Natural Resources Canada (“NRCan”), a division of
the federal government, through the ecoEnergy for Renewable Power (“eERP”) program. We own an approximate net 81 per cent interest in this
facility through our interest in TransAlta Renewables.
 
Bow River System
 
Barrier is a run-of-river hydroelectric facility with installed capacity of 13 MW located in Seebe, Alberta.  We own 100 per cent of this facility.  It
has been operating since 1947. The facility operates under an Alberta PPA.
 
Bearspaw is a hydroelectric facility with installed capacity of 17 MW located on the Bow River in Calgary, Alberta.  We own 100 per cent of this
facility.  It has been operating since 1954. The facility operates under an Alberta PPA.
 
Cascade is a hydroelectric facility with installed capacity of 36 MW located on the Cascade River in Banff National Park, Alberta. We own 100 per
cent of this facility, having purchased it from the Government of Canada in 1941.  The following year, we built a new dam and power plant to
replace the original, and then, in 1957, added a second generating unit.  The facility operates under an Alberta PPA.
 
Ghost is a hydroelectric facility with installed capacity of 51 MW located on the Bow River in Cochrane, Alberta. We own 100 per cent of this
facility.  It has been operating since 1929.  The facility operates under an Alberta PPA.
 
Horseshoe is a run-of-river hydroelectric facility with installed capacity of 14 MW located in Seebe, Alberta. We own 100 per cent of this facility.  It
has been operating since 1911.  The facility operates under an Alberta PPA.
 
Interlakes is a hydroelectric facility with installed capacity of 5 MW located in Kananaskis, Alberta.  We own 100 per cent of this facility.  It has
been operating since 1955.  The facility operates under an Alberta PPA.
 
Kananaskis is a run-of-river hydroelectric facility with installed capacity of 19 MW located in Seebe, Alberta. We own 100 per cent of this facility. 
It has been operating since 1913.  It was expanded in 1951 and modified in 1994.  The facility operates under an Alberta PPA.
 
Pocaterra is a hydroelectric facility with installed capacity of 15 MW located in Kananaskis, Alberta.  We own 100 per cent of this facility.  It has
been operating since 1955.  Generation from the facility is sold in the Alberta spot market.

(2)(4)

(2)(4)

(2)(4)

(2)(4)



 
Rundle is a hydroelectric facility with installed capacity of 50 MW located in Canmore, Alberta on the Spray system.  The plant uses water from
the Spray Lakes Storage Reservoir.  We own 100 per cent of this facility.  It has been operating since 1951.  The facility operates under an
Alberta PPA.
 
Spray is a hydroelectric facility with installed capacity of 103 MW located in Canmore, Alberta on the Spray system.  The plant uses water from
the Spray Lakes Storage Reservoir.  We own 100 per cent of this facility.  It has been operating since 1951.  The facility operates under an
Alberta PPA.
 
Three Sisters is a hydroelectric facility with installed capacity of 3 MW located at the base of the Three Sisters Dam in Canmore, Alberta on the
Spray system.  The plant uses water from the Spray Lakes Storage Reservoir.  We own 100 per cent of this facility.  It has been operating since
1951.  The facility operates under an Alberta PPA.
 
North Saskatchewan River System
 
Bighorn is a hydroelectric facility with installed capacity of 120 MW located in Nordegg, Alberta.  We own 100 per cent of this facility.  It has been
operating since 1972.  The facility operates under an Alberta PPA.
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Brazeau is a hydroelectric facility with installed capacity of 355 MW located in Drayton Valley, Alberta.  We own 100 per cent of this facility.  It
has been operating since 1965.  The facility operates under an Alberta PPA.
 
Oldman River System
 
Belly River is a run-of-river hydroelectric facility with installed capacity of 3 MW located on the Waterton-St. Mary Headworks Irrigation Canal
System, east of the Waterton Reservoir, approximately 75 kilometres southwest of Lethbridge in Southern Alberta.  Due to its location, along the
irrigation canal, Belly River operates from April to October when water is diverted through the canal as part of the St. Mary Irrigation District
Water Management Plan.    It has been operating since March 1991.  We own an approximate net 81 per cent interest in this facility through our
interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA (as defined below), and
subsequently sell such generation in the Alberta spot market.
 
St. Mary is a run-of-river hydroelectric facility with installed capacity of 2 MW located at the base of the St. Mary Dam on the Waterton Reservoir,
near Magrath, in Southern Alberta. It has been operating since December 1992.  We own an approximate net 81 per cent interest in this facility
through our interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA, and subsequently sell
such generation in the Alberta spot market.
 
Taylor is a run-of-river hydroelectric facility with installed capacity of 13 MW and is located adjacent to the Taylor Coulee Chute on the Waterton-
St. Mary Headworks Irrigation Canal System which is owned by the Government of Alberta.  It has been operating since May 2000.  We own an
approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  We acquire the generation from the facility
pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta spot market.
 
Waterton is a run-of-river hydroelectric facility with installed capacity of 3 MW located at the base of the Waterton Dam on the Waterton
Reservoir, near Hillspring, southwest of Lethbridge, Alberta.  It has been operating since November 1992.  We own an approximate net 81 per
cent interest in this facility through our interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables
PPA, and subsequently sell such generation in the Alberta spot market.
 
Wind Generation Facilities
 
In connection with the formation of TransAlta Renewables, certain wind generation facilities representing approximately 1,007 MW were
indirectly acquired by TransAlta Renewables from TransAlta.  Together with TransAlta Renewables, we own approximately 1,049 MW of net wind
generation capacity in 11 wind farms in western Canada, three in Ontario, two in Québec, two in New Brunswick, and one in the state of
Wyoming in the United States.
 
Wind is not generally a dispatchable fuel; therefore, in merchant markets, wind assets may not be able to secure the annual average pool price.
As such, we make different assumptions in forecast revenue received for generation from a wind asset compared to a base load asset.  If these
price assumptions and generation production forecasts are not correct, the corresponding revenue received may be reduced. Generation
production forecasts are based on the long-term average production forecast for a site, reflecting historical climatic conditions.  Within any year
there may be variations from this long-term average. In order to forecast generation production, a number of factors have to be assumed based
on historic on-site data and wind farm design including wake and array losses, wind shear and the electrical losses within the site.  If these
assumptions are incorrect then actual production will be higher or lower than the long-term forecast for the site.
 
As well as contracting for power, long-term and short-term contracts are entered into to sell the environmental attributes from the merchant wind
facilities.  These activities help to ensure earnings consistency from these assets.  For 2013, approximately 94 per cent of the environmental
attributes from the wind facilities had been sold.  For 2014, approximately 70 per cent of the environmental attributes from the wind facilities have
been sold to date.  Generally, for facilities under long-term contract, the benefit of the environmental attributes generated flow through to the
contract holder.
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The following table summarizes our Western Canadian wind generation facilities:



 

Location
 

Province
 

Plant
 

Capacity
(MW)

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry
Date

        

             
Fort Macleod AB  Ardenville 69  81  2010  -
Fort Macleod AB  Blue Trail 66  81  2009  -
Fort Macleod AB  Macleod Flats 3  81  2004  -
Fort Macleod AB  McBride Lake 75  40  2003  2023
Fort Macleod AB  Soderglen 71  40  2006  -
Pincher Creek AB  Castle River 44  81  1997-2001  -
Pincher Creek AB  Cowley North 20  81  2001  -
Pincher Creek AB  Cowley Ridge 21  100  1993  -
Pincher Creek AB  Sinnott 7  81  2001  -
Pincher Creek AB  Summerview 1 70  81  2004  -
Pincher Creek AB  Summerview 2 66  81  2010  -
             
Total 511   

 
Notes:
(1) MW are rounded to the nearest whole number. Column may not add up due to rounding.
(2) Where no contract expiry date is indicated, the facility operates as merchant.
(3) Facility owned indirectly by TransAlta Renewables.  Ownership (%) reflects the 80.7 per cent direct and indirect ownership interest of TransAlta in TransAlta

Renewables.
 
Ardenville is a 69 MW wind farm located approximately eight kilometres south of Fort Macleod, Alberta adjacent to the Macleod Flats wind
facility.  We constructed the project, which commenced commercial operations on November 10, 2010.  The Ardenville wind farm is entitled to
receive payments of $10/MWh until 2020 from NRCan, through the eERP program. We own an approximate net 81 per cent interest in this
facility through our interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA, and
subsequently sell such generation in the Alberta spot market.
 
Blue Trail is a 66 MW wind farm located in southern Alberta which commenced commercial operations in November 2009.  The Blue Trail wind
farm is entitled to receive payments of $10/MWh until 2019 from NRCan, through the eERP program. We own an approximate net 81 per cent
interest in this facility through our interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA,
and subsequently sell such generation in the Alberta spot market.
 
Macleod Flats consists of a single 3 MW turbine and is located near Fort Macleod.  It was commissioned in 2004 and was purchased by us in
2009. We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  We acquire the generation
from the facility pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta spot market.
 
McBride Lake is a 75 MW wind farm located at Fort Macleod, Alberta.  We constructed the wind farm, which commenced commercial operations
in the third quarter of 2003.  McBride Lake is operated by us.  We own an approximate net 40 per cent interest in this facility through our interest
in TransAlta Renewables.  TransAlta Renewables owns the facility equally with ENMAX Green Power Inc.  The output from the facility is 100 per
cent contracted in the form of a 20-year PPA with ENMAX Energy Corporation.  We also own the 0.7 MW McBride Lake East facility in the same
vicinity.
 
Soderglen is a 71 MW facility located in southern Alberta, southwest of Fort Macleod and 40 kilometres from our wind operations near Pincher
Creek.  The facility began commercial operations in September 2006.  Soderglen is entitled to receive WPPI (as defined herein) payments from
the federal government at $10/MWh. We own an approximate net 40 per cent interest in this facility through our interest in TransAlta
Renewables.  TransAlta Renewables owns the facility equally with Nexen Energy ULC.  We acquire the generation from the facility pursuant to a
Renewables PPA, and subsequently sell 50 per cent of such generation in the Alberta spot market (which excludes that portion of generation that
is owned by Nexen Energy ULC).
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Castle River is a 40 MW wind farm located in Pincher Creek, Alberta.  We also own and operate seven additional turbines totalling 4 MW located
individually in the Cardston County and Hillspring areas of southwestern Alberta.  We own an approximate net 81 per cent interest in this facility
through our interest in TransAlta Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA, and subsequently sell
such generation in the Alberta spot market.
 
Cowley North is a 20 MW wind farm, located adjacent to Cowley Ridge.  It commenced commercial operations in the fall of 2001.  We own an
approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  We acquire the generation from the facility
pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta spot market.
 
Cowley Ridge has total installed capacity of 21 MW and is located adjacent to Cowley North. It is comprised of two parts: (i) Cowley Ridge, which
became operational in 1993, and (ii) the Cowley Expansion which became operational in 1994, both of which we own 100 per cent.  The output
from this facility is sold in the Alberta spot market.
 
Sinnott has a total installed capacity of 7 MW and is located directly east of Cowley Ridge.  It commenced commercial operations in the fall of
2001.  We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  We acquire the generation
from the facility pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta spot market.
 
Summerview 1 is a 68 MW wind farm located approximately 15 kilometres northeast of Pincher Creek, Alberta.  We constructed Summerview
and it commenced commercial operations in 2004.  The Summerview 1 facility, together with an existing 1.8 MW turbine in the area, brings the
total wind generation capacity at that location to 70 MW.  The Summerview 1 wind farm is entitled to receive WPPI payments from the federal
government at $10/MWh until 2014. We own an approximate net 81 per cent interest in this facility through our interest in TransAlta

(1) (2)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)

(3)



Renewables.  We acquire the generation from the facility pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta
spot market.
 
Summerview 2 is a 66 MW wind farm is located northeast of Pincher Creek, Alberta.  We constructed the facility, which began commercial
operations in February 2010.  The Summerview 2 wind farm expansion is entitled to receive payments of $10/MWh until 2020 from NRCan,
through the eERP program. We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.  We
acquire the generation from the facility pursuant to a Renewables PPA, and subsequently sell such generation in the Alberta spot market.
 
Canada: Eastern Canada
 
Natural Gas-Fired Facilities
 
Our Ontario natural gas-fired generating facilities are summarized in the following table:
 

Location
 

Province
 

Plant
 

Capacity
(MW)

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry Date

          

             
Mississauga ON  Mississauga 

 

108
 

50  1992  2018
Ottawa ON  Ottawa 

 

74
 

50  1992  2017-2033
Sarnia ON  Sarnia

 

506
 

100  2003  2022-2025
Windsor ON  Windsor 

 

68
 

50  1996  2016
             
Total

  

756
 

 

 

 

 

 

 
Notes:
(1) MW are rounded to the nearest whole number. Column may not add up due to rounding.
(2) We have a 50 per cent interest in these three facilities through our ownership interest in TA Cogen.

 
The Mississauga plant is owned by TA Cogen.  It is a combined-cycle cogeneration facility designed to produce 108 MW of electrical energy. 
This capacity is contracted under a long-term contract with the Ontario Electricity
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Financial Corporation (“OEFC”) which expires in 2018.  Prior to July 2005, the Mississauga plant also provided cogeneration services to Boeing
Canada Inc. (“Boeing”).  Boeing exercised its right under the cogeneration services agreement to no longer take and pay for cogeneration
services due to the closure of its manufacturing facility.  Boeing remains entitled to any steam credits which are based on the total plant
electricity generation revenue.  On or prior to each of January 1, 2018 and 2023, Boeing may give notice of its intention to continue to purchase
or discontinue cogeneration services.  In addition, on those same dates, Boeing has the option to require the removal of the Mississauga plant
from the leased lands or purchase the Mississauga plant at its net salvage value.  Boeing is, however, incented to run the lease to term in 2028
by the annual steam credit payment it receives.
 
The Ottawa plant is owned by TA Cogen.  It is a combined-cycle cogeneration facility designed to produce 74 MW of electrical energy.  On
August 30, 2013, the Company announced the re-contracting of the plant with the OPA for a 20 year term, effective January 2014.  Please see
“General Development of the Business – Generation and Business Development – 2013 – Ontario Power Authority Contract” for more
information.  The Ottawa plant also provides steam, hot water, and chilled water to the member hospitals and treatment centers of the Ottawa
Health Sciences Centre and the National Defence Medical Centre. The thermal energy contract with the Ottawa Health Sciences Centre expires
in 2023 and the thermal energy contract with the National Defence Medical Centre expires on December 31, 2017.
 
The Sarnia plant is a 506 MW combined-cycle cogeneration facility that provides steam and electricity to nearby industrial facilities owned by
LANXESS AG (formerly Bayer Inc.), Nova Chemicals (Canada) Ltd. (which in turn supplies Styrolution, a Styrene production facility formerly
owned by NOVA) and Suncor Energy Products Inc.  We own 100 per cent of this facility.  On February 15, 2006, we signed a five-year
agreement with the OPA for generation from our Sarnia facility.  Subsequently, the Ontario Minister of Energy and Infrastructure directed the
OPA to seek contracts with us and certain other “Early Movers” to obtain terms and conditions which were more in keeping with the contracts it
was offering new facilities.  In September 2009, we signed a new contract with the OPA, effective as of July 1, 2009 and terminating on
December 31, 2025, which provides more favourable terms than those previously held by the facility.  In addition, the new agreement brought
the combined total term contracted with the OPA to 20 years and includes provisions for the parties to share in the impact and benefit of changes
in customer steam load or loss of steam customer.
 
The Windsor plant is owned by TA Cogen.  It is a combined-cycle cogeneration facility designed to produce 68 MW of electrical energy. 
Currently, 50 MW of the capacity is sold under a long-term contract to the OEFC.  This agreement expires in 2016.  The Windsor plant also
provides thermal energy to Chrysler Canada Inc.’s minivan assembly facility in Windsor.  In 2010, a new agreement was reached with the OEFC
to make the plant fully dispatchable in order to sell the remaining capacity and ancillary services to the Ontario power market when it is
economical to do so.
 
Hydroelectric Facilities
 
Our Ontario hydroelectric facilities are summarized in the following table:
 

Location
 

Province
 

Plant
 

Capacity
(MW) 

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry Date

             
Misema River System ON  Misema 3

 

81  2003  2027
Mississippi River System ON  Appleton 1

 

81  1994  2030
Mississippi River System ON  Galetta 2

 

81  1998  2030
Montréal River System ON  Ragged Chute 7

 

100  1991  -

(1)

(2)

(2)

(2)

(1) (4)

(3)(5)

(3)(5)

(2)(3)(5)

(3)



Wanapitei River System ON  Moose Rapids 1
 

81  1997  2030
             
Total    14

    

 
Notes:
(1) MW are rounded to the nearest whole number.
(2) Galetta was originally built in 1907, but was retrofitted in 1998.
(3) These facilities are EcoLogo® certified.
(4) Where no contract expiry date is indicated, the facility operates as merchant.
(5) Facility owned indirectly by TransAlta Renewables.  Ownership (%) reflects the 80.7 per cent direct and indirect ownership interest of TransAlta in TransAlta

Renewables.
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Misema is a run-of-river hydroelectric facility with installed capacity of 3 MW located on the Misema River, close to Englehart, in northern
Ontario.  This facility has been operating since 2003.  Generation from this facility is sold to the OPA under a contract that terminates May 3,
2027. We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.
 
Appleton is a run-of-river hydroelectric facility with installed capacity of 1 MW located on the Mississippi River, near Almonte, Ontario.  The
facility has been operating since 1994.  Generation from this facility is sold to the OPA under a contract that terminates December 31, 2030. We
own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.
 
Galetta is a run-of-river hydroelectric facility with installed capacity of 2 MW located on the Mississippi River, near Galetta, Ontario.  This facility
was originally built in 1907 and retrofitted in 1998.  Generation from this facility is sold to the OPA under a contract that terminates December 31,
2030. We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.
 
Ragged Chute is a run-of-river hydroelectric facility with installed capacity of 7 MW located on the Montréal River, south of New Liskeard, in
northern Ontario.  We lease this facility from Ontario Power Generation and it has been operating since 1991.  Generation from this facility is
sold into the Ontario market, but application has been made to the OPA to contract the facility under its Hydroelectric Contract Initiative.  We own
a 100 per cent interest in this facility.
 
Moose Rapids is a run-of-river hydroelectric facility with installed capacity of 1 MW located on the Wanapitei River, near Sudbury, in northern
Ontario.  This facility has been operating since 1997.  Generation from this facility is sold to the OPA under a contract that terminates
December 31, 2030.  We own an approximate net 81 per cent interest in this facility through our interest in TransAlta Renewables.
 
Wind Generation Facilities
 
Our Ontario, Québec and New Brunswick wind generation facilities are summarized in the following table:
 

Location
 

Province
 

Plant
 

Capacity
(MW) 

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry Date

             
Kingston ON  Wolfe Island 198

 

81  2009  2029
Melancthon Township ON  Melancthon I 68

 

81  2006  2026
Melancthon and Amaranth
Townships

ON  Melancthon II 132  81  2008  2028

Gaspe Peninsula QC  Le Nordais 99
 

100  1999  2033
QC  New Richmond 68

 

81  2012  2033
Kent Hills NB  Kent Hills 96

 

67  2008  2033
NB  Kent Hills Expn. 54

 

67  2010  2035
             
Total 714

    

 
Notes:
(1) MW are rounded to the nearest whole number. Column may not add due to rounding.
(2) Facility owned indirectly by TransAlta Renewables. Ownership (%) reflects the 80.7 per cent direct and indirect ownership interest of TransAlta in TransAlta

Renewables.
 

Wolfe Island is a 198 MW wind project located on Wolfe Island, near Kingston, Ontario.  This facility commenced commercial operations in
June 2009. Generation from this facility is sold to the OPA. We own an approximate net 81 per cent interest in this facility through our interest in
TransAlta Renewables.
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Melancthon I is a 68 MW wind project located in Melancthon Township near Shelburne, Ontario It commenced commercial operations on
March 4, 2006.  Generation from this facility is sold to the OPA. We own an approximate net 81 per cent interest in this facility through our
interest in TransAlta Renewables.
 
Melancthon II is a 132 MW wind project located adjacent to Melancthon I, in Melancthon and Amaranth Townships.  It commenced commercial
operations on November 24, 2008.  Generation from this facility is sold to the OPA. We own an approximate net 81 per cent interest in this
facility through our interest in TransAlta Renewables.
 
Le Nordais is located at two sites: Cap-Chat with 56.25 MW of installed capacity; and Matane with 42.75 MW of installed capacity.  Le Nordais is

(3)(5)

(1)

(2)

(2)

(2)

(2)

(2)

 (2)



located on the Gaspé Peninsula of Québec.  We own 100 per cent of this facility and it commenced commercial operations in 1999.  Generation
from this facility is sold to Hydro-Québec.
 
New Richmond is a 68 MW wind project also located on the Gaspé Peninsula.  New Richmond is contracted under a 20-year Electricity Supply
Agreement with Hydro-Québec Distribution. It commenced commercial operations during the first quarter of 2013. We own an approximate net
81 per cent interest in this facility through our interest in TransAlta Renewables.
 
Kent Hills is a 96 MW project located in Kent Hills, New Brunswick, and delivers power under a 25 year LTC with New Brunswick Power.  Natural
Forces Technologies Inc., an Atlantic Canada-based wind developer, is our co-development partner in this project and exercised its option to
purchase up to 17 per cent of the Kent Hills project in May 2009.  Kent Hills commenced commercial operations in 2008. We own an approximate
net 67 per cent interest in this facility through our interest in TransAlta Renewables.
 
The Kent Hills expansion is a 54 MW wind farm which also delivers power under a 25 year LTC with New Brunswick Power.  Natural Forces
exercised their option to purchase a 17 per cent interest in the Kent Hills expansion project subsequent to the commencement of commercial
operations.  The facility commenced commercial operations in November of 2010. We own an approximate net 67 per cent interest in this facility
through our interest in TransAlta Renewables.
 
All of the electricity generated and sold by our wind division within Canada, with the exception of Macleod Flats, and New Richmond is from
facilities that are EcoLogo certified. The New Richmond facility currently has an application under review to become EcoLogo certified. We are
an EcoLogo certified distributor of Alternative Source Electricity through Environment Canada’s Environmental Choice program.  EcoLogo
certification is granted to products with environmental performance that meet or exceed all government, industrial safety and performance
standards.
 
TA Cogen
 
We hold a 50.01 per cent limited partnership interest in TA Cogen, which is an Ontario limited partnership.  The remaining 49.99 per cent
ownership is held by Canadian Power Holdings Inc., a subsidiary of Cheung Kong Infrastructure Holdings Limited.  Canadian Power Holdings
Inc. was formed on December 31, 2011 by amalgamation of Stanley Energy Inc. into Stanley Power Inc. which subsequently changed its name
to Canadian Power Holdings Inc. effective December 31, 2013.
 
TA Cogen holds an interest in the 780 MW Sheerness thermal generation facility in Alberta, the 118 MW Fort Saskatchewan natural gas-fired
cogeneration facility in Alberta and the 108 MW Mississauga, the 74 MW Ottawa and the 68 MW Windsor natural gas-fired cogeneration
facilities located in Ontario.
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United States
 
Our generation facilities in the United States are summarized in the following table:
 

Location
 

State
 

Plant
 

Capacity
(MW)

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry
Date

       

             
Centralia WA Centralia Thermal No. 1 670 100 1971 2020

Centralia Thermal No. 2 670 100 1971 2025
Centralia Natural gas 248 100 2002 -
Skookumchuck 1 100 1970 2020

Wyoming WY Wyoming Wind 144 81 2003 2028
Big Springs TX Power Resources 212 50 1988 -
Saranac NY Saranac 240 38 1994 -
Yuma AZ Yuma 50 50 1994 2024
Imperial Valley CA Vulcan 38 50 1986 2016-2039

Del Ranch 42 50 1989 2018-2039
Elmore 42 50 1989 2018
Leathers 42 50 1990 2019
CE Turbo 11 50 2000 2029
Salton Sea I 10 50 1987 2017
Salton Sea II 17 50 1990 2020
Salton Sea III 50 50 1989 2019-2039
Salton Sea IV 42 50 1996 2026
Salton Sea V 46 50 2000 2020-2039

Hilo HI Wailuku 10 50 1993 2023
             
Total 2,585  

 
Notes:
(1) MW are rounded to the nearest whole number.
(2) Please see “General Development of the Business - Generation and Business Development – 2012 – Centralia Thermal” section in this AIF for information

surrounding the contract with PSE.
(3) The plant is currently not in operation. The Corporation is currently assessing the generation needs of the region and the financial feasibility of bringing the

plant back into operation.
(4) Under IFRS, our interests in these facilities are accounted for as equity investments. Under Canadian GAAP, we previously proportionately consolidated our

interests in the financial and operational results of these facilities.
(5) Where no contract expiry date is indicated, the facility operates as merchant.
(6) For more information on these portfolio contracts, please refer to “General Development of the Business” under the headings “Salt River Project Contract” and

“City of Riverside Contract”.

(1) (5)

(2)

(2)

(3)

(7)

(4)

(4)

(4)

(4) (6)

(6)

(6)

(6)

(4)



(7) TransAlta Renewables owns the economic interest in this facility.  Ownership (%) reflects only the 80.7 per cent direct and indirect ownership interest of
TransAlta in TransAlta Renewables. Please see “General Development of the Business  -  Generation and Business Development  -  2013  -  Wyoming Wind
Farm Acquisition”.

 
Centralia
 
We own a two-unit 1,340 MW thermal facility and a 248 MW natural gas-fired facility in Centralia, Washington, located south of Seattle.  We have
entered into a number of multiple year medium and short-term energy sales agreements from the Centralia Thermal plant.  In 2011, Washington
State passed the TransAlta Energy Bill (chapter 180, Laws of 2011) (the “Bill’’) allowing the Centralia Thermal plant to comply with the State’s
GHG emissions performance standards by shutting down one of its two boilers by the end of 2020 and the other by the end of 2025.  The Bill
removed restrictions that had previously been imposed on the facility limiting the duration of new contracts from the facility, and limiting the
technology that the facility would be required to implement for nitrogen oxides (“NOx”) controls.  On December 23, 2011, TransAlta and the state
entered into the memorandum of agreement which confirmed some of these arrangements in contractual form with the provision that certain
terms could terminate at our option if we do not secure at least 500 MW of long-term contract for the Centralia Thermal plant by the end of 2013.
On July 25, 2012, we announced that we entered into an 11-year agreement to provide electricity from our Centralia Thermal plant to PSE.  The
contract begins in 2014 and runs until 2025 when the plant is scheduled to be shut down. Under the agreement, PSE will buy 180 MW of firm,
base-load power starting in December 2014. In December 2015 the contract increases to 280 MW and from December 2016 to December 2024
the contract is for 380 MW. In the last year of the contract, the contracted volume is for 300 MW.
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The Centralia natural gas-fired facility is currently not in operation.  The Corporation is currently assessing the generation needs of the region
and the financial feasibility of bringing the plant back into operation.
 
We sell electricity from the Centralia Thermal plant into the Western Electricity Coordinating Council (“WECC”) and, in particular, on the spot
market in the U.S. Pacific Northwest energy market.  Our strategy is to balance contracted and non-contracted sales of electricity to manage
production and price risk.
 
We also own a 1 MW hydroelectric generating facility on the Skookumchuck River near Centralia, and related assets which are used to provide
water supply to our other generation facilities in Centralia.  On December 10, 2010, we entered into an agreement with PSE for Skookumchuck
to provide power until 2020.
 
We also own a coal mine adjacent to the Centralia facility; however, we stopped mining operations at our Centralia coal mine on November 27,
2006.  Although we estimate that certain coal reserves remain to be extracted, we have not yet received permits for, nor developed the new area,
from which this coal could be produced.  Coal to fuel the Centralia plant is sourced from the Powder River basin in Montana and Wyoming. 
TransAlta is currently party to  coal contracts with three suppliers which expire between 2014 and 2025.  We expect to continue to source our
future coal needs from the Powder River Basin.
 
Under the U.S. Federal Mine Safety and Health Act, TransAlta must report all “significant and substantial” citations at its Centralia mine. During
2013, TransAlta had no reportable events relating to electric equipment and the examination, testing and maintenance thereof.  The mine is not
in operation.  There were no injury incidents or fatalities at the mine during 2013.  The total dollar value of all Mine Safety and Health
Administration (“MSHA”) assessments was not significant. There are no pending legal actions before the Federal Mine Safety and Health Review
Commission involving the Centralia mine and none were pending during 2013.
 
Reportable Events – Centralia Mine
 

Mine or

Operating
Name/MSHA
Identification

Number
 

Section
104
S&S

Citations
(#)

 

Total Dollar
Value of
MSHA

Assessments
Proposed

($)
 

Total
Number

of
Mining
Related

Fatalities
(#)

 

Received
Notice of
Pattern

Violations
Under

Section
104(e)

(yes/no)
 

Received
Notice of
Potential

to
Have

Pattern
Under

Section
104(e)

(yes/no)
 

Legal
Actions
Initiated

or
Pending
During
Period

(#)
 

4500416
 

0
 

$400
 

0
 

no
 

no
 

0
 

                    

 
Wyoming Wind
 
The Wyoming Wind Farm is a 144 MW wind project located near Evanston, Wyoming.  The wind farm was acquired in December, 2013, for
approximately U.S.$102.7 million from an affiliate of NextEra Energy Resources, LLC.  The wind farm is fully operational and contracted under a
long-term PPA until 2028 with an investment grade counterparty. The economic interest in the wind farm was subsequently acquired by
TransAlta Renewables from a subsidiary of the Corporation in consideration for a payment equal to the original purchase price of the acquisition.
 
CE Generation
 
TransAlta owns 50 per cent of CE Generation.  TransAlta,  through CE Generation, holds a net ownership interest of approximately 391 MW in
13 facilities, having an aggregate operating capacity of 842 MW, including 502 MW of natural gas-fired cogeneration located in New York State,
Texas and Arizona and 340 MW of geothermal generation located in Imperial Valley, California.  The Arizona facility sells its output pursuant to
long-term contracts. The Texas facility operates under an energy management agreement with a third party who is responsible for marketing the
output from the facilities on a short term basis, while the New York facility is managed on a similar basis by an affiliate of TransAlta, TransAlta
US Marketing.
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The California facilities, comprising ten geothermal plants, sell their output pursuant to long-term contracts, the majority of which (eight out of ten)
are scheduled to terminate between 2016 and 2020.  CalEnergy, an affiliate of CE Generation, is in the process of remarketing these facilities
and entered into two long-term contracts in 2013 for a portion of the portfolio of geothermal facilities.  The new contacts are scheduled to
commence as the current contracts begin to expire in 2016 and will terminate at the end of 2039.  For more information on these portfolio
contracts, please refer to “General Development of the Business” under the headings “Salt River Project Contract” and “City of Riverside
Contract”.
 
On February 20, 2014, we announced the sale of our 50 per cent interest in CE Generation to MidAmerican Renewables. MidAmerican
Renewables holds the other 50 per cent interest in CE Generation.
 
Wailuku
 
On February 17, 2006, a subsidiary of TransAlta, together with a subsidiary of MidAmerican entered into an arrangement to purchase a 10 MW
hydro facility in Hawaii to be held directly by Wailuku. On February 20, 2014, we announced the sale of our 50 percent interest in Wailuku to
MidAmerican Renewables.  MidAmerican Renewables holds the other 50 per cent interest in Wailuku. The facility sells electricity pursuant to the
terms of a 30-year long-term contract with the Hawaii Electricity Light Company.
 
Australia
 
Our natural-gas and diesel fired generation facilities in Australia are summarized in the following table:
 

Location
 

State
 

Plant
 

Capacity
(MW)

 

Ownership
(%)

 

Commissioning
Dates

 

Contract
Expiry Date

       

             
Kalgoorlie WA

 

Parkeston
 

110
 

50
 

1996
 

2016
Eastern Goldfields Region WA  Southern Cross  245  100  1996  2023
Pilbara Region WA

 

Solomon
 

125
 

100
 

2014
 

2028
             
Total

  

480
   

 
Notes:
(1) Comprised of four facilities.
(2) This facility was acquired in September 2012 and was under construction for the remainder of 2012. The plant is expected to be fully commissioned in early

2014.
 

The Parkeston plant is a 110 MW dual-fuel natural-gas and diesel-fired power station, which we own in partnership through a 50/50 joint venture
with NP Kalgoorlie Pty Ltd., a subsidiary of Newmont Australia Limited. The Parkeston facility primarily supplies energy to Kalgoorlie
Consolidated Gold Mines and is contracted until 2016. Any merchant capacity and energy are sold into Western Australia’s Wholesale Electricity
Market.
 
Southern Cross Energy is composed of four natural-gas and diesel-fired generation facilities with a combined capacity of 245 MW. Southern
Cross Energy sells its output pursuant to a contract with BHP Billiton which was renewed in October of 2013 for ten years. See “General
Development of the Business - Generation and Business Development - 2013 – Western Australia Contract Extension” for more details.
 
We acquired the 125 MW natural-gas and diesel fired Solomon power station in September 2012 from Fortescue. Under the terms of the sale
and purchase agreement Fortescue is required to complete the construction and commissioning of the facility, this work is still underway and is
expected to be complete in early 2014.  The Solomon facility is fully contracted with Fortescue under a long-term contract that is intended to
support their iron ore mining operations.
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Alberta PPAs
 
All of our Alberta thermal and hydroelectric facilities, other than the Keephills 3, Genesee 3, Belly River, Pocaterra, Waterton, St. Mary and Taylor
facilities, and uprated capacity, operate under Alberta PPAs.  The Alberta PPAs establish committed capacity and electrical energy generation
requirements and availability targets to be achieved by each thermal plant, energy and ancillary services obligations for the hydroelectric plants,
and the price at which electricity is to be supplied.  We bear the risk or retain the benefit of availability under or above a targeted availability
(except for those arising from events considered to be force majeure, in the case of the PPA thermal plants) and any change in costs (unless
due to a change in law) required to maintain and operate the facilities.
 
Our thermal facilities are operated by us, however, they are cycled or dispatched by the buyers under the Alberta PPA. Under the Alberta PPAs,
we are exposed to electricity price risk if availability declines below contracted levels (other than as a result of outages caused by an event of
force majeure).  In those circumstances, we must pay a penalty on the difference between target availability and actual availability at a price
equal to the 30-day rolling average of Alberta’s market electricity prices.  This rolling average provision attempts to mitigate price spikes that can
occur as a result of sudden outages.  We attempt to further mitigate this exposure by maintaining contracted and uncontracted capacity in the
market, through operation and maintenance practices, and hedging activities.
 
Our hydroelectric facilities, other than Belly River, Pocaterra, St. Mary, Taylor and Waterton, are aggregated through one Alberta PPA which
provides for financial obligations for energy and ancillary services based on hourly targets.  We meet these targeted amounts through physical
delivery or third party purchases.

(1)

(2)



 
Our compensation under the Alberta PPAs is founded on a pricing formula based on the previous cost of service regime that applied under utility
regulation.  Key elements of the pricing formula are the amount of common equity deemed to form part of the capital structure, the amount of risk
premium attributable to deemed common equity and a recovery of certain fixed and variable costs.  Common equity is deemed to be 45 per cent
of total capital and the return on equity is set annually at a 4.5 per cent premium over the rate of a Government of Canada Bond with maturity of
ten years.
 
The pricing formula includes a provision for site restoration costs for the thermal generating plants during the term of the Alberta PPAs.  If the
costs recovered are insufficient, then we can apply to the Balancing Pool to recover the incremental portion.  The Alberta PPAs include, as part
of the capacity payment for hydroelectric operations, an amount for decommissioning.
 
The expiry dates for our Alberta PPAs range from 2017 to 2020.  We are evaluating the economics of running assets post PPA expiry, taking into
account published and expected provincial and federal greenhouse gas (“GHG”) and other environmental legislation, including the published
federal regulations governing GHG emissions from coal-fired plants.  Upon the expiry of the Alberta PPAs, and subject to any legislative
limitations, which are addressed below, and our ability to procure an extension to operating licenses, if required, we will then be in a position to
sell our electricity to the Alberta Power Pool and to third party purchasers through direct sales agreements.
 
The Alberta PPAs (together with legislation which applies thereto) permit the Balancing Pool, directly or indirectly as successor to the power
purchaser under the Alberta PPAs, to terminate the Alberta PPAs in certain circumstances.  If the Balancing Pool exercises its ability to
terminate, we will, in those circumstances, be entitled to receive a lump-sum payment in connection with such termination.
 
In September of 2012, the Canadian federal Government published the final regulations governing GHG emissions from coal-fired power plants,
which regulations become effective on July 1, 2015. Please see the section entitled Environmental Risk Management - Ongoing and Recently
Passed Environmental Legislation below for more details on this legislation.
 
Renewables PPAs
 
Upon closing of the Renewables’ Offering, we entered into long term power purchase agreements with certain subsidiaries of TransAlta
Renewables (each a “Merchant Subsidiary”) providing for the purchase by TransAlta, for a fixed price, of all of the power produced at certain
merchant facilities (the “Renewables PPAs”). The price payable
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by TransAlta for output under the Renewables PPAs is $30.00/MWh for wind facilities and $45.00/MWh for hydroelectric facilities, which amounts
are adjusted annually for changes in the CPI.   Under the terms of each Renewables PPA, the Merchant Subsidiary is under no obligation to
deliver any specified amount of energy and, in no event, shall any penalties or curtailment payments be payable under the Renewables PPA.
 The Merchant Subsidiary will assume all operating and generating risk and TransAlta will only be required to purchase power that is actually
produced.

 
Each Renewables PPA has a term of 20 years or end of asset life, where end of asset life is less than 20 years. Each Renewables PPA may be
terminated by: (a) the mutual agreement of the parties; (b) the Merchant Subsidiary upon the occurrence of a material default by TransAlta; and
(c) TransAlta (i) upon the occurrence of a material default by the Merchant Subsidiary; (ii) upon a change of control of TransAlta Renewables; or
(iii) upon a change of control of the Merchant Subsidiary.
 

Energy Trading Segment
 

Our Energy Trading segment provides a number of strategic functions, including the following:
 

· Gathering and assessing market intelligence, enabling our management to more effectively engage in strategic planning and
decision making.  This includes identifying and ranking energy markets which are the most attractive to enter, and developing
strategies and plans to effectively participate in each market where we operate;

  
· Negotiating and entering into contractual agreements with customers for the sale of output from our generation assets,

including electricity, steam or other energy-related commodities;
  
· Negotiating and managing fuel supply arrangements with third parties for our generation assets;
  
· Scheduling physical deliveries of natural gas supplies used to generate electricity and the electrical generation output from

each asset to meet contractual obligations while managing the physical and financial risks associated with the generation
and transmission of electrical energy, including during periods of unplanned outages; and

  
· Managing the value of electricity output and fuel inputs from each generating asset through a variety of regional portfolio

optimization strategies in both the current year and over the long-term.
 

The Energy Trading segment also derives additional revenue and earnings from the wholesale trading of electricity and other energy-related
commodities and derivatives.  The trading activities are centered around the existing asset and customer footprint of the Corporation.
 
The segment seeks to measure and manage market, operational, credit, compliance, and legal risks from all of its activities.   The key risk control
activities of the Energy Trading segment, in conjunction with other functions of our business, include credit, market and legal approvals, the
measurement, monitoring and reporting of all risks, trade capture and portfolio valuation, stress testing, and ensuring transactions are within the
compliance framework established by the Corporation.
 
We use Value at Risk (“VaR”), Cash Flow at Risk, stress testing, and non-parametric testing to measure and monitor market risks within our



asset and trading portfolios.  VaR is a measure of assessing the potential losses that we could experience over a given time period due to
fluctuations in market risk factors.  Our policy is to actively manage and limit the segment’s risk exposures within Board approved limits.
 
Competitive Environment
 
We are the largest generator of electricity in Alberta, measured by capacity, and have a significant portfolio of generation assets in the Pacific
Northwest and the western U.S.  We also own and operate generating assets in British Columbia, Ontario, Québec, New Brunswick, the State of
Wyoming, and Australia.
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We expect electricity demand to grow as the economy improves.  In the long-term, most markets are expected to show growing demand for
electricity; however, an increasing emphasis on efficiency may reduce future growth rates below historical levels.  In addition to increased
demand, many of the markets in which we participate have established renewable portfolio targets or standards that require new renewable
power investments.  As most forms of renewable generation also involve intermittent or uncertain levels and timing of production, higher levels of
renewable generation may be accompanied by greater capacity requirements.  We believe that continued and growing demand for electricity,
renewable portfolio standards, and the potential of increasing amounts of renewable generation to require additional capacity, may provide an
opportunity to increase our generation capacity.

 
Alberta is Canada’s fourth largest province by population with approximately 4 million residents representing approximately 11.4 per cent of
Canada’s total population.  Alberta consumed approximately 77,450 GWh of electricity in 2013, with a peak demand of 11,139 MW.  The AESO
predicts load growth of approximately 3.6 per cent for 2014.  The aggregate installed capacity of grid-connected generating facilities in Alberta
was approximately 14,568 MW as of December 31, 2013.
 
British Columbia is Canada’s third largest province by population with approximately 4.6 million residents, representing approximately 13 per cent
of Canada’s total population.  In 2010, British Columbia passed the Clean Energy Act which sets to develop realistic and achievable goals for
conservation, energy efficiency and clean energy.  Under the Clean Energy Act, British Columbia is aiming to be self-sufficient by 2016 with at
least 93 per cent of electricity generated from clean or renewable sources.  For the 2014 fiscal year (ending March 31, 2014), British Columbia is
predicting peak load of 11,011 MW not counting energy efficiency measures (expected to save 304 MW). As of December 6, 2013, they had
achieved a 5 minute peak demand of 10,028 MW.   The majority of their electricity is obtained from their hydro system.  Due to new mining and
oil and gas development, and liquefied natural gas terminals at coastal locations, British Columbia’s load profile is changing and is expected to
require considerable new energy and capacity additions over the next 20 years.
 
Ontario is Canada’s largest province by population with approximately 13.5 million residents representing 38.5 per cent of Canada’s total
population.  Ontario consumed 142,289 GWh of electricity in 2013.  Near term power demand outlook is expected to remain relatively
unchanged from 2013 for Ontario, as the global economy continues to struggle combined with conservation initiatives, downward pressure from
embedded solar capacity growth, impacts from changing the Global Adjustment charge for large customers to be based on their peak demand,
and time-of-use-rates.   The Ontario Independent Electricity System Operator shows 36,013 MW of grid-connected capacity in mid-2013 . The
balance is owned by municipal electric utilities and private independent power producers or industrial consumers.
 
Québec is Canada’s second largest province by population with approximately 8.1  million residents, representing approximately 23.2 per cent of
Canada’s total population. Quebec’s generation includes 35,829 MW of capacity owned by Hydro-Quebec, in addition to the Churchill Falls
entitlement and independently owned facilities. Hydro-Quebec’s Sustainable Development Action plan has goals including increasing hydro
capacity by 910 MW by 2016 and achieving energy savings of 11 terrawatt hour by 2015.
 
New Brunswick is Canada’s eighth largest province by population with approximately 0.8 million residents. Peak demand was forecast to be
3,200 MW in their 2011 strategic plan. New Brunswick Hydro has an installed capacity of 3,513 MW, as well as 731 MW of wind and other
resources through PPAs.  The government of New Brunswick has a renewable portfolio standard of 40 per cent by 2020 (including hydro). Their
forecast for 2013 was 26 per cent.
 
The WECC is the largest region geographically of the ten regions in the North American Electric Reliability Council and is divided into four sub
regions. The sub region referred to as the Northwest Power Pool (“NWPP”) comprises British Columbia, Alberta, Washington, Oregon, Idaho,
Montana, Utah, Western Wyoming and Northern Nevada. The NWPP forecasts peak demand reaching 65,617 MW in the winter of 2013, and a
winter capacity of almost 78,000 MW in the same time frame.
 
 

 This number would be reduced by 1,985 MW as of Dec 31, 2013 with the Nanticoke Coal station shut down.
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Wyoming is one of the smallest states by population, having a population of approximately 600,000. Average demand for electricity in 2012 was
approximately 1,937 MW. The state is a significant power exporter, with direct connections to Utah and Idaho.  Wyoming has an excellent wind
resource, and around 1,400 MW of wind has been developed, primarily to serve export markets as Wyoming does not currently have a
renewable portfolio standard.

 
Australia has two separate electricity markets, the National Electricity Market and the Western Australia Electricity Market (“WAEM”), as well as
two smaller vertically integrated utilities.  The WAEM, where our Australian assets are located, is comprised of the South West Interconnected
System (“SWIS”) and the North West Interconnected System (“NWIS”), as well as 29 non-interconnected distribution systems.   SWIS serves the
south west corner of the state with an installed capacity of approximately 5,996 MW.  The NWIS is relatively small with an installed capacity of
less than 500 MW and serves two northern industrial towns.  We own 300 MW of gas generation in the SWIS region and 125 MW of non-

1

  
  

1



connected gas and diesel generation in the northern region.
 
Australia generates approximately 74 per cent of its power from coal; however, Western Australia generates 60 per cent of its power from gas
and 35 per cent from coal.  A shift from coal-fired to gas-fired generation is anticipated in Australia, partially driven by new regulations such as
the Clean Energy Future Plan (which addresses emissions reductions) and the introduction of the Renewable Energy Target policy
(implemented in 2010), which has a goal of sourcing 20 per cent of electricity from renewables by 2020.  GDP growth for Western Australia has
outperformed the national average since 2005-06. This is expected to continue for 3 out of the next 4 years. The Chamber of Minerals and
Energy of Western Australia estimate that the electricity growth rate will be 5.6 per cent per annum over the period to 2023. The majority of
demand is expected to be met through self-generation (95 per cent), largely fueled by natural gas (94 per cent).  We believe we have significant
knowledge and expertise in the supply of gas powered electricity to independent mining operations.
 
Competitive Strengths
 
We believe that we are well positioned to achieve our business strategy due to our competitive strengths, which include the following:
 
Financial strength – We have investment grade ratings from Moody’s Investors Services, Inc. (“Moody’s”), Standard & Poor’s, a division of the
McGraw Hill Companies, Inc. (“S&P”) and Dominion Bond Rating Service Limited (“DBRS”).
 
Operating strength – Our gas, wind and hydro fleet performance is above industry standards.  We have outperformed the average North
American Energy Reliability Corporation availability for gas-fired units for the time period 2007-2012, and our wind fleet availability has
outperformed the North American Benchmark by GL Garrad Hassan for the years 2009-2012.  The majority of our hydro fleet has performed
above 1  quartile or above the benchmark average for their respective size based on Navigant Consulting benchmarking results for 2012.  We
expect to outperform these benchmarks in 2013 and 2014. In addition, availability has been recognized at our Alberta coal facilities to be above
NERC average for similar plants.
 
Stable cash flow base – Through the use of Alberta PPAs, long-term contracts, and other short-term physical and financial contracts, on
average, approximately 72 per cent of our capacity is contracted over the next seven years.   The net revenue received under these contractual
arrangements helps to minimize short-term revenue fluctuations due to the variable price of electricity.
 
Fuel diversity – We have an interest in a diverse mix of fuels used for the generation of electricity, including coal, natural gas, hydro, geothermal
and wind.  We believe that this mix reduces the impact on our performance in the event of external events affecting one fuel source.
 
Management team – Our management team has substantial industry, international, government, investment and market experience.
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Energy Trading expertise  – We believe that our Energy Trading segment has enhanced returns from our existing generation base and has
allowed us to obtain more favourable pricing for uncommitted electricity, secure fuel supply on a cost-effective basis and fulfill electricity delivery
obligations in the event of an outage.
 
Ownership or control of coal supply  – We own, control or lease coal reserves in Alberta which provide a long-term and stable source of fuel for
our thermal generation facilities in Alberta.  Our mines in Alberta contain some of the lowest sulphur coal in North America, averaging less than
0.25 per cent sulphur at the Highvale mine.  Coal with lower sulphur content emits less sulphur dioxide (“SO ”) when it is burned.

 
Wind Generation – Through our ownership interest in TransAlta Renewables, we are one of the largest owners and operators of wind generation
in Canada.  Our management team has developed key relationships with customers, suppliers and policy makers that provide a competitive
advantage in the development, operations and marketing of wind generation.
 
Environment – We are a recognized leader in sustainable development and we have taken early preventative action on a number of
environmental fronts in advance of regulation.
 

Corporate Segment
 

Our Corporate Segment provides finance, tax, treasury, legal, regulatory, environmental, health and safety, sustainable development, corporate
communications, government and investor relations, information technology, risk management, human resources, internal audit, and other
administrative support.
 
For further information on TransAlta’s segment earnings and assets, please refer to Note 42 of our audited consolidated financial statements for
the year ended December 31, 2013, which financial statements are incorporated by reference herein.  See “Documents Incorporated by
Reference” herein.
 

ENVIRONMENTAL RISK MANAGEMENT
 

We are subject to federal, provincial, state and local environmental laws, regulations and guidelines concerning the generation and transmission
of electrical and thermal energy and surface mining.  We are committed to complying with legislative and regulatory requirements and to
minimizing the environmental impact of our operations.  We work with governments and the public to develop appropriate frameworks to protect
the environment and to promote sustainable development.
 
Ongoing and Recently Passed Environmental Legislation
 
Changes in current environmental legislation do have, and will continue to have, an impact upon our operations and our business.
 

st
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Alberta
 
In October 2012, the Alberta Government released its renewed Clean Air Strategy which sets out a broad framework for managing air emissions
and air quality in the future.  The framework focuses on a continuous improvement model for regional air quality.  It also states that Alberta will
take responsibility for implementing any federal air quality standards.  There are no specific requirements in this framework that immediately
impact our operations.
 
In Alberta there are requirements for coal-fired generation units to implement additional air emission controls for NOx and SO , once they reach
the end of their respective Alberta PPA, in most cases at 2020.  These regulatory requirements were developed by the province in 2004 as a
result of multi-stakeholder discussions under Alberta’s Clean Air Strategic Alliance (“CASA”).  However, the release of the federal GHG
regulations has created a misalignment between the CASA air pollutant requirements and schedules, and the GHG retirement schedules for
older coal plants, which in themselves will result in significant reductions of NOx and SO ,.  We are currently engaged with other stakeholders in
reviewing these regulations to ensure coordination between GHG and air pollutant regulations, such that emission reduction objectives are
achieved in the most effective manner while taking
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into consideration the reliability and cost of Alberta’s generation supply.
 
Canada
 
On September 11, 2012, the Canadian federal government published the final regulations governing GHG emissions from coal-fired plants,
which become effective on July 1, 2015.  The regulations provide for up to 50 years of life for coal units, at which point units must meet an
emissions performance standard of approximately 420 tonnes per GWh.  There are some exceptions that require older units commissioned
before 1975 to reach end of life by December 31, 2019, and units commissioned between 1975 and 1986 to reach end of life by December 31,
2029.  Compared to the initial draft version of these regulations, we believe the final regulations provide additional operating time and increased
flexibility for our Canadian coal units, allowing for a smoother transition of those units and in a more cost-effective manner.

 
United States
 
On June 25, 2013, President Obama unveiled his “Climate Action Plan.”  The Plan directs the U.S. Environmental Protection Agency (“EPA”) to
re-propose New Source Performance Standards (“NSPS”) for new power plants by September 20, 2013 and also to propose limits for existing
units by June 2014, finalizing them one year later.  The NSPS standards were subsequently proposed in September 2013 to require emissions
performance similar to partial CCS controls.  The proposed standards are open to comments with final NSPS rules expected within a year.
 
As the above NSPS framework is for new coal-fired plants, we expect no material impact on our existing coal-fired units at Centralia.
 
For existing units the limits to be proposed would be implemented through Section 111(d) of the Clean Air Act.  Section 111(d) thereof requires
the EPA to issue binding guidelines for states, rather than specific performance standards.  States will then be required to develop
implementation plans in accordance with the guidelines. The agreement that TransAlta has struck with Washington State to retire Centralia units
in 2020 and 2025 is likely to mitigate additional reduction requirements on the facility.
 
In December 2011, the EPA issued national standards for mercury emissions from power plants.  Existing sources will have up to four years to
comply.  We have already voluntarily installed mercury capture technology at our Centralia Thermal plant, and began full capture operations in
early 2012.  We have also installed additional technology to further reduce NOx, consistent with the Bill passed in 2011.
 
In addition to the Federal, Regional and State regulations that we must comply with, we also comply with the standards established by the North
American Electric Reliability Corporation (“NERC”).  NERC is the electric reliability organization certified by the Federal Energy Regulatory
Commission in the United States to establish and enforce reliability standards for the bulk-power system.  NERC develops and enforces reliability
standards; assesses adequacy annually; monitors the bulk-power system; and educates, trains and certifies industry personnel.
 
Australia
 
The previous Australian Government implemented a national carbon tax of $23 AUS/tonne on July 1, 2012 affecting approximately 300 facilities
with annual CO  emissions over 25,000 tonnes/year, including TransAlta gas generation plants.  However, the new Australian federal
government is now in the process of dismantling the carbon tax, creating some uncertainty regarding future GHG regulations in Australia.
 
TransAlta Activities
 
Reducing the environmental impact of our activities has a benefit not only to our operations and financial results, but to the communities in which
we operate.  We expect that increased scrutiny will be placed on environmental emissions and compliance.  We, therefore, take a proactive
approach to minimizing risks to our results.  Our Board provides oversight to our environmental management programs and emission reduction
initiatives in order to ensure continued compliance with environmental regulations.
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Our environmental management programs encompass the following elements:
 
Renewable Power
 

2
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We continue to invest in and build renewable power resources, primarily through TransAlta Renewables.  Our 68 MW New Richmond wind
facility was commissioned in March 2013 and in December 2013 TransAlta acquired a 144 MW wind farm in Wyoming.  The Wyoming Wind
Farm is fully operational and contracted under a long-term PPA until 2028 with an investment grade counterparty. The economic interest in the
wind farm was subsequently acquired by TransAlta Renewables from a subsidiary of the Corporation in consideration for a payment equal to the
original purchase price of the acquisition.  TransAlta believes that a larger renewable portfolio provides increased flexibility in generation and
creates incremental environmental value through renewable energy certificates or through offsets. In addition, we have developed policies and
procedures in order to comply with regulatory guidance and to lessen any environmental disruption caused by our renewable power resources,
which includes monitoring noise and the avian impacts at our wind generation facilities.
 
Environmental Controls and Efficiency
 
We continue to make operational improvements and investments to our existing generating facilities to reduce the environmental impact of
generating electricity.  We installed mercury control equipment at our Alberta thermal operations in 2010 in order to meet the province’s 70 per
cent reduction objectives, and at our Centralia Thermal plant in 2012 on a voluntary basis. Our new Keephills 3 plant began operation in
September 2011 using supercritical combustion technology to maximize thermal efficiency, as well as SO capture and low NOx combustion
technology, which is consistent with the technology that is currently in use at Genesee 3.  Uprate projects at our Keephills and Sundance plants
are expected to improve the energy and emissions efficiency of those units.
 
The Alberta PPAs contain change-in-law provisions that allow us the opportunity to recover capital and operating compliance costs from our
Alberta PPA buyers.
 
Policy Participation
 
We are active in policy discussions at a variety of levels of government.  These have allowed us to engage in proactive discussions with
governments and industry participants to meet environmental requirements over the longer term.
 
Clean Combustion Technologies
 
We look to advance clean energy technologies through organizations such as the Canadian Clean Coal Power Coalition, which examines
emerging new and retrofit clean combustion technologies such as gasification, oxygen combustion, biomass co-firing, and coal beneficiation.
 
Offsets Portfolio
 
TransAlta maintains an emissions offset portfolio with a variety of instruments that can be used for compliance purposes or otherwise banked or
sold.  We continue to examine additional emission offset opportunities that also allow us to meet emission targets at a competitive cost.  We
ensure that any investments in offsets will meet certification criteria in the market in which they are to be used.
 
Environmental Regulations
 
Recent changes to environmental regulations may materially adversely affect us.  As indicated under “Risk Factors” in this AIF and within the
Risk Management section of the Annual MD&A, many of our activities and properties are subject to environmental requirements, as well as
changes in our liabilities under these requirements, which may have a material adverse effect upon our consolidated financial results.
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RISK FACTORS

 
Readers should consider carefully the risk factors set forth below as well as the other information contained and incorporated by reference in this
AIF.  For a further discussion of risk factors affecting TransAlta, please refer to “Risk Factors” in the Annual MD&A, which is incorporated by
reference herein.
 
A reference herein to a material adverse effect on the Corporation means such an effect on the Corporation on its business, financial condition,
results of operations, or its cash flows, as the context requires.

 
The operation and maintenance of our facilities involves risks that may materially and adversely affect our business.
 
The operation, maintenance, refurbishment, construction and expansion of power generation facilities involve risks, including breakdown or
failure of equipment or processes, fuel interruption and performance below expected levels of output or efficiency.  Certain of our generation
facilities, particularly in Alberta, were constructed many years ago and may require significant capital expenditures to maintain peak efficiency or
to maintain operations.  There can be no assurance that our maintenance program will be able to detect potential failures in our facilities prior to
occurrence or eliminate all adverse consequences in the event of failure.  In addition, weather related interference, work stoppages and other
unforeseen problems may disrupt the operation and maintenance of our facilities and may materially adversely affect us.
 
We have entered into ongoing maintenance and service agreements with the manufacturers of certain critical equipment.  If a manufacturer is
unable or unwilling to provide satisfactory maintenance or warranty support, we may have to enter into alternative arrangements with other
providers if it cannot perform the maintenance itself.  These arrangements could be more expensive to us than our current arrangements and
this increased expense could have a material adverse effect on our business.  If we are unable to enter into satisfactory alternative
arrangements, our inability to access technical expertise or parts could have a material adverse effect on us.
 
While we maintain an inventory of, or otherwise make arrangements to obtain, spare parts to replace critical equipment and maintain insurance
for property damage to protect against certain operating risks, these protections may not be adequate to cover lost revenues or increased
expenses and penalties which could result if we were unable to operate our generation facilities at a level necessary to comply with sales
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contracts (including the Alberta PPAs).
 
We may be subject to the risk that it is necessary to operate a plant at a capacity level beyond that which we have contracted for power in order
to provide steam in fulfillment of such a contract.  In such circumstances, the costs to produce the steam being sold may exceed the revenues
derived therefrom.
 
Equipment failure may cause us to suffer a material adverse effect.
 
There is a risk of equipment failure due to wear and tear, latent defect, design error or operator error, among other things, which could have a
material adverse effect on our business.  Although our generation facilities have generally operated in accordance with expectations, there can
be no assurance that they will continue to do so.  In addition, there can be no assurance that any applicable insurance coverage would be
adequate to protect our business from material adverse effects.
 
We may fail to meet financial expectations.
 
Our quarterly revenue and results of operations are difficult to predict and fluctuate from quarter to quarter. Our quarterly results of operations are
influenced by a number of factors, including the risks described in this AIF, many of which are outside of our control, which may cause such
results to fall below market expectations.
 
Although we base our planned operating expenses in part on our expectations of future revenue, a significant portion of our expenses are
relatively fixed in the short-term. If revenue for a particular quarter is lower than expected, we likely will be unable to proportionately reduce our
operating expenses for that quarter, which will adversely affect our results of operations for that quarter.
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We could be adversely affected by natural disasters or other catastrophic events.
 
Our generation facilities and their operations are exposed to potential damage and partial or complete loss, resulting from environmental
disasters (e.g. floods, high winds, fires and earthquakes), equipment failures and other events beyond our control.  The occurrence of a
significant event which disrupts the ability of the generation facilities to produce or sell power for an extended period, including events which
preclude existing customers from purchasing electricity, could have a material adverse effect on us.  Our generation facilities could be exposed
to effects of severe weather conditions, natural disasters and potentially catastrophic events such as a major accident or incident at our sites.  In
certain cases, there is the potential that some events may not excuse us from performing our obligations pursuant to agreements with third
parties.  The fact that several of our generation facilities are located in remote areas may make access for repair of damage difficult.

 
Dam failures may result in lost generating capacity, increased maintenance and repair costs and other liabilities.
 
A natural or man-made disaster, and certain other events, could potentially cause dam failures at our hydroelectric facilities. The occurrence of
dam failures at any of our hydroelectric facilities could result in a loss of generating capacity, damage to the environment or damages and harm
to third parties or the public, and such failures could require us to incur significant expenditures of capital and other resources or expose us to
significant liabilities.  If such failures occur, we could be exposed to significant liability for damages.  There can be no assurance that our dam
safety program will be able to detect potential dam failures prior to occurrence or eliminate all adverse consequences in the event of failure. 
Other safety regulations could change from time to time, potentially impacting our costs and operations.  Upgrading all dams to enable them to
withstand more severe events could require us to incur significant expenditures of capital and other resources.  The consequences of dam
failures could have a material adverse effect on us.  We attempt to manage this risk by following preventative maintenance procedures and
obtaining insurance coverage, however, in the event of a sufficiently large dam failure, insurance coverage, if available, may not be adequate
and we may suffer a material adverse effect.
 
We may be adversely affected if our supply of water is materially reduced.
 
Hydroelectric, natural gas and coal-fired plants require continuous water flow for their operation.  Shifts in weather or climate patterns,
seasonable precipitation, the timing and rate of melting, run off, and other factors beyond our control, may reduce the water flow to our facilities. 
Any material reduction in the water flow to our facilities would limit our ability to produce and market electricity from these facilities and could
have a material adverse effect on us.  There is an increasing level of regulation respecting the use, treatment and discharge of water, and
respecting the licensing of water rights in jurisdictions where we operate.  Any such change in regulations could have a material adverse effect
on us.
 
Variation in wind levels may negatively impact the amount of electricity generated at our wind facilities.
 
Wind is naturally variable.  Therefore, the level of electricity production from our wind facilities will also be variable.  In addition, the strength and
consistency of the wind resource at our wind facilities may vary from what we anticipate due to a number of factors including: the extent to which
our site-specific historic wind data and wind forecasts accurately reflects actual long-term wind speeds, strength and consistency; the potential
impact of climatic factors; the accuracy of our assumptions relating to, among other things, weather, icing and soiling of wind turbines, site
access, wake and line losses and wind shear; the potential impact of topographical variations; and the potential for electricity losses to occur
before delivery.
 
A reduced amount of wind at the location of one or more of our wind facilities over an extended period may reduce the production from such
facilities, as well as any environmental attributes that accrue to us and reduce our revenues and profitability.
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Changes in the price of electricity and availability of fuel supplies required to generate electricity may materially adversely affect our
business.
 
A significant portion of our revenues are tied, either directly or indirectly, to the market price for electricity in the markets in which we operate. 
Market electricity prices are impacted by a number of factors including: the strength of the economy, the available transmission capacity, the
price of fuel that is used to generate electricity (and, accordingly, certain of the factors that affect the price of fuel described below); the
management of generation and the amount of excess generating capacity relative to load in a particular market; the cost of controlling emissions
of pollution, including potentially the cost of carbon; the structure of the particular market; and weather conditions that impact electrical load.  As
a result, we cannot accurately predict future electricity prices and electricity price volatility could have a material adverse effect on us.

 
We buy natural gas and a portion of our coal to supply the fuel needed to generate electricity.  We could be materially adversely affected if the
cost of fuel that we must buy to generate electricity increases to a greater degree than the price that we can obtain for the electricity that we sell. 
Several factors affect the price of fuel, many of which are beyond our control, including:
 

·                                           prevailing market prices for fuel;
 
·                                           global demand for energy products;
 
·                                           the cost of carbon and other environmental concerns;
 
·                                           weather-related disruptions affecting the ability to deliver fuels or near-term demand for fuels;
 
·                                           increases in the supply of energy products in the wholesale power markets;
 
·                                           the extent of fuel transportation capacity or cost of fuel transportation service into our markets; and
 
·                                           the cost of mining that, in turn, depends on various factors such as labour market pressures, equipment replacement costs and

permitting.
 

Changes in any of these factors may increase our cost of producing power or decrease the amount of revenue received from the sale of power,
which could have a material adverse effect on us.
 
Disruption of fuel supply to certain of our thermal plants could have an adverse impact on our financial condition.
 
Certain of our thermal facilities depend on third parties to supply fuel, including natural gas and coal.  As a result, we face the risks of supply
interruptions and fuel price volatility, as fuel deliveries may not exactly match those required for energy sales, due in part to our need to pre-
purchase fuel inventories for reliability and dispatch requirements. Disruption of transportation services of fuel, whether because of weather-
related problems, strikes, lock-outs, break-downs of locks and dams or other events could impair our ability to generate electricity and could
adversely affect our results of operations.  Significantly, the coal used to fuel the Centralia Thermal facility is now sourced from the Powder River
basin in Montana and Wyoming and we have entered into contracts to purchase and transport such coal to our Centralia Thermal facility.  Our
existing coal contracts for the Centralia Thermal plant expire between 2014 and 2025.  The loss of our suppliers or our inability to renew our
existing coal contracts for Powder River Basin coal at favorable terms could also significantly affect our ability to serve our customers and have
an adverse impact on our financial condition and results of operations.
 
Changes in general economic conditions may have a material adverse effect on us.
 
Adverse changes in general economic and market conditions could negatively impact demand for electricity, revenue, operating costs, timing
and extent of capital expenditures, the net recoverable value of plant, property and
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equipment, results of financing efforts, credit risk and counterparty risk, which could cause us to suffer a material adverse effect.  Changes in
interest rates can impact our borrowing costs and the capacity revenues that we receive pursuant to the Alberta PPAs.
 
Under the government mandated Alberta PPAs, pursuant to which we operate most of our thermal and hydroelectric facilities in Alberta, we are
subject to certain risks, including the possibilities of penalties for unplanned outages and the burden of increased costs required to maintain and
operate our generation facilities.
 
The Alberta PPAs establish committed capacity and availability targets to be achieved by each coal-fired plant, energy and ancillary services
obligations for the hydroelectric plants, and compensation for meeting the Alberta PPA obligations.  Under the Alberta PPAs applicable to coal-
fired plants, in the event of an unplanned outage other than an outage determined to be caused by force majeure, we must pay a penalty for the
lost production based upon a price equal to the 30 day trailing average of Alberta market electricity prices.  Consequently, an unplanned outage
could have a material adverse effect on us.
 
We bear some of the impact of increases in our operating costs (other than increases arising as a result of a “change of law” as such term is
defined in the Alberta PPAs) because the price which we are able to receive for our capacity under the Alberta PPAs is based on a schedule of
forecast fixed costs.  Many of the forecast costs will be determined by indices, formulae or other means for the entire term of the Alberta PPAs. 
Our actual results will vary from the forecasts on which the Alberta PPAs are based.  Operating costs could increase as a result of a number of
factors which are beyond our control.  A significant increase in our operating costs could have a material adverse effect on our business.  In
addition, there can be no assurance that we will realize sufficient returns under the Alberta PPAs to cover the capital costs we are required to
invest under such PPAs.



 
From time to time during the term of the Alberta PPAs, issues may arise regarding the intended operation of the Alberta PPAs which may require
certain provisions of the Alberta PPAs to be interpreted, and the interpretations given may not be in our favour.  In such circumstances, we could
be materially and adversely affected.
 
The market price for our common shares may be volatile.
 
The market price for our common shares may be volatile and subject to wide fluctuations in response to numerous factors, many of which are
beyond our control, including the following: (a) actual or anticipated fluctuations in our results of operations; (b) recommendations by securities
research analysts; (c) changes in the economic performance or market valuations of other companies that investors deem comparable; (d) the
loss or resignation of executive officers and other key personnel; (e) sales or perceived sales of additional common shares; (f) significant
acquisitions or business combinations, strategic partnerships, joint ventures or capital commitments by or involving our or our competitors which
prove to be ill considered; and (g) trends, concerns, technological or competitive developments, regulatory changes and other related issues in
the renewable power generation industry or our target markets.
 
Financial markets have experienced significant price and volume fluctuations in recent years that have particularly affected the market prices of
equity securities of companies and such fluctuations have, in many cases, been unrelated to the operating performance, underlying asset values
or prospects of such companies.  Accordingly, the market price of our common shares may decline even if our operating results, underlying
asset values or prospects have not changed.  Additionally, these factors, as well as other related factors, may cause decreases in asset values
which may result in impairment losses.  Certain institutional investors may base their investment decisions on consideration of our
environmental, governance and social practices and performance against such institutions’ respective investment guidelines and criteria, and
failure to meet such criteria may result in a limited or no investment in our common shares by those institutions, which could adversely affect the
trading price of our common shares.
 
Our cash dividend payments are not guaranteed.
 
The payment of dividends under our dividend policy is not guaranteed and could fluctuate.  The Board has the discretion to determine the
amount of dividends to be declared and paid to shareholders.  We may alter our dividend policy at any time and the payment of dividends will
depend on, among other things, results of operations; financial
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condition; current and expected future levels of earnings; operating cash flow; liquidity requirements; market opportunities; income taxes;
maintenance and growth capital expenditures; debt repayments; legal, regulatory and contractual constraints; working capital requirements; tax
laws and other relevant factors.  Our short and long-term borrowings may prohibit us from paying dividends at any time at which a default or
event of default would exist under such debt, or if a default or event of default would exist as a result of paying the dividend.
 
Over time, our capital and other cash needs may change significantly from our current needs, which could affect whether we pay dividends and
the amount of any dividends we may pay in the future.  If we continue to pay dividends at the current level, we may not retain a sufficient amount
of cash to finance growth opportunities, meet any large unanticipated liquidity requirements or fund our operations in the event of a significant
business downturn.  The Board, subject to the requirements of our bylaws and other governance documents, may amend, revoke or suspend our
dividend policy at any time.  A decline in the market price or liquidity, or both, of our common shares could result if the Board establishes large
reserves that reduce the amount of quarterly dividends paid or if we reduce or eliminate the payment of dividends.
 
We will be dependent on the operations of our facilities for our cash availability.  The actual amount of cash available for dividends to holders of
our common shares will depend upon numerous factors relating to each of the our generation facilities including: operating performance of our
generation facilities, profitability, changes in revenues, fluctuations in working capital, capital expenditure levels, applicable laws, compliance with
contracts and contractual restrictions contained in the instruments governing any indebtedness.  Any reduction in the amount of cash available
for distribution from our generation facilities will reduce the amount of cash available to pay dividends to holders of our common shares.
 
We operate in a highly competitive environment and may not be able to compete successfully.
 
We operate in a number of Canadian provinces, as well as in the United States and Australia.  These areas of operation are affected by
competition ranging from large utilities to small independent power producers, as well as private equity and international conglomerates.  Some
competitors have significantly greater financial and other resources than we do.  Competitive harm could have a material adverse effect on our
business.
 
We could suffer lost revenues or increased expenses and penalties if we are unable to operate our generation facilities at a level
necessary to comply with our PPAs.
 
The ability of our facilities to generate the maximum amount of power which can be sold under PPAs is an important determinant of our
revenues.  Under certain PPAs, if the facility delivers less than the required quantity of electricity in a given contract year, penalty payments may
be payable to the relevant purchaser by us.  The payment of any such penalties could adversely affect our revenues and profitability.
 
Our revenues may be reduced upon expiration or termination of PPAs.
 
We sell power under PPAs that expire at various times.  In addition, these PPAs may be subject to termination in certain circumstances, including
default by the facility or plant owner or operator.  When a PPA expires or is terminated, it is possible that the price received by the relevant
facility or plant for power under subsequent selling arrangements may be reduced significantly.  It is also possible that PPAs negotiated after the
initial PPAs have run their course may not be available at prices that permit the continued operation of the affected facility or plant on a profitable
basis.  If this occurs, the affected facility or plant may be forced to permanently cease operations.
 



Variations in weather can affect demand for electricity and our ability to generate electricity.
 
Due to the nature of our business, our earnings are sensitive to weather variations from period to period.  Variations in winter weather affect the
demand for electrical heating requirements.  Variations in summer weather affect the demand for electrical cooling requirements.  These
variations in demand translate into spot market price volatility.  Variations in precipitation also affect water supplies, which in turn affect our
hydroelectric assets.

 
- 39 -

 
Ice can accumulate on wind turbine blades in the winter months.  The accumulation of ice on wind turbine blades depends on a number of
factors, including temperature, ambient humidity and wind.   The accumulation of ice on wind turbine blades can have a significant impact on
energy yields, could result in the wind turbine experiencing more down time and could also reduce the life expectancy of the wind turbine.
 
We may be unsuccessful in the defence of legal actions.
 
We are occasionally named as a defendant in claims and legal actions and as a party in commercial disputes which are resolved by arbitration. 
There can be no assurance that we will be successful in the defence of these claims and legal actions or that any claim or legal action that is
decided adverse to us will not materially and adversely affect us.
 
The laws and regulations in the various markets in which we operate are subject to change, which may materially adversely affect us.
 
Certain of the markets in which we operate and intend to operate are subject to significant regulatory oversight and control.  We are not able to
predict whether there will be any further changes in the regulatory environment, including potential regulation of the rates allowed to be charged
and the capital structure of wholesale generating companies such as ours, changes in market structure or market design or what the ultimate
effect of a changing regulatory environment will have on our business.  Existing market rules, regulations and reliability standards are often
dynamic and may be revised or reinterpreted, and new laws and regulations may be adopted or become applicable to us or our facilities which
could have a material adverse effect on us.
 
We manage these risks systematically through a regulatory and compliance program designed to reduce any potential negative impact on us. 
However, we cannot guarantee that we will be able to adapt our business in a timely manner in response to any changes in the regulatory
regimes in which we operate, and such failure to adapt could have a material adverse effect on our business.
 
Regulatory authorities may also from time to time audit or investigate our activities in the markets in which we operate or pursue trading.  Such
audits or investigations may result in sanctions or penalties which may materially affect our future activities, our reputation or our financial status.
 
Our facilities are also subject to various licensing and permitting requirements in the jurisdictions in which we operate.  Many of these licenses
and permits need to be renewed from time to time.  If we are unsuccessful in renewing such licenses or permits, or the terms of such licenses or
permits are changed in a manner that is adverse to our business, we could be materially adversely affected.
 
Any changes in the rules and regulations of provincial or state public utility commissions or other regulatory bodies in the other markets in which
we compete or may compete in the future may materially adversely affect us.
 
Our business could be materially affected by greater regulation of over-the-counter derivatives, which could affect our ability to
economically hedge our generation.
 
Title VII of the Dodd-Frank Act, as well as comparable Canadian rulemaking that is expected to be implemented in the near term, increases the
regulation of transactions involving over-the-counter (“OTC”) derivative financial instruments, including the requirement for central clearing of
many OTC derivatives transactions.  The effect of these derivative reforms on our business depends on pending rulemaking proceedings. 
Regulatory change could adversely affect our ability to economically hedge our generation, by reducing liquidity in the energy markets and, if we
are required to clear such transactions on exchanges or meet other requirements, by significantly increasing the collateral costs associated with
these activities.  It is not known at this time whether, and, if so, to what extent, we will be required to provide collateral (for both our cleared and
uncleared transactions) in excess of what we currently provide under our existing hedge relationships.  Other features of derivative regulation
which will have an impact on our energy marketing and treasury activities include trade reporting, position limits and new trade execution
requirements.  Rulemaking and implementation will take effect over several years which makes it difficult to assess its full impact on us at this
time.
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Many of our activities and properties are subject to environmental requirements and changes in, or liabilities under these
requirements, may materially adversely affect our business.
 
Our operations in three countries are subject to federal, provincial, state and local environmental laws, regulations and guidelines, relating to the
generation and transmission of electrical and thermal energy and surface mining, pertaining to pollution and protection of the environment, health
and safety and governing among other things, air emissions, water usage and discharges, storage, treatment and disposal of waste and other
materials and remediation of sites and land use responsibility (collectively, “environmental regulation”).  These laws can impose liability for costs
to investigate and remediate contamination without regard to fault and under certain circumstances liability may be joint and several, resulting in
one responsible party being held responsible for the entire obligation.  Environmental regulation can also impose, among other things,
restrictions, liabilities and obligations in connection with the generation, handling, use, storage, transport, treatment and disposal of hazardous
substances and waste and can impose clean up, disclosure or other responsibilities with respect to spills, releases and emissions of various
substances to the environment.  Environmental regulation can also require that facilities and other properties associated with our operations be



operated, maintained, abandoned and reclaimed to the satisfaction of applicable regulatory authorities.  In addition, there is an increasing level of
environmental regulation regarding the use, treatment and discharge of water and we anticipate the adoption of new or additional emission
regulations at a national level in Canada, the United States and Australia which may impose different compliance requirements standards on our
business.  These various compliance standards may result in additional cost requirements for our business or may impact our ability to operate
our facilities.
 
To comply with environmental regulations, we must incur material capital and operating expenditures relating to environmental monitoring,
emissions and effluent control equipment and processes; emissions measurement, verification and reporting; emissions fees and other
compliance activities or obligations.  We expect to continue to have environmental expenditures in the future.  Stricter standards, new or greater
regulation, increased enforcement by regulatory authorities, more extensive permitting requirements, an increase in the number and types of
assets operated by the Corporation subject to environmental regulation and the implementation of provincial, state and national GHG emissions,
mercury emissions or other air emissions regulation in a jurisdiction in which we operate could increase the amount of these expenditures.  To
the extent these expenditures cannot be passed through to our customers under our power purchase agreements, including Alberta PPAs or
otherwise, our costs could be material.  In addition, compliance with environmental regulation might result in restrictions on some of our
operations.  If we do not comply with environmental regulation, regulatory agencies could seek to impose statutory, administrative and/or criminal
liabilities on us or curtail our operations and significant expenditures on compliance, new equipment or technology, reporting obligations and
research and development.
 
In addition to environmental regulation, we could also face civil liability in the event that private parties seek to impose liability on us for property
damage, personal injury or other costs and losses.  We cannot guarantee that lawsuits or administrative or investigative actions will not be
commenced against us and otherwise affect our operations and assets.  If an action is filed against us or which may otherwise affect our
operations and assets, we could be required to make substantial expenditures to defend or evidence our activities or to bring our Corporation, our
operations and assets into compliance, which could have a material adverse effect on our business.
 
A number of recent federal, provincial, state and local regulatory efforts continue to focus on potential climate change or GHG emissions
regulation, and mandatory GHG reporting requirements have become effective in both Canada and the United States.  Mandatory GHG
emissions reductions requirements are expected to impose increased costs on our business, as is expected to be the case generally for thermal
power producers in North America.  We are subject to other air quality regulations including mercury regulations.  To the extent new or additional
GHG, mercury or other air emission regulations may require us to incur costs that cannot be passed through to our customers under its power
purchase agreements, including Alberta PPAs or otherwise, the costs could be material and have a material adverse effect on our business. In
terms of TransAlta’s existing gas-fired facilities, we currently have change-in-law provisions allowing flow-through of any carbon tax-related costs,
and we expect that any new contracts will contain similar provisions.
 
Our surface mining operations are subject to laws and regulations establishing mining, environmental protection and reclamation standards for
all aspects of surface mining.  As a mine owner or operator, we must obtain permits from the applicable regulatory body providing for the
authorization of certain mining operations that result in a
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disturbance of the surface.  These requirements seek to limit the adverse impacts of coal mining and more restrictive requirements may be
adopted from time to time.  As a mine owner or operator, we may also be required to submit a bond or otherwise secure payment of certain long-
term obligations including mine closure or reclamations costs.  Surety bond costs have increased in recent years while the market terms of such
bonds have generally become more unfavourable.  In addition, the number of companies willing to issue surety bonds has decreased.  We could
be required to self-fund these obligations should we be unable to renew or secure the required surety bonds for our mining operations or
because it is more economical to do so.
 
Changes in opinions of our Corporation from external parties may have a material adverse effect on us.
 
Reputation risk relates to the risk associated with our business because of changes in opinion from the general public, private stakeholders,
governments, and other entities.  Our reputation is one of our most valued assets.  The potential for harming our reputation exists in every
business decision and all risks can have an impact on reputation, which in turn can negatively impact our business and securities. Reputation
risk cannot be managed in isolation from other forms of risk. Negative impacts from a compromised reputation could include revenue loss,
reduction in customer base, and decreased value of our securities.
 
We depend on certain partners that may have interests or objectives which conflict with our objectives and such differences could
have a negative impact on us.
 
We have entered into various types of arrangements with communities or joint venture partners for the operation of our facilities.  Certain of these
partners may have or develop interests or objectives which are different from or even in conflict with our objectives.  Any such differences could
have a negative impact on the success of our facilities.  We are sometimes required through the permitting and approval process to notify and
consult with various stakeholder groups, including landowners, First Nations and municipalities.  Any unforeseen delays in this process may
negatively impact our ability to complete any given facility on time or at all.
 
We are dependent on access to parts and equipment from certain key suppliers and we may be adversely affected if these
relationships are not maintained.
 
Our ability to compete and expand will be dependent on having access, at a reasonable cost, to equipment, parts and components which are
technologically and economically competitive with those utilized by our competitors.  Although we have individual framework agreements with
various suppliers, there can be no assurance that these relationships with suppliers will be maintained.  If they are not maintained, our ability to
compete may be impaired due to lack of access to these sources of equipment, parts or components.
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Our information technology systems are vulnerable to damages from computer viruses, natural disasters, unauthorized access,
cyber-attack and other similar disruptions, all of which could have a material adverse effect on our business.
 
We rely on technology, mainly on computer, telephone, satellite, cellular and related networks and infrastructure, to conduct our business and
monitor the production of our generation facilities.  These systems and infrastructure could be vulnerable to unforeseen problems, including, but
not limited to vandalism and theft.  We have put in place a number of systems, processes and practices designed to protect against intentional or
unintentional misappropriation or corruption of our systems and information or disruption of our operations. Despite our implementation of
security measures, our IT systems are vulnerable to damages from computer viruses, natural disasters, unauthorized access, cyber-attack and
other similar disruptions.
 
Any damage or failure that causes an interruption in operations could have an adverse effect on our customers.  Additionally, we protect our
generation facility infrastructure against physical damage, security breaches and service disruption from any of a variety of causes.  Theft,
vandalism, and other disruptions could jeopardize the security of information stored in and transmitted through our systems and network
infrastructure, and could result in significant set-backs, potential liabilities, and deter future customers.  While we have systems, policies,
hardware, practices, and procedures designed to prevent or limit the effect of the failure, interruptions or security breaches of our generation
facility and infrastructure, there can be no assurance that these measures will be sufficient and that such failures, interruptions or security
breaches will not occur or, if they do occur, that they will be adequately addressed in a timely manner.  We closely monitor both preventive and
detective measures to manage these risks.
 
Our facilities rely on national and regional transmission systems and related facilities that are owned and operated by third parties and
have both regulatory and physical constraints that could impede access to electricity markets.
 
Our power generation facilities depend on electric transmission systems and related facilities owned and operated primarily by third parties to
deliver the electricity that we generate to delivery points where ownership changes and we are paid.  These grids operate with both regulatory
and physical constraints which in certain circumstances may impede access to electricity markets.  There may be instances in system
emergencies in which our power generation facilities are physically disconnected from the power grid, or our production curtailed, for short
periods of time.  Most of our electricity sales contracts do not provide for payments to be made if electricity is not delivered.
 
Our power generation facilities may also be subject to changes in regulations governing the cost and characteristics of use of the transmission
and distribution systems to which our power generation facilities are connected.  Our power generation facilities in the future may not be able to
secure access to this interconnection or transmission capacity at reasonable prices, in a timely fashion or at all, which could then cause delays
and additional costs in attempting to negotiate or renegotiate PPAs or to construct new projects.  In addition, we may not benefit from preferential
arrangements in the future.  Any such increased costs and delays could delay the commercial operation dates of any new projects and
negatively impact our revenues and financial condition.
 
Trading risks may have a material adverse effect on our business.
 
Our trading and marketing business frequently involves the establishment of trading positions in the wholesale energy markets on both a
medium-term and short-term basis.  To the extent that we have long positions in the energy markets, a downturn in market prices will result in
losses from a decline in the value of such long positions.  Conversely, to the extent that we enter into forward sales contracts to deliver energy
that we do not own, or take short positions in the energy markets, an upturn in market prices will expose us to losses as we attempt to cover any
short positions by acquiring energy in a rising market.
 
In addition, from time to time, we may have a trading strategy consisting of simultaneously holding a long position and a short position, from
which we expect to earn a profit based on changes in the relative value of the two positions.  If, however, the relative value of the two positions
changes in a direction or manner that we did not anticipate, we would realize losses from such a paired position.
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If the strategy that we use to hedge our exposures to these various risks is not effective, we could incur significant losses.  Our trading positions
can be impacted by volatility in the energy markets that, in turn, depend on various factors, including weather in various geographical areas and
short-term supply and demand imbalances, which cannot be predicted with any certainty.  A shift in the energy markets could adversely affect
our positions which could also have a material adverse effect on our business.
 
While we use a number of risk management controls conducted by our independent Risk Management group to limit our exposure to risks arising
from our trading activities, including VaR, stop loss restrictions, stress testing, volumetric and term limits and restrictions on authorized
instruments, we cannot guarantee that losses will not occur and such losses could materially adversely affect us.
 
Because of our multinational operations, we are subject to currency rate risk and regulatory and political risk.
 
We have exposure to various currencies as a result of our investments and operations in foreign jurisdictions, the earnings from those operations,
the acquisition of equipment and services from foreign suppliers, and our U.S. denominated debt.  Our exposures are primarily to the U.S.,
Australian and Euro currencies.  Changes in the values of these currencies relative to the Canadian dollar could negatively impact our earnings
or the value of our foreign investments.  While we attempt to manage this risk through the use of hedging instruments, including cross-currency
interest rate swaps, forward exchange contracts and matching revenues and expenses by currency at the Corporate level, there can be no
assurance that these risk management efforts will be effective, and fluctuations in these exchange rates may have a material adverse effect on
our business.
 
In addition to currency rate risk, our foreign operations may be subject to regulatory and political risk.  Any change to the regulations governing
power generation or the political climate in the countries where we have operations could impose additional costs and have a material adverse



effect on us.
 
We may have difficulty raising needed capital in the future, which could significantly harm our business.
 
To the extent that our sources of cash and cash flow from operations are insufficient to fund our activities, we may need to raise additional funds. 
Additional financing may not be available when needed, and if such financing is available, it may not be available on terms that are favourable to
our business.
 
Recovery of the capital investment in power projects generally occurs over a long period of time.  As a result, we must obtain funds from equity
or debt financings, including tax equity transactions, or from government grants, to help finance the acquisition of projects and to help pay the
general and administrative costs of operating the our business.  Our ability to arrange financing, either at the corporate level or at the subsidiary
level (including  non-recourse project debt), and the costs of such capital are dependent on numerous factors, including: (a) general economic
and capital market conditions; (b) credit availability from banks and other financial institutions; (c) investor confidence and the markets in which
we conduct operations; (d) our financial performance; (e) our level of indebtedness and compliance with covenants in our debt agreements; and
(f) our cash flow.
 
An increase in interest rates or a reduction in the availability of project debt financing could reduce the number of projects that we are able to
finance.  If we are unable to raise additional funds when needed, we could be required to delay acquisition and construction of projects, reduce
the scope of projects, abandon or sell some or all of our projects or generation facilities, or default on our contractual commitments in the future,
any of which could adversely affect our business, financial condition and results of operations.
 
Our debt securities will be structurally subordinated to any debt of our subsidiaries that are currently outstanding or may be incurred
in the future.
 
We operate our business through, and a majority of our assets are held by, our subsidiaries, including partnerships.  Our results of operations
and ability to service indebtedness are dependent upon the results of operations of our subsidiaries and the payment of funds by these
subsidiaries to TransAlta in the form of loans, dividends or otherwise.  Our subsidiaries will not have an obligation to pay amounts due, or make
any funds available for payment of, debt securities issued by TransAlta, whether by dividends, interests, loans, advances or other payments.
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In addition, the payment of dividends and the making of loans, advances and other payments to us by our subsidiaries may be subject to statutory
or contractual restrictions.
 
In the event of the liquidation of any subsidiary, the assets of the subsidiary would be used first to repay the indebtedness of the subsidiary,
including trade payables or obligations under any guarantees, prior to being used to pay TransAlta’s indebtedness, including any debt securities
issued by TransAlta.  Such indebtedness and any other future indebtedness of such subsidiaries would be structurally senior for such subsidiary
to any debt securities issued by TransAlta.
 
Our subsidiaries have financed some investments using non-recourse project financing.  Each non-recourse project loan is structured to be
repaid out of cash flow provided by the investment.  In the event of a default under a financing agreement which is not cured, the lenders would
generally have rights to the related assets.  In the event of foreclosure after a default, our subsidiary may lose its equity in the asset or may not
be entitled to any cash that the asset may generate.  Although a default under a project loan will not cause a default with respect to any debt
securities issued by TransAlta, it may materially affect our ability to service our outstanding indebtedness.
 
A downgrade of our credit ratings could materially and adversely affect us.
 
Rating agencies regularly evaluate us, basing their ratings of our long-term and short-term debt on a number of factors. There can be no
assurance that one or more of our credit ratings will not be downgraded.  Our borrowing costs and ability to raise funds are directly impacted by
our credit ratings. Credit ratings may be important to suppliers or counterparties when they seek to engage in certain transactions with us. A
credit rating downgrade could potentially impair our ability to enter into arrangements with suppliers or counterparties, to engage in certain
transactions, and could limit our access to private and public credit markets and increase the costs of borrowing under our existing credit
facilities.  A credit rating downgrade could require us to post a material amount of new collateral to our counterparties. For further information on
posting collateral in the event of a credit downgrade, please see Note 19 section C. III of our audited consolidated financial statements for the
year ended December 31, 2013, which financial statements are incorporated by reference herein.  Please also see “Documents Incorporated by
Reference.”
 
Changes in statutory or contractual restrictions that affect our corporate structure may have a material adverse effect on us.
 
We conduct a significant amount of business through subsidiaries and partnerships.  Our ability to meet and service debt obligations is
dependent upon the results of operations of our subsidiaries and the payment of funds by our subsidiaries in the form of distributions, loans,
dividends, or otherwise. In addition, our subsidiaries may be subject to statutory or contractual restrictions that limit their ability to distribute cash
to us.
 
The power generation industry has certain inherent risks related to worker health and safety and the environment that could cause us
to suffer unanticipated expenditures or to incur fines, penalties or other consequences material to its business and operations.
 
The ownership and operation of our power generation assets carry an inherent risk of liability related to worker health and safety and the
environment, including the risk of government imposed orders to remedy unsafe conditions and/or to remediate or otherwise address
environmental contamination, potential penalties for contravention of health, safety and environmental laws, licenses, permits and other
approvals, and potential civil liability.  Compliance with health, safety and environmental laws (and any future changes) and the requirements of
licenses, permits and other approvals are expected to remain material to our business.  The occurrence of any of these events or any changes,



additions to or more rigorous enforcement of, health, safety and environmental laws, licenses, permits or other approvals could have a significant
impact on our operations and/or result in additional material expenditures.  As a consequence, no assurances can be given that additional
environmental and workers’ health and safety issues relating to presently known or unknown matters will not require unanticipated expenditures,
or result in fines, penalties or other consequences (including changes to operations) material to our business and operations.
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Certain of the contracts to which we are a party require that we provide collateral against our obligations.
 
We are exposed to risk under certain electricity and natural gas purchase and sale contracts entered into for the purposes of hedges and
proprietary trading.  The terms and conditions of these contracts require us to provide collateral when the fair value of these contracts is in
excess of any credit limits granted by our counterparties and the contract obliges that we provide the collateral.  The change in fair value of these
contracts occurs due to changes in commodity prices.  These contracts include: (i) purchase agreements, when forward commodity prices are
less than contracted prices; and (ii) sales agreements, when forward commodity prices exceed contracted prices.  Downgrades in our
creditworthiness by certain credit rating agencies may decrease the credit limits granted by our counterparties and accordingly increase the
amount of collateral that we may have to provide, which could materially adversely affect us.
 
If counterparties to our contracts are unable to meet their obligations, we may be materially and adversely affected.
 
If purchasers of our electricity and steam or other contractual counterparties default on their obligations, we may be materially and adversely
affected.  While we have procedures and controls in place to manage our counterparty credit risk prior to entering into contracts, all contracts
inherently contain default risk.  Moreover, while we seek to monitor trading activities to ensure that the credit limits for counterparties are not
exceeded, we cannot guarantee that a party will not default.  If counterparties to our contracts are unable to meet their obligations, we could
suffer a reduction in revenue which could have a material adverse effect on our business.
 
We are not able to insure against all potential risks and may become subject to higher insurance premiums.
 
Our business is exposed to the risks inherent in the construction and operation of electricity generation facilities, such as breakdowns,
manufacturing defects, natural disasters, theft, terrorist attacks and sabotage.  We are also exposed to environmental risks.  We maintain
insurance policies, covering usual and customary risks associated with our business, with credit worthy insurance carriers.  Our insurance
policies, however, do not cover losses as a result of force majeure, natural disasters, terrorist attacks or sabotage, among other things.  In
addition, we generally do not maintain insurance for certain environmental risks, such as environmental contamination.  Our insurance policies
are subject to annual review by the respective insurers and may not be renewed at all or on similar or favourable terms.  A significant uninsured
loss or a loss significantly exceeding the limits of our insurance policies or the failure to renew such insurance policies on similar or favourable
terms could have a material adverse effect on our business, financial condition and results of operations.
 
Our insurance coverage may not be available in the future on commercially reasonable terms or adequate insurance limits may not be available
in the market.  In addition, the insurance proceeds received for any loss or damage to any of our generation facilities may not be sufficient to
permit us to continue to make payments on our debt.
 
Provision for income taxes may not be sufficient.
 
Our operations are complex, and the computation of the provision for income taxes involves tax interpretations, regulations, and legislation that
are continually changing.  In addition, our tax filings are subject to audit by taxation authorities.  While we believe that our tax filings have been
made in material compliance with all applicable tax interpretations, regulations, and legislation, we cannot guarantee that we will not have
disagreements with taxation authorities with respect to our tax filings that could have a material adverse effect on our business.
 
If we fail to attract and retain key personnel, we could be materially adversely affected.
 
The loss of any of our key personnel or our inability to attract, train, retain and motivate additional qualified management and other personnel
could have a material adverse effect on our business.  Competition for these personnel is intense and there can be no assurance that we will be
successful in this regard.
 
If we are unable to successfully negotiate new collective bargaining agreements with our unionized workforce, as required from time to time, we
will be adversely affected.
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While we believe we have a satisfactory relationship with our unionized employees, we cannot guarantee that we will be able to successfully
negotiate or renegotiate our collective bargaining agreements on terms agreeable to TransAlta.  We expect to re-negotiate five collective
bargaining agreements, involving 1,115 of our employees, in 2014 and an additional three collective bargaining agreements, involving 115 of our
employees, in 2015.  Any problems in negotiating these collective bargaining agreements could lead to higher employee costs and a work
stoppage or strike, which could have a material adverse effect on us.
 
Risks relating to TransAlta’s development projects and acquisitions may materially and adversely affect us.
 
Development projects and acquisitions that we undertake may be subject to execution and capital cost risks, including, but not limited to, risks
relating to regulatory approvals, third party opposition, cost escalations, construction delays, shortages of raw materials or skilled labour and
capital constraints.  The occurrences of these risks could have a material and adverse impact on us, our financial condition, results of operations
and cash flows.



 
Expansion of our business through development projects and acquisitions may place increased demands on our management, operating
systems, internal controls and financial and physical resources.  In addition, the process of integrating acquired businesses or development
projects may involve unforeseen difficulties.  Failure to successfully manage or integrate any acquired businesses or development projects could
have a material adverse impact on us, our financial condition, results of operations and cash flows.  Further, we cannot make assurances that we
will be successful in integrating any acquisition or that the commercial opportunities or operational synergies of any acquisition will be realized as
expected.
 
We may pursue acquisitions in new markets that are subject to regulation by various foreign governments and regulatory authorities and to the
application of foreign laws.  Such foreign laws or regulations may not provide for the same type of legal certainty and rights, in connection with
our contractual relationships in such countries, as are afforded to us currently, which may adversely affect our ability to receive revenues or
enforce our rights in connection with any such foreign operations.  In addition, the laws and regulations of some countries may limit our ability to
hold a majority interest in some of the projects that we may acquire, thus limiting our ability to control the operation of such projects.  Any existing
or new operations may also be subject to significant political, economic and financial risks, which vary by country, and may include: (a) changes
in government policies or personnel; (b) changes in general economic conditions; (c) restrictions on currency transfer or convertibility; (d)
changes in labour relations; (e) political instability and civil unrest; (f) regulatory or other changes in the local electricity market; and (g) breach or
repudiation of important contractual undertakings by governmental entities and expropriation and confiscation of assets and facilities for less than
fair market value.
 
With respect to acquisitions, we cannot make assurances that we will identify suitable transactions or that we will have access to sufficient
resources, through our credit facilities, the capital markets or otherwise, to pursue and complete any identified acquisition opportunities on a
timely basis and at a reasonable cost.  Any acquisition that we propose or complete would be subject to normal commercial risks that the
transaction may not be completed on the terms negotiated, on time, or at all.  An unavoidable level of risk remains regarding potential
undisclosed or unknown liabilities relating to any acquisition. The existence of such undisclosed liabilities may have a material adverse impact on
our business, financial condition, results of operations and cash flows.
 

EMPLOYEES
 

As of December 31, 2013, we had 2,772 active employees, which figure includes full-time, part-time and temporary employees, of which 1,454
were employed in our Generation business, 71 were employed in our Energy Trading business, 703 were employed at SunHills and the
remaining 544 employees were employed in our Corporate segment.  Approximately 54 per cent of our employees are represented by labour
unions.  We are currently a party to 12 different collective bargaining agreements.  In 2013, we renewed five of the collective bargaining
agreements, which were set to expire at different times throughout 2013.
 
Effective January 17, 2013, we assumed, through SunHills, the operation and management of our Highvale mine. SunHills employs 703
employees that had previously been employed by PMRL, which employees are being employed by SunHills pursuant to the terms of one
bargaining agreement.
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CAPITAL STRUCTURE

 
General
 
Our authorized share capital consists of an unlimited number of common shares and an unlimited number of first preferred shares, issuable in
series.  As at February 19, 2014, there were 270,363,062 common shares outstanding and 12,000,000 Series A, 11,000,000 Series C and
9,000,000 Series E first preferred shares outstanding.
 
Common Shares
 
Each common share of TransAlta Corporation entitles the holder thereof to one vote for each common share held at all meetings of shareholders
of the Corporation, except meetings at which only holders of another specified class or series of shares are entitled to vote, to receive dividends
if, as and when declared by the Board, subject to prior satisfaction of preferential dividends applicable to any first preferred shares, and to
participate rateably in any distribution of our assets upon a liquidation, dissolution or winding up and subject to prior rights and privileges
attaching to first preferred shares.  The common shares are not convertible and are not entitled to any pre-emptive rights.  The common shares
are not entitled to cumulative voting.
 
First Preferred Shares
 
We are authorized to issue an unlimited number of first preferred shares, issuable in series and, with respect to each series, the Board is
authorized to fix the number of shares comprising the series and determine the designation, rights, privileges, restrictions and conditions
attaching to such shares, subject to certain limitations.
 
The first preferred shares of all series rank senior to all other shares of TransAlta Corporation with respect to priority in payment of dividends and
with respect to distribution of assets in the event of liquidation, dissolution or winding up of the Corporation, or a reduction of stated capital. 
Holders of first preferred shares are entitled to receive cumulative quarterly dividends on the subscription price thereof as and when declared by
the Board at the rate established by the Board at the time of issue of shares of a series.  No dividends may be declared or paid on any other
shares of TransAlta Corporation unless all cumulative dividends accrued upon all outstanding first preferred shares have been paid or declared
and set apart.  In the event of the liquidation, dissolution or winding up of the Corporation, or a reduction of stated capital, no sum shall be paid or
assets distributed to holders of other shares of TransAlta Corporation until the holders of first preferred shares shall have been paid the
subscription price of the shares, plus a sum equal to the premium payable on a redemption, plus a sum equal to the arrears of dividends
accumulated on the first preferred shares to the date of such liquidation, dissolution, winding up, or reduction of stated capital, as applicable. 
After payment of such amount, the holders of first preferred shares shall not be entitled to share further in the distribution of our assets.



 
The Board may include, in the share conditions attaching to a particular series of first preferred shares, certain voting rights effective upon our
failing to make payment of six quarterly dividend payments, whether or not consecutive.  These voting rights continue for so long as any
dividends remain in arrears.  These voting rights are the right to one vote for each $25.00 of subscription price on all matters in respect of which
shareholders vote, and additionally, the right of all series of first preferred shares, voting as a combined class, to elect two directors of TransAlta
if the Board then consists of less than 16 directors, or three directors if the Board consists of 16 or more directors.  Otherwise, except as required
by law, the holders of first preferred shares shall not be entitled to vote or to receive notice of or attend any meeting of the shareholders of the
Corporation.
 
Subject to the share conditions attaching to any particular series providing to the contrary, we may redeem the first preferred shares of a series,
in whole or from time to time in part, at the redemption price applicable to each series and we have the right to acquire any of the first preferred
shares of one or more series by purchase for cancellation in the open market or by invitation for tenders at a price not to exceed the redemption
price applicable to the series.
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Series A Shares
 
12.0 million Series A rate reset preferred shares were issued on December 10, 2010 with a coupon of 4.60 per cent (“Series A Shares”), for gross
proceeds of $300 million.  Certain provisions of the Series A Shares are discussed below.
 
Dividends on Series A Shares
 
The holders of Series A Shares are entitled to receive, as and when declared by the Board out of moneys of TransAlta properly applicable to the
payment of dividends, fixed cumulative preferential cash dividends payable quarterly on the last day of March, June, September and
December in each year (less any tax that we are required to deduct and withhold).  If any such date is not a business day, the dividend will be
paid on the next succeeding business day.
 
For each five-year period after the Initial Fixed Rate Period (each a “Subsequent Fixed Rate Period”), the holders of Series A Shares shall be
entitled to receive, as and when declared by the Board, fixed cumulative preferential cash dividends, payable quarterly on the last day of March,
June, September and December in each year, in the amount per share determined by multiplying one-quarter of the Annual Fixed Dividend Rate
for such Subsequent Fixed Rate Period by $25.00 (less any tax that we are required to deduct and withhold).  The Annual Fixed Dividend Rate
for the ensuing Subsequent Fixed Rate Period will be determined by TransAlta on the Fixed Rate Calculation Date (30  day prior to the first day
of such Subsequent Fixed Rate Period) and will be equal to the sum of the Government of Canada Yield (yield to maturity of a Government of
Canada non-callable five year bond) on the Fixed Rate Calculation Date plus a spread of 2.03 per cent.  This spread will apply to both the
Series A Shares and the Series B Shares described below, and will remain unchanged over the life of the Series A Shares.
 
Redemption of Series A Shares
 
The Series A Shares are redeemable by TransAlta in whole or in part, on or after March 31, 2016, and on March 31 in every fifth year thereafter
by the payment of an amount in cash for each share to be redeemed equal to $25.00 plus all accrued and unpaid dividends thereon to but
excluding the date fixed for redemption (less any tax that we are required to deduct and withhold).
 
If we give notice to the holders of the Series A Shares of the redemption of all of the Series A Shares, the right of a holder of Series A Shares to
convert such Series A Shares shall terminate and we shall not be required to give notice to the registered holders of the Series A Shares of an
Annual Fixed Dividend Rate, a Floating Quarterly Dividend Rate or the conversion right of holders of Series A Shares.
 
Conversion of Series A Shares into Series B Shares
 
The holders of the Series A Shares have the right to convert all or any of their shares into cumulative redeemable floating rate first preferred
shares, Series B of TransAlta (the “Series B Shares”), subject to certain conditions, on March 31, 2016 and on March 31 in every fifth year
thereafter.  The holders of the Series B Shares will be entitled to receive, as and when declared by the Board, quarterly floating rate cumulative
preferential cash dividends payable on the last day of March, June, September and December in each year (each such quarterly dividend period
is referred to as a “Quarterly Floating Rate Period”), in the amount per share determined by multiplying the “Floating Quarterly Dividend Rate”
(which means, for any Quarterly Floating Rate Period, the annual rate of interest, (expressed as a percentage and rounded to the nearest one
hundred-thousandth of one per cent), equal to the sum of the T-Bill Rate on the applicable date and 2.03 per cent) for such Quarterly Floating
Rate Period by $25.00 and multiplying that product by a fraction, the numerator of which is the actual number of days in such Quarterly Floating
Rate Period and the denominator of which is 365 or 366, depending upon the actual number of days in the applicable year (less any tax that we
are required to deduct and withhold).  If any such date is not a business day, the dividend will be paid on the next succeeding business day.  The
Floating Quarterly Dividend Rate will be the annual rate of interest equal to the sum of the T-Bill Rate on the applicable Floating Rate Calculation
Date plus a spread of 2.03 per cent.
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The Series A Shares and Series B Shares are series of shares in the same class.  The conversion right entitles holders to elect periodically
which of the two series they wish to hold and does not entitle holders to receive a different class or type of securities.  Other than the different
dividend rights and redemption rights attached thereto, the Series A Shares and Series B Shares are identical in all material respects.
 
Modification
 

th



The provisions attaching to the Series A Shares as a class may be amended with the written approval of all the holders of Series A Shares
outstanding or by at least two-thirds of the votes cast at a meeting of the holders of such shares duly called for the purpose and at which a
quorum is present.
 
Series C Shares
 
11.0 million Series C rate reset preferred shares were issued on November 30, 2011, with a coupon of 4.60 per cent (“Series C Shares”) for
gross proceeds of $275 million as discussed in the section entitled General Development of the Business.  Certain provisions of the Series C
Shares are discussed below.
 
Dividends on Series C Shares
 
The holders of Series C Shares are entitled to receive, as and when declared by the Board out of moneys of TransAlta properly applicable to the
payment of dividends, fixed cumulative preferential cash dividends payable quarterly on the last day of March, June, September and
December in each year (less any tax that we are required to deduct and withhold).  If any such date is not a business day, the dividend will be
paid on the next succeeding business day.
 
For each five-year period after the Initial Fixed Rate Period (each a “Subsequent Fixed Rate Period”), the holders of Series C Shares shall be
entitled to receive, as and when declared by the Board, fixed cumulative preferential cash dividends, payable quarterly on the last day of March,
June, September and December in each year, in the amount per share determined by multiplying one-quarter of the Annual Fixed Dividend Rate
for such Subsequent Fixed Rate Period by $25.00 (less any tax that we are required to deduct and withhold).  The Annual Fixed Dividend Rate
for the ensuing Subsequent Fixed Rate Period will be determined by TransAlta on the Fixed Rate Calculation Date (30  day prior to the first day
of such Subsequent Fixed Rate Period) and will be equal to the sum of the Government of Canada Yield (yield to maturity of a Government of
Canada non-callable five year bond) on the Fixed Rate Calculation Date plus a spread of 3.10 per cent.  This spread will apply to both the
Series C Shares and the Series D Shares described below, and will remain unchanged over the life of the Series C Shares.
 
Redemption of Series C Shares
 
The Series C Shares are redeemable by TransAlta in whole or in part, on or after June 30, 2017, and on June 30 in every fifth year thereafter by
the payment of an amount in cash for each share to be redeemed equal to $25.00 plus all accrued and unpaid dividends thereon to but excluding
the date fixed for redemption (less any tax that we are required to deduct and withhold).
 
If we give notice to the holders of the Series C Shares of the redemption of all of the Series C Shares, the right of a holder of Series C Shares to
convert such Series C Shares shall terminate and we shall not be required to give notice to the registered holders of the Series C Shares of an
Annual Fixed Dividend Rate, a Floating Quarterly Dividend Rate or the conversion right of holders of Series C Shares.
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Conversion of Series C Shares into Series D Shares
 
The holders of the Series C Shares have the right to convert all or any of their shares into cumulative redeemable floating rate first preferred
shares, Series D of TransAlta (the “Series D Shares”), subject to certain conditions, on June 30, 2017 and on June 30 in every fifth year
thereafter.  The holders of the Series D Shares will be entitled to receive, as and when declared by the Board, quarterly floating rate cumulative
preferential cash dividends payable on the last day of March, June, September, and December in each year (each such quarterly dividend period
is referred to as a “Quarterly Floating Rate Period”), in the amount per share determined by multiplying the “Floating Quarterly Dividend Rate”
(which means, for any Quarterly Floating Rate Period, the annual rate of interest, (expressed as a percentage and rounded to the nearest one
hundred-thousandth of one per cent), equal to the sum of the T-Bill Rate on the applicable date and 3.10 per cent) for such Quarterly Floating
Rate Period by $25.00 and multiplying that product by a fraction, the numerator of which is the actual number of days in such Quarterly Floating
Rate Period and the denominator of which is 365 or 366, depending upon the actual number of days in the applicable year (less any tax that we
are required to deduct and withhold).  If any such date is not a business day, the dividend will be paid on the next succeeding business day.  The
Floating Quarterly Dividend Rate will be the annual rate of interest equal to the sum of the T-Bill Rate on the applicable Floating Rate Calculation
Date plus a spread of 3.10 per cent.
 
The Series C Shares and Series D Shares are series of shares in the same class.  The conversion right entitles holders to elect periodically
which of the two series they wish to hold and does not entitle holders to receive a different class or type of securities.  Other than the different
dividend rights and redemption rights attached thereto, the Series C Shares and Series D Shares are identical in all material respects.
 
Modification
 
The provisions attaching to the Series C Shares as a class may be amended with the written approval of all the holders of Series C Shares
outstanding or by at least two-thirds of the votes cast at a meeting of the holders of such shares duly called for the purpose and at which a
quorum is present.
 
Series E Shares
 
9.0 million Series E rate reset preferred shares were issued on August 10, 2012 with a coupon of 5.00 per cent (“Series E Shares”) for gross
proceeds of $225 million, as discussed in the section entitled General Development of the Business.  Certain provisions of the Series E Shares
are discussed below.
 
Dividends on Series E Shares
 
The holders of Series E Shares are entitled to receive, as and when declared by the Board out of moneys of TransAlta properly applicable to the

th



payment of dividends, fixed cumulative preferential cash dividends payable quarterly on the last day of March, June, September, and
December in each year (less any tax that we are required to deduct and withhold).  If any such date is not a business day, the dividend will be
paid on the next succeeding business day.
 
For each five-year period after the Initial Fixed Rate Period (each a “Subsequent Fixed Rate Period”), the holders of Series E Shares shall be
entitled to receive, as and when declared by the Board, fixed cumulative preferential cash dividends, payable quarterly on the last day of March,
June, September and December in each year, in the amount per share determined by multiplying one-quarter of the Annual Fixed Dividend Rate
for such Subsequent Fixed Rate Period by $25.00 (less any tax that we are required to deduct and withhold).  The Annual Fixed Dividend Rate
for the ensuing Subsequent Fixed Rate Period will be determined by TransAlta Corporation on the Fixed Rate Calculation Date (30  day prior to
the first day of such Subsequent Fixed Rate Period) and will be equal to the sum of the Government of Canada Yield (yield to maturity of a
Government of Canada non-callable five year bond) on the Fixed Rate Calculation Date plus a spread of 3.65 per cent.  This spread will apply to
both the Series E Shares and the Series F Shares described below, and will remain unchanged over the life of the Series E Shares.
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Redemption of Series E Shares
 
The Series E Shares are redeemable by TransAlta Corporation in whole or in part, on or after September 30, 2017, and on September 30 in
every fifth year thereafter by the payment of an amount of $25.00 in cash for each share to be redeemed plus all accrued and unpaid dividends
thereon to but excluding the date fixed for redemption (less any tax that we are required to deduct and withhold).
 
If we give notice to the holders of the Series E Shares of the redemption of all of the Series E Shares, the right of a holder of Series E Shares to
convert such Series E Shares shall terminate and we shall not be required to give notice to the registered holders of the Series E Shares of an
Annual Fixed Dividend Rate, a Floating Quarterly Dividend Rate or the conversion right of holders of Series E Shares.
 
Conversion of Series E Shares into Series F Shares
 
The holders of the Series E Shares have the right to convert all or any of their shares into cumulative redeemable floating rate first preferred
shares, Series F of TransAlta (the “Series F Shares”), subject to certain conditions, on September 30, 2017 and on September 30 in every fifth
year thereafter.  The holders of the Series F Shares will be entitled to receive, as and when declared by the Board, quarterly floating rate
cumulative preferential cash dividends payable on the last day of March, June, September, and December in each year (each such quarterly
dividend period is referred to as a “Quarterly Floating Rate Period”), in the amount per share determined by multiplying the “Floating Quarterly
Dividend Rate” (which means, for any Quarterly Floating Rate Period, the annual rate of interest, (expressed as a percentage and rounded to the
nearest one hundred-thousandth of one per cent), equal to the sum of the T-Bill Rate on the applicable date and 3.65 per cent) for such Quarterly
Floating Rate Period by $25.00 and multiplying that product by a fraction, the numerator of which is the actual number of days in such Quarterly
Floating Rate Period and the denominator of which is 365 or 366, depending upon the actual number of days in the applicable year (less any tax
that we are required to deduct and withhold).  If any such date is not a business day, the dividend will be paid on the next succeeding business
day.  The Floating Quarterly Dividend Rate will be the annual rate of interest equal to the sum of the T-Bill Rate on the applicable Floating Rate
Calculation Date plus a spread of 3.65 per cent.
 
The Series E Shares and Series F Shares are series of shares in the same class.  The conversion right entitles holders to elect periodically
which of the two series they wish to hold and does not entitle holders to receive a different class or type of securities.  Other than the different
dividend rights and redemption rights attached thereto, the Series E Shares and Series F Shares are identical in all material respects.
 
Modification
 
The provisions attaching to the Series E Shares as a class may be amended with the written approval of all the holders of Series E Shares
outstanding or by at least two-thirds of the votes cast at a meeting of the holders of such shares duly called for the purpose and at which a
quorum is present.
 
Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan
 
On May 8, 2013, the Company announced the suspension of the Premium Dividend  Component of its Plan, following the payment of its
quarterly dividend on July 1, 2013. The current Plan provides eligible shareholders of TransAlta with the option to reinvest dividends at a current
three per cent discount (may be from zero to five per cent at the discretion of the Board of Directors) to the average market price towards the
purchase of new shares of TransAlta.
 
Eligible shareholders enrolled in the Dividend Reinvestment Component are also eligible to purchase new shares at a discount to the average
market price under the optional cash payment component (the OCP Component) of the plan by directly investing up to $5,000.00 per
quarter. The applicable discount under the OCP Component is also determined from time to time by the Board and is currently set at three per
cent.
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CREDIT RATINGS

 
Issuer Rating
 
The following information relating to our credit ratings is provided as it relates to our financing costs, liquidity and operations. Specifically, credit
ratings affect our ability to obtain short-term and long-term financing and the cost of such financing.  Additionally, our ability to engage in certain
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collateralized business activities on a cost effective basis depends on our credit ratings.  A reduction in the current rating on our debt by our
rating agencies, particularly a downgrade below investment grade ratings, or a negative change in our ratings outlook could adversely affect our
cost of financing and access to sources of liquidity and capital.  In addition, changes in credit ratings may affect our ability to, and the associated
costs of, (i) entering into ordinary course derivative or hedging transactions and may require us to post additional collateral under certain of our
contracts, and (ii) entering into and maintaining ordinary course contracts with customers and suppliers on acceptable terms.
 
As of December 31, 2013, our issuer rating was BBB- (stable) from S&P and BBB (stable) from DBRS.
 
Senior Unsecured Long-term Debt
 
As of December 31, 2013, our senior unsecured long-term debt is rated BBB (stable) by DBRS, BBB- (stable) by S&P and Baa3 (stable) by
Moody’s.  The ratings for debt instruments range from a high of AAA to a low of D in the case of both DBRS and S&P and from a high of Aaa to
a low of C in the case of Moody’s.
 
According to the DBRS rating system, debt securities rated BBB are of adequate credit quality.  Protection of interest and principal is considered
acceptable, but the entity may be vulnerable to future events.  “High” or “Low” grades indicate the relative standing within a rating category. 
DBRS also assigns rating trends to each of its ratings to give investors an understanding of DBRS’ opinion regarding the outlook for the rating in
question.
 
According to the S&P rating system, debt securities rated BBB exhibit adequate protection parameters.  However, adverse economic conditions
or changing circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitment on such obligations
than on obligations in the higher rating categories.  The ratings from AA to CCC may be modified by the addition of a plus (+) or minus (–) sign to
show relative standing within the major rating categories.  S&P also assigns a rating outlook to each of its ratings to give investors an
understanding of S&P’s opinion regarding the potential direction for the long-term credit rating over the intermediate term.
 
The Moody’s rating system provides that debt securities rated Baa are subject to moderate credit risk.  They are considered medium grade and
as such may possess certain speculative characteristics.  Numerical modifiers 1, 2 and 3 are applied to each generic rating classification from Aa
through Caa, with 1 indicating that the obligation ranks in the higher end of the category, 2 indicating a mid-range ranking and 3 indicating a
ranking in the lower end of the category.
 
We are focused on maintaining a strong financial position and cash flow coverage ratios to support stable investment grade credit ratings.  Our
investment grade credit rating, available credit facilities, funds from operations, and our manageable debt maturity profile provide us with financial
flexibility. As a result we can be selective as to if and when we go to the capital markets for funding.
 
Preferred Shares
 
Each of the Series A, Series C and Series E preferred shares have been rated Pfd-3 (stable) by DBRS, and P-3 (stable) by S&P.  The ratings for
preferred shares range from a high of Pfd-1 to a low of D for DBRS and from a high of P-1 to a low of D for S&P.
 
According to the DBRS rating system, securities rated Pfd-3 are of adequate credit quality. “High” or “low” grades are used to indicate the relative
standing within a rating category.
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According to the S&P rating system, securities rated P-3 is less vulnerable to nonpayment than other speculative issues. However, the obligor
faces major ongoing uncertainties or exposure to adverse business, financial, or economic conditions which could lead to the obligor’s
inadequate capacity to meet its financial commitment on the obligation. This is the third highest of eight categories under S&P’s Canadian
preferred share national rating scale. The ratings from P-1 to -5 may be modified by “high” or “low” grades which indicate relative standing within
the major rating categories.
 
Note Regarding Credit Ratings
 
Credit ratings are intended to provide investors with an independent measure of credit quality of an issue of securities.  The credit ratings
accorded to our outstanding securities by S&P, Moody’s and DBRS, as applicable, are not recommendations to purchase, hold or sell such
securities inasmuch as such ratings do not comment as to market price or suitability for a particular investor.  There is no assurance that the
ratings will remain in effect for any given period or that a rating will not be revised or withdrawn entirely by S&P, Moody’s or DBRS in the future if,
in its judgement, circumstances so warrant.
 
We have paid for rating services fees to S&P, Moody’s, and DBRS, but have not paid for other rating agency services during the last two years.
 

DIVIDENDS
 

Common Shares
 
Dividends on our common shares are at the discretion of the Board.  In determining the payment and level of future dividends, the Board
considers our financial performance, our results of operations, cash flow and needs, with respect to financing our ongoing operations and growth,
balanced against returning capital to shareholders.  The Board continues to focus on building sustainable earnings and cash flow growth.
 
TransAlta has declared and paid the following dividends per share on its outstanding common shares for the past three years:
 

Period
  

Dividend per Common
Share

      



2011 First Quarter $0.29
Second Quarter $0.29
Third Quarter $0.29
Fourth Quarter $0.29

      
2012 First Quarter $0.29

Second Quarter $0.29
Third Quarter $0.29
Fourth Quarter $0.29

      
2013 First Quarter $0.29

Second Quarter $0.29
Third Quarter $0.29
Fourth Quarter $0.29

 
On February 20, 2014, the Board declared a cash dividend of $0.18 per common share, payable on April 1, 2014 to shareholders of record on
March 4, 2014.
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Series A Shares
 

Period
  

Dividend per Series A
Preferred Share

      
2011 First Quarter $0.3497

Second Quarter $0.2875
Third Quarter $0.2875
Fourth Quarter $0.2875

      
2012 First Quarter $0.2875

Second Quarter $0.2875
Third Quarter $0.2875
Fourth Quarter $0.2875

      
2013 First Quarter $0.2875

Second Quarter $0.2875
Third Quarter $0.2875
Fourth Quarter $0.2875

 
Note:
(1)                                  On December 31, 2010, the Board approved an initial dividend of $0.3497 per Series A Shares for the period from issuance on December 10, 2010 to March 31,

2011.
 
On February 20, 2014, the Board declared a cash dividend of $0.2875 per Series A Preferred share, payable on March 31, 2014 to shareholders
of record on March 4, 2014.
 
Series C Shares
 

Period
  

Dividend per Series C
Preferred Share

      
2012 First Quarter $0.3844

Second Quarter $0.2875
Third Quarter $0.2875
Fourth Quarter $0.2875

      
2013 First Quarter $0.2875

Second Quarter $0.2875
Third Quarter $0.2875
Fourth Quarter $0.2875

 
Note:
(1)                                  On January 25, 2012 the Board approved an initial dividend of $0.3844 per Series C Preferred share for the period from issuance on November 29, 2011 to

March 31, 2012.
 
On February 20, 2014, the Board declared a cash dividend of $0.2875 per Series C Preferred share, payable on March 31, 2014 to shareholders
of record on March 4, 2014.

 
- 55 -

 
Series E Shares
 

Period
  

Dividend per Series E
Preferred Share

      
2012 Fourth Quarter $0.4897

      

(1)

(1)

(1)



2013 First Quarter $0.3125
Second Quarter $0.3125
Third Quarter $0.3125
Fourth Quarter $0.3125

 
Note:
(1)                                  On October 24, 2012 the Board approved an initial dividend of $0.4897 per Series E Preferred share for the period from issuance on August 10, 2012 to

December 31, 2012.
 

 
On February 20, 2014, the Board declared a cash dividend of $0.3125 per Series E Preferred share, payable on March 31, 2014 to shareholders
of record on March 4, 2014.
 
 

MARKET FOR SECURITIES
 

Common Shares
 
Our common shares are listed on the TSX under the symbol “TA” and the New York Stock Exchange under the symbol “TAC”.  The following
table sets forth the reported high and low trading prices and trading volumes of our common shares as reported by the TSX for the periods
indicated:
 

 

Price ($)
Month

 

High
 

Low Volume
         
2013
January 16.89 15.01 13,124,537

 

February 16.69 15.30 12,298,912
 

March 15.49 14.51 18,399,894
 

April 14.95 13.45 18,679,209
 

May 15.72 14.50 12,625,448
 

June 14.88 12.80 23,721,307
 

July 15.17 14.02 14,907,926
 

August 14.33 13.33 10,129,791
 

September 13.80 13.20 9,073,139
 

October 14.55 13.26 14,057,290
 

November 14.78 13.88 16,658,288
 

December 14.18 13.30 12,976,377
 

         
2014

   

January 14.66 13.41 14,621,490
 

February (1-19) 14.97 14.08 8,197,317
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Series A Shares
 
Our Series A Shares are listed on the TSX under the symbol “TA.PR.D”.
 
Date(s) of Issuance

 

Number of Securities
 

Issue Price per Security Description of Transaction
        
December 10, 2010 12,000,000 Series A Shares

 

$25.00 Public Offering
Note:
(1)          Series A Shares were issued pursuant to a public offering in a prospectus supplement dated December 3, 2010.

 
 

Price ($)
Month

 

High
 

Low Volume
        
2013
January 24.41

 

21.90 666,234
February 24.20

 

23.84 261,563
March 24.95

 

23.83 285,422
April 25.00

 

23.16 487,272
May 23.99

 

23.51 216,391
June 23.62

 

20.42 185,933
July 22.39

 

19.40 194,531
August 19.84

 

17.93 280,289
September 19.30

 

17.75 344,280
October 18.38

 

17.48 958,835
November 18.20

 

16.80 557,355
December 17.14

 

15.85 498,605
        
2014

   

January 17.92 16.75 351,742
February (1-19) 17.30 16.65 132,060
 
Series C Shares
 
Our Series C Shares are listed on the TSX under the symbol “TA.PR.F”.

(1)



 
Date(s) of Issuance

 

Number of Securities
 

Issue Price per Security Description of Transaction
        
November 30, 2011 11,000,000 Series C Shares

 

$25.00 Public Offering
Note:
(1)          Series C Shares were issued pursuant to a public offering in a prospectus supplement dated November 23, 2011. See “General Development of the Business —

Corporate and Energy Trading”.
 

 

Price ($)
Month

 

High
 

Low Volume
        
2013

   

January 25.95
 

24.04 480,660
February 25.20

 

24.70 357,244
March 25.90

 

24.71 527,796
April 25.80

 

24.20 260,652
May 25.24

 

24.57 249,771
June 24.70

 

21.90 217,319
July 23.44

 

20.10 192,368
August 21.74

 

18.91 338,590
September 21.59

 

19.90 283,726
October 20.48

 

19.69 250,614
November 19.95

 

18.67 608,199
December 19.07

 

18.05 719,193
        
2014

   

January 20.56
 

19.00 385,319
February (1-19) 20.50 19.80 111,489
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Series E Shares
 
Our Series E Shares are listed on the TSX under the symbol “TA.PR.H”.
 
Date(s) of Issuance

 

Number of Securities
 

Issue Price per Security Description of Transaction
        
August 10, 2012 9,000,000 Series E Shares

 

$25.00 Public Offering
Note:
(1)          Series E Shares were issued pursuant to a public offering in a prospectus supplement dated August 3, 2012. See “General Development of the Business –Corporate

and Energy Trading”.
 

 

Price ($)
Month

 

High
 

Low Volume
         
2013
January 25.85

 

25.07 155,544
February 25.91

 

25.41 193,249
March 26.00

 

25.09 200,732
April 26.20

 

25.51 393,124
May 26.00

 

25.36 165,858
June 26.00

 

24.10 156,283
July 25.05

 

23.95 139,107
August 24.10

 

22.60 175,663
September 23.66

 

22.00 136,657
October 23.00

 

21.60 220,031
November 22.89

 

21.27 282,966
December 22.51

 

21.53 338,082
         
2014

   

January 23.19
 

22.10 127,288
February (1-19) 22.89 22.20 60,423
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DIRECTORS AND OFFICERS

 
The name, province or state and country of residence of each of our directors as at February 19, 2014, their respective position and office and
their respective principal occupation during the five preceding years, are set out below.  The year in which each director was appointed to serve
to the Board is also set out below.  Each director is appointed to serve until the next annual meeting of TransAlta or until his or her successor is
elected or appointed.
 
Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     

(1)

(1)

(1)



William D. Anderson
Ontario, Canada

2003 Corporate Director. Mr. Anderson has had a career as a business leader in Canada
spanning over thirty years. He was President of BCE Ventures (a subsidiary of BCE
Inc.) from 2001 to 2005 (telecommunications) and prior to that, Chief Financial Officer
(“CFO”) of BCE Inc., Bell Canada Inc. and of Bell Cablemedia plc (telecommunications).
As President of BCE Ventures, he was responsible for a number of significant operating
companies as well as being Chief Executive Officer (“CEO”) of Bell Canada International
Inc. In his CFO roles, Mr. Anderson was responsible for all financial operations of the
respective companies and executed numerous debt and equity financings, corporate
acquisition and disposition transactions as well as corporate and operational
restructurings. He was also in public practice for nearly twenty years with the accounting
firm KPMG LLP, where he was a partner for eleven years.
 
Mr. Anderson is the Chair of Gildan Activewear Inc. and Nordion Inc., and a director of
Sun Life Financial Inc. Mr. Anderson is a past director of BCE Emergis Inc., Bell
Cablemedia plc, Bell Canada International Inc., CGI Group Inc., Four Seasons Hotels
Inc., Sears Canada Inc. and Videotron Holdings plc.
 
At TransAlta, Mr. Anderson is a member of the Audit and Risk Committee and the
Governance and Environment Committee of the Board.
 
Mr. Anderson holds a bachelor in business administration from the University of
Western Ontario (London, ON) and is a Fellow of the Institute of Chartered Accountants
of Ontario and the Institute of Corporate Directors.
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     
Timothy W. Faithfull
Oxford, U.K.

2003 Corporate Director. Mr. Faithfull is a 36-year veteran of Royal Dutch/Shell plc (energy),
where he held diverse international roles principally in oil products and LNG project
development. As President and CEO of Shell Canada Limited, he was responsible for
bringing the $6 billion Athabasca Oil Sands Project on line in 2003, the first fully
integrated oil sands venture in 25 years. Mr. Faithfull has extensive experience with
commodity exposure and risk management, the result of his time directing the global
crude oil trading operations of Shell International Trading and Shipping Company from
1993 to 1996. He was Chairman and CEO of Shell Eastern Petroleum in Singapore from
1996 to 1999, including Shell’s main refinery and oil products trading for Asia Pacific.
 
During his time in Singapore, he was a director of DBS Bank and the Port of Singapore
Authority. He was a trustee of the main Singapore Arts/Theatre complex. In Calgary, he
served on the board of the Calgary Health Trust and the Epcor Arts Centre.
 
Mr. Faithfull is a director of AMEC plc and Canadian Natural Resources Limited. In the
U.K., Mr. Faithfull is a director of Shell Pension Trust Limited, where he chairs the
Technical Committee. He is Chairman of the trustees of Starehe UK, and a trustee of
Canada UK Colloquium, all non-public entities. He serves on the Committee to Review
Donations of the University of Oxford. Mr. Faithfull is also a director of ICE Futures
Europe and LIFFE Administration and Management. He is a past director of Enerflex
Systems Income Fund and Canadian Pacific Railway.
 
At TransAlta, Mr. Faithfull is Chair of the Human Resources Committee of the Board.
 
Mr. Faithfull holds a master of arts in philosophy, politics and economics from the
University of Oxford, U.K. (Oxford, U.K.). He is a Distinguished Friend of the University
of Oxford.
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     

(1)

(1)



Dawn L. Farrell
Alberta, Canada

2012 President and Chief Executive Officer of TransAlta Corporation. Mrs. Farrell
became President and CEO of TransAlta Corporation on January 2, 2012. Prior to her
appointment, she served as Chief Operating Officer from 2009 to 2011 and as Executive
Vice-President, Commercial Operations and Development from 2008 to 2009.
 
Mrs. Farrell has over 29 years of experience in the electric energy industry, holding
roles at TransAlta and BC Hydro. She has served as Executive Vice-President,
Commercial Operations and Development; Executive Vice-President, Corporate
Development; Executive Vice-President, Independent Power Projects; and Vice-
President, Energy Marketing and IPP Development at TransAlta Corporation.
 
From 2003 to 2006, Mrs. Farrell served as Executive Vice-President, Generation at BC
Hydro. In 2006, she was appointed Executive Vice-President Engineering, Aboriginal
Relations and Generation.
 
Mrs. Farrell sits on the board of directors of The Conference Board of Canada, the
Canadian Council of Chief Executives and the Calgary Stampede. Her past boards
include the Mount Royal College Board of Governors, Fording Coal Income Fund, New
Relationship Trust Fund, Mount Royal College Foundation and Vision Quest
Windelectric.
 
She holds a bachelor of commerce degree with a major in finance and a master’s
degree in economics from the University of Calgary (Calgary, AB). Mrs. Farrell has also
attended the Advanced Management Program at Harvard University (Cambridge, MA).
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     
Alan J. Fohrer
California, U.S.A.

2013 Corporate Director. Mr. Fohrer was Chairman and CEO of Southern California Edison
Company (“SCE”), a subsidiary of Edison International (“Edison”) and one of the largest
electric utilities in the United States. He was elected CEO in 2002 and Chairman in
2007. In 2000, Mr. Fohrer was elected as President and Chief Executive Officer of
Edison Mission Energy (“EME”), a subsidiary of Edison that owns and operates
independent power facilities. During his tenure at EME, Mr. Fohrer restructured a
number of its international projects, which enhanced the value of the assets sold in
subsequent years. Mr. Fohrer also served as Executive Vice-President, Treasurer and
Chief Financial Officer of both Edison and SCE from 1995 to 1999. After 37 years with
Edison, Mr. Fohrer retired in December 2010.
 
Over the past ten years, Mr. Fohrer represented the utility industry in significant
regulatory and legislative proceedings.
 
Mr. Fohrer is a director of PNM Resources, Inc. Mr. Fohrer currently sits on the boards
of MWH Global, Inc., a privately held global engineering and construction company
focused on water and waste water projects, Osmose Utilities Services, Inc., a privately
held company providing services to utilities, and Blue Shield of California, a non-profit
health insurance provider.
 
Mr. Fohrer has served on boards of directors of the Institute of Nuclear Power
Operations, the California Chamber of Commerce, and Duratek, Inc., a publicly held
nuclear services company. He is also a member of the Viterbi School of Engineering
Board of Councilors for the University of Southern California and Vice Chair of the
California Science Centre Foundation.
 
At TransAlta, Mr. Fohrer is a member of the Audit and Risk Committee and the
Governance and Environment Committee of the Board.
 
Mr. Fohrer holds a master of science in civil engineering from the University of Southern
California, Los Angeles, as well as a master of business administration from California
State University in Los Angeles.
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     

(1)

(1)

(2)



Amb. Gordon D. Giffin
Georgia, U.S.A.

2002 Lawyer and Senior Partner, McKenna, Long & Aldridge LLP (law firm) . Mr. Giffin is
Senior Partner of the law firm of McKenna Long & Aldridge, where he maintains offices
i n Washington, D.C. and Atlanta. His practice focuses on international transactions
related to trade, energy and public policy. He has been engaged in the practice of law or
government service for more than 30 years. He served as the United States
Ambassador to Canada with responsibility for managing Canada/U.S. bilateral relations,
including energy and environmental policy from August 1997 to April 2001. Prior to that,
he served as Chief Counsel and Legislative Director to United States Senator Sam
Nunn, with responsibility for the legal and legislative operations of the office.
 
Mr. Giffin is a director of Canadian Imperial Bank of Commerce, Canadian National
Railway Company, Canadian Natural Resources Ltd., Just Energy Group Inc. and
Element Financial Corporation.
 
At TransAlta, Mr. Giffin is Chair of the Board.
 
Mr. Giffin holds a bachelor of arts from Duke University (Durham, NC) and a juris
doctorate from Emory University School of Law (Atlanta, GA).

     
C. Kent Jespersen
Alberta, Canada

2004 Corporate Director. Mr. Jespersen has had a career and held executive positions in
the oil and gas industry for over thirty years. He held senior executive positions with
NOVA Corporation of Alberta, Foothills Pipe Lines Ltd. and Husky Oil Limited before
assuming the presidency of Foothills Pipe Lines Ltd. and later, NOVA Gas International
Ltd. (“NOVA”). At NOVA, he led the non-regulated energy services business (including
energy trading and marketing) and all international activities.
 
Mr. Jespersen is a director of Axia NetMedia Corporation, CanElson Drilling Inc.,
Rodinia Oil Corp., MatRRix Energy Technologies Inc. and PetroFrontier Corp. He is also
the Chair and CEO of La Jolla Resources International Ltd. (advisory and investments).
 
At TransAlta, Mr. Jespersen is a member of the Human Resources Committee of the
Board.
 
Mr. Jespersen holds a bachelor of science in education and a master of science in
education from the University of Oregon (Eugene, OR).
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     
Michael M. Kanovsky
Alberta, Canada

2004 Corporate Director and Independent Businessman. Mr. Kanovsky is a professional
engineer. He co-founded Northstar Energy Corporation (“Northstar”) with initial capital of
$400,000 and helped build this entity into an oil and gas producer that was sold to
Devon Energy Corporation for approximately $600 million in 1998. During this period,
Mr. Kanovsky was responsible for strategy and finance as well as merger and
acquisition activity. He initiated Northstar’s entry into electrical cogeneration through its
wholly-owned power subsidiary, Powerlink Corporation (“Powerlink”). Powerlink
developed one of the first independent power producer (IPP) gas-fired co-generation
plants in Ontario and also internationally. In 1997, he founded Bonavista Energy
Corporation (previously Bonavista Energy Trust), which has grown to a present day
market capitalization of approximately $4.5 billion.
 
Mr. Kanovsky is a director of Bonavista Energy Corporation, Devon Energy Corporation
and Pure Technologies Inc.
 
At TransAlta, Mr. Kanovsky is Chair of the Governance and Environment Committee.
 
Mr. Kanovsky holds a bachelor of science in mechanical engineering from Queen’s
University (Kingston, ON) as well as a master of business administration from the
Richard Ivey School of Business at the University of Western Ontario (London, ON).

     

(2)

(3)

(1)

(4)



Gordon S. Lackenbauer
Alberta, Canada

2005 Corporate Director. Mr. Lackenbauer has over thirty-five years of business and
investment banking experience. He was Deputy Chairman of BMO Nesbitt Burns Inc.
(investment banking) from 1990 to 2004. Prior to that, he was responsible for the
principal activities of the firm, which included fixed income sales and trading, new issue
underwriting, syndication and merger and acquisition advisory mandates.
Mr. Lackenbauer has worked with many of Canada’s leading utilities and has frequently
acted as an expert financial witness testifying on the cost of capital, appropriate capital
structure, and the fair rate of return, principally before the Alberta Utilities Commission,
the National Energy Board and the Ontario Energy Board.
 
At TransAlta, Mr. Lackenbauer is a member of the Governance and Environment
Committee and the Human Resources Committee of the Board.
 
Mr. Lackenbauer holds a bachelor of arts in economics from Loyola College (Montréal,
QC) as well as a master of business administration from the University of Western
Ontario (London, ON). He is also a Chartered Financial Analyst.
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     
Karen E. Maidment
Ontario, Canada

2010 Corporate Director. Ms. Maidment is a seasoned senior executive. She was Chief
Financial and Administrative Officer (“CFAO”) of BMO Financial Group (“BMO”) from
2007 to 2009. Prior to that, she was Senior Executive Vice-President and CFO from
2003 to 2007 and Executive Vice-President and CFO of BMO from 2000 to 2003. As
CFO of BMO, she was responsible for all global finance operations, risk management,
legal and compliance, mergers and acquisitions as well as communications. Prior to that,
Ms. Maidment held several executive positions with Clarica Life Insurance Company
from 1988 to 2000, including CFO. She also led the insurance industry group, working
with government, to develop regulations and framework to convert Canada’s major
insurers from mutual to public companies.
 
Ms. Maidment is a director of TD Ameritrade Holding Corporation and The Toronto-
Dominion Bank. Ms. Maidment is a past director of Harris Bank, BMO Nesbitt Burns,
where she was also Chair of the Audit Committee, Bank of Montreal Pension Fund,
Mutual Trustco, MCAP Financial and The Mutual Group (U.S.). She is a member of the
Princess Margaret Hospital Foundation Board and serves on the University of Waterloo
Board of Governors.
 
At TransAlta, Ms. Maidment is Chair of the Audit and Risk Committee and was a
member of the Governance and Environment Committee of the Board until April 23,
2013.
 
Ms. Maidment holds a bachelor of commerce from McMaster University (Hamilton, ON),
is a Chartered Accountant and, in 2000, was named Fellow of the Institute of Chartered
Accountants of Ontario. She was named CFO of the year in 2006.
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     

(4)

(1)

(1)



Yakout Mansour
California, U.S.A.

2011 Corporate Director. Mr. Mansour has over 40 years of experience as both a
professional engineer and executive in the electric utility business in Canada, the United
States, and abroad. He retired as President and CEO of the California Independent
System Operator Corporation (“CAISO”) in 2011, a position he had held since 2005.
CAISO is responsible for operating and controlling 80 per cent of the California electric
grid, designing and operating the California electricity market, and for settlements of
over $8 Billion annually. Under Mr. Mansour’s leadership, CAISO established the
market and technical foundation to accommodate one of the most aggressive renewable
portfolio standards in the world. Prior to that, Mr. Mansour served in senior executive
roles at BC Hydro and British Columbia Transmission Corporation where he was
responsible for Operation, Asset Management, and Inter-Utility Affairs of the electric
grid.
 
A Professional Engineer and a Fellow of the Institute of Electrical and Electronics
Engineers, Mr. Mansour has authored and co-authored numerous publications. He is
recognized internationally in the field of Power Engineering and received several
distinguished awards for his contributions to the industry.
 
In 2009, Mr. Mansour was named to the US Department of Energy Electricity Advisory
Committee as a vice chair. He also served on the various committees of the North
American Electric Reliability Corporation and its predecessor organization, CEGRE, the
Transmission Council of the Canadian Electric Association, and the Board of Directors
of the Electric Power Research Institute.
 
At TransAlta, Mr. Mansour is a member of the Audit and Risk Committee of the Board.
 
Mr. Mansour holds a bachelor science in electrical engineering from the University of
Alexandria (Alexandria, Egypt) and a master of science from the University of Calgary
(Calgary, AB).
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Name, Province (State)
and Country of
Residence

Year first
became
Director

 

Principal Occupation
     
Dr. Martha C. Piper
British Columbia, Canada

2006 Corporate Director. Dr. Piper was President and Vice-Chancellor of the University of
British Columbia (“UBC”) from 1997 to 2006 (education). Prior to her appointment at
UBC, she served as Vice-President, Research at the University of Alberta. She served
on the boards of the Alberta Research Council, the Conference Board of Canada and
the Centre of Frontier Engineering Research. Dr. Piper was also appointed by the Prime
Minister of Canada to the Advisory Council on Science and Technology and served as
Chair of the Board of the National Institute for Nanotechnology.
 
Dr. Piper is a director of Shoppers Drug Mart and Bank of Montreal. Dr. Piper sits on the
boards of the Dalai Lama Centre for Peace & Education, CARE Canada and the
Canadian Stem Cell Foundation, all non-public entities.
 
At TransAlta, Dr. Piper is a member of the Governance and Environment Committee
and the Human Resources Committee of the Board.
 
Dr. Piper holds a bachelor of science in physical therapy from the University of
Michigan (Ann Arbor, MI), a master of arts in child development from the University of
Connecticut (Storrs, CT), and a doctorate of philosophy in epidemiology and
biostatistics from McGill University (Montréal, QC). She has also received honorary
degrees from 18 international universities. Dr. Piper is an Officer of the Order of Canada
and a recipient of the Order of British Columbia.

Notes:
(1)                                  The following directors are Canadian residents:  William D. Anderson, Dawn L. Farrell, C. Kent Jespersen, Michael M. Kanovsky, Gordon S. Lackenbauer, Karen

E. Maidment and Martha C. Piper.
 
(2)                                  Mr. Giffin was a director of AbitibiBowater Inc. (“Abitibi”) from October 29, 2007 until his resignation on January 22, 2009.  In April 2009, Abitibi and certain of its

U.S. and Canadian subsidiaries filed voluntary petitions in the United States Bankruptcy Court for the District of Delaware for relief under the provisions of
Chapter 11 and Chapter 15 of the United States Bankruptcy Code, as amended, and sought creditor protection under the Companies’ Creditors Arrangement Act
(Canada) (the “CCAA”) with the Superior Court of  Québec in Canada.  On September 14, 2010, Abitibi announced that it had received approval for its plan of
reorganization from unsecured creditors under the CCAA in Canada.  On September 21, 2010, Abitibi announced it had received the necessary creditor approval
for its plan of reorganization under Chapter 11 of the U.S. Bankruptcy Code.  On December 9, 2010, Abitibi announced that it had successfully completed its
reorganization and emerged from creditor protection under the CCAA in Canada and Chapter 11 of the U.S. Bankruptcy Code.

 
(3)                                  Mr. Jespersen resigned from the Board of Directors of CCR Technologies Ltd. (“CCR”) in February 2010.  CCR filed with the Court of Queen’s Bench of Alberta a

proposal dated December 1, 2010 pursuant to provisions of Part III Division I of the Bankruptcy and Insolvency Act to restructure and reorganize the financial
affairs of CCR, to compromise the claims of the unsecured creditors, restructure the shares of CCR, and to allow it to conduct a restructuring and “rightsizing” of
its operations on a going concern basis.  This proposal was approved by the unsecured creditors on December 22, 2010 and by the Court on January 13, 2011. 
The Alberta Securities Commission issued a variation order dated February 14, 2011 to partially revoke its cease trade order to permit the implementation of the
proposal which was subsequently implemented.

 

(1)



(4)                                  Mr. Lackenbauer resigned from the Board of Directors of Tembec Inc. (“Tembec”) on August 2, 2007.  On December 19, 2007, Tembec announced its proposed
recapitalization transaction providing a consensual solution to both noteholders and shareholders.  On February 22, 2008, Tembec announced that it had
received the approval of the majority of shareholders and the requisite majority of noteholders of Tembec Industries Inc.  On February 27, 2008, Tembec
announced that it had received approval from the Ontario Superior Court of Justice (Commercial List) with respect to their plan of arrangement relating to the
proposed recapitalization transaction.  On October 31, 2008, Tembec announced that it had successfully obtained a final American court order recognizing its
Canadian plan of arrangement as a foreign proceeding in the United States.
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Officers
 
The name, province or state and country of residence of each of our officers as at February 19, 2014, their respective position and office and their
respective principal occupation during the five preceding years, are set out below.
 
Name

 

Principal Occupation Residence
      
Dawn L. Farrell President and Chief Executive Officer Alberta, Canada
Robert (Bob) Emmott Chief Engineer Alberta, Canada
Brett M. Gellner Chief Investment Officer and Chief Financial Officer Alberta, Canada
Cynthia Johnston Executive Vice-President, Corporate Services Alberta, Canada
David J. Koch Vice-President, Controller Alberta, Canada
John H. Kousinioris Chief Legal and Compliance Officer Alberta, Canada
Dawn E. de Lima Chief Human Resources and Communications Officer Alberta, Canada
Maryse C.C. St.-Laurent Vice-President and Corporate Secretary Alberta, Canada
Robert L. Schaefer Executive Vice-President, Trading and Marketing Alberta, Canada
Todd J. Stack Vice-President and Treasurer Alberta, Canada
Paul H. E. Taylor President, U.S. Operations, and Executive Vice-President, Canadian Coal Olympia, WA, U.S.A.
 
All of the officers of TransAlta have held their present principal occupation or position for the past five years, except for the following:
 

·                                          Prior to January 2012, Mrs. Farrell served as Chief Operations Officer from 2009 to 2011.  Prior to April 2009, she was
Executive Vice-President, Commercial Operations and Development of the Corporation.  Prior to July 2007, she was Executive
Vice-President Engineering, Aboriginal Relations and Generation at BC Hydro.

 
·                                          Prior to October 2010, Mr. Emmott was Vice-President and Chief Engineer.  Prior to February 2009, he was Director, Technical

Services and prior to 2008 he was Manager, Technical Services.
 
·                                          Prior to August 2013, Mr. Gellner was Chief Financial Officer of the Corporation. Prior to June 2010, Mr. Gellner was Vice-

President, Commercial Operations of the Corporation.  Prior to July 2008, he was Co-Head and Managing Director, Investment
Banking at CIBC World Markets Inc.

 
·                                          Prior to September 2011, Ms. Johnston was Vice-President, Renewable Operations.  Prior to December 2009, she was Vice-

President Regulatory and Legal with FortisAlberta Inc. from June 2004.
 
·              Prior to May 2011, Mr. Koch was Vice-President, Operations Finance.  Prior to November 2010, he was Vice-President,

Financial Operations.
 
·                                          Prior to December 2012, Mr. Kousinioris was a Partner and co-head of the Corporate Commercial Group at Bennett Jones LLP,

Barristers and Solicitors.
 
·              Prior to April 2012, Ms. de Lima was Chief Human Resources Officer and Executive Vice-President, Communications.  Prior to

September 2011, Ms. de Lima was Chief Human Resources Officer.  Prior to March 2011, she was Vice-President Supply
Chain Management and prior to May 2009 she was Vice-President, Corporate HR from November 2007.

 
·                                          Prior to December 2008, Ms. St.-Laurent was Corporate Secretary of TransAlta.
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·              Prior to April 2013, Mr. Schaefer was Executive Vice-President, Corporate Development.  Prior to October 2011, Mr. Schaefer

was Vice-President, Commercial Operations and Development.  Prior to June 2010, he was Vice-President, Development.  Prior
to June 2008, he was Chief Financial Officer at Resin Systems Inc. from August 2005.

 
·              Prior to November 2012, Mr. Stack was Treasurer.  Prior to May 2011, Mr. Stack was Assistant Treasurer.  Prior to

October 2010, he was Director, Treasury Operations.  Prior to January 2008, he was Manager, Financial Risk.
 
·              Prior to August 2013, Mr. Taylor was President, US Operations.  Prior to September 2011, Mr. Taylor was Leader, Western

Growth Strategy.  Prior to April 2011, he was Chief of Staff at the Office of the Premier, Government of BC.  Prior to June 2010,
he was President, CEO and Director of Naikun Wind Energy Group Inc.  Prior to September 2008, he was President and
Director of Naikun Wind Energy Group Inc.  Prior to May 2008, he was President and CEO of Insurance Corporation of British
Columbia from October 2004.

 
As of February 19, 2014, the directors and executive officers of TransAlta, as a group, beneficially owned, directly or indirectly, or exercised
control or direction over an aggregate of 240,271 of our common shares.  This constitutes less than one per cent of our outstanding common



shares.
 

INTERESTS OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS
 

No director or executive officer of TransAlta, no person or company that is the direct or indirect beneficial owner of, or who exercises control or
direction over more than ten per cent of our common shares, and no associate or affiliate of any of them, has or has had any material interest,
direct or indirect, in any transaction involving TransAlta within the three most recently completed financial years or to date in 2014 or in any
proposed transactions that has materially affected or will materially affect us.
 

INDEBTEDNESS OF DIRECTORS, EXECUTIVE OFFICERS AND SENIOR OFFICERS
 

Since January 1, 2013, there has been no indebtedness outstanding to TransAlta from any of our directors, executive officers, senior officers or
associates of any such directors, nominees or senior officers.
 

CORPORATE CEASE TRADE ORDERS, BANKRUPTCIES OR SANCTIONS
 
Corporate Cease Trade Orders
 
Except as otherwise disclosed herein, no director, executive officer or controlling security holder of TransAlta Corporation is, as at the date of this
Annual Information Form, or has been, within the past ten years before the date hereof, a director or executive officer of any other issuer that,
while that person was acting in that capacity:
 

(i)            was the subject of a cease trade or similar order or an order that denied the relevant company access to any exemption
under securities legislation for a period of more than 30 consecutive days; or

 
(ii)           was subject to an event that resulted, after the person ceased to be a director or executive officer, in the company being

the subject of a cease trade or similar order or an order that denied the relevant company access to any exemption
under securities legislation for a period of more than 30 consecutive days; or

 
(iii)          within a year of that person ceasing to act in that capacity, became bankrupt, made a proposal under any legislation

relating to bankruptcy or insolvency or was subject to or instituted any proceedings, arrangement or compromise with
creditors or had a receiver, receiver manager or trustee appointed to hold its assets.
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Personal Bankruptcies
 
No director, executive officer or controlling security holder of TransAlta Corporation has, within the ten years before the date hereof, become
bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency, or became subject to or instituted any proceedings,
arrangement or compromise with creditors, or had a receiver, receiver manager or trustee appointed to hold such person’s assets.
 
Penalties or Sanctions
 
No director, executive officer or controlling security holder of TransAlta Corporation has:
 

(iv)         been subject to any penalties or sanctions imposed by a court relating to securities legislation or by a securities
regulatory authority or has entered into a settlement agreement with a securities regulatory authority, other than
penalties for late filing of insider reports; or

 
(v)           been subject to any other penalties or sanctions imposed by a court or regulatory body that would likely be considered

important to a reasonable investor in making an investment decision.
 

CONFLICTS OF INTEREST
 

Circumstances may arise where members of the Board serve as directors or officers of corporations which are in competition to the interests of
TransAlta.  No assurances can be given that opportunities identified by such member of the Board will be provided to us.
 

LEGAL PROCEEDINGS AND REGULATORY ACTIONS
 

TransAlta is occasionally named as a party in claims and legal proceedings which arise during the normal course of its business.  We review
each of these claims, including the nature of the claim, the amount in dispute or claimed and the availability of insurance coverage.  There can be
no assurance that any particular claim will be resolved in our favour or that such claim may not have a material adverse effect on TransAlta.  For
further information, please refer to Notes 38 and 41 of our audited consolidated financial statements for the year ended December 31, 2013
which financial statements are incorporated by reference herein.  See “Documents Incorporated by Reference” herein.
 

TRANSFER AGENT AND REGISTRAR
 

The transfer agent and registrar for our common shares and Series A, Series C and Series E First Preferred Shares is CST Trust Company. 
CST Trust Company succeeded CIBC Mellon Trust Company as our transfer agent.  On November 1, 2010, CIBC Mellon Trust Company sold its
issuer services business to Canadian Stock Transfer Company Inc. which operated the business on their behalf until August 30, 2013, at which
time CST Trust Company, an affiliate of Canadian Stock Transfer Company Inc., received federal approval to commence business.  Common
shares are transferable in Vancouver, Calgary, Toronto, Montréal, and Halifax. Series A, Series C and Series E First Preferred Shares are
transferable in Calgary and Toronto. The transfer agent and registrar for our common shares in the United States is Computershare at its



principal office in Jersey City, New Jersey.
 

INTERESTS OF EXPERTS
 
Ernst & Young LLP, Chartered Accountants, 1000, 440 – 2  Avenue, S.W., Calgary, Alberta, T2P 5E9 are the auditors of TransAlta.
 
Our auditors, Ernst & Young LLP, are independent in accordance with the Rules of Professional Conduct of the Institute of Chartered
Accountants of Alberta and have complied with the SEC’s rules on auditor independence.
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ADDITIONAL INFORMATION

 
Additional information in relation to TransAlta may be found under TransAlta’s profile on SEDAR at www.sedar.com.
 
Additional information including directors’ and officers’ remuneration and indebtedness, principal holders of our securities and securities
authorized for issuance under equity compensation plans (all where applicable), is contained in our Management Proxy Circular for the most
recent annual meeting of shareholders that involved the election of directors and can be obtained upon request from our Investor Relations
department, or as filed on SEDAR at www.sedar.com.
 
Additional financial information is provided in our audited consolidated financial statements as at and for the year ended December 31, 2013 and
in the related Annual MD&A, each of which is incorporated by reference in this AIF.  See “Documents Incorporated by Reference” herein.
 

AUDIT AND RISK COMMITTEE
 
General
 
The members of TransAlta’s ARC satisfy the requirements for independence under the provisions of Canadian Securities Regulators, Multilateral
Instrument 52-110 Audit Committees, Section 303A of the New York Stock Exchange Rules and Rule 10A-3 under the U.S. Securities and
Exchange Act of 1934.  The ARC’s Charter requires that it be comprised of a minimum of three independent directors.  During 2013, the ARC
comprised four independent members, Karen E. Maidment (Chair), William D. Anderson, Alan J. Fohrer, and Yakout Mansour.  Mr. Michael M.
Kanovsky was a member of the ARC until February 26, 2013.
 
All members of the committee are financially literate pursuant to both Canadian and U.S. securities requirements and each of Ms. Karen E.
Maidment and Mr. William D. Anderson have been determined by the Board to be an “audit committee financial expert ”, within the meaning of
Section 407 of the United States Sarbanes Oxley Act of 2002 (“Sarbanes Oxley Act”).
 
Mandate of the Audit and Risk Committee
 
The Committee provides assistance to the Board in fulfilling its oversight responsibilities with respect to i) the integrity of the Corporation’s
financial statements and financial reporting process, ii) the systems of internal financial controls and disclosure controls established by
Management, iii) the risk identification and assessment process conducted by Management including the programs established by Management
to respond to such risks, iv) the internal audit function, v) compliance with financial, legal and regulatory requirements and vi) the external
auditors’ qualifications, independence and performance.  In so doing, it is the Committee’s responsibility to maintain an open avenue of
communication between it and the external auditors, the internal auditors and the Management of the Corporation.
 
The function of the Committee is oversight.  Management is responsible for the preparation, presentation and integrity of the interim and annual
financial statements and related disclosure documents.  Management of the Corporation is also responsible for maintaining appropriate
accounting and financial reporting policies and systems of internal controls and disclosure controls and procedures to comply with accounting
standards, applicable laws and regulations which provide reasonable assurance that the assets of the Corporation are safeguarded and
transactions are authorized, executed, recorded and properly reported.
 
While the Committee has the responsibilities and powers set forth herein, it is not the duty of the Committee to plan or conduct audits or to
determine that the Corporation’s financial statements are complete and accurate and in accordance with generally accepted accounting
principles.  This is the responsibility of Management and the external auditors.
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The designation of a member or members as an “audit committee financial expert” is based on that individual’s education and experience, which
the individual will bring to bear in carrying out his or her duties on the Committee.  Designation as an “audit committee financial expert ” does not
impose on such person any duties, obligations and liability that are greater than the duties, obligations and liability imposed on another member
of the Committee and Board in the absence of such designation.
 
Management is also responsible for the identification and management of the Corporation’s risks and the development and implementation of
policies and procedures to mitigate such risks.  The Committee’s role is to provide oversight in order to ensure that the Corporation’s assets are
protected and safeguarded within reasonable business limits.  The Committee reports to the Board on its risk oversight responsibilities.
 
Audit and Risk Committee Charter
 
The Charter of the Audit and Risk Committee is attached as Appendix “A”.

nd



 
Relevant Education and Experience of Audit and Risk Committee Members
 
The following is a brief summary of the education or experience of each member of the ARC that is relevant to the performance of their
responsibilities as a member of the ARC, including any education or experience that has provided the member with an understanding of the
accounting principles that we use to prepare our annual and interim financial statements.
 
Name of ARC Member Relevant Education and Experience
   
W. D. Anderson Mr. Anderson is a Chartered Accountant, with 17 years experience with a major Chartered Accountant firm

in Canada. Mr. Anderson has served as CEO of a public company and as CFO of several public
companies. In such capacities, Mr. Anderson actively supervised persons engaged in preparing, auditing,
analyzing or evaluating financial statements. Mr. Anderson has also served as a principal financial officer
and accounting officer and as a director and audit committee chair and member of several public
companies. He has served on the board and audit committee of a public company that reports under U.S.
GAAP.

   
A. J. Fohrer Prior to his retirement in December 2010, Mr. Fohrer was Chairman and CEO of SCE, a subsidiary of

Edison and the largest electric utilities in the United States. Prior to that, Mr. Fohrer served as Executive
Vice-President, Treasurer and Chief Financial Officer of both Edison and SCE. Mr. Fohrer also serves on
the audit committee of PNM Resources Inc., a public company.

   
K. E. Maidment Ms. Maidment is a Chartered Accountant. Ms. Maidment has served as a CFO with financial oversight

responsibilities for TSX and NYSE listed public companies for over 15 years. She has also held positions
where she was responsible for global finance operations, risk management, legal and compliance,
communications and mergers and acquisitions. In addition, Ms. Maidment has worked with government
bodies in order to develop regulations and frameworks for the conversion of major insurers from mutual to
public companies. Ms. Maidment holds a bachelor of commerce from McMaster University, and in 2000
was named a Fellow of the Institute of Chartered Accountants of Ontario.

   
Y. Mansour Mr. Mansour has over forty years of experience as an executive in the electric utility business. He served

as President and CEO of the California Independent System Operation Corporation and was a senior
executive at BC Hydro and the British Columbia Transmission Corporation. Mr. Mansour has supervised
and dealt with financial reporting and internal control.
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Other Board Committees
 
In addition to the ARC, TransAlta has two other standing committees: the Governance and Environment Committee and the Human Resources
Committee.  The members of these committees as of December 31, 2013 are:
 
Governance and Environment Committee Human Resources Committee
   
Chair: Michael M. Kanovsky Chair: Timothy W. Faithfull
William D. Anderson C. Kent Jespersen
Alan J. Fohrer Gordon S. Lackenbauer
Gordon S. Lackenbauer Martha C. Piper
Martha C. Piper
 
The Charters of the Governance and Environment Committee and the Human Resources Committee may be found on our website under
Governance Board Committees at www.transalta.com.  Further information about the Board and our corporate governance may also be found on
our website or in our Management Proxy Circular which is filed on SEDAR at www.sedar.com.
 
For the years ended December 31, 2013 and December 31, 2012, Ernst & Young LLP and its affiliates were paid $3,384,692 and $3,459,937
respectively, as detailed below:
 
Ernst & Young LLP

Year Ended Dec. 31 2013 2012
      
Audit Fees $ 2,931,297 $ 2,998,892
Audit-related fees 409,950 388,595
Tax fees 43,445 72,450
All other fees 0 0

      
Total $ 3,384,692 $ 3,459,937

 
No other audit firms provided audit services in 2013 or 2012.
 
The nature of each category of fees is described below:
 
Audit Fees



 
Audit fees were paid for professional services rendered by the auditors for the audit of our annual financial statements or services provided in
connection with statutory and regulatory filings or engagements, including the translation from English to French of our financial statements and
other documents.  Total audit fees for 2013 include payments related to 2012 in the amount of $1,732,667.  Total audit fees for 2012 include
payments related to 2011 in the amount of $1,397,001.
 
Audit-Related Fees
 
The audit-related fees in 2013 were primarily for work performed by Ernst & Young LLP in relation to compliance and regulatory reporting, debt
issuances and miscellaneous accounting advice provided to the Corporation. The audit-related fees in 2012 were primarily for work performed by
Ernst & Young LLP in relation to compliance and regulatory reporting, common share issuances, debt issuances and miscellaneous accounting
advice provided to the Corporation.
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Tax Fees
 
The tax fees for 2013 and 2012 relate to various tax related matters in our domestic and foreign operations .
 
All Other Fees
 
Nil.
 
Pre-Approval Policies and Procedures
 
The ARC has considered whether the provision of services other than audit services is compatible with maintaining the auditors’ independence. 
In May 2002, the ARC adopted a policy (the “Policy”) that prohibits TransAlta from engaging the auditors for “prohibited” categories of non-audit
services and requires pre-approval of the ARC for other permissible categories of non-audit services, such categories being determined under
the Sarbanes-Oxley Act.  The Policy also provides that the Chair of the ARC may approve permissible non-audit services during the quarter and
report such approval to the ARC at its next regularly scheduled meeting.  In 2009, the ARC granted management the authority to approve de
minimus permissible non-audit services (which are in the aggregate the lesser of five per cent of the total fees paid to the external auditors or
$125,000) provided such services are reported to the ARC at its next scheduled meeting.
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APPENDIX “A”

 
AUDIT AND RISK COMMITTEE CHARTER

 
TRANSALTA CORPORATION

(the “Corporation”)
 

A.            Establishment of Committee and Procedures
 

1.             Composition of Committee
 

The Audit and Risk Committee (the “Committee”) of the Board of Directors (the “Board”) of TransAlta Corporation (the
“Corporation”) shall consist of not less than three Directors.  All members of the Committee shall be determined by the Board to
be independent as required under the provisions of Canadian Securities Regulators’ Multilateral Instrument 52-110 Audit
Committees, Section 303A of the New York Stock Exchange rules and Rule 10A-3 of the U.S. Securities and Exchange Act of
1934, as such rules apply to audit committee members.  All members of the Committee must be financially literate pursuant to
both Canadian and U.S. securities requirements and at least one member must be determined by the Board to be an “audit
committee financial expert” within the meaning of Section 407 of the United States Sarbanes-Oxley Act of 2002 (the “Sarbanes-
Oxley Act”).  Determinations as to whether a particular director satisfies the requirements for membership on the Committee
shall be made by the Board at the recommendation of the Governance and Environment Committee.
 

2.             Appointment of Committee Members
 

Members of the Committee shall be appointed from time to time by the Board, on the recommendation of the Governance and
Environment Committee, and shall hold office until the next annual meeting of shareholders, or until their successors are earlier
appointed, or until they cease to be Directors of the Corporation.
 

3.             Vacancies
 

Where a vacancy occurs at any time in the membership of the Committee, it may be filled by the Board and on the
recommendation of the Governance and Environment Committee.  The Board shall fill any vacancy if the membership of the
Committee is less than three directors.
 

4.             Committee Chair
 



The Board shall appoint a Chair for the Committee on the recommendation of the Governance and Environment Committee.
 

5.             Absence of Committee Chair
 

If the Chair of the Committee is not present at any meeting of the Committee, one of the members of the Committee who is
present at the meeting shall be chosen by the Committee to preside at the meeting.
 

6.             Secretary of Committee
 

The Committee shall appoint a Secretary who need not be a director of the Corporation.
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7.             Meetings

 
The Chair of the Committee may call a regular meeting of the Committee.  The Committee shall meet at least quarterly and at
such other time during each year as it deems appropriate to fulfill its responsibilities.  In addition, the Chair of the Committee or
any two members may call a special meeting of the Committee at any time.
 
The Committee shall also meet in separate executive session.
 

8.             Quorum
 

A majority of the members of the Committee, present in person or by telephone or other telecommunication device that permits
all persons participating in the meeting to speak to each other, shall constitute a quorum.
 

9.             Notice of Meetings
 

Notice of the time and place of every meeting shall be given in writing (including by way of written facsimile communication or
email) to each member of the Committee at least 48 hours prior to the time fixed for such meeting, provided, however, that a
member may in any manner waive notice of a meeting; and attendance of a member at a meeting constitutes a waiver of notice
of the meeting, except where a member attends for the express purpose of objecting to the transaction of any business on the
ground that the meeting is not lawfully called.  Notice of every meeting shall also be provided to the external and internal
auditors.
 

10.          Attendance at Meetings
 

At the invitation of the Chair of the Committee, other Board members the President and Chief Executive Officer (“CEO”), other
officers or employees of the Corporation, the external auditors, and other experts or consultants may attend a meeting of the
Committee.
 

11.          Procedure, Records and Reporting
 
Subject to any statute or the articles and by-laws of the Corporation, the Committee shall fix its own procedures at meetings,
keep records of its proceedings and report to the Board generally not later than the next scheduled meeting of the Board.
 

12.          Review of Charter and Evaluation of Committee
 

The Committee shall evaluate its performance and review and assess the adequacy of its Charter at least annually or otherwise,
as it deems appropriate.  All changes proposed by the Committee are reviewed and approved by the Governance and
Environment Committee and the Board.
 

13.          Outside Experts and Advisors
 

The Committee Chair, on behalf of the Committee, or any of its members is authorized, at the expense of the Corporation, when
deemed necessary or desirable, to retain independent counsel, outside experts and other advisors to advise the Committee
independently on any matter. The retention of such counsel, expert or advisor in no way requires the Committee to act in
accordance with the recommendations of such counsel, expert or advisor.

 
B.            Duties and Responsibilities of the Chair
 
The fundamental responsibility of the Chair of the Committee is to effectively manage the duties of the Committee.
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The Chair is responsible for:
 

1. Chairing meetings and providing leadership to the Committee, ensuring that the Committee is properly organized, that it functions
effectively and that its responsibilities are fulfilled as required.

   
2. Establishing the frequency of Committee meetings, duly convening the same and confirming that quorum is present when required.



   
3. Working with the CEO, the Chief Financial Officer (the “CFO”) and the Vice President and Corporate Secretary on the development

of agendas and related materials for the meetings.
   
4. Making suggestions and providing feedback to Management regarding information that is or should be provided to the Committee to

permit it to properly make decisions when decisions are required.
   
5. Reporting to the Board on the recommendations and decisions of the Committee.
 
 

C.            Mandate of the Committee
 

The Committee provides assistance to the Board in fulfilling its oversight responsibilities with respect to i) the integrity of the
Corporation’s financial statements and financial reporting process, ii) the systems of internal financial controls and disclosure controls
established by Management, iii) the risk identification and assessment process conducted by Management including the programs
established by Management to respond to such risks, iv) the internal audit function, v) compliance with financial, legal and regulatory
requirements and vi) the external auditors’ qualifications, independence and performance.  In so doing, it is the Committee’s
responsibility to maintain an open avenue of communication between it and the external auditors, the internal auditors and the
Management of the Corporation.
 
The function of the Committee is oversight.  Management is responsible for the preparation, presentation and integrity of the interim and
annual financial statements and related disclosure documents.  Management of the Corporation is also responsible for maintaining
appropriate accounting and financial reporting policies and systems of internal controls and disclosure controls and procedures to comply
with accounting standards, applicable laws and regulations which provide reasonable assurance that the assets of the Corporation are
safeguarded and transactions are authorized, executed, recorded and properly reported.
 
While the Committee has the responsibilities and powers set forth herein, it is not the duty of the Committee to plan or conduct audits or
to determine that the Corporation’s financial statements are complete and accurate and in accordance with generally accepted
accounting principles.  This is the responsibility of Management and the external auditors.
 
The designation of a member or members as an “audit committee financial expert” is based on that individual’s education and
experience, which the individual will bring to bear in carrying out his or her duties on the Committee.  Designation as an “audit committee
financial expert” does not impose on such person any duties, obligations and liability that are greater than the duties, obligations and
liability imposed on another member of the Committee and Board in the absence of such designation.
 
Management is also responsible for the identification and management of the Corporation’s risks and the development and
implementation of policies and procedures to mitigate such risks.  The Committee’s role is to provide oversight in order to ensure that the
Corporation’s assets are protected and safeguarded within reasonable business limits.  The Committee reports to the Board on its risk
oversight responsibilities.
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D.            Duties and Responsibilities of the Committee
 

1.             Finacial Reporting, External Auditors and Financial Planning
 
A)            Duties and Responsibilities Related to Financial Reporting and the Audit Process
 

(a)           Review with Management and the external auditors the Corporation's financial reporting process, the work to be
conducted in conjunction with the annual audit, and the preparation of the financial statements, including, without
limitation, the annual audit plan of the external auditors, the judgment of the external auditors as to the quality, not just
the acceptability, of and the appropriateness of the Corporation's accounting principles as applied in its financial
reporting, and the degree of aggressiveness or conservatism of the Corporation's accounting principles and underlying
estimates;

 
(b)           Review with Management and the external auditors the Corporation's audited annual financial statements, including the

notes thereto, "Management's Discussion and Analysis", the related earnings release, and recommend their approval to
the Board for release to the public;

 
(c)           Review with Management and the external auditors the Corporation's interim financial statements, including the notes

thereto, "Management's Discussion and Analysis", the related earnings release, and approve their release to the public
as required;

 
(d)           In reviewing the financial statements and related financial disclosure, the Committee shall review and discuss with

Management and the external auditors:
 

(i)            any changes in accounting principles, practices or policies considering their applicability to the business and
financial impact;

 
(ii)           Management's processes for formulating sensitive accounting estimates and the reasonableness of the

estimates;
 

(iii)          the use of "pro forma" or "non-comparable" information and the applicable reconciliation;



 
(iv)          alternative treatments of financial information within generally accepted accounting principles that have been

discussed between Management and the auditors, ramifications of the use of such alternative disclosures and
treatments and the treatment preferred by the external auditors; and

 
(v)           disclosures made to the Committee by the CEO and CFO during their certification process for the relevant

periodic/annual report filed with securities regulators to ensure that information required to be disclosed is
recorded, processed, summarized and reported within the time periods specified for the reporting period. 
Obtain assurances from the CEO and CFO as to the adequacy and effectiveness of the Corporation's
disclosure controls and procedures and systems of internal control over financial reporting and that any fraud
involving Management or other employees who have a significant role in the Corporation's internal controls is
reported to the Committee.

 
(e)           In reviewing the financial statements and related financial disclosure, the Committee shall also, with the external

auditors:
 

(i)            discuss the cooperation they received from Management during the course of their review and their access to
all records, data and information requested; and
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(ii)           satisfy itself that there are no unresolved issues between Management and the external auditors that could

reasonably be expected to materially affect the financial statements.
 

(f)            Review quarterly with senior Management, the Chief Legal and Compliance Officer (as necessary outside legal
advisors), and the Corporation's internal and external auditors, the effectiveness of the Corporation's internal controls to
ensure the Corporation is in compliance with legal and regulatory requirements and with the Corporation's policies;
 

(g)           Review with Management and the external auditors the processes relating to the assessment of potential fraud,
programs and controls to mitigate the risk of fraud, and the processes put in place for monitoring the risks within the
targeted areas;
 

(h)           Discuss with Management and the external auditors any correspondence from or with regulators or governmental
agencies, any employee complaints or any published reports that raise material issues regarding the Corporation's
financial statements or accounting policies; and
 

(i)            Subject to the delegation granted to the Chair of the Committee, pre-approve all audit related services including all non-
prohibited non-audit services provided by the external auditors; the Chair of the Committee is authorized to approve all
audit-related services including non-prohibited non-audit services provided by the external auditors, and shall report all
such approvals to the Committee at its next scheduled meeting.

 
 

B)            Duties and Responsibilities Related to the Appointment of the External Auditors
 

(a)           The Committee shall have direct responsibility for the compensation and oversight of the external auditors including nominating
the external auditors to the Board for appointment by the shareholders at the Corporation's general annual meeting.  In
performing its function, the Committee shall:
 

(i)            review the experience and qualifications of the external auditors' senior personnel who are providing audit
services to the Corporation and the quality control procedures of the external auditors, including obtaining
confirmation that the external auditors are in compliance with Canadian and U.S. regulatory registration
requirements;

 
(ii)           review and approve annually the external auditors' audit plan;

 
(iii)          review and approve the basis and amount of the external auditors' fees and ensure the Corporation has

provided appropriate funding for payment of compensation to the external auditors;
 

(iv)          review and discuss with the external auditors all relationships that the external auditors and their affiliates have
with the Corporation and its affiliates in order to determine the external auditors' independence, including,
without limitation, (i) requesting, receiving and reviewing, at least annually, a formal written statement from the
external auditors delineating all relationships that may reasonably be thought to bear on the independence of
the external auditors with respect to the Corporation, (ii) discussing with the external auditors any disclosed
relationships or services that the external auditors believe may affect the objectivity and independence of the
external auditors, and (iii) recommending that the Board take appropriate action in response to the external
auditors' report to satisfy itself of the external auditors' independence;
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(v) inform the external auditors and Management that the external auditors shall have direct access to the

Committee at all times, as well as the Committee to the external auditors;



   
(vi) instruct the external auditors that they are ultimately accountable to the Committee as representatives of

the shareholders of the Corporation; and
   
(vii) at least annually, obtain and review the external auditors' report with respect to the auditing firm's internal

quality-control procedures, any material issues raised by the most recent internal quality-control review or
peer review of the auditing firm, any inquiry or investigation by governmental or professional authorities
within the preceding five years undertaken respecting one or more independent audits carried out by the
external auditors, and any steps taken to deal with any such issues.

 
 

C)            Duties and Responsibilities Related to Financial Planning
 

(b)           Review and recommend to the Board for approval the Corporation’s issuance and redemption of securities (including
the review of all public filings to effect any of the issuances or redemptions), financial commitments and limits, and any
material changes underlying any of these commitments;

 
(c)           Review annually the Corporation’s annual tax plan; and
 
(d)           Receive regular updates with respect to the Corporation’s financial obligations, loans, credit facilities, credit position and

financial liquidity.
 

2.             Internal Audit
 

(a)           Review and consider, as appropriate, any significant reports and recommendations made by internal audit relating to
internal audit issues, together with Management’s response thereto;

 
(b)           Review annually the internal audit department’s charter, the scope and plans for the work of the internal audit group,

the adequacy of the group’s resources, the internal auditors’ access to the Corporation’s records, property and
personnel;

 
(c)           Recognize and advise senior Management that the internal auditors shall have unfettered access to the Committee, as

well as the Committee to the internal auditors;
 

(d)           Meet separately with Management, the external auditors and internal auditors to review issues and matters of concern
respecting audits and financial reporting;

 
(e)           Review with the Corporation’s senior financial Management and the Director, Internal Audit the adequacy of the

Corporation’s systems of internal control and procedures; and
 
(e)           Recommend to the Human Resources Committee the appointment, termination or transfer of the Director, Internal

Audit.
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3.             Risk Management
 
The Board is responsible for ensuring that the Corporation has adopted processes and key policies for the identification, assessment
and management of its principal risks.  The Board has delegated to the Committee the responsibility for the oversight of Management’s
identification of the Corporation’s principal risks, the evaluation of such risks and the implementation of appropriate policies, processes
and systems to manage or mitigate the risks within the Corporation’s risk appetite.  The Committee reports to the Board thereon.
 
The Committee shall:
 

(a)           Review, at least quarterly, Management’s assessment of the Corporation’s principal risks; discuss with Management
the processes for the identification of these risks and the efficacy of the policies and procedures for mitigating and/or
addressing these risks;

 
(b)           Receive and review Managements’ quarterly risk update including an update on residual risks and meet in camera with

the Vice-President, Risk Management;
 
(c)           Review the Corporation’s enterprise risk management framework and reporting methodology;
 
(d)           Review annually the Corporation’s Financial and Commodity Exposure Management Policies and approve changes to

such policies;
 
(e)           Review and approve the Corporation’s strategic hedging program, guidelines and risk tolerance;
 
(f)            Review and monitor quarterly results of financial and commodity exposure management activities, including foreign

currency and interest rate risk strategies, counterparty credit exposure and the use of derivative instruments;
 



(g)           Review the Corporation’s annual insurance program, including the risk retention philosophy, potential exposure and
corporate liability protection programs;

 
(h)           Periodically consider the respective roles and responsibilities of the external auditor, the internal audit department,

internal and external counsel concerning risk management and review their performance in relation to such roles and
responsibilities; and

 
(i)            Annually, together with Management, report and review with the Board:
 

(i)        the Corporation’s principal risks and overall risk appetite/profile;
 
(ii)       the Corporation’s strategies in addressing its risk profile;

 
(iii)     the processes, policies, procedures and controls in place to manage or mitigate the principal risks; and
 
(iv)     the overall effectiveness of the enterprise risk management process and program.
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4.             Governance

 
(f)            On behalf of the Committee, the Chair shall review all public disclosure inclusive of material financial information

extracted or derived from the Corporation’s financial statements prior to dissemination to the public;
 
(g)           Review with Management at least annually the approach and nature of earnings guidance and financial information to

be disclosed to analysts and rating agencies;
 
(h)           Review quarterly with the Chief Legal and Compliance Officer, and, if necessary, outside legal advisors, significant

legal, compliance or regulatory matters that may have a material effect on the Corporation’s financial statements;
 
(i)            Discuss with the external auditors their perception of the Corporation’s financial and accounting personnel, any

recommendations which the external auditors may have, including those contained in the Management letter, with
respect to improving internal financial controls, choice of accounting principles or management reporting systems, and
review all Management letters from the external auditors together with Management’s written responses thereto;

 
(j)            Review with Management, the external auditors and internal legal counsel  (external counsel if necessary) any

litigation, claim or contingency, including tax assessments, that could have a material effect upon the financial position
of the Corporation, and the manner in which these may be or have been disclosed in the financial statements;

 
(k)           Review annually the Insider Trading Policy and approve changes as required;

 
(l)            Review annually the Corporation’s Disclosure Policy and Social Media Policy to ensure continued applicability with the

law and the Corporation’s disclosure principles;
 
(m)          Review annually the Annual Pension Report and financial statements of the Corporation’s pension plans including the

actuarial valuation, asset/liability forecast, asset allocation, manager performance and plan operating costs and
reporting thereon to the Board annually;

 
(n)           Together with the Human Resources Committee of the Board, review annually, and as required, the overall governance

of the Corporation’s Pension Plans, approving the broad objectives of the plans, the statement of investment policy, the
appointment of investment managers, and reporting thereon to the Board annually;

 
(o)           Receive bi-annually a system status update with respect to the Corporation’s core IT operating systems;
 
(p)           Review annually the Corporation’s cyber security programs and their effectiveness.  Receive an update on the

Corporation’s compliance program for cyber threats and security.
 
(q)           Review the annual audit of expense accounts and perquisites of the Directors, the CEO and her direct reports and their

use of Corporate assets;
 
(r)            Establish procedures for the receipt, retention and treatment of complaints received by the Corporation regarding

accounting, internal and disclosure controls or auditing matters and the confidential, anonymous submission by
employees, contractors, shareholders and other stakeholders of concerns regarding accounting, auditing, ethical or
legal violations;
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(s)            Review all incidents, complaints or information reported through the Ethics Help Line and/or Management;
 
(t)            Initiate investigations of complaints or allegations as necessary, report to the Board thereon and ensure that appropriate

action is taken as necessary to address the matter;



 
(u)           Review and approve the Corporation’s hiring policies for employees or former employees of the external auditors and

monitor the Corporation’s adherence to the policy; and
 
(v)           Report annually to shareholders on the work of the Committee during the year.

 
E.           Compliance and Powers of the Committee
 

(a)           The responsibilities of the Committee comply with applicable Canadian laws and regulations, such as the rules of the Canadian
Securities Administrators, and with the disclosure and listing requirements of the Toronto Stock Exchange, as they exist on the
date hereof.  In addition, this Charter complies with applicable U.S. laws, such as the Sarbanes-Oxley Act and the rules and
regulations adopted thereunder, and with the New York Stock Exchanges’ corporate governance standards, as they exist on the
date hereof.

 
(b)          The Committee may, at the request of the Board or on its own initiative, investigate such other matters as are considered

necessary or appropriate in carrying out its mandate.
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APPENDIX “B”

 
GLOSSARY OF TERMS

 
This Annual Information Form includes the following defined terms:
 
Air Emissions – Substances released to the atmosphere through industrial operations. For the fossil-fuel-fired power sector, the most common
air emissions are sulphur dioxide, oxides of nitrogen, mercury, and greenhouse gases.
 
Power Purchase Arrangement (PPA)  – A long-term arrangement established by regulation for the sale of electric energy from formerly
regulated generating units to PPA Buyers.
 
Availability – A measure of time, expressed as a percentage of continuous operation 24 hours a day, 365 days a year, that a generating unit is
capable of generating electricity, regardless of whether or not it is actually generating electricity.
 
Boiler – A device for generating steam for power, processing or heating purposes, or for producing hot water for heating purposes or hot water
supply. Heat from an external combustion source is transmitted to a fluid contained within the tubes of the boiler shell.
 
Capacity – The rated continuous load-carrying ability, expressed in megawatts, of generation equipment.
 
Carbon Capture and Storage (CCS) – An approach to mitigating the contribution of greenhouse gas emissions to global warming, which is
based on capturing carbon dioxide emissions from industrial operations and permanently storing them in deep underground formations.
 
Cogeneration – A generating facility that produces electricity and another form of useful thermal energy (such as heat or steam) used for
industrial, commercial, heating, or cooling purposes.
 
Combined-Cycle – An electric generating technology in which electricity is produced from otherwise lost waste heat exiting from one or more
gas (combustion) turbines. The exiting heat is routed to a conventional boiler or to a heat recovery steam generator for use by a steam turbine in
the production of electricity. This process increases the efficiency of the electric generating unit.
 
Dividend – Refers to a cash dividend declared payable by TransAlta on the outstanding Shares.
 
eERP – ecoEnergy for Renewable Power program, a program established by the Federal Government.
 
Force Majeure – Literally means “greater force”. These clauses excuse a party from liability if some unforeseen event beyond the control of that
party prevents it from performing its obligations under the contract.
 
Geothermal Facility – A plant in which the prime mover is a steam turbine. The turbine is driven either by steam produced from hot water or by
natural steam that derives its energy from heat found in rocks or fluids at various depths beneath the surface of the earth. The energy is
extracted by drilling and/or pumping.
 
Gigawatt – A measure of electric power equal to 1,000 megawatts.
 
Gigawatt hour (GWh)  – A measure of electricity consumption equivalent to the use of 1,000 megawatts of power over a period of one hour.
 
Global Adjustment - is the difference between the total payments made to certain contracted or regulated generators/demand management
projects, and market revenues and is calculated each month. The adjustment is determined by the Ontario Independent Electricity System
Operator
 
Greenhouse Gas (GHG)  – Gases having potential to retain heat in the atmosphere, including water vapour, carbon dioxide, methane, nitrous
oxide, hydrofluorocarbons, and perfluorocarbons.
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Megawatt (MW) – A measure of electric power equal to 1,000,000 watts.
 
Megawatt hour (MWh)  – A measure of electricity consumption equivalent to the use of 1,000,000 watts of power over a period of one hour.
 
Net Capacity – The maximum capacity or effective rating, modified for ambient limitations, that a generating unit or power plant can sustain over
a specific period, less the capacity used to supply the demand of station service or auxiliary needs.
 
Supercritical Technology – The most advanced coal-combustion technology in Canada employing a supercritical boiler, high-efficiency multi-
stage turbine, flue gas desulphurization unit (scrubber), bag house, and low nitrogen oxide burners.
 
Uprate – To increase the rated electrical capability of a power generating facility or unit.
 
WPPI – Wind Power Production Incentive payments from the Federal Government.
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Highlights

Strategic Highlights
 
Financial Flexibility and Positioning for Growth

          TAMA transmission LP (“TAMA transmission”) successfully qualified to participate as a proponent in the Fort McMurray West 500 kilovolt Transmission
Project.

          Formation of TransAlta Renewables Inc. (“TransAlta Renewables”), creating a vehicle for enhancing TransAlta’s strategy for growth in contracted and

§

§



operating assets.
 
Long-Term Stability of Cash Flows

          Long-term contract extension to supply power to the BHP Billiton Nickel West operations in Western Australia.
          50 megawatt (“MW”) long-term contract with the Salt River Project signed by CalEnergy, LLC (“CalEnergy”).
          74 MW 20-year long-term power supply contract with the Ontario Power Authority (“OPA”) for our Ottawa facility.
          86 MW long-term contract with the City of Riverside signed by CalEnergy.
          Approval of long-term contract with Puget Sound Energy (“PSE”) at Centralia Thermal.

 
Growth

          Announced plans to build and own (TransAlta ownership 43 per cent) a $178 million natural gas pipeline to our Solomon power station.
          Acquired 144 MW wind farm in Wyoming.
          Began commercial operations of our 68 MW long-term contracted New Richmond wind farm.

 
Operational Financial Results

          Consolidated: Comparable earnings before interest, taxes, depreciation, and amortization (“EBITDA”) for 2013 increased $8 million to $1,023 million. The
improvements in the wind, hydro, gas, trading, and corporate segments were partially offset by a decline in comparable EBITDA from our Canadian and
U.S. coal operations. Lower realized prices and higher coal costs at Canadian Coal facilities and lower pricing at Centralia Thermal contributed to the bulk
of the decline in the coal business in 2013.

          Canadian Coal: In 2013, comparable EBITDA was $309 million compared to $373 million in 2012 and $273 million in 2011. The main impact to the
business in 2013 was lower realized prices, higher penalties, and higher coal costs. We also took over the Highvale Mine in 2012 and needed to expand
the mine to be able to deliver coal to all six Sundance units and all three Keephillls units. Planned major maintenance for this business sector has returned
to normal levels after a large capital program in 2012 was completed.

          U.S. Coal: Comparable EBITDA decreased to $66 million in 2013 compared to $148 million in 2012 and $211 million in 2011. The decline in comparable
EBITDA is due to weak merchant pricing and expiry of contracts through the 2011 to 2013 period. Lower fuel and purchased power cost in 2013 reflect re-
negotiated rail costs, and capital was reduced significantly due to the long period of economic curtailment of these units under low prices.

          Gas: Comparable EBITDA increased by $15 million to $327 million primarily due to a full year of income from the Solomon power station that was
acquired in August 2012, partially offset by higher operations, maintenance, and administration (“OM&A”) costs resulting from higher routine
maintenance. Capital expenditures in this business were $58 million, up $9 million compared to 2012, and down $11 million compared to 2011. These are
relatively normal run rates for capital for this business.

          Wind: Comparable EBITDA for wind improved by $29 million in 2013 to $180 million, primarily due to higher prices in the Alberta market and
commencement of operations at the New Richmond facility in Québec.

          Hydro: Comparable EBITDA increased by $20 million to $147 million, primarily due to favourable pricing in the Alberta market.
          Equity Investments: The geothermal business, which is recorded within equity investments, lost $10 million in 2013 compared to a loss of $15 million in

2012. The reduction of the loss is primarily due to favourable prices in 2013 relative to 2012.
          Energy Trading Segment: Our Energy Trading business showed an improvement in comparable EBITDA of $74 million in 2013 to $61 million. Tighter risk

controls and additional asset optimization capability contributed to the turnaround in this business.
          Corporate Segment: OM&A improved by $16 million due to savings achieved through the restructuring in 2012.
          Overall availability, including finance leases and equity investments, was 85.5 per cent compared to 88.4 per cent in 2012. Adjusting for economic

dispatching at Centralia Thermal, availability was 87.8 per cent compared to 90.0 per cent in 2012. The decrease is mainly due to higher unplanned
outages at the Alberta coal Power Purchase Arrangement (“PPA”) facilities, primarily driven by the Keephills Unit 1 force majeure outage, partially offset
by lower planned outages at the Alberta coal facilities.

          Overall production increased 3,732 gigawatt hours (“GWh”) to 42,482 GWh compared to 2012.
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Consolidated Highlights

   Funds from operations (“FFO”) decreased $59 million to $729 million compared to 2012, primarily due to higher cash interest and cash taxes as well as
differences in timing of cash proceeds associated with power hedges.

   Comparable earnings were $81 million ($0.31 per share), down from $117 million ($0.50 per share) in 2012. The decrease in comparable earnings is
primarily due to an increase in depreciation and amortization, income taxes, and net interest, partially offset by an increase in comparable EBITDA.

   Reported net loss attributable to common shareholders was $71 million ($0.27 net loss per share), up from net loss attributable to common shareholders
of $615 million ($2.62 net loss per share) in 2012. The change is driven by an increase in comparable EBITDA of $8 million and the following non-
comparable amounts, net of tax:

    Decrease in asset impairment charges of $342 million
    Decrease in impact of Sundance Units 1 and 2 return to service of $170 million
    Decrease in impact of writeoff of deferred income tax assets of $141 million
    Increase in impact of the California claim of $42 million
    Increase in loss on assumption of pension obligations of $22 million due to the assumption of mining operations at the Highvale Mine and related

pension obligations for mine employees
    Increase in loss on de-designated hedges of $20 million
    Decrease in restructuring provision of $12 million
    Decrease in gain on sale of collateral of $11 million

   We have accrued for a potential settlement with San Diego Gas & Electric Company, the California Attorney General, and other government agencies
with a pre-tax impact of U.S.$52 million.

 
 
The following table depicts key financial results and statistical operating data:

Year ended Dec. 31 2013 2012 2011

Availability (%) 85.5 88.4 85.4

Adjusted availability (%) 87.8 90.0 88.2

Production (GWh) 42,482 38,750 41,012
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Revenues 2,292 2,210 2,618

Comparable EBITDA 1,023 1,015 1,044

Net earnings (loss) attributable to common shareholders (71) (615) 290

Comparable net earnings attributable to common shareholders 81 117 232

Funds from operations 729 788 812

Cash flow from operating activities 765 520 690

Free cash flow 295 258 417

Net earnings (loss) per share attributable to common shareholders, basic and diluted (0.27) (2.62) 1.31

Comparable earnings per share 0.31 0.50 1.05

Funds from operations per share 2.76 3.35 3.66

Free cash flow per share 1.12 1.10 1.88

Dividends paid per common share 1.16 1.16 1.16

As at Dec. 31 2013 2012

Total assets 9,783 9,503

Total long-term liabilities 5,508 4,769
 
 
 
 
 
 
1     Availability and production includes all generating assets (generation operations, finance leases, and equity investments).
2     Adjusted for economic dispatching at Centralia Thermal.
3     These comparable items are not defined under IFRS. Presenting these items from period to period provides management and investors with the ability to evaluate earnings trends more readily in comparison

with prior periods’ results. Refer to the Non-IFRS Measures section of this MD&A for further discussion of these items, including, where applicable, reconciliations to measures calculated in accordance with
IFRS.
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Comparable EBITDA is as follows:
 
Year ended Dec. 31 2013 2012 2011
Generation Segment

Canadian Coal 309 373 273
U.S. Coal 66 148 211
Gas 327 312 275
Wind 180 151 163
Hydro 147 127 105

Total Generation Segment 1,029 1,111 1,027
Energy Trading Segment 61 (13) 101
Corporate Segment (67) (83) (84)
Total comparable EBITDA 1,023 1,015 1,044
 
 

Business Environment
Overview of the Business
We are a wholesale power generator and marketer with operations in Canada, the United States (“U.S.”), and Australia. We own, operate, and
manage a highly contracted and geographically diversified portfolio of assets and use a broad range of generation fuels including coal, natural
gas, hydro, wind, and geothermal. During 2013, commercial operations began at our New Richmond wind farm and Sundance Units 1 and 2 were
returned to service. We added an additional 628 MW of power to our generation portfolio as a result of these projects, increasing our gross
generating capacity  to 9,046 MW  (8,453 MW net ownership interest). Please refer to the Significant Events section of this MD&A for more
information.
 
We operate in a variety of markets to generate electricity, find buyers for the power we generate, and arrange for its transmission. The major
markets we operate in are Western Canada, the Western U.S., and Eastern Canada. The key characteristics of these markets are described below.
 

Demand
Demand for electricity, among other things, is a fundamental driver of prices in all of our markets. Economic growth is the main driver of longer-term changes
in the demand for electricity. Historically, demand for electricity in all three of our major markets has grown at an average rate of one to three per cent per
year. In recent years, demand growth has been weaker in Ontario and the Pacific Northwest due to economic conditions, while Alberta has shown steady
growth.
 
Alberta has seen annual average demand growth of about three per cent over the past three years. Investment in oil sands development is a key driver of
electricity demand growth in the province, and several large projects are under way that should bring new demand over the next several years. In the Pacific
Northwest and Ontario, demand growth was relatively flat in 2013.
 
Supply
Reserve margins measure available capacity in a market over and above the capacity needed to meet normal peak demand levels. Falling reserve margins
indicate that generation capacity is becoming relatively scarce and results in increased power prices. During 2013, reserve margins in Alberta increased as a
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result of Sundance Units 1 and 2 returning to service and reserve margins were relatively flat in the Pacific Northwest. In Ontario, reserve margins decreased
primarily due to the retirement of coal generation capacity, which was partially offset by the effect of nuclear generating plants returning to service at the end
of 2012.
 
Renewable generation growth has been strong in all regions for the past several years. In 2013, neither Alberta nor the Pacific Northwest increased wind
capacity; however, both regions completed small biomass projects. Ontario continues to develop wind and solar capacity through its Feed-in Tariff program
and increased renewable capacity by over 1,000 MW in 2013.
 
 
1            We measure capacity as net maximum capacity (see glossary for definition of this and other key terms), which is consistent with industry standards. Capacity figures represent capacity owned and in

operation unless otherwise stated.
2            All Generation assets excluding equity investments.
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Transmission
Transmission refers to the bulk delivery system of power and energy between generating units and consumers. In the North American market, we believe
investment in transmission capacity has not kept pace with the growth in demand for electricity. Lead times in new transmission infrastructure projects are
significant, subject to extensive consultation processes with landowners, and subject to regulatory requirements that can change frequently. As a result,
existing generation or additions of generating capacity may not have access to markets until key bulk transmission upgrades and additions are completed.
 

Alberta
Transmission development in Alberta has not kept pace with growing loads and new generation connections. In 2009, the Government of Alberta declared
several transmission projects as being critical, including three major transmission lines that will be completed between late 2013 and early 2015. A fourth
major transmission line, consisting of two lines, is the subject of a competitive procurement process, in which TAMA Transmission, a partnership between
TransAlta and MidAmerican Transmission, is participating. The Alberta Electric System Operator (“AESO”) announced its selection of a short-list of
companies for the first of the two lines, identifying that TAMA Transmission will participate in the next stage of its competitive process for the project. The
AESO is expected to start the Request for Proposals (“RFP”) process on the second line in 2015. Although the critical transmission projects should address
constraints along major paths, a number of regional transmission lines are currently constrained or are forecast to become constrained in the near future as a
result of new connections. In January 2014, the AESO published a new long-term transmission plan and has proposed a number of new transmission
facilities to address these regional constraints. Until these projects can be completed, there will continue to be transmission constraints in some regions of
the province, particularly southern Alberta, central-eastern Alberta, and Fort McMurray.
 

Ontario
Ontario has procured significant quantities of generation, in particular renewable generation, but procurement has been limited to prevent significant
congestion on Ontario’s transmission system. Several transmission projects in both southwestern and northeastern Ontario have been developed to
increase transmission capability and facilitate the procurement of additional generation. The Independent Electricity System Operator’s forecast of
constrained generation for the time period from 2013 to 2015 includes minor impacts to generation in southwestern Ontario and significant impacts to
generation in northern Ontario. Rapid load growth in the area north of Dryden as well as the potential to develop the mineral-rich area known as the Ring of
Fire could require significant transmission expansion. This transmission expansion may be subject to a competitive process.
 

Environmental Legislation and Technologies
Environmental issues and related legislation have, and will continue to have, an impact upon our business. Since 2007, we have incurred costs as a result of
Greenhouse Gas (“GHG”) legislation in Alberta. Please refer to the Climate Change and the Environment section of this MD&A for additional information on
the changes to Alberta’s GHG legislation that occurred in 2012. Our exposure to increased costs as a result of environmental legislation in Alberta is
mitigated to some extent through change-in-law provisions in our PPAs. We are in discussions with the provincial government to ensure coordination
between GHG and air pollutant regulations, such that emission reduction objectives are achieved in the most effective manner while taking into
consideration the reliability and cost of Alberta’s generation supply. In the State of Washington, the TransAlta Energy Bill (the “Bill”) was signed into law and
provides a framework to transition from coal to other forms of generation. Legislation in other jurisdictions is in various stages of maturity and sophistication.
 
While TransAlta discontinued its Pioneer carbon capture and storage (“CCS”) project (“Project Pioneer”) in April 2012, the detailed Front-End Engineering
Design (“FEED”) study that was completed provided us with a comprehensive analysis of this technology, which should provide ongoing value in the
assessment of other carbon control strategies. We also are actively and broadly disseminating the knowledge from Project Pioneer to others who may
benefit from it.
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Economic Environment
In 2014, we expect slow to moderate growth in all markets. We continue to monitor global events and their potential impact on the economy and our supplier
and commodity counterparty relationships.
 
Contracted Cash Flows
During the year, approximately 90 per cent of our consolidated power portfolio was contracted through the use of PPAs and other long-term contracts. We
also entered into short-term physical and financial contracts for the remaining volumes, which are primarily for periods of up to five years. The average prices
of these contracts for 2013 were approximately $60 per megawatt hour (“MWh”) in Alberta and approximately U.S.$40 per MWh in the Pacific Northwest.
 
Electricity Prices
 



Spot electricity prices are important to our business as our merchant natural
gas, wind, hydro, and thermal facilities are exposed to these prices. Changes
in these prices will affect our profitability, economic dispatching, and any
contracting strategy. Our Alberta plants, operating under PPAs, receive
contracted capacity payments based on targeted availability and will pay
penalties or receive payments for production outside targeted availability
based upon a rolling 30-day average of spot prices. The PPAs and long-term
contracts covering a number of our generating facilities help minimize the
impact of spot price changes.

 
Spot electricity prices in our markets are driven by customer demand, generator supply, natural gas prices, and the other business environment dynamics
discussed above. We monitor these trends in prices, and schedule maintenance, where possible, during times of lower prices.
 
For the year ended Dec. 31, 2013, average spot prices in Alberta increased compared to 2012, primarily due to tighter supply and demand conditions. In the
Pacific Northwest, average spot prices increased due to higher natural gas prices and lower hydro generation. Average spot prices in Ontario for the year
ended Dec. 31, 2013 increased compared to 2012 due to higher natural gas prices, which was partially offset by an increase in supply as a result of nuclear
generating plants returning to service.
 
In 2014, power prices in Alberta are expected to be lower than 2013 as a result of more baseload generation and fewer planned maintenance outages
across the market. However, prices can vary based on supply and weather conditions. In the Pacific Northwest, we expect prices to settle higher than in
2013 due to marginally higher natural gas prices and an outlook for lower hydro generation compared to 2013.
 
In 2012, average spot prices in all three markets decreased compared to 2011, partially due to lower natural gas prices. In Alberta, spot prices also
decreased as a result of overall higher availability. In the Pacific Northwest, spot prices also decreased as a result of increased wind and hydro generation.
Spot prices in Ontario also decreased compared to 2011 due to increased supply resulting from facilities returning to service.
 
Spark Spreads
 

Spark spreads measure the potential profit from generating electricity at
current market rates. A spark spread is calculated as the difference between
the market price of electricity and its cost of production. The cost of production
is comprised of the total cost of fuel and the efficiency, or heat rate, with which
the plant converts the fuel source to electricity. For most markets, a
standardized plant heat rate is assumed to be 7,000 British Thermal Units
(“Btu”) per kilowatt hour (“KWh”).
 
Spark spreads will also vary between plants due to their design, the
geographical region in which they operate, and customer and/or market
requirements. The change in the prices of electricity and natural gas, and the
resulting spark spreads in our three major markets, affect our operational
results.
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For the year ended Dec. 31, 2013, average spark spreads increased in Alberta compared to 2012 due to higher power prices driven by tighter supply and
demand conditions. In the Pacific Northwest, average spark spreads increased due to higher power prices driven by lower hydro generation. Average spark
spreads in Ontario decreased for the year ended Dec. 31, 2013 compared to 2012 as power prices did not rise as rapidly as natural gas prices, largely due
to nuclear generating plants returning to service and increased renewables generation.
 
In 2012, average spark spreads in Alberta decreased compared to 2011 due to lower power prices. In the Pacific Northwest and Ontario, average spark
spreads increased as a result of lower natural gas prices compared to 2011. The decrease in natural gas prices was greater than the decrease in spot prices
in both the Pacific Northwest and Ontario, causing the spark spread to increase compared to 2011.
 
Strategy
Our goals are to deliver shareholder value by delivering solid returns through a combination of dividend yield and disciplined growth in cash flow
per share, while striving for a low to moderate risk profile, balancing capital allocation, and maintaining financial strength. Our comparable cash
flow growth is driven by optimizing and diversifying our existing assets and further expanding our overall portfolio and operations in Canada, the
U.S., and Australia. We are focusing on these geographic areas as our expertise, scale, and diversified fuel mix allows us to create expansion
opportunities in our core markets. Our strategy to achieve these goals has the following key elements:
 
Growth Strategy
Our growth strategy is to continue to diversify our asset base in three core markets with a focus on renewables and natural gasfired generation. Furthermore,
we are focused on ensuring we replace our coal assets that are scheduled to retire in Alberta and the Pacific Northwest.
 
During 2013, we executed on our strategy through the commencement of commercial operations at our 68 MW New Richmond wind farm and the acquisition
of a 144 MW wind farm in Wyoming through one of our wholly owned subsidiaries. In early 2014 we announced the construction of a new natural gas
pipeline in Australia. Please refer to the Significant Events section of this MD&A for more information.
 
Financial Strategy
Our financial strategy is to maintain a strong financial position and investment grade credit ratings to provide a solid foundation for our long-cycle, capital-
intensive, and commodity-sensitive business. A strong financial position and investment grade credit ratings improve our competitiveness by providing



greater access to capital markets, lowering our cost of capital compared to that of non-investment grade companies, and enabling us to contract our assets
with customers on more favourable commercial terms. We value financial flexibility, which allows us to selectively access the capital markets when
conditions are favourable.
 
Contracting Strategy
In 2013, we continued to see some demand growth in our Alberta market; however, demand in the Pacific Northwest and Ontario remained relatively flat.
While we are not immune to lower power prices, the impact of these lower prices is mitigated through our contracting strategy. Currently, approximately 88
per cent of 2014 and approximately 80 per cent of 2015 expected capacity across our fleet is contracted. On an aggregated portfolio basis, depending on
market conditions, we target being up to 90 per cent contracted for the upcoming year. This contracting strategy helps protect our cash flow and our financial
position through economic cycles.
 
Operational Strategy
We manage our facilities to achieve stable and predictable operations that are comparatively low cost and balanced with our fleet availability target. Our
target for 2014 is to increase productivity and achieve overall fleet availability of 88 to 90 per cent. Over the last three years, our average adjusted availability
has been 88.7 per cent, which is slightly below our corporate target.
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Capability to Deliver Results
We have the following core competencies and non-capital resources that give us the capability to achieve our corporate objectives. Refer to the
Liquidity and Capital Resources section of this MD&A for further discussion of the capital resources available that will assist us in achieving our
objectives.
 
Operational Excellence
We seek to optimize our generating portfolio by owning and managing a mix of relatively low-risk assets and fuels to deliver an acceptable and predictable
return. Our strategic focus is primarily on improving base operations, repositioning coal, and diversifying our portfolio.
 
Financial Strength
We manage our financial position and cash flows to maintain financial strength and flexibility throughout all economic cycles. This financial discipline will
continue to be important during 2014. We continue to maintain $2.1 billion in committed credit facilities, and as of Dec. 31, 2013, $0.9 billion was available to
us. Our investment grade credit rating, available credit facilities, FFO, manageable debt maturity profile, and access to the capital markets provide us with
financial flexibility. As a result, we can be selective if and when we go to the capital markets for funding.
 
The funding required for our growth strategy is supported by our financial strength. In 2013, we took advantage of favourable capital markets by completing
the initial public offering of TransAlta Renewables in August, as well as an offering of $400 million of Canadian medium-term senior notes. Looking forward,
we expect continued capital market support for projects that meet our return requirements and risk profile.
 
Our senior unsecured debt is rated as investment grade, BBB- (stable), Baa3 (stable), and BBB (stable) with Standard and Poor’s (“S&P”), Moody’s Investors
Services, and DBRS, respectively. Our preferred shares are rated P-3 and Pfd-3 with S&P and DBRS, respectively.
 
Participation in the Dividend Reinvestment and Share Purchase (“DRASP”) plan is approximately 30 to 35 per cent.
 
Disciplined Capital Allocation
We are committed to optimizing the balance between returning capital to shareholders, investing in the base business and growth opportunities, and
maintaining a strong financial position.
 
We continue to selectively grow our diversified generating fleet to increase production and meet future demand requirements, with growth projects that have
the ability to meet or exceed our targeted rate of return. During 2013, commercial operations began at our 68 MW New Richmond wind farm, and in early
2014 we announced the construction of a new natural gas pipeline in Australia. We also completed the acquisition of a 144 MW wind farm in Wyoming
through one of our wholly owned subsidiaries.
 
People
Our experienced leadership team is made up of senior business leaders who bring a broad mix of skills in the electricity sector, finance, law, government,
regulation, engineering, operations, construction, risk management, and corporate governance. The leadership team’s experience and expertise, our
employees’ knowledge and dedication to superior operations, and our entire organization’s knowledge of the energy business, in our opinion, has resulted in
a long-term proven track record of financial stability.
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Performance Metrics
We have key measures that, in our opinion, are critical to evaluating how we are progressing towards meeting our goals. These measures, which
include a mix of operational, risk management, and financial metrics, are discussed below.
 
Availability
 



We strive to optimize the availability of our plants throughout the year to meet
demand. However, this ability to meet demand is limited by the requirement to
shut down for planned maintenance and unplanned outages, as well as by
reduced production from derates. Our goal is to minimize these events through
regular assessments of our equipment and a comprehensive review of our
maintenance plans in order to balance our maintenance costs with optimal
availability targets. Over the past three years, we have achieved an average
adjusted availability of 88.7 per cent, which was slightly below our long-term
target of 89 to 90 per cent. If availability is also adjusted for the force majeure
outage at Keephills Unit 1, the average adjusted availability is 89.7 per cent,
which is within our long-term target. Our availability in 2013, after adjusting for
economic dispatching at Centralia Thermal, was 87.8 per cent (2012 – 90.0
per cent).

 
Availability for the year ended Dec. 31, 2013 decreased compared to 2012, primarily due to higher unplanned outages at the Alberta coal PPA facilities,
which was largely driven by the Keephills Unit 1 force majeure outage, partially offset by lower planned outages at the Alberta coal PPA facilities.
 
In 2012, availability increased compared to 2011, primarily due to lower planned and unplanned outages at Centralia Thermal and lower unplanned outages
at the Alberta coal PPA facilities, partially offset by higher planned outages at the Alberta coal PPA facilities.
 
Operating Costs
 

Our OM&A costs reflect the operating cost of our facilities. These costs can
fluctuate due to the timing and nature of planned maintenance activities. The
remainder of OM&A costs reflects the cost of day-to-day operations. Our target
is to offset the impact of inflation in our recurring operating costs as much as
possible through cost control and targeted productivity initiatives. We measure
our ability to maintain productivity on OM&A based on the cost per installed
MWh of capacity.

 
For the year ended Dec. 31, 2013, OM&A costs per installed MWh were consistent with 2012.
 
In 2012, OM&A costs per installed MWh decreased compared to 2011, primarily due to lower compensation costs as a result of productivity initiatives and a
continued focus on reducing costs.
 
Cash Flow
We focus our base business on delivering strong cash flows. In addition, our goal is to steadily grow comparable EBITDA and cash flows over the long term
through the addition of new assets, recognizing that the amount of growth may fluctuate year over year with the amount of our cash flows from our base
business.
 
Year ended Dec. 31 2013 2012 2011
Comparable EBITDA 1,023 1,015 1,044
Comparable Earnings Per Share (“EPS”) 0.31 0.50 1.05
FFO 729 788 812
FFO per share 2.76 3.35 3.66
Free cash flow 295 258 417
Free cash flow per share 1.12 1.10 1.88
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Sustaining Capital and Productivity Expenditures
We are in a long-cycle, capital-intensive business that requires significant capital expenditures. Our goal is to undertake sustaining capital and productivity
expenditures that ensure our facilities operate reliably and safely over a long period of time. Our sustaining capital and productivity expenditures are
comprised of four components: (i) routine and mine capital, (ii) planned maintenance, (iii) productivity capital, and (iv) finance lease.
 

In 2013, we spent $122 million less on sustaining capital and productivity
expenditures compared to 2012, which was made up of $11 million more on
routine capital, an increase of $15 million on mine capital, $133 million less on
planned maintenance, a decrease of $24 million on productivity, and $9 million
more on finance leases. The increase in routine capital was primarily due to
the generating rewind at the Keephills facility. Mine capital increased as a
result of the purchase of pre-stripping trucks during the year. Planned
maintenance decreased, primarily due to fewer planned outages during the
year. Productivity expenditures decreased as a result of a reduction in
corporate improvement initiatives. The finance leases were for mining
equipment that was in use, or committed to, by Prairie Mines and Royalty Ltd.
(“PMRL”) for mining operations at our Highvale Mine.

 
In 2012, we spent $139 million more on sustaining capital and productivity expenditures compared to 2011, which was made up of $18 million more on
routine and mine capital, $102 million more on planned maintenance, and $19 million more on productivity. The increase in routine and mine capital was due
to non-turnaround maintenance projects. Planned maintenance increased primarily due to planned outages at Keephills Units 1 and 2 and Sundance Units 3
and 5. A significant part of the expenditures at the Keephills facility relate to more comprehensive planned major maintenance, including significant
component replacements that are not expected to be replaced again over the balance of the life of the plant. Productivity increased as a result of costs



associated with several corporate improvement initiatives.
 

Safety
Safety is our top priority with all of our staff, contractors, and visitors. Our objective is to maintain our Injury Frequency Rate (“IFR”), which includes
employees and contractors, at less than 1.00 for 2013. Our ultimate goal is to achieve zero injury incidents.
 

Year ended Dec. 31 2013 2012 2011
IFR 0.93 0.89 0.89
 

Investment Grade Ratios
Investment grade ratings support contracting activities and provide better access to capital markets through commodity and credit cycles. We are focused on
maintaining a strong financial position and cash flow coverage ratios to support stable investment grade credit ratings.
 

Year ended Dec. 31 2013 2012 2011

Adjusted cash flow to interest coverage (times) 4.0 4.4 4.4
Adjusted cash flow to debt (%) 16.9 19.0 20.1
Debt to comparable EBITDA (times) 4.2 4.1 3.8
 

 
 
 
 
 
1        Adjusted for the impacts associated with the California claim in 2013 and the Sundance Units 1 and 2 arbitration in 2012.
2        Adjusted cash flow to interest coverage is calculated as cash flow from operating activities before changes in working capital plus net interest expense divided by interest on debt less interest income.
3        Adjusted cash flow to debt is calculated as cash flow from operating activities before changes in working capital divided by average total debt less average cash and cash equivalents.
4        Debt to comparable EBITDA is calculated as long-term debt including current portion less cash and cash equivalents divided by comparable EBITDA.
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Adjusted cash flow to interest coverage decreased in 2013 compared to 2012, primarily due to higher interest on debt. Adjusted cash flow to interest
coverage in 2012 was comparable to 2011. Our goal is to maintain this ratio in a range of four to five times.
 

Adjusted cash flow to debt decreased in 2013 compared to 2012, due to higher average debt levels in 2013. Adjusted cash flow to debt decreased in 2012
compared to 2011 due to higher average debt levels in 2012. Our goal is to maintain this ratio in a range of 20 to 25 per cent.
 

We have elected to present debt to comparable EBITDA in place of the debt to invested capital ratio. We believe that the EBITDA-based metric is more
relevant to the users of the financial statements as it is a more current, cash-based metric, rather than the invested capital metric, which uses historical
balances. We also believe that the debt to comparable EBITDA ratio is a more meaningful metric that is consistent with the metrics the rating agencies that
cover TransAlta use.
 

Debt to comparable EBITDA as at Dec. 31, 2013 was comparable to 2012. Debt to comparable EBITDA increased as at Dec. 31, 2012 compared to 2011
due to higher average debt levels and lower comparable EBITDA in 2012. Our goal is to maintain this ratio in a range of four to five times.
 

At times, and over a short-term period, the credit ratios may be outside of the specified target ranges while we realign the capital structure. During 2013, we
took several steps to strengthen our financial position and reduce debt, using the approximate $221 million in gross proceeds from the initial public offering of
TransAlta Renewables to pay down debt, and utilizing the proceeds from dividends reinvested under the DRASP plan as a continued source of equity.
Participation in the DRASP plan is currently at approximately 35 per cent.
 

We seek to maintain financial flexibility by using multiple sources of capital to finance capital allocation plans effectively, while maintaining a sufficient level of
available liquidity to support contracting and trading activities. Further, financial flexibility allows our commercial team to contract our portfolio with a variety of
counterparties on terms and prices that are favourable to our financial results.
 

Shareholder Value
Our business model is designed to deliver low to moderate risk-adjusted sustainable returns and maintain financial strength and flexibility, which enhances
shareholder value in a capital-intensive, long-cycle, commodity-based business. Our goal is to generate Total Shareholder Returns (“TSR”)  through a
combination of cash flow growth and dividend yield.
 
The table below shows our historical performance on this measure:
 

Year ended Dec. 31 2013 2012 2011
TSR (%) (3.2) (22.5) 4.9
 

We continue to focus on delivering shareholder returns. Improvements in the business will come from investments in productivity, with a focus on improving
the Alberta coal business. We continue to be disciplined in our capital allocation process and are actively seeking growth opportunities in the U.S., Western
Australia, and Canada, as demonstrated by the acquisition of the Solomon power station in 2012, the commencement of commercial operations at New
Richmond, the Wyoming wind farm acquisition in the U.S., and the announcement of the Australian natural gas pipeline project in 2014. We are focused on
delivering cash flow to fund the dividends and growth and maintain investment grade credit ratings.
 
 
 
 
 
1           This measure is not defined under IFRS. We evaluate our performance and the performance of our business segments using a variety of measures. This measure is not necessarily comparable to a similarly

titled measure of another company. TSR is the total amount returned to investors over a specific holding period and includes capital gains, capital losses, and dividends.
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Results of Operations
Our results of operations are presented on a consolidated basis and by business segment. We have three business segments: Generation,
Energy Trading, and Corporate. For this MD&A, we have further split what is reported as our Generation business segment into the various fuel
types to provide additional information to our readers. Some of our accounting policies require management to make estimates or assumptions
that in some cases may relate to matters that are inherently uncertain. Some of our critical accounting policies and estimates include: revenue
recognition, valuation and useful life of property, plant, and equipment (“PP&E”), financial instruments, decommissioning and restoration
provisions, valuation of goodwill, income taxes, and employee future benefits. Refer to the Critical Accounting Policies and Estimates section of
this MD&A for further discussion.
 

In this MD&A, the impact of foreign exchange fluctuations on foreign currency denominated transactions and balances is discussed with the relevant items
from the Consolidated Statements of Earnings (Loss) and the Consolidated Statements of Financial Position. While individual line items on the Consolidated
Statements of Financial Position may be impacted by foreign exchange fluctuations, the net impact of the translation of individual items relating to foreign
operations to our presentation currency is reflected in accumulated other comprehensive income (loss) (“AOCI”) in the equity section of the Consolidated
Statements of Financial Position.
 
Significant Events
Our consolidated financial results include the following significant events:
 

2013
California Claim
In response to complaints filed by San Diego Gas & Electric Company, the California Attorney General, and other government agencies, the Federal Energy
Regulatory Commission (“FERC”) ordered us to refund approximately U.S.$47 million for sales we made in the organized markets of the California Power
Exchange, the California Independent System Operator, and the California Department of Water Resources during the 2000 - 2001 period. In addition, the
California parties have sought additional refunds that to date have been rejected by FERC. We have established a U.S.$47 million provision to cover any
potential refunds. Final rulings are not expected in the near future.
 

For the year ended Dec. 31, 2013, we accrued for a potential settlement of all outstanding disputes with the California parties, which resulted in a pre-tax
charge to earnings of approximately U.S.$52 million.
 
Eastern Canada Ice Storm
In late December 2013, extreme weather conditions impacted our operations in parts of Ontario and Atlantic Canada, causing icing on turbine blades and
consequently requiring us to shut down some of the wind turbines. The impact ranged from 7 to 12 days of downtime at each of the affected facilities, a total
of 25.6 GWh of lost production, and approximately $3 million in total lost revenues. Operations at all impacted sites have returned to normal.
 
Acquisition by TransAlta Renewables
On Dec. 20, 2013, we completed the acquisition, through one of our wholly owned subsidiaries, of a 144 MW wind farm in Wyoming for approximately
U.S.$102 million from an affiliate of NextEra Energy Resources, LLC. The wind farm is fully operational and contracted under a long-term PPA until 2028 with
an investment grade counterparty. An economic interest in the wind farm was acquired by TransAlta Renewables from the Corporation in consideration for a
payment equal to the original purchase price of the acquisition. We have extended a U.S.$102 million loan to TransAlta Renewables to fund the acquisition.
Terms of the loan require TransAlta Renewables to repay a minimum of U.S.$45 million of the loan over the first 36 months with free cash flow from
operations, and the balance on maturity on Dec. 31, 2018, through a long-term debt refinancing that is expected to be completed in conjunction with other
financing needs of TransAlta Renewables.
 
The acquisition is expected to be accretive to cash flow per share for both the Corporation and TransAlta Renewables.
 
Senior Notes Offering
On Nov. 25, 2013, we completed an offering of $400 million medium-term senior notes that carry a coupon rate of 5.0 per cent, payable semi-annually, at an
issue price equal to 99.516 per cent of the principal amount of the notes. The net proceeds from the offering were used to repay indebtedness, finance our
long-term investment plan and growth projects, and for general corporate purposes.
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Western Australia Contract Extension
On Oct. 30, 2013, we announced a long-term contract extension to supply power to the BHP Billiton Nickel West operations in Western Australia from our
Southern Cross Energy facilities (“Southern Cross”). The extension is effective immediately and replaces the previous contract, which was set to expire at
the beginning of 2014.
 

Operating since 1996, Southern Cross has a total installed capacity of 245 MW from the Kambalda, Mt. Keith, Leinster, and Kalgoorlie power stations.
 
Salt River Project
On Sept. 17, 2013, we announced that CalEnergy, a joint venture with MidAmerican Energy Holdings Company (“MidAmerican”), executed a 50 MW long-
term contract for renewable geothermal power with Salt River Project, an Arizona utility, which runs from 2016 to 2039.
 
Ontario Power Authority



On Aug. 30, 2013, we announced the execution of a new agreement for a 20-year power supply term with the OPA, for our Ottawa gas facility, which is
effective January 2014.
 

Under the new deal the plant will become dispatchable. This will assist in reducing the incidents of surplus baseload generation in the market, while
maintaining the ability of the system to reliably produce energy when it is needed.
 

This new contract will benefit our shareholders by providing long-term stable earnings from this facility and will benefit ratepayers of Ontario by securing
attractively priced capacity from this existing facility, reducing the need for new capacity to be built in the future and allowing hospitals in the area to continue
to be served with the steam they need for heat and other energy processes, in an environmentally friendly manner.
 
TransAlta Renewables
On May 28, 2013, we formed a new subsidiary, TransAlta Renewables, to provide investors with the opportunity to invest directly in a highly contracted
portfolio of power generation facilities. We retain control over TransAlta Renewables, and therefore we consolidate TransAlta Renewables. As a result, any
loans outstanding or transactions between the Corporation and TransAlta Renewables are eliminated on consolidation in our financial statements.
 

Transfer of Generating Assets
On Aug. 9, 2013, we transferred 28 indirectly owned wind and hydroelectric generating assets to TransAlta Renewables through the sale of all the issued and
outstanding shares of two subsidiaries: Canadian Hydro Developers, Inc. (“CHD”) and Western Sustainable Power Inc. As consideration for the transfer, we
received: i) 66.7 million common shares of TransAlta Renewables valued at $10 per share for total share consideration of $667 million; ii) a Closing Note
receivable in the amount of $187 million; iii) a Short Term Note receivable in the amount of $250 million; iv) an Acquisition Note receivable in the amount of
$30 million; and v) an Amortizing Loan receivable in the amount of $200 million.
 

Initial Public Offering of Common Shares
On July 31, 2013, TransAlta Renewables filed a final prospectus to qualify the distribution of 20.0 million of its common shares, to be issued pursuant to the
terms of an underwriting agreement at a price of $10.00 per common share (the “Offering”). TransAlta Renewables granted to the underwriters an option (the
“Over-Allotment Option”), exercisable in whole or in part for a period of 30 days following Closing, to purchase, at the Offering price, up to an additional 3.0
million common shares (representing 15 per cent of the common shares offered under the prospectus).
 

On Aug. 29, 2013, TransAlta Renewables completed the Offering and issued 20.0 million common shares for gross proceeds of $200 million. The net
proceeds of the Offering were used by TransAlta Renewables to repay the $187 million Closing Note issued to the Corporation. On Aug. 29, 2013, the
underwriters exercised their Over-Allotment Option in part to purchase an additional 2.1 million common shares at the Offering price of $10.00 per common
share for gross proceeds of $21 million. TransAlta Renewables used the net proceeds received from the partial exercise of the Over-Allotment Option to
repay a portion of the amount outstanding under the Acquisition Note issued to TransAlta. The remaining principal amount of $9 million outstanding under the
Acquisition Note after such payment was converted into 0.9 million common shares of TransAlta Renewables on the basis of one common share for each
$10.00 owing to the Corporation under the Acquisition Note. After completion of the transactions, we own 92.6 million common shares of TransAlta
Renewables, representing an 80.7 per cent ownership interest. In total, we received $207 million in cash consideration net of commissions and expenses.
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Effective Aug. 9, 2013, the net earnings and total comprehensive income (loss) attributable to the 19.3 per cent divested interest are reflected in net earnings
(loss) attributable to non-controlling interests and total comprehensive income (loss) attributable to non-controlling interests, respectively, on the
Consolidated Statements of Earnings (Loss) and on the Consolidated Statements of Comprehensive Income (Loss), respectively. The excess of
consideration received over the net book value of our divested interest was $4 million and was recorded in retained earnings (deficit). As at Dec. 31, 2013,
the net assets attributable to the 19.3 per cent divested interest are reflected in equity attributable to non-controlling interests in the Consolidated Statements
of Financial Position.
 
Update on Hydro Facilities Due to Southern Alberta Flooding
Following extremely high rainfall and flooding during the second quarter in southern Alberta, we continue to safely and efficiently resolve operational
challenges related to our hydro systems. Three of the hydro facilities we operate in Alberta in the Bow River Basin continue to be impacted by the flooding
events and are currently being repaired. We have assessed any financial impact and continue to believe that we have sufficient insurance coverage for this
damage, subject to a $5 million deductible.
 
City of Riverside
On June 18, 2013, we announced that CalEnergy had executed an 86 MW long-term contract for renewable geothermal power with the City of Riverside
which runs from 2016 to 2039. CalEnergy will purchase the power from CE Generation LLC’s (“CE Gen”) portfolio of geothermal generating facilities in
California’s Imperial Valley.
 
Sundance Units 1 and 2 Return to Service
In December 2010, Units 1 and 2 of our Sundance facility were shut down due to conditions observed in the boilers at both units. On July 20, 2012, an
arbitration panel concluded that Unit 1 and Unit 2 were not economically destroyed under the terms of the PPA and we were required to restore the units to
service. For the year ended Dec. 31, 2012, the pre-tax income statement impact of the ruling that has been recorded under the caption “Sundance Units 1
and 2 return to service” in the Consolidated Statements of Earnings (Loss) was $254 million.
 

The cost to repair Sundance Units 1 and 2 was approximately $215 million. The total estimated spend increased by $25 million due to additional scope of
work for balance of plant systems and equipment as well as higher labour costs due to an increase in labour rates. This work was performed concurrently
with the boiler repairs to prevent the need for a later outage for this work. During 2013, $25 million of components were retired as a result of the work
completed on the units to return them to service. Sundance Unit 1 returned to service on Sept. 2, 2013 and Unit 2 returned to service on Oct. 4, 2013. We
have issued notices to the buyers regarding the cessation of the force majeure period for the two units.
 
Premium Dividend™ Program
On May 8, 2013, we announced that as a result of the current low share price environment, we would suspend the Premium Dividend™ component of the
Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan (the “Plan”) following the payment of the quarterly dividend on
July 1, 2013. Our Dividend Reinvestment and Optional Common Share Purchase Plan, components of the Plan remain effective in accordance with their
current terms.
 



Keephills Unit 1
On March 5, 2013, an outage occurred at Unit 1 of our Keephills facility due to a stator winding failure found in the generator. Upon completion of the initial
repair work, further condition testing and analysis identified greater winding degradation requiring a full rewind of the generator stator. In response to the
event, we gave notice of a High Impact Low Probability (“HILP”) event and claimed force majeure relief under the PPA. In the event of a force majeure, we
are entitled to continue to receive our PPA capacity payment and are protected under the terms of the PPA from having to pay availability penalties. As a
result, we do not expect the outage to have a material financial impact on the Corporation. The Unit was returned to service on Oct. 6, 2013. Arbitration on
the matter began during the third quarter.
 
New Richmond
On March 13, 2013, our 68 MW New Richmond wind farm began commercial operations. The total cost of the project was approximately $212 million.
During 2013, we received a $13 million reimbursement for costs of the terminal station.
 
SunHills Mining Limited Partnership
Effective Jan. 17, 2013, we assumed, through our wholly owned SunHills Mining Limited Partnership (“SunHills”), operations and management control of the
Highvale Mine from PMRL. PMRL employees working at the Highvale Mine were offered employment by SunHills, which agreed to assume responsibility for
certain pension plan and pension funding obligations, that we previously funded through the payments made under the PMRL mining contracts. As a result, a
pre-tax loss of $29 million was recognized during the first quarter, along with the corresponding liabilities.
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We also entered into finance leases for mining equipment that was in use, or committed to, by PMRL for mining operations. As a result, $33 million in mining
equipment has been capitalized to PP&E and the related finance lease obligations recognized during 2013. At the end of the lease terms, we are eligible to
purchase the assets for a nominal amount.
 
Change in Estimates – Useful Lives
During 2013, management completed a review of the estimated useful lives of our hydro assets, having regard for, among other things, our economic life
cycle maintenance program and the existing condition of the assets. As a result, depreciation was reduced by $5 million for the year ended Dec. 31, 2013
and is expected to be reduced by $5 million annually thereafter.
 
Centralia Coal Inventory Writedown
During the year ended Dec. 31, 2013, we recognized a pre-tax writedown of $22 million related to the coal inventory at our Centralia plant to write the
inventory down to its net realizable value.
 
2012
Sundance Unit 3
On June 7, 2010, an outage occurred at Unit 3 of our Sundance facility due to the mechanical failure of critical generator components, which resulted in the
Unit operating at a reduced capacity level. In response to the event, we gave notice of a HILP event and claimed force majeure relief under the PPA. The
claim was disputed by the PPA Buyers. Due to the uncertainty of the resolution of the dispute, we accrued a provision, representing the potential penalties
that may be required to be paid to the PPA Buyers.
 

The matter was heard before an arbitration panel during the third quarter of 2012. On Nov. 23, 2012, the arbitration panel concluded that a HILP event
occurred and our claim for force majeure relief was affirmed. We have reversed a portion of the provision and, as a result, recognized $9 million in revenues.
 

During the fourth quarter of 2012, the uprate at Sundance Unit 3 was completed. The total cost of the project is estimated at $25 million and it is expected that
a 15 MW efficiency uprate will be achieved at the facility. Although we completed the uprate, the resulting increased capacity will not be realized until we
replace the generator stator.
 
Senior Notes Offering
On Nov. 7, 2012, we completed an offering of U.S.$400 million senior notes maturing in 2022 and bearing an interest rate of 4.5 per cent. The net proceeds
from the offering were used to repay borrowings under existing credit facilities and for general corporate purposes.
 
Corporate Restructuring
On Oct. 30, 2012, we announced a restructuring of our resources as part of our ongoing strategy to continuously improve operational excellence and
accelerate growth. As part of this restructuring, we incurred a one-time pre-tax charge of $13 million.
 
Strategic Partnership
On Oct. 25, 2012, TransAlta and MidAmerican entered into a new strategic partnership through which the two companies will work together to develop, build,
and operate new natural gas-fired electricity generation projects in Canada. The agreement also encompasses our proposed Sundance 7 project. All
development and construction, or acquisition, of approved projects will be funded equally by each partner and it is expected that TransAlta will be responsible
for construction management, operations, and maintenance of projects that proceed.
 
Sale of Common Shares
On Sept. 13, 2012, we completed a public offering of 19.2 million common shares and on Sept. 20, 2012, the underwriters exercised in part their over-
allotment option to purchase 2.0 million common shares, all at a price of $14.30 per common share, which resulted in total gross proceeds of $304 million.
The proceeds of the offering were used to partially fund the acquisition of the Solomon power station in Australia, to fund the construction of our 68 MW New
Richmond wind project, repay short-term debt, and for general corporate purposes.
 
Acquisition of Solomon Power Station
On Sept. 28, 2012, we announced that we completed the acquisition from Fortescue Metals Group Ltd. (“Fortescue”) of its 125 MW natural gas-fired and
diesel-fired Solomon power station in Western Australia for U.S.$318 million. The facility will be commissioned during 2014. The facility is fully contracted
with Fortescue under a long-term Power Purchase Agreement (“Agreement”) with an initial term of 16 years, which commenced in October 2012, after which
Fortescue will have the option to either extend the Agreement by an additional five years under the same terms or to acquire the facility. The facility and



associated Agreement is accounted for as a finance lease with TransAlta being the lessor.
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Sundance Unit 6
On Aug. 18, 2011, the Sundance Unit 6 Generator Step-Up Transformer was damaged as a result of a fire. We gave notice and claimed force majeure relief
under the PPA. We have been refunded the penalties that were paid during the outage, a portion of which had previously been provided for, resulting in a net
charge of $18 million in net earnings. During the third quarter of 2012, the PPA Buyer informed us that they will be taking the matter to arbitration.
 
MF Global Inc.
In 2011, MF Global Holdings Ltd. filed for bankruptcy protection in the United States. MF Global Holdings Ltd. was the parent company of MF Global Inc.,
which we used as a broker-dealer for certain commodity transactions. During 2011, a reserve of U.S.$18 million was taken on the collateral when the parent
company of MF Global Inc. filed for bankruptcy protection. During 2012, we sold our claim against MF Global Inc. pertaining to the return of U.S.$36 million
of collateral that we had posted, for net proceeds of U.S.$33 million. As a result, a pre-tax gain of $15 million ($11 million after tax) was realized in 2012.
 
Reversal of Asset Impairment Charges
During the third quarter, we reversed $41 million of pre-tax impairment losses previously taken on Sundance Units 1 and 2. The reversal arose as a result of
the additional years of merchant operations expected to be realized at Units 1 and 2 due to the recent amendments to Canadian federal regulations. Please
refer to the Change in Economic Useful Life section below for additional information.
 
Change in Economic Useful Life
As a result of amendments to Canadian federal GHG regulations requiring that coal-fired plants be shut down after a maximum of 50 years of operation, we
have reviewed the useful lives of our Alberta coal-fired generating facilities and related coal mining assets and where permitted under the regulations,
extended the useful lives to a maximum of 50 years. The previous draft regulations proposed shutdown after 45 years. As a result, pre-tax depreciation
expense was reduced by $12 million for the year ended Dec. 31, 2012 and is expected to be reduced by $23 million annually thereafter. Please refer to the
Climate Change and the Environment section of this MD&A for additional information.
 
Sale of Preferred Shares
On Aug. 10, 2012, we completed a public offering of 9.0 million Series E 5.0 per cent Cumulative Redeemable Rate Reset First Preferred Shares, resulting
in gross proceeds of $225 million. The proceeds from the offering were used for general corporate purposes, including the funding of capital projects and the
reduction of short-term indebtedness of the Corporation.
 
Centralia Thermal
On July 25, 2012, we announced that we entered into an 11-year agreement to provide electricity from the Centralia Thermal plant to PSE. The contract
begins in 2014 and runs until 2025 when the plant is scheduled to be shut down under the Bill that was signed on Dec. 23, 2011. Under the agreement, PSE
will buy 180 MW of firm, base-load power starting in December 2014. In December 2015, the contract increases to 280 MW and from December 2016 to
December 2024, the contract is for 380 MW. In the last year of the contract, the contracted volume is 300 MW. The agreement was approved, with
conditions, by the Washington Utilities and Transportation Commission (“WUTC”) on Jan. 9, 2013. On Jan. 23, 2013, it was announced that PSE has filed a
petition for reconsideration of certain conditions within the decision issued by the WUTC. On June 25, 2013, regulatory approval was confirmed by the WUTC
and as of July 5, 2013, the contract was in effect in accordance with the WUTC’s terms and conditions.
 
Centralia Coal Inventory Writedown
During the year, we recognized a pre-tax writedown of $44 million related to the coal inventory at our Centralia plant. The writedown is recognized when
prices indicate we cannot recover the cost of that inventory.
 

Of the inventory writedown, $25 million relates to inventory on hand when we de-designated the hedges at Centralia Thermal. During the year, a pre-tax
comparable earnings adjustment of $25 million was recognized to offset the effect of this writedown. This adjustment was subsequently reversed as the
related inventory was consumed during the year. Please refer to the Non-IFRS Measures section of this MD&A.
 
Keephills Units 1 and 2 Uprates
Testing of the Keephills Units 1 and 2 uprates has been completed and it was determined that the actual capability of the uprates was less than originally
anticipated. As a result, we have adjusted the uprates to 12 MW, bringing the maximum capability of these units to 395 MW each. The total costs of the
projects were approximately $51 million.
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Project Pioneer
On April 26, 2012, Project Pioneer’s industry partners announced they would not proceed with the joint CCS project. Project Pioneer was a joint effort by
TransAlta, the Capital Power Corporation (“Capital Power”), Enbridge Inc., and the federal and provincial governments to demonstrate the commercial-scale
viability of CCS technology.
 

The first step of the project was to prove the technical and economic feasibility of CCS through a FEED study before making any major capital commitments.
Following the conclusion of the FEED study, the industry partners determined that although the technology works and capital costs were in line with
expectations, the revenue from carbon sales and the price of emissions reductions were insufficient to allow the project to proceed. The impact of the
cancellation of the project was not material for our 2012 results.
 
Premium Dividend™, Dividend Reinvestment and Optional Common Share Purchase Plan
On Feb. 21, 2012, we added a Premium Dividend  Component to our existing DRASP plan. The amended and restated plan provides our eligible
shareholders with two options: i) to reinvest dividends at a current three per cent discount (may be from zero to five per cent at the discretion of the Board of

TM



Directors) to the average market price towards the purchase of new shares of TransAlta (the Dividend Reinvestment Component) or ii) to receive the
equivalent to 102 per cent of the dividends payable in cash, the premium cash payment (the Premium Dividend  Component).
 

Eligible shareholders enrolled in either the Dividend Reinvestment Component or the Premium Dividend  Component will also be eligible to purchase new
shares at a discount to the average market price under the optional cash payment component (the “OCP Component”) of the Plan by directly investing up to
$5,000 per quarter. The applicable discount under the OCP Component is determined from time to time by the Board of Directors and is currently set at three
per cent.
 

2011
Sale of Preferred Shares
On Nov. 30, 2011, we completed our public offering of 11.0 million Series C 4.60 per cent Cumulative Redeemable Rate Reset First Preferred Shares,
resulting in gross proceeds of $275 million. The net proceeds from the offering were used for general corporate purposes, including the funding of capital
projects and the reduction of short-term indebtedness of the Corporation and its affiliates.
 
Genesee Unit 3 Outage
On Nov. 11, 2011, the Genesee Unit 3 plant, a 466 MW joint operation with Capital Power (233 MW net ownership interest), experienced an unplanned
outage that resulted in damage to the turbine/generator bearings. Genesee Unit 3 returned to service on Jan. 15, 2012.
 
Keephills Unit 3
On Sept. 1, 2011, our 450 MW Keephills Unit 3 thermal facility, of which we have a 50 per cent ownership interest, began commercial operations. The total
cost of the project was approximately $1.98 billion.
 
Sale of Grande Prairie Facility
On July 27, 2011, we signed an agreement to sell our interest in the biomass facility located in Grande Prairie. This deal closed on Oct. 1, 2011. As a result,
we realized a pre-tax gain of $9 million in the fourth quarter of 2011.
 
President and Chief Executive Officer
On July 27, 2011, we announced that TransAlta’s President and Chief Executive Officer Steve Snyder would retire, effective Jan. 1, 2012. Dawn Farrell,
TransAlta’s then Chief Operating Officer, succeeded Mr. Snyder as President and Chief Executive Officer on Jan. 2, 2012.
 
Bone Creek
On June 1, 2011, our 19 MW Bone Creek hydro facility began commercial operations. The total capital cost of the project was approximately $52 million.
 
Sale of Meridian
On Dec. 20, 2010, TransAlta Cogeneration, L.P. (“TA Cogen”), a subsidiary that is owned 50.01 per cent by TransAlta, entered into an agreement for the
sale of its 50 per cent interest in the Meridian facility. On April 1, 2011, TA Cogen closed the sale of its interest in the Meridian facility. The sale was effective
Jan. 1, 2011. As a result, we realized a pre-tax gain of $3 million during the second quarter of 2011.
 
Change in Estimated Residual Values
During the first quarter of 2011, management completed a comprehensive review of the residual values of all of our generating assets, having regard for,
among other things, expectations about the future condition of the assets, metal volumes, and other market-related factors. As a result, estimated residual
values were revised, resulting in depreciation decreasing by $13 million for the year ended Dec. 31, 2011 compared to 2010.
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Subsequent Events
 

Sale of CE Gen, Blackrock Development Project, and Wailuku Holding Company, LLC
On Feb. 20, 2014, we announced an agreement to sell our 50 per cent ownership of CE Gen, the Blackrock development project (“Blackrock”), and Wailuku
Holding Company, LLC (“Wailuku”) to MidAmerican Renewables for proceeds of U.S.$193.5 million. MidAmerican Renewables holds the other 50 per cent
interest in CE Gen, Blackrock, and Wailuku.
 

Dividend
On Feb. 20, 2014, we announced the resizing of our dividend to a quarterly dividend of $0.18 per common share (or $0.72per common share on an
annualized basis) to align with our growth and financial objectives.
 

Sundance Unit 6 Agreement
On Feb. 19, 2014, we reached an agreement with the PPA Buyer related to the dispute on Sundance Unit 6. We do not expect any material impact to the
financial statements as a result of the agreement.
 

Keephills Unit 2
On Jan. 31, 2014, an outage commenced at Unit 2 of our Keephills facility to perform a rewind of the generator stator as a result of the generator event in
2013 at Keephills Unit 1. We gave notice of a HILP event and claimed force majeure relief under the PPA.
 

Fort McMurray Transmission Project
On Jan. 17, 2014, we announced that our strategic partnership with MidAmerican Transmission, TAMA Transmission, which was formed on May 9, 2013,
successfully qualified to participate as a proponent in the Fort McMurray West 500 kilovolt Transmission Project. The AESO announced its selection of a
short-list of companies, identifying that TAMA Transmission will participate in the next stage of its competitive process for the project.
 

Australia Natural Gas Pipeline
On Jan. 15, 2014, we announced that, through a wholly owned subsidiary, an unincorporated joint venture named Fortescue River Gas Pipeline was formed,
of which we have a 43 per cent interest. The first project of the new joint venture will be to build, own, and operate a $178 million natural gas pipeline from
the Dampier to Bunbury Natural Gas Pipeline to our Solomon power station.
 
Discussion of Segmented Results
 

TM

TM

 



We have three business segments: Generation, Energy Trading, and Corporate.
 

Generation: Owns and operates hydro, wind, natural gas-fired and coal-fired facilities, and related mining operations in Canada, the U.S., and
Australia. Generation revenues and overall profitability are derived from the availability and production of electricity and steam as well as
ancillary services such as system support. Starting in 2013, electricity sales generated by our Commercial and Industrial group are assumed to be
sourced from TransAlta’s production and have been included in the Generation Segment on a net basis.
 

For more information on the strategic partnerships that we have entered into with MidAmerican and MidAmerican Transmission, please refer to the
Significant Events section of this MD&A. MidAmerican also owns a 50 per cent interest in CE Gen and Wailuku. We are also involved in various joint
arrangements with Canadian Power Holdings Inc. (“Canadian Power”), Capital Power, ENMAX Corporation (“ENMAX”), Nexen Inc. (“Nexen”), and
Brookfield Asset Management Inc. (“Brookfield”). Canadian Power owns the minority interest in TA Cogen. The Capital Power joint arrangement provided the
opportunity for us to acquire 50 per cent ownership in the 466 MW Genesee Unit 3 project, as well as to build the Keephills Unit 3 project. ENMAX and our
Corporation each own 50 per cent of the McBride Lake wind project. Nexen and our Corporation each have a 50 per cent ownership in the Soderglen wind
project. Brookfield owns the other 50 per cent interest in our Pingston hydro facility.
 

Our interests in the CE Gen, Wailuku, TAMA Transmission, and CalEnergy joint ventures are accounted for using the equity method. Accordingly, the related
operational and financial results of these facilities are no longer included in the results of our international geographical regions. Although these assets no
longer contribute to the operating income for accounting purposes, it is management’s view that these facilities still form part of our operational results. Refer
to the Equity Investments discussion of this MD&A for further details.
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Our results are seasonal due to the nature of the electricity market and related fuel costs. Higher maintenance costs are usually incurred in the second and
third quarters when electricity prices are expected to be lower, as electricity prices generally increase in the winter months in the Canadian market. Margins
are also typically impacted in the second quarter due to the volume of hydro production resulting from spring runoff and rainfall in the Canadian and U.S.
markets.

 

Coal: TransAlta owns and operates coal-fired facilities and related mining operations in Canada and the U.S. Coal revenues and overall
profitability are derived from the availability and production of electricity.
 
Canadian Coal
During 2013, we completed the restoration of Sundance Units 1 and 2. For further information please refer to the Significant Events section of this MD&A.
 
Year ended Dec. 31 2013 2012 2011

Production (GWh) 21,568 20,265 21,475

Installed capacity (MW) 3,576 3,012 2,985
Revenues 916 913 760
Fuel and purchased power 451 383 324
Comparable gross margin 465 530 436
Operations, maintenance, and administration 201 195 202
Taxes, other than income taxes 11 10 9
Intersegment cost allocation 4 3 -
Gain on sale of property, plant, and equipment (2) (10) (8)
Mine depreciation (58) (41) (40)
Comparable EBITDA 309 373 273
Depreciation and amortization 292 268 220
Other - (20) (40)
Comparable operating income 17 125 93
Sustaining expenditures:
Routine capital 69 59 33
Mining equipment and land purchases 65 38 20
Finance leases 9 - -
Planned major maintenance 94 219 68
Total sustaining expenditures 237 316 121
 
2013
Production for the year ended Dec. 31, 2013 increased 1,303 GWh compared to 2012 due to Sundance Units 1 and 2 returning to service, lower planned
outages at the Alberta coal PPA facilities, lower market curtailments, and higher PPA customer demand, partially offset by higher unplanned outages at the
Alberta coal PPA facilities, primarily driven by the Keephills Unit 1 force majeure outage.
 

For the year ended Dec. 31, 2013, comparable EBITDA decreased by $64 million compared to 2012 due to lower realized prices, higher penalties, higher
coal costs, and higher unplanned outages at the Alberta coal PPA facilities, partially offset by lower planned outages at the Alberta coal PPA facilities and
lower market curtailments. Coal costs increased as a result of an increased asset base from the mine transition and the normal advancement of the mine.
 

Depreciation and amortization for the year ended Dec. 31, 2013 increased by $24 million compared to 2012 due to an increased asset base and an increase
in mine depreciation, partially offset by a decrease in asset retirements and the effect of the change of the economic useful lives of certain plants during
2012.
 

1

1

2

1

3



For the year ended Dec. 31, 2013, the decrease in sustaining capital expenditures compared to 2012 is mainly due to the lower number of planned outages,
offset by higher mining equipment purchases.
 
 
 
 
 
1        Comparable figures are not defined under IFRS. Refer to the Non-IFRS Measures section of this MD&A for further discussion of these items, including, where applicable, reconciliations to net earnings

attributable to common shareholders and cash flow from operating activities.
2        Impacts to revenue associated with Sundance Units 1 and 2 to provide period over period comparability.
3        Consists of three planned outages in 2013, six planned outages in 2012, and four planned outages in 2011.
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2012
Production for the year ended Dec. 31, 2012 decreased 1,210 GWh compared to 2011 due to higher planned outages at the Alberta coal PPA facilities and
lower PPA customer demand, partially offset by the commencement of commercial operations at Keephills Unit 3 and lower unplanned outages at the
Alberta coal PPA facilities.
 

For the year ended Dec. 31, 2012, comparable EBITDA increased by $100 million compared to 2011 due to favourable pricing, net of unrealized mark-to-
market movements and provisions, the commencement of commercial operations at Keephills Unit 3, and lower unplanned outages at the Alberta coal PPA
facilities, partially offset by higher planned outages at the Alberta coal PPA facilities and unfavourable coal pricing.
 

Depreciation and amortization for the year ended Dec. 31, 2012 increased by $48 million compared to 2011 due to an increased asset base, largely due to
the commencement of commercial operations at Keephills Unit 3, and an increase in asset retirements, partially offset by a change in the economic lives of
certain plants. Please refer to the Significant Events section of this MD&A for more information.
 

For the year ended Dec. 31, 2012, the increase in sustaining capital expenditures compared to 2011 was due to a high number of planned outages at
Keephills Units 1 and 2 and Sundance Units 3 and 5.
 
U.S. Coal
 

Year ended Dec. 31 2013 2012 2011

Production (GWh) 6,711 3,736 5,135

Installed capacity (MW) 1,340 1,340 1,340
Revenues 346 368 534
Fuel and purchased power 205 150 262
Comparable gross margin 141 218 272
Operations, maintenance, and administration 43 39 47
Inventory writedown 22 19 -
Taxes, other than income taxes 4 6 6
Intersegment cost allocation 6 7 8
Gain on sale of property, plant, and equipment - (1) -
Comparable EBITDA 66 148 211
Depreciation and amortization 56 66 80
Comparable operating income 10 82 131
Sustaining expenditures:
Routine capital 6 10 18
Planned major maintenance 10 22 45
Total sustaining expenditures 16 32 63
 

2013
Production for the year ended Dec. 31, 2013 increased 2,975 GWh compared to 2012 due to lower economic dispatching at Centralia Thermal, driven by
improving market conditions, partially offset by higher planned outages at Centralia Thermal.
 

For the year ended Dec. 31, 2013, comparable EBITDA decreased by $82 million compared to 2012 due to contracts expiring and lower spot prices, partially
offset by favourable coal pricing.
 

Depreciation and amortization for the year ended Dec. 31, 2013 decreased by $10 million compared to 2012 due to the impact of a lower asset base as a
result of asset impairments.
 

For the year ended Dec. 31, 2013, the decrease in sustaining capital expenditures compared to 2012 is mainly due to the lower expenditures on planned
outages.
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2012
The outages at Centralia Thermal did not negatively impact our gross margins for the year ended Dec. 31, 2012 as we were able to extend our planned
outages to take advantage of lower market prices to purchase power on the market to fulfill our power contracts.
 
Production for the year ended Dec. 31, 2012 decreased 1,399 GWh compared to 2011 due to higher economic dispatching at Centralia Thermal, partially
offset by lower planned and unplanned outages at Centralia Thermal.
 
For the year ended Dec. 31, 2012, comparable EBITDA decreased $63 million compared to 2011 due to lower pricing, including margins on purchased
power, partially offset by reductions in OM&A due to lower routine maintenance and lower compensation costs as a result of productivity initiatives and a
continued focus on costs.
 
Depreciation and amortization for the year ended Dec. 31, 2012 decreased $14 million compared to 2011 due to a lower asset base as a result of asset
impairments.
 
For the year ended Dec. 31, 2012, the decrease in sustaining capital expenditures compared to 2011 was due to the lower expenditures on planned
outages.
 

Gas: TransAlta owns and operates natural gas-fired facilities in Canada and Australia. Gas revenues and overall profitability are derived from the
availability and production of electricity and steam.
 

Year ended Dec. 31 2013 2012 2011
Production (GWh) 7,854 8,230 7,936
Installed capacity (MW) 1,567 1,567 1,567
Revenues 636 607 647
Fuel and purchased power 252 226 288
Comparable gross margin 384 381 359
Operations, maintenance, and administration 100 86 91
Taxes, other than income taxes 3 4 4
Finance lease income (47) (19) (11)
Intersegment cost allocation 2 1 -
Gain on sale of property, plant, and equipment - (3) -
Insurance recovery (1) - -
Comparable EBITDA 327 312 275
Depreciation and amortization 107 109 109
Other 1 3 3
Comparable operating income 219 200 163
Sustaining expenditures:
Routine capital 17 13 12
Planned major maintenance 41 36 57
Total sustaining expenditures 58 49 69
 

2013
Production for the year ended Dec. 31, 2013 decreased 376 GWh compared to 2012 due to higher contract and market curtailments at our Ottawa and
Sarnia facilities, partially offset by lower unplanned outages at our Sarnia facility.
 
For the year ended Dec. 31, 2013, comparable EBITDA increased by $15 million compared to 2012 due to a full year of income from the Solomon power
station that was acquired in August 2012, partially offset by higher OM&A costs resulting from higher routine maintenance.
 
Depreciation and amortization for the year ended Dec. 31, 2013 decreased by $2 million compared to 2012 due to a decrease in asset retirements and
favourable changes in foreign exchange rates.
 
 
 
 
1     Includes production and net ownership capacity for Fort Saskatchewan, a natural gas-fired facility that has been accounted for as a finance lease.
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2012
Production for the year ended Dec. 31, 2012 increased 294 GWh compared to 2011 due to favourable market conditions at our facilities.
 
For the year ended Dec. 31, 2012, comparable EBITDA increased by $37 million compared to 2011 due to favourable contracted gas input costs, an
increase in finance lease income from the start of our PPA at our Solomon power station in October 2012, and a decrease in OM&A due to productivity
initiatives and a continued focus on costs.
 
Depreciation and amortization for the year ended Dec. 31, 2012 was comparable to 2011.
 

Renewables: TransAlta owns and operates hydro and wind facilities in Canada and the U.S. Renewable revenues and overall profitability are
derived from the availability of water and wind resources and the production of electricity, as well as ancillary services such as system support.
 
Wind
During 2013, we began commercial operations at New Richmond, a 68 MW wind farm in Québec. We also completed the acquisition of a 144 MW wind farm
in Wyoming through one of our wholly owned subsidiaries. For further information please refer to the Significant Events section of this MD&A.
 

Year ended Dec. 31 2013 2012 2011
Production (GWh) 2,709 2,583 2,802
Installed capacity (MW) 1,077 1,061 1,061

1

1



Revenues 237 207 231
Fuel and purchased power 13 12 14
Comparable gross margin 224 195 217
Operations, maintenance, and administration 38 38 48
Taxes, other than income taxes 5 5 6
Intersegment cost allocation 1 1 -
Comparable EBITDA 180 151 163
Depreciation and amortization 79 72 72
Comparable operating income 101 79 91
Sustaining expenditures:
Routine capital 3 2 8
Planned major maintenance 6 2 (1)
Total sustaining expenditures 9 4 7
 

2013
Production for the year ended Dec. 31, 2013 increased 126 GWh compared to 2012 due to the commencement of commercial operations at New Richmond.
 
For the year ended Dec. 31, 2013, comparable EBITDA increased by $29 million compared to 2012 due to the commencement of commercial operations at
New Richmond and higher Alberta merchant prices.
 
Depreciation and amortization for the year ended Dec. 31, 2013 increased by $7 million compared to 2012 due to the commencement of operations at New
Richmond.
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2012
Production for the year ended Dec. 31, 2012 decreased 219 GWh compared to 2011 due to lower wind volumes and the sale of the Grande Prairie biomass
facility in 2011.
 
For the year ended Dec. 31, 2012, comparable EBITDA decreased by $12 million compared to 2011 due to unfavourable prices, lower wind volumes, and
the sale of the Grande Prairie biomass facility in 2011, partially offset by lower OM&A due to the sale of the Grande Prairie biomass facility in 2011 and lower
compensation costs as a result of productivity initiatives and a continued focus on costs.
 
Depreciation and amortization for the year ended Dec. 31, 2012 was comparable to 2011.
 
Hydro
 

Year ended Dec. 31 2013 2012 2011
Production (GWh) 2,085 2,356 2,044
Installed capacity (MW) 893 913 913
Revenues 181 164 142
Fuel and purchased power 5 7 7
Comparable gross margin 176 157 135
Operations, maintenance, and administration 31 27 30
Taxes, other than income taxes 3 2 2
Intersegment cost allocation 1 1 -
Insurance recovery (6) - -
Gain on sale of property, plant, and equipment - - (2)
Comparable EBITDA 147 127 105
Depreciation and amortization 25 29 23
Comparable operating income 122 98 82
Sustaining expenditures:
Routine capital 9 7 17
Planned major maintenance 5 7 15
Total sustaining expenditures

14 14 32
 

2013
Production for the year ended Dec. 31, 2013 decreased 271 GWh compared to 2012 due to lower water resources.
 
For the year ended Dec. 31, 2013, comparable EBITDA increased by $20 million compared to 2012 due to favourable prices, partially offset by lower water
resources.
 
Depreciation and amortization for the year ended Dec. 31, 2013 decreased by $4 million compared to 2012 due to a change in the useful lives of the hydro
assets during 2013.
 

2012
Production for the year ended Dec. 31, 2012 increased 312 GWh compared to 2011 due to higher water resources.
 
For the year ended Dec. 31, 2012, comparable EBITDA increased $22 million compared to 2011 due to higher water resource volumes, partially offset by
unfavourable prices.
 
Depreciation and amortization for the year ended Dec. 31, 2012 increased by $6 million compared to 2011 due to an increased asset base and an increase
in asset retirements.
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Asset Impairment Charges and Reversals
Renewables
During 2013, we recognized a total pre-tax impairment charge of $4 million related to three contracted hydro assets within the renewables fleet. The assets
were impaired primarily due to an increase in future capital and operating expenses that resulted from the completion of condition assessments. The annual
impairment assessments are based on estimates of fair value less costs to sell derived from long range forecasts. The impairment losses are included in the
Generation Segment.
 
Alberta Merchant
As part of the annual impairment review and assessment process in 2013, it was determined that our Alberta plants with significant merchant capacity should
be considered one cash-generating unit (the “Alberta Merchant CGU”). Previously, each plant was assessed for impairment individually. The reasons for this
change include consideration of the Final Regulations published by the Canadian federal government in September 2012 governing GHG emissions and the
50-year total life for Canadian coal-fired power plants; and the refinement of our risk management approach and practices regarding our Alberta wholesale
market price exposure. The Final Regulations confirmed additional operating time and increased flexibility for our Alberta coal plants and led, in part, to a
broadening of our view on the management of our Alberta wholesale market price exposure. While no impairment losses were recognized in 2013 for the
Alberta Merchant CGU, total pre-tax impairment losses of $23 million that were recognized previously on renewables plants that now form part of the Alberta
Merchant CGU were reversed. The Alberta Merchant CGU’s recoverable amount was based on an estimate of fair value less costs to sell using a discounted
cash flow methodology, based on our long range forecasts and prices evidenced in the marketplace.
 
The pre-tax reversal is recognized in the Generation Segment.
 
Centralia Thermal
The Bill and a Memorandum of Agreement (“MoA”) that was signed on Dec. 23, 2011 provided a framework for the orderly transition from coal-fired energy
produced at Centralia Thermal and the shutdown of the units in 2020 and 2025. On July 25, 2012, we announced that we entered into a long-term power
agreement to provide electricity from the Centralia Thermal plant to PSE from December 2014 until the facility is fully retired in 2025. As a result of these
agreements, we recognized a pre-tax impairment charge of $347 million included in the Generation Segment during the year ended Dec. 31, 2012. The
impairment assessment was based on whether the carrying amount of the Centralia Thermal plant was recoverable based on an estimate of fair value less
costs to sell.
 
In 2013 and 2012, $28 million and $169 million, respectively, of deferred income tax assets were written off related to the tax benefits of losses associated
with our U.S. operations. We wrote these assets off as it was no longer considered probable that sufficient taxable income would be available from our
existing U.S. operations to utilize the underlying tax losses. An increase in future U.S. income will allow us to write up our deferred income tax assets in
future periods.
 
Reversals
Impairment charges can be reversed in future periods if the forecasted cash flows to be generated by the impacted plants improve.
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Equity Investments
 

Our investments in joint ventures are accounted for using the equity method and consist of our investments in CE Gen, Wailuku, TAMA Transmission, and
CalEnergy.
 
Our interests in the CE Gen and Wailuku joint ventures are comprised of geothermal, natural gas, and hydro facilities in various locations throughout the
U.S., with 852 MW of gross generating capacity (396 MW net ownership interest). The table below summarizes key operational information adjusted to
reflect our interest in these investments:
 
Year ended Dec. 31 2013 2012 2011
Availability (%) 91.2 94.2 94.9
Production (GWh):
Gas 385 380 308
Renewables 1,170 1,200 1,312
Total production 1,555 1,580 1,620
 
2013
For the year ended Dec. 31, 2013, availability decreased compared to 2012 due to higher planned and unplanned outages.
 
For the year ended Dec. 31, 2013, production decreased by 25 GWh compared to 2012 due to higher planned and unplanned outages, partially offset by an
increase in customer demand.
 
Equity loss for the year ended Dec. 31, 2013 was $10 million compared to $15 million for 2012. The reduction of the loss is primarily due to favourable pricing
and favourable changes in foreign exchange rates, partially offset by higher planned and unplanned outages.
 
2012



For the year ended Dec. 31, 2012, availability decreased compared to 2011 due to higher unplanned outages.
 
For the year ended Dec. 31, 2012, production decreased by 40 GWh compared to 2011 due to higher unplanned outages and lower customer demand.
 
For the year ended Dec. 31, 2012, equity losses from CE Gen and Wailuku were $15 million as compared to income of $14 million for 2011. The equity
income decreased primarily due to higher unplanned outages and unfavourable pricing.
 
Since 2001, a significant portion of the output from the CE Gen plants has been subject to fixed energy price contracts. Commencing May 1, 2012, the terms
of the contracts reverted to a pricing clause that permits the power purchaser to pay their short-run avoided costs (“SRAC”) as the price for power. The
SRAC is linked to the price of natural gas. There can be no assurances that prices based on the avoided cost of energy after May 1, 2012 will result in
revenues equivalent to those realized under the fixed energy price structure.
 
On Sept. 17, 2013, we announced that CalEnergy, a joint venture with MidAmerican, executed a 50 MW long-term contract for renewable geothermal power
with Salt River Project, an Arizona utility, which runs from 2016 to 2039.
 
On June 18, 2013, we also announced that CalEnergy had executed an 86 MW long-term contract for renewable geothermal power with the City of Riverside
that runs from 2016 to 2039. CalEnergy will purchase the power from CE Gen’s portfolio of geothermal generating facilities in California’s Imperial Valley.
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Energy Trading: Derives revenue and earnings from the wholesale trading of electricity and other energy-related commodities and
derivatives. Achieving gross margins, while remaining within Value at Risk (“VaR”) limits, is a key measure of Energy Trading’s activities. Refer
to the Value at Risk and Trading Positions discussion in the Risk Management section of this MD&A for further discussion on VaR.
 
Energy Trading utilizes contracts of various durations for the forward purchase and sale of electricity and for the purchase and sale of natural
gas and transmission capacity. If the activities are performed on behalf of the Generation Segment, the results of these activities are included in
the Generation Segment.
 
Our trading activities use a variety of instruments to manage risk, earn trading revenue, and gain market information. Our trading strategies consist of
shorter-term physical and financial trades in regions where we have assets and the markets that interconnect with those regions. The portfolio primarily
consists of physical and financial derivative instruments including forwards, swaps, futures, and options in various commodities. These contracts meet the
definition of trading activities and have been accounted for at fair value under IFRS. Changes in the fair value of the portfolio are recognized in earnings in
the period they occur.
 
While trading products are generally consistent between periods, positions held and resulting earnings impacts will vary due to current and forecasted
external market conditions. Positions for each region are established based on the market conditions and the risk/reward ratio established for each trade at
the time it is transacted. Results will therefore vary regionally or by strategy from one reported period to the next.
 
A portion of OM&A costs incurred within Energy Trading is allocated to the Generation Segment based on an estimate of operating expenses and a
percentage of resources dedicated to providing support and services. This fixed fee intersegment allocation is represented as a cost recovery in Energy
Trading and an operating expense within the Generation Segment.
 
The results of the Energy Trading Segment, with all trading results presented on a net basis, are as follows:
 
Year ended Dec. 31 2013 2012 2011
Revenues 79 3 137
Fuel and purchased power - - -
Comparable gross margin 79 3 137
Operations, maintenance, and administration 32 29 44
Intersegment cost allocation (14) (13) (8)
Comparable EBITDA 61 (13) 101
Depreciation and amortization 1 - 1
Comparable operating income (loss) 60 (13) 100
 
2013
For the year ended Dec. 31, 2013, Energy Trading comparable EBITDA increased by $74 million compared to 2012 due to strong trading performance
across all markets and prudent management of risk. The increase is attributable to successful trading strategies involving regional power demand and price
differentials across all markets.
 
2012
For the year ended Dec. 31, 2012, Energy Trading comparable EBITDA decreased by $114 million compared to 2011 primarily due to the impact of
unexpected weather patterns, plant outages, and unfavourable market expectations on power and gas pricing for trading positions held, partially offset by a
decrease in OM&A due to decreased compensation costs as a result of lower earnings.
 
For the year ended Dec. 31, 2012, the intersegment cost allocation increased compared to 2011 due to additional support costs charged to the Generation
Segment resulting from an increase in work performed by Energy Trading.
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Corporate: Our Generation and Energy Trading segments are supported by a Corporate group that provides finance, tax, treasury, legal,
regulatory, environmental, procurement, health and safety, sustainable development, corporate communications, government and investor
relations, information technology, risk management, human resources, internal audit, and other administrative support.
 
The expenses incurred by the Corporate Segment are as follows:
 
Year ended Dec. 31 2013 2012 2011
Operations, maintenance, and administration 66 82 84
Taxes, other than income taxes 1 1 -
Comparable EBITDA (67) (83) (84)
Depreciation and amortization 23 20 21
Comparable operating loss (90) (103) (105)
Sustaining expenditures:
Routine capital 22 24 27
Total sustaining expenditures 22 24 27
 
2013
For the year ended Dec. 31, 2013, OM&A expense decreased by $16 million compared to 2012 primarily due to lower compensation costs as a result of
restructuring in the fourth quarter of 2012 and a continued focus on managing costs, partially offset by a decrease as a result of the way in which certain
overhead cost allocations are made within the organization. These changes in methodologies primarily arose as a result of our 2012 realignment of
resources and more clear focus between base operations and growth.
 
2012
For the year ended Dec. 31, 2012, OM&A costs were comparable to 2011.
 
Net Interest Expense
 
The components of net interest expense are shown below:
 
Year ended Dec. 31 2013 2012 2011
Interest on debt 240 227 228
Interest income - (2) -
Capitalized interest (2) (4) (31)
Ineffectiveness on hedges - 4 (1)
Interest expense 238 225 196
Accretion of provisions 18 17 19
Net interest expense 256 242 215
 
For the year ended Dec. 31, 2013, net interest expense increased compared to 2012, primarily due to higher debt levels, unfavourable changes in foreign
exchange rates, and higher interest rates, partially offset by lower ineffectiveness on hedges.
 
In 2012, net interest expense increased compared to 2011, primarily due to lower capitalized interest.
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Income Taxes
 
Our income tax rates and tax expense are based on the earnings generated in each jurisdiction in which we operate and any permanent differences between
how pre-tax income is calculated for accounting and tax purposes. If there is a timing difference between when an expense or revenue item is recognized for
accounting and tax purposes, these differences result in deferred income tax assets or liabilities and are measured using the income tax rate expected to be
in effect when these temporary differences reverse. The impact of any changes in future income tax rates on deferred income tax assets or liabilities is
recognized in earnings in the period the new rates are enacted.
 
A reconciliation of income taxes and effective tax rates on earnings, excluding non-comparable items, is presented below:
 
Year ended Dec. 31 2013 2012 2011
Earnings (loss) before income taxes (12) (445) 449
Income attributable to non-controlling interests (29) (37) (38)
Equity (income) loss 10 15 (14)
Impacts associated with certain de-designated and ineffective hedges 103 72 (127)
Asset impairment charges (reversals) (18) 324 17
Restructuring provision (3) 13 -
Gain on sale of assets (12) (3) (16)
Sundance Units 1 and 2 return to service 25 254 -
(Gain on sale of) reserve on collateral - (15) 18
Loss on assumption of pension obligations 29 - -
Insurance recovery (1) - -
California claim 56 - -
Other non-comparable items 7 3 10
Earnings attributable to TransAlta shareholders excluding non-comparable items subject to tax 155 181 299



Income tax expense (recovery) (8) 102 106
Income tax (expense) recovery related to impacts associated with certain de-designated and ineffective hedges 36 25 (46)
Income tax (expense) recovery related to asset impairment charges (5) (5) 4
Income tax (expense) recovery related to restructuring provision (1) 3 -
Income tax expense related to gain on sale of assets (2) (1) (4)
Income tax recovery related to Sundance Units 1 and 2 return to service 6 65 -
Income tax (expense) recovery related to (gain on sale of) reserve on collateral - (4) 5
Income tax expense related to writeoff of deferred income tax assets (28) (169) -
Income tax recovery related to the resolution of certain outstanding tax matters - 9 -
Income tax (expense) recovery related to changes in corporate income tax rates 5 (8) -
Income tax recovery related to loss on assumption of pension obligations 7 - -
Income tax recovery related to California claim 14 - -
Reclassification of Part VI.1 tax - - (2)
Income tax recovery related to other non-comparable items 2 1 3
Income tax expense excluding non-comparable items 26 18 66
Effective tax rate on earnings attributable to TransAlta shareholders excluding non-comparable items (%) 17 10 22
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For the year ended Dec. 31, 2013, the income tax expense excluding non-comparable items increased compared to 2012 due to the positive resolution of
certain tax contingency matters in the prior period and changes in the amount of earnings between the jurisdictions in which pre-tax income is earned.
 
In 2012, income tax expense excluding non-comparable items decreased compared to 2011 due to lower comparable earnings, changes in the amount of
earnings between the jurisdictions in which pre-tax income is earned, and the positive resolution of certain outstanding tax matters.
 
For the year ended Dec. 31, 2013, the effective tax rate on earnings attributable to TransAlta shareholders excluding non-comparable items increased
compared to 2012 due to changes in the amount of earnings between the jurisdictions in which pre-tax income is earned, the effect of certain deductions that
do not fluctuate with earnings, and due to the positive resolution of certain tax contingency matters in the prior period.
 
In 2012, the effective tax rate on earnings attributable to TransAlta shareholders excluding non-comparable items decreased compared to 2011 due to
changes in the amount of earnings between the jurisdictions in which pre-tax income is earned, the effect of certain deductions that do not fluctuate with
earnings, and the positive resolution of certain outstanding tax matters.
 
Non-Controlling Interests
 
We own 50.01 per cent of TA Cogen, which owns, operates, or has an interest in four natural gas-fired facilities and one coal-fired generating facility with a
total gross generating capacity of 705 MW. Canadian Power owns the minority interest in TA Cogen. Natural Forces Technologies, Inc. owns a 17 per cent
interest in our Kent Hills facility, which operates 150 MW of wind assets. Public shareholders own a 19.3 per cent interest in TransAlta Renewables, which
operates 1,232 MW of renewable assets. Since we own a controlling interest in TA Cogen, Kent Hills, and TransAlta Renewables, we consolidate the entire
earnings, assets, and liabilities in relation to our ownership of those assets.
 
Non-controlling interests on the Consolidated Statements of Earnings (Loss) and Consolidated Statements of Financial Position relate to the earnings and
net assets attributable to TA Cogen, Kent Hills, and TransAlta Renewables that we do not own. On the Consolidated Statements of Cash Flows, cash paid to
the minority shareholders of TA Cogen, Kent Hills, and TransAlta Renewables is shown in the financing section as distributions paid to subsidiaries’ non-
controlling interests.
 
Earnings attributable to non-controlling interests for the year ended Dec. 31, 2013 decreased $8 million compared to 2012, due to lower earnings at TA
Cogen.
 
In 2012, earnings attributable to non-controlling interests were comparable to 2011.
 
Additional IFRS Measures
 
An additional IFRS measure is a line item, heading, or subtotal that is relevant to an understanding of the financial statements but is not a minimum line item
mandated under IFRS, or the presentation of a financial measure that is relevant to an understanding of the financial statements but is not presented
elsewhere in the financial statements. We have included line items entitled gross margin and operating income (loss) in our Consolidated Statements of
Earnings (Loss) for the years ended Dec. 31, 2013, 2012, and 2011. Presenting these line items provides management and investors with a measurement of
ongoing operating performance that is readily comparable from period to period.
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Non-IFRS Measures
 
We evaluate our performance and the performance of our business segments using a variety of measures. Those discussed below, and elsewhere in this
MD&A, are not defined under IFRS and, therefore, should not be considered in isolation or as an alternative to or to be more meaningful than net earnings
attributable to common shareholders or cash flow from operating activities, as determined in accordance with IFRS, when assessing our financial
performance or liquidity. These measures are not necessarily comparable to a similarly titled measure of another company.



 
Each business unit assumes responsibility for its operating results measured to gross margin and operating income. Operating income and gross margin
provides management and investors with a measurement of operating performance that is readily comparable from period to period.
 
Presenting earnings on a comparable basis, comparable gross margin, comparable operating income, and comparable EBITDA from period to period
provides management and investors with supplemental information to evaluate earnings trends in comparison with results from prior periods. In calculating
these items, we exclude the impact related to certain hedges that are either de-designated or deemed ineffective for accounting purposes, as management
believes that these transactions are not representative of our business operations. As these gains (losses) have already been recognized in earnings in
current or prior periods, future reported earnings will be lower; however, the expected cash flows from these contracts will not change. In calculating
comparable earnings measures we have also excluded the 2012 coal inventory writedown, as the recognition of the writedown is related to the hedges that
were de-designated or deemed ineffective during prior periods.
 
Other adjustments to earnings, such as those included in the earnings on a comparable basis calculation, have also been excluded as management believes
these transactions are not representative of our business operations. Earnings on a comparable basis per share are calculated using the weighted average
common shares outstanding during the period.
 
Presenting comparable EBITDA from period to period provides management and investors with a proxy for the amount of cash generated from operating
activities before net interest expense, non-controlling interests, income taxes, and working capital adjustments.
 
Comparable operating income and EBITDA also include the earnings from the finance lease facilities that we operate. The finance lease income is used as a
proxy for the operating income and EBITDA of these facilities.
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Year ended Dec. 31 2013

 

2012 (restated)*
Comparable Comparable Comparable Comparable

Reported adjustments total Reported adjustments total

Revenues 2,292 103 2,395 2,210 52 2,262
Fuel and purchased power 926 - 926 753 25 778
Gross margin 1,366 103 1,469 1,457 27 1,484
Operations, maintenance, and administration 516 (5) 511 499 (3) 496
Inventory writedown 22 - 22 44 (25) 19
Taxes, other than income taxes 27 - 27 28 - 28
Finance lease income (46) (1) (47) (16) (3) (19)
Insurance recovery - (7) (7) - - -
Gain on sale of property, plant, and equipment - (2) (2) - (14) (14)
Mine depreciation - (58) (58) - (41) (41)
Earnings before interest, taxes, depreciation, and

amortization 847 176 1,023 902 113 1,015
Depreciation and amortization 525 58 583 509 55 564
Asset impairment charges (18) 18 - 324 (324) -
Restructuring provision (3) 3 - 13 (13) -
Other - 1 1 - (17) (17)
Operating income 343 96 439 56 412 468
Equity loss (10) - (10) (15) - (15)
California claim (56) 56 - - - -
Sundance Units 1 and 2 return to service (25) 25 - (254) 254 -

Gain on sale of assets
12 (12) - 3 (3) -

Other income - - - 1 - 1
Foreign exchange gain (loss) 1 - 1 (9) - (9)
Loss on assumption of pension obligations (29) 29 - - - -
Gain on sale of collateral - - - 15 (15) -
Insurance recovery 8 (8) - - - -
Earnings (loss) before interest and taxes 244 186 430 (203) 648 445
Net interest expense 256 - 256 242 - 242
Income tax expense (recovery) (8) 34 26 102 (84) 18
Net earnings (loss) (4) 152 148 (547) 732 185
Non-controlling interests 29 - 29 37 - 37
Net earnings (loss) attributable to TransAlta shareholders (33) 152 119 (584) 732 148
Preferred share dividends 38 - 38 31 - 31
Net earnings (loss) attributable to common shareholders (71) 152 81 (615) 732 117
Weighted average number of common shares outstanding in the

period 264 264 235 235
Net earnings (loss) per share attributable to common

shareholders (0.27) - 0.31 (2.62) - 0.50
 
* Please refer to Note 3 of our audited consolidated financial statements for additional information regarding the restatements.
1 Impacts associated with certain de-designated and ineffective hedges.
2 Flood-related maintenance costs.
3 Decrease in finance lease receivable.
4 Comparable portion of insurance recovery received.

1 11

12

2 13

12

3 3

4

5 5

6 6

7 14

8 8

8 8

3 15

8

8 8

8 8

8

8

9

10 10



5 Gain on sale of PP&E that is included in depreciation and amortization for presentation purposes.
6 Mine depreciation that is included in fuel and purchased power for presentation purposes.
7 Total adjustments for gain on sale of PP&E, mine depreciation, and flood-related maintenance costs.
8 Non-comparable item.
9 Reclassification to include in EBITDA.
10 Net tax effect of all non-comparable items.
11 Includes impacts associated with certain de-designated and ineffective hedges and impacts to revenue associated with Sundance Units 1 and 2 to provide period over period comparability.
12 Non-comparable portion of inventory writedown.
13 Writeoff of Project Pioneer costs.
14 Total net adjustments for gain on sale of PP&E and mine depreciation.
15 Total net adjustments for impacts to revenue associated with Sundance Units 1 and 2 and decrease in finance lease receivable.
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Year ended Dec. 31

 

2011 (Restated)*
 

Comparable Comparable
Reported adjustments total

Revenues 2,618 (167) 2,451
Fuel and purchased power 895 - 895
Gross margin 1,723 (167) 1,556
Operations, maintenance, and administration 552 (6) 546
Taxes, other than income taxes 27 - 27
Finance lease income (8) (3) (11)
Gain on sale of property, plant, and equipment - (10) (10)
Mine depreciation - (40) (40)
Earnings before interest, taxes, depreciation, and amortization 1,152 (108) 1,044
Depreciation and amortization 482 46 528
Asset impairment charges 17 (17) -
Other - (37) (37)
Operating income 653 (100) 553
Equity income 14 - 14
Gain on sale of assets 16 (16) -
Other income 2 - 2
Foreign exchange loss (3) - (3)
Reserve on collateral (18) 18 -
Earnings before interest and taxes 664 (98) 566
Net interest expense 215 - 215
Income tax expense 106 (40) 66
Net earnings 343 (58) 285
Non-controlling interests 38 - 38
Net earnings attributable to TransAlta shareholders 305 (58) 247
Preferred share dividends 15 - 15
Net earnings attributable to common shareholders 290 (58) 232
Weighted average number of common shares outstanding in the period 222 222
Net earnings per share attributable to common shareholders 1.31 1.05
 
 
 
 
 
 
 
 
 
* Please refer to Note 3 of our audited consolidated financial statements for additional information regarding the restatements.
1 Includes impacts associated with certain de-designated and ineffective hedges and impacts to revenue associated with Sundance Units 1 and 2 to provide period over period comparability.
2 Writedown of wind development costs.
3 Decrease in finance lease receivable.
4 Gain on sale of PP&E that is included in depreciation and amortization for presentation purposes.
5 Mine depreciation that is included in fuel and purchased power for presentation purposes.
6 Total net adjustments for gain on sale of PP&E, mine depreciation, and writedown of capital spares.
7 Non-comparable item.
8 Total net adjustments for revenues associated with Sundance Units 1 and 2 and decrease in finance lease receivable.
9 Net tax effect of all non-comparable items.
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Funds from Operations, Free Cash Flow, Funds from Operations per Share, and Free Cash Flow per Share
Presenting these items from period to period provides management and investors with a proxy for the amount of cash generated from operating activities,
before changes in working capital, and provides the ability to evaluate cash flow trends more readily in comparison with results from prior periods. Starting in
2013, we have adjusted the calculation of free cash flow to be calculated as FFO less sustaining capital expenditures, dividends paid on preferred shares,
and distributions paid to subsidiaries’ non-controlling interests. FFO per share and free cash flow per share are calculated using the weighted average
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number of common shares outstanding during the period:
 
Year ended Dec. 31 2013 2012 2011
Cash flow from operating activities 765 520 690
Impacts to working capital associated with Sundance Units 1 and 2 arbitration - 204 -
Impacts to working capital associated with California claim 27 - -
Payment of restructuring costs 5 5 -
Flood-related maintenance costs 5 - -
Decrease in finance lease receivable 1 3 3
Change in non-cash operating working capital balances (74) 56 119
FFO 729 788 812
Deduct:

Sustaining capital expenditures (341) (439) (319)
Dividends paid on preferred shares (38) (32) (15)
Distributions paid to subsidiaries’ non-controlling interests (55) (59) (61)

Free cash flow 295 258 417
Weighted average number of common shares outstanding in the period 264 235 222
FFO per share 2.76 3.35 3.66
Free cash flow per share 1.12 1.10 1.88

        
A reconciliation of comparable EBITDA to FFO is as follows:
        
Year ended Dec. 31 2013 2012 2011
Comparable EBITDA 1,023 1,015 1,044
Unrealized (gain) loss from risk management activities (27) 27 (48)
Impacts to revenue associated with Sundance Units 1 and 2 to provide period over period comparability - 20 40
Cash interest expense (238) (225) (196)
Provisions 11 11 22
Cash income tax expense (39) (13) (26)
Realized foreign exchange loss - (4) -
Decommissioning and restoration costs settled (24) (34) (33)
Restructuring provision 3 (13) -
Sundance Units 1 and 2 return to service - (211) -
Gain on sale of (reserve on) collateral - 15 -
Impacts to working capital associated with Sundance Units 1 and 2 arbitration - 204 -
Payment of restructuring costs 5 5 -
Flood-related maintenance costs 5 - -
Other non-cash items 10 (9) 9
FFO 729 788 812
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Financial Position
 
The following chart outlines significant changes in the Consolidated Statements of Financial Position from Dec. 31, 2012 to Dec. 31, 2013:
 

Increase/
(Decrease) Primary factors explaining change

Cash and cash equivalents 15 Timing of receipts and payments
Accounts receivable (124) Timing of customer receipts
Inventory (16) Writedown of coal inventory partially offset by higher average coal costs
Investments 20 Additions to equity investments
Finance lease receivable (current and long-term) 21 Favourable changes in foreign exchange rates
Property, plant, and equipment, net 149 Purchase of wind farm in Wyoming and additions partially offset by asset retirements

and depreciation
Goodwill 13 Purchase of Wyoming wind farm

Intangible assets 39 Purchase of wind farm in Wyoming partially offset by amortization
Deferred income tax assets 28 Net deferred income tax recovery
Risk management assets (current and long-term) 118 Price movements and changes in underlying positions and settlements
Accounts payable and accrued liabilities (48) Timing of payments and lower capital accruals
Dividends payable 10 Increased dividends due to increase in total shares outstanding
Long-term debt (including current portion) 105 Issuance of senior notes, partially offset by use of net proceeds received on sale of

the non-controlling interest in TransAlta Renewables to pay down borrowings on
our credit facility

Finance lease obligation (including current portion) 25 Finance lease for mining equipment at the Highvale Mine
Decommissioning and other provisions (current and long-

term)
20 Increase in decommissioning and other provisions



Deferred credits and other long-term liabilities 39 California claim and reimbursement received for New Richmond, partially offset by
decrease in defined benefit accrual

Deferred income tax liabilities (14) Net deferred income tax recovery
Risk management liabilities (current and long-term) 74 Price movements and changes in underlying positions and settlements
Equity attributable to shareholders (112) Share dividends partially offset by issuance of common shares and net earnings for

the period
Non-controlling interests 187 Sale of the non-controlling interest in TransAlta Renewables, partially offset by non-

controlling interests’ portion of net earnings net of distributions to non-controlling
interests

 
Financial Instruments
 
Financial instruments are used to manage our exposure to interest rates, commodity prices, and currency fluctuations, as well as other market risks. We
currently use physical and financial swaps, forward sale and purchase contracts, futures contracts, foreign exchange contracts, interest rate swaps, and
options to achieve our risk management objectives, which are described below. Financial instruments are accounted for using the fair value method of
accounting. The initial recognition of fair value and subsequent changes in fair value can affect reported earnings in the period the change occurs if hedge
accounting is not elected. Otherwise, changes in fair value will generally not affect earnings until the financial instrument is settled.
 
We have two types of financial instruments: (i) those that are used in the Generation and Energy Trading segments in relation to energy trading activities,
commodity hedging activities, and other contracting activities and (ii) those used in the hedging of debt, projects, expenditures, and our net investment in
foreign operations.
 
Some of our financial instruments and physical commodity contracts are recorded under own use accounting or qualify for, and are recorded under, hedge
accounting rules. The accounting for those contracts for which we have elected to apply hedge accounting depends on the type of hedge. Our financial
instruments are categorized as fair value hedges, cash flow hedges, net investment hedges, or non-hedges. These categories and their associated
accounting treatments are explained in further detail below.
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For all types of hedges, we test for effectiveness at the end of each reporting period to determine if the instruments are performing as intended and hedge
accounting can still be applied. All financial instruments are designed to ensure that future cash inflows and outflows are predictable. In a hedging
relationship, the effective portion of the change in the fair value of the hedging derivative does not impact net earnings, while any ineffective portion is
recognized in net earnings.
 
As well, there are certain contracts in our portfolio that at their inception do not qualify for, or we have chosen not to elect to apply, hedge accounting. For
these contracts, we recognize in net earnings mark-to-market gains and losses resulting from changes in forward prices compared to the price at which these
contracts were transacted. These changes in price alter the timing of earnings recognition, but do not affect the final settlement amount received. The fair
value of future contracts will continue to fluctuate as market prices change.
 
The fair value of derivatives traded by the Corporation that are not traded on an active exchange, or extend beyond the time period for which exchange-
based quotes are available, are determined using valuation techniques or models.
 
Fair Value Hedges
Fair value hedges are used to offset the impact of changes in the fair value of fixed rate long-term debt caused by variations in market interest rates. We use
interest rate swaps in our fair value hedges.
 
In a fair value hedge, changes in the fair value of the hedging instrument (an interest rate swap, for example) are recognized in risk management assets or
liabilities, and the related gains or losses are recognized in net earnings. The carrying amount of long-term debt subject to the hedge is adjusted for losses or
gains associated with the hedged risk, with the corresponding amounts recognized in net earnings. As a result, only the net ineffectiveness is recognized in
net earnings.
 
Cash Flow Hedges
Cash flow hedges are categorized as project, foreign exchange, interest rate, or commodity hedges and are used to offset foreign exchange, interest rate,
and commodity price exposures resulting from market fluctuations.
 
Project Hedges
Foreign currency forward contracts are used to hedge foreign exchange exposures resulting from anticipated contracts and firm commitments denominated
in foreign currencies, primarily related to capital expenditures.
 
Foreign Exchange, Interest Rate, and Commodity Hedges
Physical and financial swaps, forward sale and purchase contracts, futures contracts, and options are used primarily to offset the variability in future cash
flows caused by fluctuations in electricity and natural gas prices. Foreign exchange forward contracts and cross-currency swaps are used to offset the
exposures resulting from foreign-denominated long-term debt. Forward start interest rate swaps are used to offset the variability in cash flows related to
interest expense resulting from anticipated issuances of long-term debt.
 
In a cash flow hedge, changes in the fair value of the hedging instrument (a forward contract or financial swap, for example) are recognized in risk
management assets or liabilities, and the related gains or losses are recognized in other comprehensive income (“OCI”). These gains or losses are
subsequently reclassified from OCI to net earnings in the same period as the hedged forecast cash flows impact net earnings, and offset the losses or gains
arising from the forecast transactions. For project hedges, the gains and losses reclassified from OCI are included in the carrying amount of the related
PP&E.
 
When we do not elect hedge accounting, or when the hedge is no longer effective and does not qualify for hedge accounting, the gains or losses as a result
of changes in prices, interest, or exchange rates related to these financial instruments are recorded in net earnings in the period in which they arise.
 
Net Investment Hedges
Foreign currency forward contracts and foreign-denominated long-term debt are used to hedge exposure to changes in the carrying values of our net



investments in foreign operations that have a functional currency other than the Canadian dollar. Gains or losses on these instruments are recognized and
deferred in OCI and reclassified to net earnings on the disposal of the foreign operation. We attempt to manage our foreign exchange translation exposure
by matching foreign-denominated expenses with revenues, such as offsetting revenues from our U.S. operations with interest payments on our U.S. dollar
debt.
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Non-Hedges
Financial instruments not designated as hedges are used to reduce commodity price, foreign exchange, and interest rate risks. Changes in the fair value of
financial instruments not designated as hedges are recognized in risk management assets or liabilities, and the related gains or losses are recognized in net
earnings in the period in which the change occurs.
 
Fair Values
The majority of fair values for our project, foreign exchange, interest rate, commodity hedges, and non-hedge derivatives are calculated using adjusted
quoted prices from an active market or inputs validated by broker quotes. We may enter into commodity transactions involving non-standard features for
which market-observable data is not available. These transactions are defined under IFRS as Level III instruments. Level III instruments incorporate inputs
that are not observable from the market, and fair value is therefore determined using valuation techniques. Fair values are validated by using reasonable
possible alternative assumptions as inputs to valuation techniques, and any material differences are disclosed in the notes to the financial statements. At
Dec. 31, 2013, Level III instruments had a net asset carrying value of $66 million. Refer to the Critical Accounting Policies and Estimates section of this
MD&A for further details regarding valuation techniques. Our risk management profile and practices have not changed materially from Dec. 31, 2012.
 
Employee Share Ownership
 
We employ a variety of stock-based compensation plans to align employee and corporate objectives.
 
Under the terms of our stock option plans, employees below manager level may receive grants that vest in equal instalments over four years and expire after
ten years.
 
Under the terms of the Performance Share Ownership Plan (“PSOP”), certain employees receive grants which, after three years, make them eligible to
receive a set number of common shares, including the value of reinvested dividends over the period, or the equivalent value in cash plus dividends, based
upon our TSR relative to companies comprising the comparator group. After three years, once PSOP eligibility has been determined and provided our
performance exceeded the 25th percentile, common shares are awarded, with 50 per cent of the common shares released to the participant and the
remaining 50 per cent held in trust for one additional year for employees below vice-president level, and for two additional years for employees at the vice-
president level and above. The effect of the PSOP does not materially affect the calculation of the total weighted average number of common shares
outstanding.
 
Under the terms of the Employee Share Purchase Plan, we extend an interest-free loan to our employees below executive level for up to 30 per cent of the
employee’s base salary for the purchase of our common shares from the open market. The loan is repaid over a three-year period by the employee through
payroll deductions unless the shares are sold, at which point the loan becomes due on demand. As at Dec. 31, 2013, accounts receivable from employees
under the plan totalled $3 million (2012 — $4 million). This program is not available to officers and senior management.
 
Employee Future Benefits
 
We have registered pension plans in Canada and the U.S. covering substantially all employees of the Corporation, its domestic subsidiaries, and specific
named employees working internationally. These plans have defined benefit and defined contribution options, and in Canada there is an additional
supplemental defined benefit plan for members whose annual earnings exceed the Canadian income tax limit. Except for the newly acquired SunHills plans,
the Canadian and U.S. defined benefit pension plans are closed to new entrants. The U.S. defined benefit pension plan was frozen effective Dec. 31, 2010,
resulting in no future benefits being earned. The most recent actuarial valuation for accounting purposes of the registered and supplemental pension plans
was conducted as at Dec. 31, 2013 for the Canadian pension plan and Jan. 1, 2013 for the U.S. pension plan.
 
We provide other health and dental benefits for disabled members and retired members, typically up to the age of 65 (other post-employment benefits). The
most recent actuarial valuation of these plans was conducted at Dec. 31, 2013 for the Canadian plan and Jan. 1, 2013 for the U.S. plan.
 
The supplemental pension plan is an obligation of the Corporation. We are not obligated to fund the supplemental plan but are obligated to pay benefits
under the terms of the plan as they come due. We have posted a letter of credit in the amount of $63 million to secure the obligations under the supplemental
plan.
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Statements of Cash Flows
 
The following charts highlight significant changes in the Consolidated Statements of Cash Flows for the years ended Dec. 31, 2013 and 2012:
 
Year ended Dec. 31 2013 2012 Explanation of change
Cash and cash equivalents, beginning of year 27 49
Provided by (used in):



Operating activities 765 520 Favourable changes in working capital of $307 million, net of a $27 million
impact associated with the California claim in 2013 and a $204 million impact
associated with the Sundance Units 1 and 2 arbitration in 2012, partially
offset by lower cash earnings of $62 million

Investing activities (703) (1,048) Decrease in acquisition of finance lease of $312 million, a decrease in
additions to PP&E and intangibles of $149 million, an increase in realized
gains on financial instruments of $26 million, and an increase in proceeds on
sale of PP&E of $11 million, partially offset by the acquisition of the Wyoming
wind farm for $109 million, an increase in equity investments of $17 million, a
net negative impact of $12 million related to changes in collateral received
from or paid to counterparties, and a decrease in investing non-cash working
capital balances of $27 million

Financing activities (47) 504 Decrease in proceeds on issuance of common shares of $293 million, a
decrease in borrowings under credit facilities of $271 million partially due to
the use of net proceeds received from the sale of the non-controlling interest
in TransAlta Renewables to pay down borrowings on our credit facility, a
decrease in proceeds on issuance of preferred shares of $217 million, an
increase in common share cash dividends of $12 million, partially offset by
an increase in proceeds on sale of non-controlling interest in subsidiary of
$207 million, an increase in realized gains on financial instruments of $46
million, a decrease in long-term debt payments of $14 million, and an
increase in proceeds on the issuance of long-term debt of $10 million

Translation of foreign currency cash - 2
Cash and cash equivalents, end of year 42 27
       
       
Year ended Dec. 31 2012 2011 Explanation of change
Cash and cash equivalents, beginning of year 49 35
Provided by (used in):

Operating activities 520 690 Lower cash earnings of $29 million and unfavourable changes in working
capital of $141 million, net of a $204 million impact associated with the
Sundance Units 1 and 2 arbitration

Investing activities (1,048) (608) Acquisition of Solomon finance lease for $312 million, an increase in
additions to PP&E and intangibles of $259 million, and a decrease in
proceeds on sale of PP&E and facilities of $46 million, partially offset by a net
positive impact of $176 million related to changes in collateral received from
or paid to counterparties

Financing activities 504 (70) Issuance of long-term debt of $388 million, increase in issuance of common
shares of $291 million, and a decrease in common share cash dividends of
$87 million due to dividends reinvested through the dividend reinvestment
plan, partially offset by an increase in debt repayments of $80 million, a
decrease of $50 million in proceeds from the issuance of preferred shares,
an increase in realized losses on financial instruments of $40 million, and an
increase in preferred share dividends of $17 million

Translation of foreign currency cash 2 2
Cash and cash equivalents, end of year 27 49
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Liquidity and Capital Resources
 
Liquidity risk arises from our ability to meet general funding needs, engage in trading and hedging activities, and manage the assets, liabilities, and capital
structure of the Corporation. Liquidity risk is managed by maintaining sufficient liquid financial resources to fund obligations as they come due in the most
cost-effective manner.
 
Our liquidity needs are met through a variety of sources, including cash generated from operations, borrowings under our long-term credit facilities, and long-
term debt or equity issued under our Canadian and U.S. shelf registrations. Our primary uses of funds are operational expenses, capital expenditures,
dividends, distributions to non-controlling limited partners, and interest and principal payments on debt securities.
 
Debt
Long-term debt totalled $4.3 billion as at Dec. 31, 2013 compared to $4.2 billion as at Dec. 31, 2012. Total long-term debt increased from Dec. 31, 2012,
primarily due to unfavourable changes in foreign exchange rates.
 
Credit Facilities
At Dec. 31, 2013, we had a total of $2.1 billion (2012 – $2.0 billion) of committed credit facilities, of which $0.9 billion (2012 – $0.8 billion) is not drawn and is
available, subject to customary borrowing conditions. At Dec. 31, 2013, the $1.2 billion (2012 – $1.3 billion) of credit utilized under these facilities was
comprised of actual drawings of $0.8 billion (2012 – $1.0 billion) and letters of credit of $0.4 billion (2012 – $0.3 billion). These facilities are comprised of a
$1.5 billion committed syndicated bank facility that matures in 2017, with the remainder comprised of bilateral credit facilities, of which $0.3 billion matures in
2017 and $0.2 billion matures in the fourth quarter of 2015. We anticipate renewing these facilities, based on reasonable commercial terms, prior to their
maturities.
 
In addition to the $0.9 billion available under the credit facilities, we have $42 million of available cash.
 
Share Capital
At Dec. 31, 2013, we had 268.2 million (2012 – 254.7 million) common shares issued and outstanding. During the year ended Dec. 31, 2013, 13.5 million
(2012 – 31.1 million) common shares were issued for $186 million (2012 – $456 million), which was comprised of dividends reinvested under the terms of the
Plan. During 2012, we issued 9.7 million common shares for $159 million for dividends reinvested under the terms of the Plan, 21.2 million common shares



were issued through a public offering for total net proceeds of $295 million, and 0.2 million common shares were issued for proceeds of $2 million.
 
At Dec. 31, 2013, we had 32.0 million (2012 – 32.0 million) preferred shares issued and outstanding.
 
On Feb. 19, 2014, we had 270.4 million common shares and 12.0 million Series A, 11.0 million Series C, and 9.0 million Series E first preferred shares
outstanding.
 
Guarantee Contracts
We have obligations to issue letters of credit and cash collateral to secure potential liabilities to certain parties, including those related to potential
environmental obligations, energy trading activities, hedging activities, and purchase obligations. At Dec. 31, 2013, we provided letters of credit totalling $370
million (2012 – $336 million) and cash collateral of $21 million (2012 – $19 million). These letters of credit and cash collateral secure certain amounts
included on our Consolidated Statements of Financial Position under risk management liabilities and decommissioning and other provisions.
 
Working Capital
As at Dec. 31, 2013, the excess of current liabilities over current assets is $105 million (2012 – $436 million). The excess of current liabilities over current
assets decreased $331 million compared to 2012 due to a decrease in the current portion of long-term debt and current risk management liabilities, partially
offset by a decrease in accounts receivable and current risk management assets.
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Capital Structure
Our capital structure consisted of the following components as shown below:
 

2013 2012
As at Dec. 31 Amount % Amount %
Debt, net of available cash and cash equivalents 4,280 55 4,192 56
Non-controlling interests 517 7 330 4
Equity attributable to shareholders 2,906 38 3,018 40
Total capital 7,703 100 7,540 100
 
Commitments
Contractual repayments of transmission, operating leases, commitments under mining agreements, commitments under long-term service agreements, long-
term debt and the related interest, and growth project commitments are as follows:
 

Natural gas, Transmission
transportation, and power Coal supply Long-term Interest on

and other purchase purchase Operating and mining service Long-term long-term
contracts agreements leases agreements agreements debt debt Total

2014 39 11 12 172 42 209 211 696
2015 14 12 10 123 26 689 178 1,052
2016 13 9 10 126 25 29 172 384
2017 13 3 8 41 20 854 162 1,101
2018 12 3 7 41 27 732 123 945
2019 and thereafter 103 6 52 501 174 1,807 783 3,426
Total 194 44 99 1,004 314 4,320 1,629 7,604
 
As part of the Bill signed into law in the State of Washington and the subsequent MoA, we have committed to fund $55 million over the remaining life of the
Centralia coal plant to support economic development, promote energy efficiency, and develop energy technologies related to the improvement of the
environment. The MoA contains certain provisions for termination and in the event of the termination of the MoA this funding will no longer be required.
 
Unconsolidated Structured Entities or Arrangements
 
Disclosure is required of all unconsolidated structured entities or arrangements such as transactions, agreements, or contractual arrangements with
unconsolidated entities, structured finance entities, special purpose entities, or variable interest entities that are reasonably likely to materially affect liquidity
or the availability of, or requirements for, capital resources. We currently have no such unconsolidated structured entities or arrangements.
 
Climate Change and the Environment
 
All energy sources used to generate electricity have some impact on the environment. While we are pursuing a business strategy that includes investing in
low-impact renewable energy resources such as wind, hydro, and geothermal, we also believe that coal and natural gas as fuels will continue to play an
important role in meeting future energy needs. Regardless of the fuel type, we place significant importance on environmental compliance and continued
environmental impact mitigation, while seeking to deliver low-cost electricity.
 
 
 
 
 
 
1  Repayments of long-term debt include amounts related to our credit facilities that are currently scheduled to mature in 2015 and 2017.
2  Interest on long-term debt is based on debt currently in place with no assumption as to re-financing an instrument on maturity.
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Ongoing and Recently Passed Environmental Legislation
Changes in current environmental legislation do have, and will continue to have, an impact upon our operations and our business.
 
Alberta
In October 2012, the Alberta Government released its renewed Clean Air Strategy, which sets out a broad framework for managing air emissions and air
quality in the future. The framework focuses on a continuous improvement model for regional air quality. It also states that Alberta will take responsibility for
implementing any federal air quality standards. There are no specific requirements in this framework that immediately impact our operations.
 
In Alberta there are requirements for coal-fired generation units to implement additional air emission controls for oxides of nitrogen (“NOx”) and sulphur
dioxide (“SO ”) once they reach the end of their respective PPAs, in most cases at 2020. These regulatory requirements were developed by the province in
2004 as a result of multi-stakeholder discussions under Alberta’s Clean Air Strategic Alliance (“CASA”). However, the release of the federal GHG regulations
may create a potential misalignment between the CASA air pollutant requirements and schedules, and the GHG retirement schedules for older coal plants,
which in themselves will result in significant reductions of NOx, SO , and particulates. We are in discussions with the provincial government to ensure
coordination between GHG and air pollutant regulations, such that emission reduction objectives are achieved in the most effective manner while taking into
consideration the reliability and cost of Alberta’s generation supply.
 
Canada
On Sept. 11, 2012, the Canadian federal government published the final regulations governing GHG emissions from coal-fired power plants, to become
effective on July 1, 2015. The regulations provide for up to 50 years of life for coal units, at which point units must meet an emissions performance standard
of approximately 420 tonnes per GWh. There are some exceptions that require older units commissioned before 1975 to reach end of life by Dec. 31, 2019,
and units commissioned between 1975 and 1986 to reach end of life by Dec. 31, 2029. We believe the final regulations provide additional operating time and
increased flexibility for our Canadian coal units, allowing for a smoother transition of those units in a more cost-effective manner.
 
United States
In the U.S., on June 25, 2013, President Obama announced his Climate Action Plan, which sets out plans for GHG emission standards to be imposed by the
Environmental Protection Agency (“EPA”) for new and existing power plants. Subsequently, on Sept. 20, 2013, the EPA issued draft regulations for new coal-
fired plants that, if adopted, would require new coal plants to achieve GHG emissions of no more than 1,100 pounds per MWh of carbon dioxide (significantly
below current average emissions for coal-fired plants) in order to be approved. These regulations are expected to be finalized by mid-2014. These proposed
regulations do not currently have an impact on our operations. Standards for existing units are to be finalized by June 2015. State implementation plans are
to be completed a year later. There will be few additional details as to how existing coal (and potentially natural gas) units might be treated until the EPA
releases a draft rule. Furthermore, the U.S. Supreme Court has agreed to review a challenge to the EPA’s right to regulate GHG emissions from stationary
sources like power plants, so the future of this regulation is uncertain.
 
In December 2011, the EPA issued national standards for mercury emissions from power plants. Existing sources will have up to four years to comply. We
have already voluntarily installed mercury capture technology at our Centralia coal-fired plant, and began full capture operations in early 2012. We have also
installed additional technology to further reduce NOx, consistent with the Bill passed in 2011.
 
In addition to the federal, regional, and state regulations that we must comply with, we also comply with the standards established by the North American
Electric Reliability Corporation (“NERC”). NERC is the electric reliability organization certified by the Federal Energy Regulatory Commission in the U.S. to
establish and enforce reliability standards for the bulk-power system. NERC develops and enforces reliability standards; assesses adequacy annually;
monitors the bulk-power system; and educates, trains, and certifies industry personnel.
 
Recent changes to environmental regulations may materially adversely affect us. As indicated under “Risk Factors” in our Annual Information Form and
within the Risk Management section of this MD&A, many of our activities and properties are subject to environmental requirements, as well as changes in
our liabilities under these requirements, which may have a material adverse effect upon our consolidated financial results.
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TransAlta Activities
Reducing the environmental impact of our activities has a benefit not only to our operations and financial results, but also to the communities in which we
operate. We expect that increased scrutiny will be placed on environmental emissions and compliance, and we therefore have a proactive approach to
minimizing risks to our results. Our Board of Directors provides oversight to our environmental management programs and emission reduction initiatives to
ensure continued compliance with environmental regulations.
 
In 2013, we estimate that 27.5 million tonnes of GHGs with an intensity of 0.801 tonnes per MWh (2012 — 27 million tonnes of GHGs with an intensity of
0.816 tonnes per MWh) were emitted as a result of normal operating activities.
 
Our environmental management programs encompass the following elements:
 
Renewable Power
We continue to invest in and build renewable power resources. Commercial operations began at our 68 MW New Richmond wind facility during the first
quarter of 2013 and on Dec. 20, 2013 we completed the acquisition of a 144 MW wind farm in Wyoming. A larger renewable portfolio provides increased
flexibility in generation and creates incremental environmental value through renewable energy certificates or through offsets.
 
Environmental Controls and Efficiency
We continue to make operational improvements and investments to our existing generating facilities to reduce the environmental impact of generating
electricity. We installed mercury control equipment at our Alberta Thermal operations in 2010 in order to meet the province’s 70 per cent reduction objectives,
and voluntarily at our Centralia coal-fired plant in 2012. Our Keephills Unit 3 plant began operations in September 2011 using supercritical combustion
technology to maximize thermal efficiency, as well as SO capture and low NOx combustion technology, which is consistent with the technology that is
currently in use at Genesee Unit 3. Uprate projects completed at our Keephills and Sundance plants have improved the energy and emissions efficiency of
those units.
 
The PPAs for our Alberta-based coal facilities contain change-in-law provisions that allow us the opportunity to recover capital and operating compliance

2
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costs from our PPA customers.
 
Policy Participation
We are active in policy discussions at a variety of levels of government. These discussions have allowed us to engage in proactive discussions with
governments and industry participants to meet environmental requirements over the longer term.
 
Clean Combustion Technologies
We look to advance clean energy technologies through organizations such as the Canadian Clean Power Coalition, which examines emerging clean
combustion technologies such as gasification.
 
Offsets Portfolio
TransAlta maintains an emissions offsets portfolio with a variety of instruments that can be used for compliance purposes or otherwise banked or sold. We
continue to examine additional emissions offset opportunities that will allow us to meet emission targets at a competitive cost. Any investments in offsets will
meet certification criteria in the market in which they are to be used.
 
 
 
 
 
 
1     2013 data are estimates based on best available data at the time of report production. GHGs include water vapour, carbon dioxide (“CO ”), methane, nitrous oxide, sulphur hexafluoride, hydrofluorocarbons,

and perfluorocarbons. The majority of our estimated GHG emissions are comprised of CO  emissions from stationary combustion.
 
 
TransAlta Corporation   |   2013 Annual Report 47

 
Management’s Discussion and Analysis

 
 
Forward-Looking Statements
 
This MD&A, the documents incorporated herein by reference, and other reports and filings made with the securities regulatory authorities include forward-
looking statements or information (collectively referred to herein as “forward-looking statements”) within the meaning of the “safe harbour” provisions of
applicable securities legislation. All forward-looking statements are based on our beliefs as well as assumptions based on information available at the time
the assumption was made and on management’s experience and perception of historical trends, current conditions, and expected future developments, as
well as other factors deemed appropriate in the circumstances. Forward-looking statements are not facts, but only predictions and generally can be identified
by the use of statements that include phrases such as “may”, “will”, “believe”, “expect”, “anticipate”, “intend”, “plan”, “foresee”, “potential”, “enable”,
“continue”, or other comparable terminology. These statements are not guarantees of our future performance and are subject to risks, uncertainties, and
other important factors that could cause our actual performance to be materially different from that projected.
 
In particular, this MD&A contains forward-looking statements pertaining to our business and anticipated financial performance including, for example: the
timing and the completion and commissioning of projects under development, including major projects, and their attendant costs; expectations regarding
AESO’s plans for resolving regional constraints on Alberta’s transmission system; our estimated spend on matters relating to the 2013 flood in Alberta,
spend on growth, and sustaining capital and productivity projects; expectations in terms of the cost of operations, capital spend, and maintenance, and the
variability of those costs; the impact of certain hedges on future reported earnings and cash flows; expectations related to future earnings and cash flow from
operating and contracting activities; estimates of fuel supply and demand conditions and the costs of procuring fuel; expectations for demand for electricity in
both the short term and long term, and the resulting impact on electricity prices; the impact of load growth, increased capacity, and natural gas costs on
power prices; expectations in respect of generation availability, capacity, and production; expectations regarding the role different energy sources will play in
meeting future energy needs; expected financing of our capital expenditures; expected governmental regulatory regimes and legislation and their expected
impact on us and the timing of the implementation of such regimes and regulations, as well as the cost of complying with resulting regulations and laws; our
trading strategies and the risk involved in these strategies; estimates of future tax rates, future tax expense, and the adequacy of tax provisions; accounting
estimates; anticipated growth rates in our markets; expectations for the outcome of existing or potential legal and contractual claims; investigations and
disputes; expectations for the ability to access capital markets at reasonable terms; the estimated impact of changes in interest rates and the value of the
Canadian dollar relative to the U.S. dollar and other currencies in locations where we do business; the monitoring of our exposure to liquidity risk;
expectations regarding the renewal of collective bargaining agreements; expectations in respect to the global economic environment and growing scrutiny by
investors relating to sustainability performance; our credit practices; the estimated contribution of Energy Trading activities to gross margin; and expectations
relating to the performance of TransAlta Renewables’ assets.
 
Factors that may adversely impact our forward-looking statements include risks relating to: fluctuations in market prices and the availability of fuel supplies
required to generate electricity; our ability to contract our generation for prices that will provide expected returns; the regulatory and political environments in
the jurisdictions in which we operate; environmental requirements and changes in, or liabilities under, these requirements; changes in general economic
conditions including interest rates; operational risks involving our facilities, including unplanned outages at such facilities; disruptions in the transmission and
distribution of electricity; the effects of weather; disruptions in the source of fuels, water, or wind required to operate our facilities; natural disasters; the threat
of domestic terrorism and cyber-attacks; equipment failure and our ability to carry out the repairs in a cost-effective manner or timely manner; energy trading
risks; industry risk and competition; fluctuations in the value of foreign currencies and foreign political risks; the need for additional financing; structural
subordination of securities; counterparty credit risk; insurance coverage; our provision for income taxes; legal and contractual proceedings involving the
Corporation; outcomes of investigations and disputes; reliance on key personnel; labour relations matters; development projects and acquisitions; and the
satisfactory receipt of applicable regulatory approvals for the closing of the Wyoming acquisition. The foregoing risk factors, among others, are described in
further detail in the Risk Management section of this MD&A and under the heading “Risk Factors” in our 2014 Annual Information Form.
 
Readers are urged to consider these factors carefully in evaluating the forward-looking statements and are cautioned not to place undue reliance on these
forward-looking statements. The forward-looking statements included in this document are made only as of the date hereof and we do not undertake to
publicly update these forward-looking statements to reflect new information, future events or otherwise, except as required by applicable laws. In light of
these risks, uncertainties, and assumptions, the forward-looking events might occur to a different extent or at a different time than we have described, or
might not occur. We cannot assure that projected results or events will be achieved.
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2014 Outlook
 
Business Environment
Demand
Alberta electricity demand is expected to grow at an average rate of three per cent annually as a result of several large oil sands projects that will bring new
demand over the next several years. Electricity demand in the Pacific Northwest is expected to increase approximately one per cent per year, due in part to
a large emphasis on energy efficiency across the region. Demand growth in Ontario is expected to remain weak at below one per cent.
 
Supply
New supply in the near term and intermediate term is expected to come primarily from investment in renewable energy and natural gas-fired generation
across most North American markets. This expectation is driven by the relatively low prices in the natural gas market combined with a continued expectation
that GHG legislation of some form is still expected in Canada and the U.S.
 
Alberta will likely see roughly flat reserve margins over the next several years based on generation projects currently under construction and forecasted load
growth. The Ontario reserve margin will also remain relatively flat until expected nuclear refurbishments take capacity offline around 2016. The Pacific
Northwest is expected to see slightly falling reserve margins in the near term, although the market is expected to remain well supplied.
 
Green technologies have gained favour with regulators and the general public, creating increasing pressure to supply power using renewable resources such
as wind, hydro, geothermal, and solar. In Alberta, 20 MW of waste heat and biomass projects were completed in 2013 and 40 MW are currently under
construction. Currently, there are 300 MW of wind generation facilities under construction and approximately 1,000 MW have received regulatory approval. In
total, approximately 2,300 MW of wind generation is in the AESO interconnection queue. However, not all announced generation is expected to be built and
some projects cannot be developed prior to transmission expansions.
 
Ontario and the Pacific Northwest are also expected to add renewable capacity in the next several years. In the Pacific Northwest, the expiry of the wind
production tax credit is expected to drive capacity to come online before the end of 2015. Ontario is expected to bring on in excess of 1,000 MW of renewable
capacity, made up primarily of wind, solar, and biomass projects.
 
Cogeneration projects at large oil sands developments are expected to be a key source of new generation supply within Alberta. These projects supply heat
to the oil sands facility alongside electricity production. As a result, these facilities are a very competitive and efficient source of new generation capacity.
Alberta currently has about 4,250 MW of cogeneration capacity and another 300 MW of capacity is under construction.
 
While there are many new developments that will likely impact the future supply of electricity, the low cost of our base load operations means that we expect
our plants will continue to be supported in the market.
 
Transmission
The existing Alberta, Ontario, and Pacific Northwest transmission systems are congested and aging, resulting in constraints on our generation operations as
expected electricity flows exceed the systems’ current capacity. The reinforcement of the transmission system in Alberta will alleviate congestion on major
transmission paths, but there will continue to be congestion at the regional level. Upgrades to the transmission system in Ontario will alleviate congestion in
some parts of the province, but generation in northern Ontario will continue to be constrained by limited transmission capacity.
 
Cost pressures will continue to create interest in ways to introduce competition into the development of transmission facilities. Future transmission
developments in both Alberta and Ontario could become subject to competitive procurement processes and create opportunities to bid on those
developments. The AESO is currently running an RFP process for the first of two transmission lines between the Edmonton and Fort McMurray regions.
TAMA Transmission is participating in this RFP process and qualified to participate as a proponent in the project. The AESO announced its selection of a
short-list of companies, identifying that TAMA Transmission will participate in the next stage of its competitive process for the project. The AESO is expected
to start the RFP process on the second line in 2015.
 
Power Prices
In 2014, power prices in Alberta are expected to be lower than 2013 as a result of more baseload generation and fewer planned maintenance outages
across the market. However, prices can vary based on supply and weather conditions. In the Pacific Northwest, we expect prices to settle higher than in
2013 due to marginally higher natural gas prices and an outlook for lower hydro generation compared to 2013.
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Environmental Legislation
The finalization of the federal Canadian GHG regulations for coal-fired power has initiated further activities. We are in discussions with the provincial
government to ensure coordination between GHG and air pollutant regulations, such that emission reduction objectives are achieved in the most effective
manner while taking into consideration the reliability and cost of Alberta’s generation supply. This may provide additional flexibility to coal-fired generators in
meeting such regulatory requirements. For further information on the Canadian GHG regulations, please refer to the Significant Events section of this MD&A.
 
In addition, discussions are ongoing between the federal and provincial governments regarding a national Air Quality Management System for air pollutants.
In Alberta’s recently released Clean Air Strategy, the province indicated that its provincial air quality management system will operationalize any national
system. Our current outlook is that, for Alberta, provincial regulations will be considered as equivalent to any future national framework.
 
On Jan. 21, 2013, the Ontario government released a discussion paper for public input on reducing GHG emissions in the province, with the stated intent of
developing GHG regulations for all major industrial sectors by 2015. No specific targets or regulatory approaches have yet been proposed.
 
In the U.S., the President’s Climate Action Plan provides an indication of how GHG regulation of existing fossil-fuel based generation may unfold, although
we expect the implementation process to take several years. Our agreement with Washington State, established in April 2011, provides regulatory clarity at
the state level regarding an emissions regime related to the Centralia Coal plant until 2025. We expect this agreement may mitigate separate federal action
from the EPA. Additionally, new federal air pollutant regulations for the power sector are anticipated, but are not expected to directly affect our coal-fired
operations in Washington State.
 
Effective January 2013, direct deliveries of power to the California Independent System Operator were subject to Cap and Trade Regulations established by
the California Air Resource Board. We continue to monitor our GHG inventory into California.
 



In Australia, the carbon tax implemented in July 2012 remains in place. However, on Nov. 13, 2013, the recently elected Liberal government introduced
legislation to repeal the carbon tax by July 2014, and replace it with a Direct Action plan that would fund industry for actions to reduce emissions. The
legislation has not yet been passed. While TransAlta’s gas-fired operations are subject to the tax, all related costs are flowed to contracted customers.
 
We continue to closely monitor the progress and risks associated with environmental legislation changes on our future operations.
 
The siting, construction, and operation of electrical energy facilities requires interaction with many stakeholders. Recently, certain stakeholders have brought
actions against government agencies and owners over alleged adverse impacts of wind projects. We are monitoring these claims in order to assess the risk
associated with these activities.
 
Economic Environment
In 2014, we expect slow to moderate growth in all markets. We continue to monitor global events and their potential impact on the economy and our supplier
and commodity counterparty relationships.
 
We had no material counterparty losses in 2013. We continue to monitor counterparty credit risk and have established risk management policies to mitigate
counterparty risk. We do not anticipate any material change to our existing credit practices and continue to deal primarily with investment grade
counterparties.
 
Operations
Capacity, Production, and Availability
Generating capacity is expected to increase in 2014 primarily due to the commencement of operations at our Solomon power station in Australia. Prior to the
effect of any economic dispatching, overall production is expected to increase in 2014 due to lower planned and unplanned outages. Overall availability is
expected to be in the range of 88 to 90 per cent in 2014.
 
Contracted Cash Flows
Through the use of Alberta PPAs, long-term contracts, and other short-term physical and financial contracts, on average, approximately 72 per cent of our
capacity is contracted over the next seven years. On an aggregated portfolio basis, depending on market conditions, we target being up to 90 per cent
contracted for the upcoming calendar year. As at the end of 2013, approximately 88 per cent of our 2014 capacity was contracted. The average prices of our
short-term physical and financial contracts for 2014 are approximately $55 per MWh in Alberta and approximately U.S.$40 per MWh in the Pacific Northwest.
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Fuel Costs
Mining coal in Alberta is subject to cost increases due to greater overburden removal, inflation, capital investments, and commodity prices. Seasonal
variations in coal costs at our Alberta mine are minimized through the application of standard costing. Coal costs for 2014, on a standard cost per tonne
basis, are expected to be 10 to 12 per cent lower than 2013 due to Sundance Units 1 and 2 operating for a full year and realizing the benefits from insourcing
operational accountability from PMRL at the Highvale Mine during 2013.
 
Although we own the Centralia mine in the State of Washington, it is not currently operational. Fuel at Centralia Thermal is purchased from external suppliers
in the Powder River Basin and delivered by rail. The delivered cost of fuel per MWh for 2014 is expected to increase between one to three per cent.
 
The value of coal inventories is assessed for impairment at the end of each reporting period. If the inventory is impaired, further charges are recognized in
net earnings. For more information on the inventory impairment charges recorded in 2013, please refer to the Significant Events section of this MD&A.
 
We purchase natural gas from outside companies coincident with production or have it supplied by our customers, thereby minimizing our risk to changes in
prices. The continued success of unconventional gas production in North America could reduce the year-to-year volatility of prices in the near term.
 
We closely monitor the risks associated with changes in electricity and input fuel prices on our future operations and, where we consider it appropriate, use
various physical and financial instruments to hedge our assets and operations from such price risks.
 
Energy Trading
Earnings from our Energy Trading Segment are affected by prices in the market, overall strategies adopted, and changes in legislation. We continuously
monitor both the market and our exposure in order to maximize earnings while still maintaining an acceptable risk profile. Our 2014 objective is for Energy
Trading to contribute between $50 million and $65 million in gross margin for the year.
 
Exposure to Fluctuations in Foreign Currencies
Our strategy is to minimize the impact of fluctuations in the Canadian dollar against the U.S. dollar, euro, and Australian dollar by offsetting foreign-
denominated assets with foreign-denominated liabilities and by entering into foreign exchange contracts. We also have foreign-denominated expenses,
including interest charges, which largely offset our net foreign-denominated revenues.
 
Net Interest Expense
Net interest expense for 2014 is expected to be in line with 2013. However, changes in interest rates and in the value of the Canadian dollar relative to the
U.S. dollar can affect the amount of net interest expense incurred.
 
Liquidity and Capital Resources
If there is increased volatility in power and natural gas markets, or if market trading activities increase, we may need additional liquidity in the future. We
expect to maintain adequate available liquidity under our committed credit facilities.
 
Accounting Estimates
A number of our accounting estimates, including those outlined in the Critical Accounting Policies and Estimates section of this MD&A, are based on the
current economic environment and outlook. Under the current economic environment, market fluctuations could impact, among other things, future
commodity prices, foreign exchange rates, and interest rates, which could, in turn, impact future earnings and the unrealized gains or losses associated with
our risk management assets and liabilities and asset valuation for our asset impairment calculations.
 
Income Taxes
The effective tax rate on earnings excluding non-comparable items for 2014 is expected to be approximately 17 to 22 per cent, which is lower than the
statutory tax rate of 25 per cent, due to changes in the amount of earnings between the jurisdictions in which pre-tax income is earned and the effect of
certain deductions that do not fluctuate with earnings.
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Capital Expenditures
Our major projects are focused on sustaining our current operations and supporting our growth strategy.
 
Growth and Major Project Expenditures
In 2013, we spent a total of $211 million on growth and major project expenditures, net of any joint venture contributions received. Commercial operations
began at our New Richmond wind farm and Sundance Units 1 and 2 were returned to service.
 
A summary of the significant growth and major projects that are in progress is outlined below:
 

 

Total Project
 

2014 Target
Estimated Spent to Estimated Completion

spend date spend date Details
Project

Australia natural gas pipeline 86 - 86 Q1 2015 270 kilometer pipeline to supply natural gas to
our Solomon power station in Western
Australia

Transmission 10 - 10 Q4 2014 Regulated transmission that receives a return
on investment

Hydro life extension 15-20 - 15-20 Q4 2014 Generator replacement and turbine runner
improvements to extend the life of selected
plants

Total major projects and growth 111-116 - 111-116

 
Transmission
For the year ended Dec. 31, 2013, a total of $2 million was spent on transmission projects. Transmission projects consist of the major maintenance and
reconfiguration of Alberta’s transmission networks to reinforce the transmission system and to increase the capacity of power flow in the lines.
 
Sustaining Capital and Productivity Expenditures
A significant portion of our sustaining capital and productivity expenditures is planned major maintenance, which includes inspection, repair and maintenance
of existing components, and the replacement of existing components. Planned major maintenance costs are capitalized as part of PP&E and are amortized
on a straight-line basis over the term until the next major maintenance event. It excludes amounts for day-to-day routine maintenance, unplanned
maintenance activities, and minor inspections and overhauls, which are expensed as incurred.
 
For 2014, our estimate for total sustaining capital and productivity expenditures, net of any contributions received, is allocated among the following:
 

Spent Expected spend
Category Description in 2013 in 2014
Routine capital Expenditures to maintain our existing generating capacity 126 110-115
Mining equipment and land purchases Expenditures related to mining equipment and land purchases 53 45-50
Finance leases Payments related to mining equipment under finance leases 9 5-10
Planned major maintenance Regularly scheduled major maintenance 153 175-190
Total sustaining expenditures 341 335-365
Productivity capital Projects to improve power production efficiency and corporate

improvement initiatives 33 10-15
Total sustaining and productivity expenditures 374 345-380
 
During the year, we acquired $33 million of mining equipment under finance leases and we made principal repayments of $9 million.
 
 
 
 
1  An additional $12 million for mining equipment in use is not payable until 2014.
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The table below shows the amount of planned maintenance capitalized and expensed:
 
Year ended Dec. 31 2013 2012 2011
Capitalized 153 286 184
Expensed - - 2

153 286 186
GWh lost 3,264 4,186 2,872
 
Details of the 2014 planned major maintenance program are outlined as follows:
 

Gas and Expected spend

1



Coal Renewables in 2014
Capitalized 120-130 55-60 175-190
Expensed - 0-5 0-5

120-130 55-65 175-195

    
Gas and

Coal Renewables Total
GWh lost 2,200-2,210 400-410 2,600-2,620
 
Financing
Financing for these capital expenditures is expected to be provided by cash flow from operating activities, existing borrowing capacity, reinvested dividends
under the Plan, and capital markets. The funds required for committed growth, sustaining capital, and productivity projects are not expected to be
significantly impacted by the current economic environment due to the highly contracted nature of our cash flows, our financial position, and the amount of
capital available to us under existing committed credit facilities.
 
Risk Management
 
Our business activities expose us to a variety of risks including, but not limited to, increased regulatory changes, rapidly changing market dynamics, and
increased volatility in our key commodity markets. Our goal is to manage these risks so that we are reasonably protected from an unacceptable level of risk
or financial exposure while still enabling business development. We use a multi-level risk management oversight structure to manage the risks arising from
our business activities, the markets in which we operate, and the political environments and structures with which we interface.
 
The responsibilities of various stakeholders of our risk management oversight structure are described below:
 
The Board of Directors provides stewardship of the Corporation; ensures that the Corporation establishes policies and procedures for the identification,
assessment, and management of principal risks and risk appetite; and receives an annual comprehensive Enterprise Risk Management (“ERM”) review. The
ERM review consists of a holistic view of the Corporation’s inherent risks, how we mitigate these risks, and residual risks. It defines our risks, discusses who
is responsible to manage each risk, how the risks are interrelated with each other, and identifies the applicable risk metrics.
 
The Audit and Risk Committee (“ARC”), established by the Board of Directors, provides assistance to the Board of Directors in fulfilling its oversight
responsibility relating to the integrity of our financial statements and the financial reporting process; the systems of internal accounting and financial controls;
the internal audit function; the external auditors’ qualifications and terms and conditions of appointment, including remuneration; independence; performance
and reports; and the legal and risk compliance programs as established by management and the Board of Directors. The ARC approves our Commodity and
Financial Exposure Management policies and reviews quarterly ERM reporting.
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The Risk Management Committee (“RMC”) is chaired by our Chief Financial and Chief Investment Officer and is comprised of the Vice-President and
Treasurer, Executive Vice-President Trading and Marketing, Vice-President Risk Management, Vice-President Regulatory and Compliance, and Chief
Engineer. The RMC acts as the operational and financial risk oversight body for the Corporation.
 
The Technical Risk and Commercial Team (“TRACT”) is a committee chaired by the Vice-President, Engineering, Environment, and Construction
Services, and is comprised of our financial and operations directors. It reviews major projects and commercial agreements at various stages through
development, prior to submission for approval by the Investment Committee and the Board of Directors.
 
The Investment Committee is chaired by our Chief Financial and Chief Investment Officer and is comprised of the Chief Executive Officer, Chief Legal
Officer, the Executive Vice-President Corporate Services, Vice-President Mergers and Acquisitions, Vice-President Risk Management, and Vice-President
Construction. It reviews and approves all major capital expenditures including growth, productivity, life extensions, and major coal outages. Projects that are
approved by the committee will then be put forward for approval by the Board of Directors.
 
Risk Controls
Our risk controls have several key components:
 
Enterprise Tone
We strive to foster beliefs and actions that are true to and respectful of our many stakeholders. We do this by investing in communities where we live and
work, operating and growing sustainably, putting safety first, and being responsible to the many groups and individuals with whom we work.
 
Policies
We maintain a comprehensive set of enterprise-wide policies. These policies establish delegated authorities and limits for business transactions, as well as
allow for an exception approval process. Periodic reviews and audits are performed to ensure compliance with these policies. All employees and directors
are required to sign a corporate code of conduct on an annual basis.
 
Reporting
On a regular basis, residual risk exposures are reported to key decision makers including the Board of Directors, senior management, and the RMC.
Reporting to the RMC includes analysis of new risks, monitoring of status to risk limits, review of events that can affect these risks, and discussion and status
of actions to minimize risks. This monthly reporting provides for effective and timely risk management and oversight.
 
Whistleblower System
We have a system in place where employees, shareholders, or other stakeholders may anonymously report any potential ethical concerns. These concerns
can be submitted anonymously, either directly to the ARC or to the Director, Internal Audit, who engages Corporate Security, Legal, and Human Resources
in determining the appropriate course of action. These concerns and any actions taken are discussed with the chair of the ARC.
 
Value at Risk and Trading Positions
VaR is one of the primary measures used to manage our exposure to market risk resulting from energy trading activities. VaR is calculated and reported on a
daily basis. This metric describes the potential change in the value of our trading portfolio over a three-day period within a 95 per cent confidence level,
resulting from normal market fluctuations.
 



VaR is a commonly used metric that is employed by industry to track the risk in energy trading positions and portfolios. Two common methodologies for
estimating VaR are the historical variance/covariance and Monte Carlo approaches. We estimate VaR using the historical variance/covariance approach. An
inherent limitation of historical variance/covariance VaR is that historical information used in the estimate may not be indicative of future market risk. Stress
tests are performed periodically to measure the financial impact to the trading portfolio resulting from potential market events, including fluctuations in market
prices, volatilities of those prices, and the relationships between those prices. We also employ additional risk mitigation measures. VaR at Dec. 31, 2013
associated with our proprietary energy trading activities was $2 million (2012 – $2 million). Refer to the Commodity Price Risk section of this MD&A for
further discussion.
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Risk Factors
Risk is an inherent factor of doing business. The following section addresses some, but not all, risk factors that could affect our future results and our
activities in mitigating those risks. These risks do not occur in isolation, but must be considered in conjunction with each other.
 
Certain sections will show the after-tax effect on net earnings of changes in certain key variables. The analysis is based on business conditions and
production volumes in 2013. Each item in the sensitivity analysis assumes all other potential variables are held constant. While these sensitivities are
applicable to the period and the magnitude of changes on which they are based, they may not be applicable in other periods, under other economic
circumstances, or for a greater magnitude of changes. The changes in rates should also not be assumed to be proportionate to earnings in all instances.
 
Volume Risk
Volume risk relates to the variances from our expected production. For example, the financial performance of our hydro, wind, and geothermal operations are
partially dependent upon the availability of their input resources in a given year. Where we are unable to produce sufficient quantities of output in relation to
contractually specified volumes, we may be required to pay penalties or purchase replacement power in the market.
 
We manage volume risk by:

actively managing our assets and their condition through the Generation Segment and Capital and Asset Reporting group in order to be proactive in plant
maintenance so that our plants are available to produce when required,
monitoring water resources throughout Alberta and British Columbia to the best of our ability and optimizing this resource against real-time electricity
market opportunities,
placing our wind and geothermal facilities in locations that we believe to have sufficient resources in order for us to be able to generate sufficient
electricity to meet the requirements of our contracts. However, we cannot guarantee that these resources will be available when we need them or in the
quantities that we require, and
diversifying our fuels and geography as one way of mitigating regional or fuel-specific events.

 
The sensitivities of volumes to our net earnings are shown below:
 

Approximate impact
Factor Increase or decrease (%) on net earnings
Availability/production 1 21
 
Generation Equipment and Technology Risk
There is a risk of equipment failure due to wear and tear, latent defect, design error or operator error, among other things, which could have a material
adverse effect on the Corporation. Although our generation facilities have generally operated in accordance with expectations, there can be no assurance
that they will continue to do so. Our plants are exposed to operational risks such as failures due to cyclic, thermal, and corrosion damage in boilers,
generators, and turbines, and other issues that can lead to outages and increased volume risk. If plants do not meet availability or production targets
specified in their PPA or other long-term contracts, we may be required to compensate the purchaser for the loss in the availability of production or record
reduced energy or capacity payments. For merchant facilities, an outage can result in lost merchant opportunities. Therefore, an extended outage could have
a material adverse effect on our business, financial condition, results of operations, or our cash flows.
 
As well, we are exposed to procurement risk for specialized parts that may have long lead times. If we are unable to procure these parts when they are
needed for maintenance activities, we could face an extended period where our equipment is unavailable to produce electricity.
 
The original equipment manufacturer for the generators at Sundance Units 3 to 6 has recently revised the operating criteria for the units such that they will no
longer be able to produce the same amount of leading reactive power (“MVAR”) at current active power output levels. Reactive power refers to the voltage
support that is required to make electrical systems like the Alberta Interconnected Electric System work and deliver active power through transmission lines.
The production of reactive power can have a negative impact on the ability of a generator to produce active power as high reactive power demands can
require a unit to reduce its active power output levels. TransAlta is engaged in the AESO’s ongoing consultation process for the development of
interconnection rules specifying, among other things, required MVAR levels.
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We manage our generation equipment and technology risk by:

operating our generating facilities within defined and proven operating standards that are designed to maximize the availability of our generating facilities
for the longest period of time,
performing preventative maintenance on a regular basis,
adhering to a comprehensive plant maintenance program and regular turnaround schedules,
adjusting maintenance plans by facility to reflect the equipment type and age,
having sufficient business interruption coverage in place in the event of an extended outage,
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having force majeure clauses in our thermal and other PPAs and other long-term contracts,
using technology in our generating facilities that is selected and maintained with the goal of maximizing the return on those assets,
monitoring technological advances and evaluating their impact upon our existing generating fleet and related maintenance programs,
negotiating strategic supply agreements with selected vendors to ensure key components are available in the event of a significant outage,
entering into long-term arrangements with our strategic supply partners to ensure availability of critical spare parts, and
developing a long-term asset management strategy with the objective of maximizing the life cycles of our existing facilities and/ or replacement of
selected generating assets.

 
Commodity Price Risk
We have exposure to movements in certain commodity prices, including the market price of electricity and fuels used to produce electricity in both our
electricity generation and proprietary trading businesses.
 
We manage the financial exposure associated with fluctuations in electricity price risk by:

entering into long-term contracts that specify the price at which electricity, steam, and other services are provided,
maintaining a portfolio of short-, medium-, and long-term contracts to mitigate our exposure to short-term fluctuations in commodity prices,
purchasing natural gas coincident with production for merchant plants so spot market spark spreads are adequate to produce and sell electricity at a
profit, and
ensuring limits and controls are in place for our proprietary trading activities.

 
In 2013, we had approximately 90 per cent (2012 – 90 per cent) of production under short-term and long-term contracts and hedges. In the event of a
planned or unplanned plant outage or other similar event, however, we are exposed to changes in electricity prices on purchases of electricity from the
market to fulfill our supply obligations under these short- and long-term contracts.
 
We manage the financial exposure to fluctuations in the costs of fuels used in production by:

entering into long-term contracts that specify the price at which fuel is to be supplied to our plants,
hedging emissions costs by entering into various emission trading arrangements, and
selectively using hedges, where available, to set prices for fuel.

 
In 2013, 64 per cent (2012 – 69 per cent) of our cost of gas used in generating electricity was contractually fixed or passed through to our customers and
100 per cent (2012 – 100 per cent) of our purchased coal costs were contractually fixed.
 
The sensitivities of price changes to our net earnings are shown below:
 

Approximate impact
Factor Increase or decrease on net earnings
Electricity price $ 1.00/MWh 8
Natural gas price $ 0.10/GJ 1
Coal price $ 1.00/tonne 13
 
 
56 TransAlta Corporation   |   2013 Annual Report

 
Management’s Discussion and Analysis

 
 
Fuel Supply Risk
We buy natural gas and some of our coal to supply the fuel needed to operate our facilities. Having sufficient fuel available when required for generation is
essential to maintaining our ability to produce electricity under contracts and for merchant sale opportunities.
 
At our coal-fired plants, input costs, such as diesel, tires, the price and availability of mining equipment, the volume of overburden removed to access coal
reserves, rail rates, and the location of mining operations relative to the power plants are some of the exposures in our mining operations. Additionally, the
ability of the mines to deliver coal to the power plants can be impacted by weather conditions and labour relations. At Centralia Thermal, interruptions at our
suppliers’ mines and the availability of trains to deliver coal could affect our ability to generate electricity.
 
We manage coal supply risk by:

ensuring that the majority of the coal used in electrical generation is from reserves permitted through coal rights we have purchased or for which have
long-term supply contracts, thereby limiting our exposure to fluctuations in the supply of coal from third parties. All of the coal used in generating
activities in Alberta is from reserves permitted through coal rights we have purchased. The coal used in generating activities in Centralia is secured
through long-term supply contracts,
using longer-term mining plans to ensure the optimal supply of coal from our mines,
sourcing the majority of the coal used at Centralia Thermal under a mix of short-, medium-, and long-term contracts and from multiple mine sources to
ensure sufficient coal is available at a competitive cost,
contracting sufficient trains to deliver the coal requirements at Centralia Thermal,
ensuring coal inventories on hand at Alberta Thermal and Centralia Thermal are at appropriate levels for usage requirements,
ensuring efficient coal handling and storage facilities are in place so that the coal being delivered can be processed in a timely and efficient manner,
monitoring and maintaining coal specifications, carefully matching the specifications mined with the requirements of our plants, and
hedging diesel exposure in mining and transportation costs.

 
We believe adequate supplies of natural gas at reasonable prices will be available for plants when existing supply contracts expire.
 
Environmental Risk
Environmental risks are risks to our business associated with existing and/or changes in environmental regulations. New emission reduction objectives for
the power sector are being established by governments in Canada and the U.S. We anticipate continued and growing scrutiny by investors relating to
sustainability performance. These changes to regulations may affect our earnings by imposing additional costs on the generation of electricity, such as
emission caps, requiring additional capital investments in emission capture technology, or requiring us to invest in offset credits. It is anticipated that these
compliance costs will increase due to increased political and public attention to environmental concerns.
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We manage environmental risk by:
seeking continuous improvement in numerous performance metrics such as emissions, safety, land and water impacts, and environmental incidents,
having an International Organization for Standardization and Occupational Health and Safety Assessment Series-based environmental health and safety
management system in place that is designed to continuously improve environmental performance,
committing significant experienced resources to work with regulators in Canada and the U.S. to advocate that regulatory changes are well designed and
cost effective,
developing compliance plans that address how to meet or exceed emission standards for GHGs, mercury, SO , and NOx, which will be adjusted as
regulations are finalized,
purchasing emission reduction offsets,
investing in renewable energy projects, such as wind and hydro generation, and
investing in clean coal technology development, which potentially provides long-term promise for large emission reductions from fossil-fuel-fired
generation.
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We strive to be in compliance with all environmental regulations relating to operations and facilities. Compliance with both regulatory requirements and
management system standards is regularly audited through our performance assurance policy and results are reported quarterly to the Governance and
Environmental Committee.
 
We are a founder of the Canadian Clean Power Coalition dedicated to developing clean combustion technologies, which in turn will mitigate the
environmental and financial risks associated with continued fossil fuel use for power generation.
 
Credit Risk
Credit risk is the risk to our business associated with changes in the creditworthiness of entities with which we have commercial exposures. This risk results
from the ability of a counterparty to either fulfill its financial or performance obligations to us or where we have made a payment in advance of the delivery of
a product or service. The inability to collect cash due to us or to receive products or services may have an adverse impact upon our net earnings and cash
flows.
 
We manage our exposure to credit risk by:

establishing and adhering to policies that define credit limits based on the creditworthiness of counterparties, contract term limits, and the credit
concentration with any specific counterparty,
requiring formal sign-off on contracts that include commercial, financial, legal, and operational reviews,
requiring security instruments, such as parental guarantees, letters of credit, and cash collateral that can be collected if a counterparty fails to fulfill its
obligation or goes over its limits, and
reporting our exposure using a variety of methods that allow key decision makers to assess credit exposure by counterparty. This reporting allows us to
assess credit limits for counterparties and the mix of counterparties based on their credit ratings.

 
If established credit exposure limits are exceeded, we take steps to reduce this exposure, such as requesting collateral, if applicable, or by halting
commercial activities with the affected counterparty. However, there can be no assurances that we will be successful in avoiding losses as a result of a
contract counterparty not meeting its obligations.
 
Our credit risk management profile and practices have not changed materially from Dec. 31, 2012. We had no material counterparty losses in 2013, and we
are exposed to minimal credit risk for Alberta PPAs because under the terms of these arrangements, receivables are substantially all secured by letters of
credit. We continue to keep a close watch on changes and trends in the market and the impact these changes could have on our energy trading business
and hedging activities, and will take appropriate actions as required, although no assurance can be given that we will always be successful.
 
A summary of our credit exposure for our energy trading operations and hedging activities at Dec. 31, 2013 is provided below:
 
Counterparty credit rating Net exposure amount
Investment grade 349
Non-investment grade –
No external rating, internally rated as investment grade 50
No external rating, internally rated as non-investment grade 4
 
The maximum credit exposure to any one customer for commodity trading operations, excluding the California Independent System Operator and California
Power Exchange, and including the fair value of open trading positions, is $23 million (2012 – $25 million).
 
Currency Rate Risk
We have exposure to various currencies as a result of our investments and operations in foreign jurisdictions, the earnings from those operations, the
acquisition of equipment and services and foreign-denominated commodities from foreign suppliers, and our U.S.-denominated debt. Our exposures are
primarily to the U.S., euro, and Australian currencies. Changes in the values of these currencies in relation to the Canadian dollar may affect our earnings or
the value of our foreign investments to the extent that these positions or cash flows are not hedged or the hedges are ineffective.
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We manage our currency rate risk by establishing and adhering to policies that include:

hedging our net investments in foreign operations using a combination of foreign-denominated debt and financial instruments. Our strategy is to offset
90 to 100 per cent of all such foreign currency exposures. At Dec. 31, 2013, we have hedged approximately 96 per cent (2012 – 94 per cent) of our
foreign currency net investment exposure,
offsetting earnings from our foreign operations as much as possible by using expenditures denominated in the same foreign currencies and financial
instruments to hedge the balance of this exposure, and
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entering into forward foreign exchange contracts to hedge future foreign-denominated receipts and expenditures, and all U.S.-denominated debt outside
of our net investment portfolio.

 
 
The sensitivity of our net earnings to changes in foreign exchange rates has been prepared using management’s assessment that an average five cent
increase or decrease in the U.S., euro or Australian currencies relative to the Canadian dollar is a reasonable potential change over the next quarter, and is
shown below:
 

Approximate impact
Factor Increase or decrease on net earnings
Exchange rate $0.05 1
 
Liquidity Risk
Liquidity risk relates to our ability to access capital to be used for energy trading activities, commodity hedging, capital projects, debt refinancing, and general
corporate purposes. Investment grade ratings support these activities and provide a more reliable and cost-effective means to access capital markets
through commodity and credit cycles. We are focused on maintaining a strong financial position and stable investment grade credit ratings.
 
Counterparties enter into certain electricity and natural gas purchase and sale contracts for the purposes of asset-backed sales and proprietary trading. The
terms and conditions of these contracts require the counterparties to provide collateral when the fair value of the obligation pursuant to these contracts is in
excess of any credit limits granted. Downgrades in creditworthiness by certain credit rating agencies may decrease the credit limits granted and accordingly
increase the amount of collateral that may have to be provided.
 
We manage liquidity risk by:

monitoring liquidity on trading positions,
preparing and revising longer-term financing plans to reflect changes in business plans and the market availability of capital,
reporting liquidity risk exposure for energy trading activities on a regular basis to the RMC, senior management, and the ARC,
maintaining investment grade credit ratings, and
maintaining sufficient undrawn committed credit lines to support potential liquidity requirements.

 
Interest Rate Risk
Changes in interest rates can impact our borrowing costs while the opposite impact will be seen on the capacity revenues we receive from our Alberta PPA
plants. Changes in our cost of capital may also affect the feasibility of new growth initiatives.
 
We manage interest rate risk by establishing and adhering to policies that include:

employing a combination of fixed and floating rate debt instruments, and
monitoring the mixture of floating and fixed rate debt and adjusting where necessary to ensure a continued efficient mixture of these types of debt.

 
At Dec. 31, 2013, approximately 21 per cent (2012 – 24 per cent) of our total debt portfolio was subject to movements in floating interest rates through a
combination of floating rate debt and interest rate swaps.
 
The sensitivity of changes in interest rates upon our net earnings is shown below:
 

Approximate impact
Factor Increase or decrease (%) on net earnings

Interest rate 0.25 2
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Project Management Risk
As we are currently working on three generating projects, we face risks associated with cost overruns, delays, and performance.
 
We manage project risks by:

ensuring all projects are vetted by the TRACT Committee so that projects have been highly scrutinized to see that established processes and policies
are followed, risks have been properly identified and quantified, input assumptions are reasonable, and returns are realistically forecasted prior to senior
management and Board of Directors approvals,
using a consistent and disciplined project management methodology and processes,
performing detailed analysis of project economics prior to construction or acquisition and by determining our asset contracting strategy to ensure the
right mix of contracted and merchant capacity prior to commencement of construction,
partnering with those who have previously been able to deliver projects economically and on budget,
developing and following through with comprehensive plans that include critical paths identified, key delivery points, and backup plans,
managing project closeouts so that any learnings from the project are incorporated into the next significant project,
fixing the price and availability of the equipment, foreign currency rates, warranties, and source agreements as much as is economically feasible prior to
proceeding with the project, and
entering into labour agreements to provide security around cost and productivity.

 
Human Resource Risk
Human resource risk relates to the potential impact upon our business as a result of changes in the workplace. Human resource risk can occur in several
ways:

potential disruption as a result of labour action at our generating facilities,
reduced productivity due to turnover in positions,
inability to complete critical work due to vacant positions,
failure to maintain fair compensation with respect to market rate changes, and
reduced competencies due to insufficient training, failure to transfer knowledge from existing employees, or insufficient expertise within current
employees.

 
We manage this risk by:
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monitoring industry compensation and aligning salaries with those benchmarks,

using incentive pay to align employee goals with corporate goals,
monitoring and managing target levels of employee turnover, and
ensuring new employees have the appropriate training and qualifications to perform their jobs.

 
In 2013, 54 per cent (2012 – 43 per cent) of our labour force was covered by 12 (2012 – 11) collective bargaining agreements. In 2013, five (2012 – two)
agreements were renegotiated. We anticipate negotiating five agreements in 2014. We do not anticipate any significant issues in the renewal of these
agreements.
 
Regulatory and Political Risk
Regulatory and political risk describes the risk to our business associated with potential changes to the existing regulatory structures and the political
influence upon those structures. This risk can come from market re-regulation, increased oversight and control, structural or design changes in markets, or
other unforeseen influences. Market rules are often dynamic and we are not able to predict whether there will be any material changes in the regulatory
environment or the ultimate effect of changes in the regulatory environment on our business.
 
We manage these risks systematically through our Legal and Regulatory Compliance program, which is reviewed periodically to ensure its effectiveness. We
work with governments, regulators, electric system operators, and other stakeholders to resolve issues as they arise. We are actively monitoring changes to
market rules and market design, and we engage in market-sponsored stakeholder engagement processes. Through these and other avenues, we engage in
advocacy and policy discussions at a variety of levels. These stakeholder negotiations have allowed us to engage in proactive discussions with governments
over the longer term.
 
International investments are subject to unique risks and uncertainties relating to the political, social, and economic structures of the respective country and
such country’s regulatory regime. We mitigate this risk through the use of non-recourse financing and insurance.
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Transmission Risk
Access to transmission lines and transmission capacity for existing and new generation are key in our ability to deliver energy produced at our power plants
to our customers. The risks associated with the aging existing transmission infrastructure in Alberta, Ontario, and the Pacific Northwest continue to increase
because new connections to the power system are consuming transmission capacity quicker than it is being added by new transmission developments.
 
Reputation Risk
Our reputation is one of our most valued assets. Reputation risk relates to the risk associated with our business because of changes in opinion from the
general public, private stakeholders, governments, and other entities.
 
We manage reputation risk by:

striving as a neighbour and business partner in the regions where we operate to build viable relationships based on mutual understanding leading to
workable solutions with our neighbours and other community stakeholders,
clearly communicating our business objectives and priorities to a variety of stakeholders on a routine basis,
maintaining positive relationships with various levels of government,
pursuing sustainable development as a longer-term corporate strategy,
ensuring that each business decision is made with integrity and in line with our corporate values,
communicating the impact and rationale of business decisions to stakeholders in a timely manner, and
maintaining strong corporate values that support reputation risk management initiatives.

 
Corporate Structure Risk
We conduct a significant amount of business through subsidiaries and partnerships. Our ability to meet and service debt obligations is dependent upon the
results of operations of our subsidiaries and the payment of funds by our subsidiaries in the form of distributions, loans, dividends, or otherwise. In addition,
our subsidiaries may be subject to statutory or contractual restrictions that limit their ability to distribute cash to us.
 
General Economic Conditions
Changes in general economic conditions impact product demand, revenue, operating costs, the timing and extent of capital expenditures, the net recoverable
value of PP&E, financing costs, credit risk, and counterparty risk.
 
Income Taxes
Our operations are complex and located in several countries. The computation of the provision for income taxes involves tax interpretations, regulations, and
legislation that are continually changing. Our tax filings are subject to audit by taxation authorities. Management believes that it has adequately provided for
income taxes as required by IFRS, based on all information currently available.
 
The sensitivity of changes in income tax rates upon our net earnings is shown below:
 

Approximate impact
Factor Increase or decrease (%) on net earnings
Tax rate 1 –
 
The effective tax rate on comparable earnings before income taxes, equity income, and other items for 2013 was 17 per cent. The effective income tax rate
can change depending on the mix of earnings from various countries and certain deductions that do not fluctuate with earnings.
 
Legal Contingencies
We are occasionally named as a party in various claims and legal proceedings that arise during the normal course of our business. We review each of these
claims, including the nature of the claim, the amount in dispute or claimed, and the availability of insurance coverage. There can be no assurance that any
particular claim will be resolved in our favour or that such claims may not have a material adverse effect on us.
 
Other Contingencies
We maintain a level of insurance coverage deemed appropriate by management. There were no significant changes to our insurance coverage during
renewal of the insurance policies on December 31. The deductible for 2014 catastrophic losses (earthquake, flood, and wind) was increased for 2014. Our
insurance coverage may not be available in the future on commercially reasonable terms. There can be no assurance that our insurance coverage will be
fully adequate to compensate for potential losses incurred. In the event of a significant economic event, the insurers may not be capable of fully paying all
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claims.
 
1                   A one percent change in the tax rate applied to current year pre-tax earnings would not result in a material impact to net earnings, Based on current pre-tax net earnings, a change in the tax rate of

approximately nine percent would be required to result in a $1 million impact on net earnings.
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Critical Accounting Policies And Estimates
 
The selection and application of accounting policies is an important process that has developed as our business activities have evolved and as accounting
rules and guidance have changed. Accounting rules generally do not involve a selection among alternatives, but involve an implementation and
interpretation of existing rules and the use of judgment relative to the circumstances existing in the business. Every effort is made to comply with all
applicable rules on or before the effective date, and we believe the proper implementation and consistent application of accounting rules is critical.
 
However, not all situations are specifically addressed in the accounting literature. In these cases, our best judgment is used to adopt a policy for accounting
for these situations. We draw analogies to similar situations and the accounting guidelines governing them, consider foreign accounting standards, and
consult with our independent auditors about the appropriate interpretation and application of these policies. Each of the critical accounting policies involves
complex situations and a high degree of judgment either in the application and interpretation of existing literature or in the development of estimates that
impact our consolidated financial statements.
 
Our significant accounting policies are described in Note 2 to our audited consolidated financial statements within this Annual Report. The most critical of
these policies are those related to revenue recognition, financial instruments, valuation of PP&E and associated contracts, project development costs, useful
life of PP&E, valuation of goodwill, leases, income taxes, employee future benefits, decommissioning and restoration provisions, and other provisions. Each
policy involves a number of estimates and assumptions to be made about matters that are uncertain at the time the estimate is made. Different estimates,
with respect to key variables used for the calculations, or changes to estimates, could potentially have a material impact on our financial position or results of
operations.
 
We have discussed the development and selection of these critical accounting estimates with our ARC and our independent auditors. The ARC has
reviewed and approved our disclosure relating to critical accounting estimates in this MD&A.
 
These critical accounting estimates are described as follows:
 
Revenue Recognition
The majority of our revenues are derived from the sale of physical power, leasing of power facilities, and from energy trading activities.
 
Revenues under long-term electricity and thermal sales contracts generally include one or more of the following components: fixed capacity payments for
availability, energy payments for generation of electricity, incentives or penalties for exceeding or not meeting availability targets, excess energy payments
for power generation above committed capacity, and ancillary services. Each of these components is recognized upon output, delivery, or satisfaction of
contractually specific targets. Revenues from non-contracted capacity are comprised of energy payments, at market prices, for each MWh produced and are
recognized upon delivery.
 
In certain situations, a long-term electricity or thermal sales contract may contain, or be considered, a lease. Where the terms and conditions of the contract
result in the customer assuming the principal risks and rewards of ownership of the underlying asset, the contractual arrangement is considered a finance
lease, which results in the recognition of finance lease income. Where we retain the principal risks and rewards, the contractual arrangement is an operating
lease. Rental income, including contingent rents where applicable, is recognized over the term of the contract. Revenues associated with non-lease
elements are recognized as goods or services revenues as outlined above.
 
Energy trading activities use derivatives such as physical and financial swaps, forward sales contracts, and futures contracts and options, to earn trading
revenues and to gain market information. These derivatives are accounted for using fair value accounting and are presented on a net basis in the
Consolidated Statements of Earnings (Loss) when hedge accounting is not applied. The initial recognition of fair value and subsequent changes in fair value
affect reported earnings in the period the change occurs. The fair values of those instruments that remain open at the financial position date represent
unrealized gains or losses and are presented on the Consolidated Statements of Financial Position as risk management assets or liabilities.
 
The determination of the fair value of energy trading contracts and derivative instruments is complex and relies on judgments concerning future prices,
volatility, and liquidity, among other factors. Some of our derivatives are not traded on an active exchange or extend beyond the time period for which
exchange-based quotes are available, requiring us to use internal valuation techniques or models.
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Financial Instruments
The fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s-length transaction between knowledgeable and
willing parties who are under no compulsion to act. Fair values can be determined by reference to prices for that instrument in active markets to which we
have access. In the absence of an active market, we determine fair values based on valuation models or by reference to other similar products in active
markets.
 
Fair values determined using valuation models require the use of assumptions. In determining those assumptions, we look primarily to external readily
observable market inputs. However, if not available, we use inputs that are not based on observable market data.
 
Level Determinations and Classifications
The Level I, II, and III classifications in the fair value hierarchy utilized by the Corporation are defined below. The fair value measurement of a financial
instrument is included in only one of the three levels, the determination of which is based on the lowest level input that is significant to the derivation of the
fair value.



 
Level I
Fair values are determined using inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that we have the ability to
access. In determining Level I fair values, we use quoted prices for identically traded commodities obtained from active exchanges such as the New York
Mercantile Exchange.
 
Level II
Fair values are determined, directly or indirectly, using inputs that are observable for the asset or liability.
 
Fair values falling within the Level II category are determined through the use of quoted prices in active markets, which in some cases are adjusted for
factors specific to the asset or liability, such as basis, credit valuation, and location differentials. Energy Trading includes, in Level II, over-the-counter
derivatives with values based on observable commodity futures curves and derivatives with inputs validated by broker quotes or other publicly available
market data providers. Level II fair values are also determined using valuation techniques, such as option pricing models and regression or extrapolation
formulas, where the inputs are readily observable, including commodity prices for similar assets or liabilities in active markets, and implied volatilities for
options.
 
In determining Level II fair values of other risk management assets and liabilities, we use observable inputs other than unadjusted quoted prices that are
observable for the asset or liability, such as interest rate yield curves and currency rates. For certain financial instruments where insufficient trading volume
or lack of recent trades exists, we rely on similar interest or currency rate inputs and other third-party information such as credit spreads.
 
Level III
Fair values are determined using inputs for the asset or liability that are not readily observable.
 
We may enter into commodity transactions for which market-observable data is not available. In these cases, Level III fair values are determined using
valuation techniques such as the Black-Scholes, mark-to-forecast, and historical bootstrap models with inputs that are based on historical data such as unit
availability, transmission congestion, demand profiles for individual non-standard deals and structured products, and/or volatilities and correlations between
products derived from historical prices. We also have various contracts with terms that extend beyond a liquid trading period. As forward market prices are
not available for the full period of these contracts, the value of these contracts is derived by reference to a forecast that is based on a combination of external
and internal fundamental modelling, including discounting. As a result, these contracts are classified in Level III.
 
We have a Commodity Exposure Management Policy (the “Policy”), which governs both the commodity transactions undertaken in our proprietary trading
business and those undertaken to manage commodity price exposures in our generation business. The Policy defines and specifies the controls and
management responsibilities associated with commodity trading activities, as well as the nature and frequency of required reporting of such activities.
 
Methodologies and procedures regarding energy trading Level III fair value measurements are determined by our Risk Management department. Level III fair
values are calculated within our Energy Trading Risk Management system based on underlying contractual data as well as observable and non-observable
inputs. Development of non-observable inputs requires the use of judgment. To ensure reasonability, system-generated Level III fair value measurements
are reviewed and validated by the Risk Management and Finance departments. Review occurs formally on a quarterly basis or more frequently if daily review
and monitoring procedures identify unexpected changes to fair value, or changes to key parameters.
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The effect of using reasonably possible alternative assumptions as inputs to valuation techniques from which the Level III energy trading fair values are
determined at Dec. 31, 2013 is estimated to be a +/- $105 million (2012 – $26 million) impact to the carrying value of the financial instruments. Fair values
are stressed for volumes and prices. The volumes are stressed up and down one standard deviation from historically available production data. Prices are
stressed for longer-term deals where there are no liquid market quotes using various internal and external forecasting sources to establish a high and a low
price range.
 
Valuation of PP&E and Associated Contracts
As at Dec. 31, 2013, PP&E makes up 74 per cent of our assets, of which 99 per cent relates to the Generation Segment. On an annual basis, and when
indicators of impairment exist, we determine whether the net carrying amount of PP&E, or the cash-generating unit (“CGU”) to which it belongs, is in excess
of its recoverable amount.
 
Factors that could indicate that an impairment exists include significant underperformance relative to historical or projected operating results; significant
changes in the manner in which an asset is used or in our overall business strategy; or significant negative industry or economic trends. In some cases,
these events are clear. However, in many cases, a clearly identifiable event indicating possible impairment does not occur. Instead, a series of individually
insignificant events occur over a period of time leading to an indication that an asset may be impaired. This can be further complicated in situations where
we are not the operator of the facility. Events can occur in these situations that may not be known until a date subsequent to their occurrence.
 
Our businesses, the market, and business environment are routinely monitored, and judgments and assessments are made to determine whether an event
has occurred that indicates a possible impairment. If such an event has occurred, an estimate is made of the recoverable amount of the PP&E or CGU to
which it belongs. Recoverable amount is the higher of an asset’s fair value less costs to sell and its value in use. In estimating either fair value less costs to
sell or value in use using discounted cash flow methods, estimates and assumptions must be made about sales prices, cost of sales, production, fuel
consumed, retirement costs, and other related cash inflows or outflows over the life of the plants, which can range from 30 to 60 years. In developing these
assumptions, management uses estimates of contracted and future market prices based on expected market supply and demand in the region in which the
plant operates, anticipated production levels, planned and unplanned outages, and transmission capacity or constraints for the remaining life of the plant.
These estimates and assumptions are susceptible to change from period to period and actual results can, and often do, differ from the estimates, and can
have either a positive or negative impact on the estimate of the impairment charge, and may be material.
 
As a result of our review in 2013 and other specific events, net pre-tax asset impairment reversals of $18 million (2012 – charges of $367 million) were
recorded related to certain facilities. Refer to the Asset Impairment Charges and Reversals section of this MD&A for further details.
 
The impairment charges can be reversed in future periods if circumstances improve. No assurances can be given if any reversal will occur or the amount or
timing of any such reversal.
 
Project Development Costs
Deferred project development costs include external, direct, and incremental costs that are necessary for completing an acquisition or construction project.
These costs are recognized in operating expenses until construction of a plant or acquisition of an investment is likely to occur, there is reason to believe that
future costs are recoverable, and that efforts will result in future value to us, at which time the costs incurred subsequently are included in PP&E or



Investments. The appropriateness of the carrying amount of these costs is evaluated each reporting period, and unrecoverable amounts of capitalized costs
for projects no longer probable of occurring are charged to net earnings.
 
Useful Life of PP&E
Each significant component of an item of PP&E is depreciated over its estimated useful life. A component is a tangible asset that can be separately identified
as an asset and is expected to provide a benefit of greater than one year. Estimated useful lives are determined based on current facts and past experience,
and take into consideration the anticipated physical life of the asset, existing long-term sales agreements and contracts, current and forecasted demand, the
potential for technological obsolescence, and regulations. The useful lives of PP&E and depreciation rates used are reviewed at least annually to ensure they
continue to be appropriate.
 
In 2013, depreciation and amortization expense per the Consolidated Statements of Cash Flows was $585 million (2012 – $564 million), of which $58 million
(2012 – $41 million) relates to mining equipment and is included in fuel and purchased power.
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Valuation of Goodwill
We evaluate goodwill for impairment at least annually, or more frequently if indicators of impairment exist. If the carrying amount of a CGU, including
goodwill, exceeds the unit’s fair value, any excess represents a goodwill impairment loss. A CGU is the smallest identifiable group of assets that generates
cash inflows that are largely independent of the cash inflows from other assets or groups of assets. Please refer to Note 25 of our audited consolidated
financial statements within this Annual Report for additional information regarding changes to CGUs in our goodwill impairment assessments.
 
Goodwill arose on the acquisitions of the Wyoming wind farm, CHD, Merchant Energy Group of the Americas, Inc., and Vision Quest Windelectric Inc. As at
Dec. 31, 2013, this goodwill had a total carrying amount of $460 million (2012 – $447 million). Under the equity method of accounting, the goodwill arising on
the acquisition of CE Gen is included in the determination of the amount of the investment in CE Gen and is tested for impairment as part of the net
investment.
 
We reviewed the carrying amount of goodwill prior to year-end and determined that the fair values of the related CGUs to which goodwill relates, based on
estimates of future cash flows, exceeded their carrying amounts, and no goodwill impairments existed.
 
Determining the fair value of the CGUs is susceptible to changes from period to period as management is required to make assumptions about future cash
flows, production and trading volumes, margins, and fuel and operating costs. Had assumptions been made that resulted in fair values of the CGUs declining
by ten per cent from current levels, there would not have been any impairment of goodwill.
 
Leases
In determining whether the Corporation’s PPAs and other long-term electricity and thermal sales contracts contain, or are, leases, management must use
judgment in assessing whether the fulfillment of the arrangement is dependent on the use of a specific asset and the arrangement conveys the right to use
the asset. For those agreements considered to contain, or be, leases, further judgment is required to determine whether substantially all of the significant
risks and rewards of ownership are transferred to the customer or remain with TransAlta, to appropriately account for the agreement as either a finance or
operating lease. These judgments can be significant to how we classify amounts related to the arrangement as PP&E or as a finance lease receivable on the
Consolidated Statements of Financial Position, and therefore the value of certain items of revenue and expense is dependent upon such classifications.
 
Income Taxes
In accordance with IFRS, we use the liability method of accounting for income taxes. Under the liability method, deferred income tax assets and liabilities are
recognized on the differences between the carrying amounts of assets and liabilities and their respective income tax basis.
 
Preparation of the consolidated financial statements involves determining an estimate of, or provision for, income taxes in each of the jurisdictions in which
we operate. The process also involves making an estimate of taxes currently payable and taxes expected to be payable or recoverable in future periods,
referred to as deferred income taxes. Deferred income taxes result from the effects of temporary differences due to items that are treated differently for tax
and accounting purposes. The tax effects of these differences are reflected in the Consolidated Statements of Financial Position as deferred income tax
assets and liabilities. An assessment must also be made to determine the likelihood that our future taxable income will be sufficient to permit the recovery of
deferred income tax assets. To the extent that such recovery is not probable, deferred income tax assets must be reduced. The reduction of the deferred
income tax asset can be reversed if the estimated future taxable income improves. No assurances can be given if any reversal will occur or the amount or
timing of any such reversal. Management must exercise judgment in its assessment of continually changing tax interpretations, regulations, and legislation to
ensure deferred income tax assets and liabilities are complete and fairly presented. Differing assessments and applications than our estimates could
materially impact the amount recognized for deferred income tax assets and liabilities. Our tax filings are subject to audit by taxation authorities. The outcome
of some audits may change our tax liability, although we believe that we have adequately provided for income taxes in accordance with IFRS based on all
information currently available. The outcome of pending audits is not known nor is the potential impact on the consolidated financial statements
determinable.
 
Deferred income tax assets of $118 million (2012 – $90 million) have been recorded on the Consolidated Statements of Financial Position as at Dec. 31,
2013. These assets primarily relate to net operating loss carryforwards. We believe there will be sufficient taxable income that will permit the use of these
loss carryforwards in the tax jurisdictions where they exist.
 
Deferred income tax liabilities of $459 million (2012 – $473 million) have been recorded on the Consolidated Statements of Financial Position as at Dec. 31,
2013. These liabilities are comprised primarily of taxes on unrealized gains from risk management transactions and income tax deductions in excess of
related depreciation of PP&E.
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Employee Future Benefits
We provide selected pension and post-employment benefits to employees. The cost of providing these benefits is dependent upon many factors that result



from actual plan experience and assumptions of future experience.
 
The liabilities for future benefits and associated pension costs included in annual compensation expenses are impacted by employee demographics,
including age, compensation levels, employment periods, the level of contributions made to the plans, and earnings on plan assets.
 
Changes to the provisions of the plans may also affect current and future pension costs. Pension costs may also be significantly impacted by changes in key
actuarial assumptions, including, for example, the discount rates used in determining the defined benefit obligation and the net interest cost on the net
defined benefit liability. The discount rate used to estimate our obligation reflects high-quality corporate fixed income securities currently available and
expected to be available during the period to maturity of the pension benefits.
 
The plan assets are comprised primarily of equity and fixed income investments. Fluctuations in the return on plan assets as a result of actual equity market
returns and changes in interest rates may result in increased or decreased pension costs in future periods.
 
In 2013, amendments to IFRS accounting rules regarding defined benefit pensions arose, and the expected long-term rate of return on plan assets is no
longer an assumption that is used to estimate expected returns on plan assets. Instead, the discount rate is used to determine a net interest cost on the net
defined benefit liability (asset), as applicable, and this net interest cost is recognized in net earnings. Despite this change in accounting requirements, the
actual returns on plan assets continue to be an important measure, and impacts the determination of the net defined benefit liability recognized on our
Consolidated Statements of Financial Position. For the year ended Dec. 31, 2013, the plan assets had a positive return of $44 million, compared to $24
million in 2012.
 
Decommissioning and Restoration Provisions
We recognize decommissioning and restoration provisions for PP&E in the period in which they are incurred if there is a legal or constructive obligation to
reclaim the plant and/or site and if a reasonable estimate of a fair value can be determined. The fair value of the liability is described as the amount at which
the liability could be settled in a current transaction between willing parties. Expected values are probability weighted to deal with the risks and uncertainties
inherent in the timing and amount of settlement of many decommissioning and restoration provisions. Expected values are discounted at the risk-free interest
rate adjusted to reflect the market’s evaluation of our credit standing.
 
As at Dec. 31, 2013, the decommissioning and restoration provisions recorded on the Consolidated Statements of Financial Position were $270 million (2012
– $262 million). We estimate the undiscounted amount of cash flow required to settle the decommissioning and restoration provisions is approximately $1.0
billion, which will be incurred between 2013 and 2072. The majority of these costs will be incurred between 2020 and 2050.
 
Sensitivities for the major assumptions are as follows:
 

Approximate impact
Factor Increase or decrease (%) on net earnings
Discount rate 1 2
Undiscounted decommissioning and restoration provision 10 1
 
Other Provisions
Where necessary, we recognize provisions arising from ongoing business activities, such as interpretation and application of contract terms and force
majeure claims. These provisions, and subsequent changes thereto, are determined using our best estimate of the outcome of the underlying event and can
also be impacted by determinations made by third parties, in compliance with contractual requirements. The actual amount of the provisions that may be
required could differ materially from the amount recognized.
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Management’s Discussion and Analysis

 
 
Current Accounting Changes
 
Adoption of New or Amended IFRS
On Jan. 1, 2013, we adopted the following new accounting standards that were previously issued by the International Accounting Standards Board (“IASB”):
 
IFRS 10 Consolidated Financial Statements
IFRS 10 replaces the parts of International Accounting Standard (“IAS”) 27 Consolidated and Separate Financial Statements that deal with consolidated
financial statements and Standing Interpretations Committee (“SIC”) Interpretation 12 Consolidation – Special Purpose Entities. IFRS 10 defines the principle
of control, establishes control as the basis for determining when entities are to be consolidated, and provides guidance on how to apply the principle of
control to identify whether an investor controls an investee. Under IFRS 10, an investor controls an investee when it has all of the following: (i) power over the
investee; (ii) exposure, or rights, to variable returns from the investee; and (iii) the ability to affect those returns.
 
We applied IFRS 10 retrospectively by reassessing whether, on Jan. 1, 2013, we had control of all of our previously consolidated entities. As a result of
adopting IFRS 10, no changes arose in the entities we controlled and consolidated.
 
IFRS 11 Joint Arrangements
IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly Controlled Entities – Non-Monetary Contributions by Venturers. IFRS 11 provides for
a principles-based approach to the accounting for joint arrangements that requires an entity to recognize its contractual rights and obligations arising from its
involvement in joint arrangements. A joint arrangement is an arrangement in which two or more parties have joint control. Under IFRS 11, joint arrangements
are classified as either a joint operation, or a joint venture, whereas under IAS 31, they were classified as a jointly controlled asset, jointly controlled
operation or a jointly controlled entity. IFRS 11 requires the use of the equity method of accounting for interests in joint ventures, whereas IAS 31 permitted a
choice of the equity method or proportionate consolidation for jointly controlled entities. Under IFRS 11, for joint operations, each party recognizes its
respective share of the assets, liabilities, revenues, and expenses of the arrangement, generally resulting in proportionate consolidation accounting.
 
We applied IFRS 11 retrospectively by reassessing the type of, and accounting for, each joint arrangement in existence at Jan. 1, 2013. No significant
impacts resulted.
 
IFRS 12 Disclosure of Interests in Other Entities



IFRS 12 contains enhanced disclosure requirements about an entity’s interests in subsidiaries, joint arrangements, associates, and consolidated and
unconsolidated structured entities (special purpose entities). The objective of IFRS 12 is that an entity should disclose information that helps financial
statement users evaluate the nature of, and risks associated with, its interests in other entities and the effects of those interests on its financial statements.
Disclosures arising from the adoption of IFRS 12 can be found in Notes 14, 18, and 29 of our audited consolidated financial statements within this Annual
Report.
 
IFRS 13 Fair Value Measurement
IFRS 13 establishes a single source of guidance for all fair value measurements required by other IFRS, clarifies the definition of fair value, and enhances
disclosures about fair value measurements. IFRS 13 applies when other IFRS require or permit fair value measurements or disclosures. IFRS 13 specifies
how an entity should measure fair value and disclose fair value information. It does not specify when an entity should measure an asset, a liability, or its own
equity instrument at fair value. Our adoption of IFRS 13, prospectively on Jan. 1, 2013, did not have a material financial impact upon the consolidated
financial position or results of operations; however, certain new or enhanced disclosures are required and can be found in Note 19 of our audited
consolidated financial statements within this Annual Report.
 
IAS 1 Presentation of Financial Statements
Amendments to IAS 1 Presentation of Financial Statements issued in June 2011 were intended to improve the consistency and clarity of the presentation of
items of comprehensive income by requiring that items presented in OCI be grouped on the basis of whether they subsequently reclassified from OCI to net
earnings or not. The Consolidated Statements of Comprehensive Income (Loss) have been reorganized to comply with the required groupings.
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IAS 19 Employee Benefits
Amendments to IAS 19 Employee Benefits are intended to improve the recognition, presentation, and disclosure of defined benefit plans. The amendments
require the recognition of changes in defined benefit obligations and in fair value of plan assets when they occur, thus eliminating the “corridor approach”
previously permitted. All actuarial gains and losses must be recognized immediately through OCI and the net pension liability or asset recognized at the full
amount of the plan deficit or surplus. Additional changes relate to the presentation, into three components, of changes in defined benefit obligations and plan
assets: service cost and net interest cost is recognized in net earnings and remeasurements are recognized in OCI. The net interest cost introduced in these
amendments removes the concept of expected return on plan assets that was previously recognized in net earnings.
 
We calculate the net interest cost for our defined benefit plans by applying the discount rate at the beginning of the reporting period to the net defined benefit
liability at the beginning of the reporting period. An expected return on plan assets is no longer calculated and recognized as part of pension expense. The
elimination of the corridor method had no impact as we have, since the adoption of IFRS, recognized actuarial gains and losses in OCI in the period in which
they occurred.
 
On adoption, we applied the amendments retrospectively. The impacts as at Dec. 31, 2012 and Jan. 1, 2012, respectively, were an increase in the
cumulative prior periods’ pre-tax pension expense of $17 million and $11 million ($12 million and $8 million after-tax, respectively), as a result of the
application of the net interest cost requirements.
 
For the year ended Dec. 31, 2012, OM&A expense increased by $4 million (2011 - $7 million) as a result of increased pension expense and net after-tax
actuarial losses on defined benefit plans as reported in OCI decreased by $3 million (2011 - $5 million).
 
Interpretation 20 Stripping Costs in the Production Phase of a Surface Mine (“IFRIC 20”)
IFRIC 20 clarifies the requirements for accounting for stripping costs in the production phase of a surface mine. Stripping costs are costs associated with the
process of removing waste from a surface mine in order to gain access to mineral ore deposits. The Interpretation clarifies when production stripping should
lead to the recognition of an asset and how that asset should be measured, both initially and in subsequent periods.
 
We recognize a stripping activity asset for our Highvale mine when all of the following are met: (i) it is probable that the future benefit associated with
improved access to the coal reserves associated with the stripping activity will be realized; (ii) the component of the coal reserve to which access has been
improved can be identified; and (iii) the costs related to the stripping activity associated with that component can be measured reliably. Costs include those
directly incurred to perform the stripping activity as well as an allocation of directly attributable overheads. The resulting stripping activity asset is amortized
on a unit-of-production basis over the expected useful life of the identified component that it relates to. The amortization is recognized as a component of the
standard cost of coal inventory.
 
As required by the transitional provision of IFRIC 20, we applied the Interpretation to production stripping costs incurred on or after Jan. 1, 2011, which will be
the earliest comparative period presented within our annual financial statements for the year ended Dec. 31, 2013, which will result in adjustments to the
2012 earnings. The impacts on the Consolidated Statements of Financial Position as at Dec. 31, 2012 were to recognize $9 million in costs as a stripping
activity asset, increase coal inventory by $2 million, both classified within inventory, increase deferred income tax liabilities by $3 million, and decrease
retained deficit by $8 million. The impacts on the Consolidated Statements of Financial Position as at Jan. 1, 2012 were to recognize $9 million in costs as a
stripping activity asset, decrease coal inventory by $2 million, both classified within inventory, increase deferred income tax liabilities by $2 million, and
increase retained earnings by $5 million.
 
The impact of this change in accounting policy on the Consolidated Statements of Earnings (Loss) for the year ended Dec. 31, 2012 was a reduction of $4
million in fuel and purchased power (2011 - $7 million).
 
Basic and diluted net earnings per share attributable to common shareholders for 2012 decreased by $0.01 (2011 - nil) as a result of IAS 19 and IFRIC 20
impacts.
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IFRS 7 Financial Instruments: Disclosures
Amendments to IFRS 7 include disclosures about all recognized financial instruments that are set-off in accordance with IAS 32. The amendments also
require disclosure of information about recognized financial instruments subject to enforceable master netting arrangements and similar agreements even if
they are not set-off under IAS 32. The resulting disclosures can be found in Note 20 of our audited consolidated financial statements within this Annual
Report.



 
Annual Improvements 2009-2011
In May 2012, the IASB issued a collection of necessary, non-urgent amendments to several IFRS resulting from its annual improvements process. We have
applied the amendments, as applicable, on Jan. 1, 2013. None of the amendments, which are generally technical and narrow in scope, had a material
financial impact upon the consolidated financial position or results of operations.
 
Future Accounting Changes
 
New or amended applicable accounting standards that have been previously issued by the IASB but are not yet effective, and have not been applied, are as
follows:
 
IFRS 9 Financial Instruments
In November 2009, the IASB issued IFRS 9 Financial Instruments, which replaced the classification and measurement requirements in IAS 39 Financial
Instruments: Recognition and Measurement for financial assets. Financial assets must be classified and measured at either amortized cost or at fair value
through profit or loss or through OCI depending on the basis of the entity’s business model for managing the financial asset, and the contractual cash flow
characteristics of the financial asset.
 
In October 2010, the IASB issued additions to IFRS 9 regarding financial liabilities. The new requirements address the problem of volatility in net earnings
arising from an issuer choosing to measure a liability at fair value and require that the portion of the change in fair value due to changes in the entity’s own
credit risk be presented in OCI, rather than within net earnings.
 
In November 2013, the IASB issued amendments to IFRS 9 that introduce a new general hedge accounting model intended to be simpler and more closely
focus on how an entity manages its risks. Additional amendments to IFRS 9 allow a reporting entity to present changes in its own credit risk associated with
liabilities designated at fair value through profit or loss in OCI.
 
The IASB also removed the Jan. 1, 2015 mandatory effective date from IFRS 9. The IASB will decide on a new effective date when the entire IFRS 9 project
is closer to completion. Entities may still early-adopt the finalized and issued provisions of IFRS 9.
 
We do not expect that any material impacts will result from these standards; however, we continue to assess the impact of adopting these amendments on
the consolidated financial statements.
 
IAS 36 Impairment of Assets (Recoverable Amount Disclosures)
In May 2013, the IASB issued amendments to the disclosure requirements of IAS 36 Impairment of Assets. The amendments clarify that the recoverable
amount of an asset or cash-generating unit is to be disclosed only in periods in which an impairment loss has been recognized or reversed. Additional
disclosures regarding the level of the IFRS 13 fair value hierarchy and information about valuation techniques and key assumptions are required, in certain
circumstances, when an impairment loss or reversal has been recognized and the recoverable amount is based on fair value less costs of disposal. The
amended disclosure requirements apply retrospectively to annual reporting periods beginning on or after Jan. 1, 2014.
 
IAS 32 Offsetting Financial Assets and Liabilities
In December 2011, the IASB issued amendments to IAS 32 Financial Instruments: Presentation. The amendments are intended to clarify certain aspects of
the existing guidance on offsetting financial assets and financial liabilities due to the diversity in application of the requirements on offsetting and are effective
for annual periods beginning on or after Jan. 1, 2014. We are currently assessing the impact of adopting the IAS 32 amendments on the consolidated
financial statements.
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Selected Quarterly Information
 

Q1 2013 Q2 2013 Q3 2013 Q4 2013
Revenue 540 542 623 587
Net earnings (loss) attributable to common shareholders (11) 15 (9) (66)
Net earnings (loss) per share attributable to common shareholders, basic and diluted (0.04) 0.06 (0.03) (0.25)
Comparable earnings per share 0.12 0.03 0.15 0.00
         

Q1 2012 Q2 2012 Q3 2012 Q4 2012
Revenue 644 398 522 646
Net earnings (loss) attributable to common shareholders 88 (798) 56 39
Net earnings (loss) per share attributable to common shareholders, basic and diluted 0.39 (3.52) 0.24 0.15
Comparable earnings (loss) per share 0.20 (0.10) 0.18 0.22
 
Basic and diluted EPS attributable to common shareholders and comparable EPS are calculated each period using the weighted average common shares
outstanding during the period. As a result, the sum of the EPS for the four quarters making up the calendar year may sometimes differ from the annual EPS.
 
Controls and Procedures
 
Management has evaluated, with the participation of our Chief Executive Officer and Chief Financial Officer, the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this report. Disclosure controls and procedures refer to controls and other procedures designed to ensure
that information required to be disclosed in the reports we file or submit under the Securities Exchange Act of 1934, as amended (“Exchange Act”) are
recorded, processed, summarized, and reported within the time periods specified in the rules and forms of the Securities and Exchange Commission.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by us in
our reports that we file or submit under the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions regarding our required disclosure. In designing and evaluating our disclosure controls and
procedures, management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance
of achieving the desired control objectives, and management is required to apply its judgment in evaluating and implementing possible controls and
procedures.
 



There has been no change in the internal control over financial reporting during the period covered by this report that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting. Based on the foregoing evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that, as of Dec. 31, 2013, the end of the period covered by this report, our disclosure controls and procedures were effective
at a reasonable assurance level.
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Exhibit 13.3
 
 

 

Consolidated Financial Statements
 
Management’s Report
 
To the Shareholders of TransAlta Corporation
The consolidated financial statements and other financial information included in this annual report have been prepared by management. It is management’s
responsibility to ensure that sound judgment, appropriate accounting principles and methods, and reasonable estimates have been used to prepare this
information. They also ensure that all information presented is consistent.
 
Management is also responsible for establishing and maintaining internal controls and procedures over the financial reporting process. The internal control
system includes an internal audit function and an established business conduct policy that applies to all employees. In addition, TransAlta Corporation has a
code of conduct that applies to all employees and is signed annually. The code of conduct can be viewed on TransAlta’s website (www.transalta.com).
Management believes the system of internal controls, review procedures, and established policies provide reasonable assurance as to the reliability and
relevance of financial reports. Management also believes that TransAlta’s operations are conducted in conformity with the law and with a high standard of
business conduct.
 
The Board of Directors (“the Board”) is responsible for ensuring that management fulfills its responsibilities for financial reporting and internal control. The
Board carries out its responsibilities principally through its Audit and Risk Committee (“the Committee”). The Committee, which consists solely of
independent directors, reviews the financial statements and annual report and recommends them to the Board for approval. The Committee meets with
management, internal auditors, and external auditors to discuss internal controls, auditing matters, and financial reporting issues. Internal and external
auditors have full and unrestricted access to the Committee. The Committee also recommends the firm of external auditors to be appointed by the
shareholders.
 
 
 
 
Dawn L. Farrell Brett M. Gellner
President and Chief Executive Officer Chief Investment and Financial Officer
 
February 20, 2014
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Management’s Annual Report on Internal Control over Financial Reporting
 
To the Shareholders of TransAlta Corporation
 

The following report is provided by management in respect of TransAlta Corporation’s internal control over financial reporting (as defined in Rules 13a-15f
and 15d-15f under the United States Securities Exchange Act of 1934).
 
TransAlta’s management is responsible for establishing and maintaining adequate internal control over financial reporting for TransAlta Corporation.
 
Management has used the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) framework to evaluate the effectiveness of
TransAlta Corporation’s internal control over financial reporting. Management believes that the COSO framework is a suitable framework for its evaluation of
TransAlta Corporation’s internal control over financial reporting because it is free from bias, permits reasonably consistent qualitative and quantitative
measurements of TransAlta Corporation’s internal controls, is sufficiently complete so that those relevant factors that would alter a conclusion about the
effectiveness of TransAlta Corporation’s internal controls are not omitted, and is relevant to an evaluation of internal control over financial reporting.
 
Internal control over financial reporting cannot provide absolute assurance of achieving financial reporting objectives because of its inherent limitations.
Internal control over financial reporting is a process that involves human diligence and compliance and is subject to lapses in judgment and breakdowns
resulting from human failures. Internal control over financial reporting also can be circumvented by collusion or improper overrides. Because of such
limitations, there is a risk that material misstatements may not be prevented or detected on a timely basis by internal control over financial reporting.
However, these inherent limitations are known features of the financial reporting process, and it is possible to design safeguards into the process to reduce,
though not eliminate, this risk.
 
TransAlta Corporation proportionately consolidates the accounts of the Sheerness and Genesee Unit 3 joint operations and equity accounts for the CE
Generation, LLC (“CE Gen”) and Wailuku River Hydroelectric, L.P. (“Wailuku”) joint ventures in accordance with International Financial Reporting Standards
(“IFRS”). Management does not have the contractual ability to assess the internal controls of these joint arrangements. Once the financial information is
obtained from these joint arrangements it falls within the scope of TransAlta Corporation’s internal controls framework. Management’s conclusion regarding
the effectiveness of internal controls does not extend to the internal controls at the transactional level of these joint arrangements. The 2013 consolidated
financial statements of TransAlta Corporation included $886 million and $857 million of total and net assets, respectively, as of December 31, 2013, and $199
million and $38 million of revenues and net earnings, respectively, for the year then ended related to these joint arrangements.
 
Management has assessed the effectiveness of TransAlta Corporation’s internal control over financial reporting, as at December 31, 2013, and has
concluded that such internal control over financial reporting is effective.
 
Ernst & Young LLP, who has audited the consolidated financial statements of TransAlta Corporation for the year ended December 31, 2013, has also issued
a report on internal control over financial reporting under Auditing Standard No. 5 of the Public Company Accounting Oversight Board (United States). This



report is located on the following page of this Annual Report.
 
 
 
 
Dawn L. Farrell Brett M. Gellner
President and Chief Executive Officer Chief Investment and Financial Officer
   
February 20, 2014
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Independent Auditors’ Report of Registered Public Accounting Firm
 
To the Shareholders of TransAlta Corporation
 

We have audited TransAlta Corporation’s internal control over financial reporting as of December 31, 2013, based on criteria established in Internal Control -
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria) (1992 framework). The
Corporation’s management is responsible for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting included in the accompanying Management’s Annual Report on Internal Control over Financial Reporting. Our
responsibility is to express an opinion on the Corporation’s internal control over financial reporting based on our audit.
 
We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
 
A corporation’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A corporation’s internal control
over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the corporation; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the corporation
are being made only in accordance with authorizations of management and directors of the corporation; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the corporation’s assets that could have a material effect on the financial
statements.
 
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions or that the degree of
compliance with the policies or procedures may deteriorate.
 
As indicated in the accompanying Management’s Annual Report on Internal Control over Financial Reporting, management’s assessment of and conclusion
on the effectiveness of internal control over financial reporting did not include the internal controls of the CE Gen, Sheerness, Wailuku, and Genesee Unit 3
joint arrangements, which are included in the 2013 consolidated financial statements of the Corporation and constituted $886 million and $857 million of total
and net assets, respectively, as of December 31, 2013, and $199 million and $38 million of revenues and net earnings, respectively, for the year then ended.
Our audit of internal control over financial reporting of the Corporation did not include an evaluation of the internal control over financial reporting of the CE
Gen, Sheerness, Wailuku, and Genesee Unit 3 joint arrangements.
 
In our opinion, TransAlta Corporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 2013, based
on the COSO criteria.
 
We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated statements of
financial position of TransAlta Corporation as of December 31, 2013 and 2012, and the related consolidated statements of earnings (loss), comprehensive
income (loss), changes in equity and cash flows for each of the years in the three-year period ended December 31, 2013 and our report dated February 20,
2014, expressed an unqualified opinion thereon.
 
 
 
 
Chartered Accountants
 

Calgary, Canada
 
February 20, 2014
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Independent Auditors’ Report of Registered Public Accounting Firm
 
To the Shareholders of TransAlta Corporation
 



We have audited the accompanying consolidated statements of financial position of TransAlta Corporation as of December 31, 2013 and 2012, and the
related consolidated statements of earnings (loss), comprehensive income (loss), changes in equity and cash flows for each of the years in the three-year
period ended December 31, 2013. These financial statements are the responsibility of the Corporation’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.
 
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about 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. We believe
that our audits provide a reasonable basis for our opinion.
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of TransAlta Corporation at
December 31, 2013 and 2012, and the consolidated results of its operations and its cash flows for each of the years in three-year period ended
December 31, 2013, in conformity with International Financial Reporting Standards as issued by the International Accounting Standards Board.
 
As discussed in Note 3 to the consolidated financial statements, the Corporation changed its method of accounting for employee benefits and accounting for
stripping costs in the production phase of a surface mine as a result of the adoption of IAS 19, “Employee Benefits” and IFRIC 20, “Stripping Costs in the
Production Phase of a Surface Mine” effective January 1, 2013, which included the disclosure of a statement of financial position as of January 1, 2012.
 
We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), TransAlta Corporation’s
internal control over financial reporting as of December 31, 2013, based on criteria established in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (1992 framework) and our report dated February 20, 2014 expressed an unqualified
opinion on TransAlta Corporation’s internal control over financial reporting.
 
Chartered Accountants
 

Calgary, Canada
 
February 20, 2014
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Consolidated Statements of Earnings (Loss)
 

Year ended Dec. 31 (in millions of Canadian dollars except where noted)
 

2013 2012
(Restated)*

2011
(Restated)*

Revenues (Note 12) 2,292 2,210 2,618
Fuel and purchased power (Note 11) 926 753 895
Gross margin 1,366 1,457 1,723
Operations, maintenance, and administration (Note 11) 516 499 552
Depreciation and amortization 525 509 482
Asset impairment charges (reversals) (Note 13) (18) 324 17
Inventory writedown (Note 22) 22 44 -
Restructuring provision (Note 28) (3) 13 -
Taxes, other than income taxes 27 28 27
Operating income 297 40 645
Finance lease income (Notes 8 and 12) 46 16 8
Equity income (loss) (Note 14) (10) (15) 14
California claim (Note 5) (56) - -
Sundance Units 1 and 2 return to service (Note 6) (25) (254) -
Gain on sale of assets (Note 8) 12 3 16
Other income - 1 2
Foreign exchange gain (loss) 1 (9) (3)
Loss on assumption of pension obligations (Note 7) (29) - -
Gain on sale of (reserve on) collateral (Note 9) - 15 (18)
Insurance recovery (Note 10) 8 - -
Net interest expense (Note 15) (256) (242) (215)
Earnings (loss) before income taxes (12) (445) 449
Income tax expense (recovery) (Note 16) (8) 102 106
Net earnings (loss) (4) (547) 343
Net earnings (loss) attributable to:

TransAlta shareholders (33) (584) 305
Non-controlling interests (Note 18) 29 37 38

(4) (547) 343
Net earnings (loss) attributable to TransAlta shareholders (33) (584) 305
Preferred share dividends (Note 32) 38 31 15
Net earnings (loss) attributable to common shareholders (71) (615) 290
Weighted average number of common shares outstanding in the year (millions) 264 235 222

        



Net earnings (loss) per share attributable to common shareholders, basic and diluted (Note 31)
(0.27) (2.62) 1.31

 
*   See Note 3 for prior period restatements.
 
See accompanying notes.
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Consolidated Statements of Comprehensive Income (Loss)
 
 

Year ended Dec. 31 (in millions of Canadian dollars)
 

2013 2012
(Restated)*

2011
(Restated)*

Net earnings (loss) (4) (547) 343
Other comprehensive income (loss)

Net actuarial gains (losses) on defined benefit plans, net of tax 31 (23) (21)
Losses on derivatives designated as cash flow hedges, net of tax - (2) (4)
Reclassification of losses on derivatives designated as cash flow hedges to non-financial assets, net of tax 1 5 -

Total items that will not be reclassified subsequently to net earnings 32 (20) (25)
Gains (losses) on translating net assets of foreign operations 37 (23) 32
Gains (losses) on financial instruments designated as hedges of foreign operations, net of tax (35) 13 (33)
Gains (losses) on derivatives designated as cash flow hedges, net of tax 76 (12) (99)
Reclassification of gains on derivatives designated as cash flow hedges to net earnings, net of tax (24) (6) (177)

Total items that will be reclassified subsequently to net earnings 54 (28) (277)
Other comprehensive income (loss) 86 (48) (302)
Total comprehensive income (loss) 82 (595) 41
Total comprehensive income (loss) attributable to:
Common shareholders 41 (626) 23
Non-controlling interests 41 31 18

82 (595) 41
 
* See Note 3 for prior period restatements.
1 Net of income tax expense of 11 for the year ended Dec. 31, 2013 (2012 - 8 recovery, 2011 - 7 recovery).
2 Net of income tax of nil for the year ended Dec. 31, 2013 (2012 - 1 recovery, 2011 - 2 recovery).
3 Net of income tax recovery of 1 for the year ended Dec. 31, 2013 (2012 - 2 recovery, 2011 - nil).
4 Net of income tax recovery of 5 for the year ended Dec. 31, 2013 (2012 - 2 expense, 2011 - 5 recovery).
5 Net of income tax expense of 12 for the year ended Dec. 31, 2013 (2012 - 4 expense, 2011 - 5 recovery).
6 Net of income tax expense of 1 for the year ended Dec. 31, 2013 (2012 - 20 expense, 2011 - 94 expense).
 
See accompanying notes.
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Consolidated Statements of Financial Position
 
 

 

Dec. 31, 2013 Dec. 31, 2012 Jan. 1, 2012
(in millions of Canadian dollars)

 

(Restated)* (Restated)*
Cash and cash equivalents (Note 21) 42 27 49
Accounts receivable (Notes 17, 19, and 20) 473 597 541
Current portion of finance lease receivable (Notes 12 and 19) 3 2 3
Collateral paid (Notes 19 and 20) 20 19 45
Prepaid expenses 12 7 8
Risk management assets (Notes 19 and 20) 112 201 391
Inventory (Note 22) 77 93 92
Income taxes receivable (Note 23) 8 4 2

747 950 1,131
Investments (Note 14) 192 172 193
Long-term receivable (Note 9) - - 18
Long-term portion of finance lease receivable (Notes 12 and 19) 377 357 42
Property, plant, and equipment (Notes 24 and 42)

Cost 12,024 11,481 11,386
Accumulated depreciation (4,831) (4,437) (4,115)

7,193 7,044 7,271
Goodwill (Notes 25 and 42) 460 447 447
Intangible assets (Notes 26 and 42) 323 284 276
Deferred income tax assets (Note 16) 118 90 213
Risk management assets (Notes 19 and 20) 276 69 99
Other assets (Notes 27 and 42) 97 90 90

1

2

3

4

5

6



Total assets 9,783 9,503 9,780
Accounts payable and accrued liabilities (Notes 19 and 20) 447 495 463
Current portion of decommissioning and other provisions (Note 28) 16 33 99
Collateral received (Notes 19 and 20) - 2 16
Risk management liabilities (Notes 19 and 20) 84 167 208
Income taxes payable 3 7 22
Dividends payable (Notes 19, 20, and 31) 85 75 67
Current portion of finance lease obligation (Notes 8, 12, and 19) 8 - -
Current portion of long-term debt (Notes 19, 20, and 29) 209 607 316

852 1,386 1,191
Long-term debt (Notes 19, 20, and 29) 4,113 3,610 3,721
Finance lease obligation (Notes 8, 12, and 19) 17 - -
Decommissioning and other provisions (Note 28) 316 279 283
Deferred income tax liabilities (Note 16) 459 473 530
Risk management liabilities (Notes 19 and 20) 263 106 142
Deferred credits and other long-term liabilities (Note 30) 340 301 281
Equity

Common shares (Note 31) 2,913 2,726 2,273
Preferred shares (Note 32) 781 781 562
Contributed surplus 9 9 9
Retained earnings (deficit) (735) (362) 524
Accumulated other comprehensive loss (Note 33) (62) (136) (94)

Equity attributable to shareholders 2,906 3,018 3,274
Non-controlling interests (Note 18) 517 330 358
Total equity 3,423 3,348 3,632
Total liabilities and equity 9,783 9,503 9,780
 

* See Note 3 for prior period restatements.
 

Commitments (Note 40)
 

Contingencies (Note 41)
 

Subsequent events (Note 43)
 
See accompanying notes.
 
On behalf of the Board: Gordon D. Giffin Karen E. Maidment

Director Director
 

 
TransAlta Corporation   |   2013 Annual Report 77

 
Consolidated Financial Statements
 
 
Consolidated Statements of Changes in Equity
 
 

(in millions of Canadian dollars)
   

 

Common
shares

 

Preferred
shares

 

Contributed
surplus

Retained
earnings

(deficit)
(Restated)*

Accumulated
other

comprehensive
income (loss)

(Restated)*
Attributable to

shareholders

Attributable to
non-controlling

interests Total

Balance, Dec. 31, 2011 2,273 562 9 524 (94) 3,274 358 3,632
Net earnings (loss) - - - (584) - (584) 37 (547)
Other comprehensive income (loss):

Net losses on translating net assets of
foreign operations, net of hedges and of
tax - - - - (10) (10) - (10)

Net losses on derivatives designated as
cash flow hedges, net of tax - - - - (9) (9) (6) (15)

Net actuarial gains on defined benefits
plans, net of tax - - - - (23) (23) - (23)

Total comprehensive income (584) (42) (626) 31 (595)
Common share dividends - - - (271) - (271) - (271)
Preferred share dividends - - - (31) - (31) - (31)
Distributions paid to non-controlling interests - - - - - - (59) (59)
Common shares issued 453 - - - - 453 - 453
Preferred shares issued - 219 - - - 219 - 219
Balance, Dec. 31, 2012 2,726 781 9 (362) (136) 3,018 330 3,348
Net earnings (loss) - - - (33) - (33) 29 (4)
Other comprehensive income:

Net gains on translating net assets of
foreign operations, net of hedges and of
tax - - - - 2 2 - 2

Net gains on derivatives designated as cash
flow hedges, net of tax - - - - 41 41 12 53

1



Net actuarial gains on defined benefits
plans, net of tax - - - - 31 31 - 31

Total comprehensive income (33) 74 41 41 82
Common share dividends - - - (306) - (306) - (306)
Preferred share dividends - - - (38) - (38) - (38)
Formation of TransAlta Renewables Inc. (Note 4) - - - 4 - 4 206 210
Distributions paid, and payable, to non-

controlling interests - - - - - - (60) (60)
Common shares issued 187 - - - - 187 - 187
Balance, Dec. 31, 2013 2,913 781 9 (735) (62) 2,906 517 3,423
 

*    See Note 3 for prior period restatements.
 

1   Refer to Note 33 for details on components of, and changes in, Accumulated other comprehensive income (loss).
 
See accompanying notes.
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Consolidated Statements of Cash Flows
 
 

 

2013 2012 2011
Year ended Dec. 31 (in millions of Canadian dollars)

 

(Restated)* (Restated)*
Operating activities
Net earnings (loss) (4) (547) 343
Depreciation and amortization (Note 42) 585 564 532
Gain on sale of assets (Note 8) (12) (3) (16)
California claim (Note 5) 28 - -
Accretion of provisions (Note 28) 18 17 19
Decommissioning and restoration costs settled (Note 28) (24) (34) (33)
Deferred income tax expense (recovery) (Note 16) (47) 89 80
Unrealized (gain) loss from risk management activities 76 99 (175)
Unrealized foreign exchange (gain) loss (1) 5 3
Provisions 11 11 22
Asset impairment charges (reversals) (Note 13) (18) 324 17
Sundance Units 1 and 2 return to service (Notes 6 and 13) 25 43 -
Reserve on collateral (Note 9) - - 18
Equity loss, net of distributions received (Note 14) 10 14 1
Other non-cash items 44 (6) (2)
Cash flow from operations before changes in working capital 691 576 809
Change in non-cash operating working capital balances (Note 37) 74 (56) (119)
Cash flow from operating activities 765 520 690
Investing activities
Additions to property, plant, and equipment (Notes 24 and 42) (561) (703) (453)
Additions to intangibles (Notes 26 and 42) (32) (39) (30)
Acquisition of finance lease (Note 8) - (312) -
Addition to equity investments (17) - -
Proceeds on sale of property, plant, and equipment 14 3 12
Proceeds on sale of facilities and development projects (Note 8) - 3 40
Acquisition of the remaining 50% of the Taylor Hydro joint venture (Note 8) - - (7)
Resolution of certain outstanding tax matters (Notes 16 and 23) 2 9 3
Realized gains (losses) on financial instruments 14 (13) (12)
Net decrease in collateral received from counterparties (1) (13) (109)
Net (increase) decrease in collateral paid to counterparties - 24 (56)
Decrease in finance lease receivable 1 3 3
Acquisition of Wyoming wind farm (Note 8) (109) - -
Other 15 (8) (3)
Change in non-cash investing working capital balances (29) (2) 4
Cash flow used in investing activities (703) (1,048) (608)
Financing activities
Net increase (decrease) in borrowings under credit facilities (Note 29) (119) 152 155
Repayment of long-term debt (Note 29) (328) (314) (234)
Issuance of long-term debt (Note 29) 398 388 -
Dividends paid on common shares (Note 31) (116) (104) (191)
Dividends paid on preferred shares (Note 32) (38) (32) (15)
Net proceeds on issuance of common shares (Note 31) - 293 2
Net proceeds on issuance of preferred shares (Note 32) - 217 267
Net proceeds on sale of non-controlling interest in subsidiary (Note 4) 207 - -
Realized gains (losses) on financial instruments 15 (31) 9
Distributions paid to subsidiaries’ non-controlling interests (Note 18) (55) (59) (61)
Decrease in finance lease obligation (9) - -
Other (2) (6) (2)
Cash flow from (used in) financing activities (47) 504 (70)



Cash flow from (used in) operating, investing, and financing activities 15 (24) 12
Effect of translation on foreign currency cash - 2 2
Increase (decrease) in cash and cash equivalents 15 (22) 14
Cash and cash equivalents, beginning of year 27 49 35
Cash and cash equivalents, end of year 42 27 49
Cash income taxes paid (recovered) 46 30 (1)
Cash interest paid 240 234 197
 

*    See Note 3 for prior period restatements.
 
See accompanying notes.
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(Tabular amounts in millions of Canadian dollars, except as otherwise noted)
 
 
1. Corporate Information
  
A. Description of the Business
  

TransAlta Corporation (“TransAlta” or “the Corporation”) was incorporated under the Canada Business Corporations Act i n March 1985. The
Corporation became a public company in December 1992 after TransAlta Utilities Corporation became a subsidiary.

  
The three reportable segments of the Corporation are as follows:

  
I. Generation
  

The Generation Segment owns and operates hydro, wind, geothermal, natural gas- and coal-fired facilities, and related mining operations in Canada,
the United States (“U.S.”), and Australia. Generation’s revenues are derived from the availability and production of electricity and steam as well as
ancillary services such as system support. Starting in 2013, electricity sales generated by the Corporation’s Commercial and Industrial group are
assumed to be sourced from the Corporation’s production and have been included in the Generation Segment on a net basis.

  
II. Energy Trading
  

The Energy Trading Segment derives revenue and earnings from the wholesale trading of electricity and other energy-related commodities and
derivatives.

  
Energy Trading manages available generating capacity as well as the fuel and transmission needs of the Generation Segment by utilizing contracts of
various durations for the forward sales of electricity and for the purchase of natural gas and transmission capacity. Energy Trading is also responsible
for recommending portfolio optimization decisions. The results of all of these activities are included in the Generation Segment.

  
III. Corporate
  

The Corporate Segment provides finance, tax, treasury, legal, regulatory, environmental, health and safety, sustainable development, corporate
communications, government and investor relations, information technology, risk management, human resources, internal audit, and other
administrative support to the Generation and Energy Trading segments.

  
B. Basis of Preparation
  

These consolidated financial statements have been prepared by management in compliance with IFRS as issued by the International Accounting
Standards Board (“IASB”).

  
The consolidated financial statements have been prepared on a historical cost basis except for financial instruments that are measured at fair value, as
explained in the following accounting policies.

  
These consolidated financial statements were authorized for issue by the Board of Directors on Feb. 20, 2014.

  
C. Basis of Consolidation
  

The consolidated financial statements include the accounts of the Corporation and the subsidiaries that it controls. Control exists where the Corporation
has the power to govern the financial and operating policies of the subsidiary so as to obtain benefits from its activities, generally indicated by
ownership of, directly or indirectly, more than one-half of the voting rights. The financial statements of the subsidiaries are prepared for the same
reporting period and apply consistent accounting policies as the parent company.
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2. Significant Accounting Policies
  
A. Revenue Recognition
  

The majority of the Corporation’s revenues are derived from the sale of physical power, leasing of power facilities, and from energy marketing and
trading activities.

  



Revenues are measured at the fair value of the consideration received or receivable.
  

Revenues under long-term electricity and thermal sales contracts generally include one or more of the following components: fixed capacity payments
for availability, energy payments for generation of electricity, incentives or penalties for exceeding or not meeting availability targets, excess energy
payments for power generation above committed capacity, and ancillary services. Each component is recognized when: i) output, delivery, or
satisfaction of specific targets is achieved, all as governed by contractual terms; ii) the amount of revenue can be measured reliably; iii) it is probable
that the economic benefits will flow to the Corporation; and iv) the costs incurred or to be incurred in respect of the transaction can be reliably
measured. Revenue from the rendering of services is recognized when criteria ii), iii), and iv) above are met and when the stage of completion of the
transaction at the end of the reporting period can be measured reliably.

  
Revenues from non-contracted capacity are comprised of energy payments, at market prices, for each megawatt hour (“MWh”) produced, and are
recognized upon delivery.

  
Electricity sales generated by the Corporation’s Commercial and Industrial group that are sourced from the Corporation’s production are recognized on
a net basis.

  
In certain situations, a long-term electricity or thermal sales contract may contain, or be considered, a lease. Revenues associated with non-lease
elements are recognized as goods or services revenues as outlined above. Revenues associated with leases are recognized as outlined in Note 2(R).

  
Trading activities involve the use of derivatives such as physical and financial swaps, forward sales contracts, futures contracts, and options, which are
used to earn trading revenues and to gain market information. These derivatives are accounted for using fair value accounting. The initial recognition
and subsequent changes in fair value affect reported net earnings in the period the change occurs and are presented on a net basis in the
Consolidated Statements of Earnings (Loss). The fair values of instruments that remain open at the end of the reporting period represent unrealized
gains or losses and are presented on the Consolidated Statements of Financial Position as risk management assets or liabilities. Some of the
derivatives used by the Corporation in trading activities are not traded on an active exchange or have terms that extend beyond the time period for
which exchange-based quotes are available. The fair values of these derivatives are determined using internal valuation techniques or models.

  
B. Foreign Currency Translation
  

The Corporation, its subsidiary companies, and joint arrangements each determine their functional currency based on the currency of the primary
economic environment in which they operate. The Corporation’s functional currency is the Canadian dollar while the functional currencies of the
subsidiary companies and joint arrangements are either the Canadian, U.S., or Australian dollar. Transactions denominated in a currency other than
the functional currency of an entity are translated at the exchange rate in effect on the transaction date. The resulting exchange gains and losses are
included in each entity’s net earnings in the period in which they arise.

  
The Corporation’s foreign operations are translated to the Corporation’s presentation currency, which is the Canadian dollar, for inclusion in the
consolidated financial statements. Foreign-denominated monetary and non-monetary assets and liabilities of foreign operations are translated at
exchange rates in effect at the end of the reporting period and revenue and expenses are translated at exchange rates in effect on the transaction
date. The resulting translation gains and losses are included in Other Comprehensive Income (Loss) (“OCI”) with the cumulative gain or loss reported
in Accumulated Other Comprehensive Income (Loss) (“AOCI”). Amounts previously recognized in AOCI are recognized in net earnings when there is a
reduction in the net investment as a result of a disposal, partial disposal, or loss of control.
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C. Financial Instruments and Hedges
  

I. Financial Instruments
  

Financial assets and financial liabilities, including derivatives and certain non-financial derivatives, are recognized on the Consolidated Statements of
Financial Position when the Corporation becomes a party to the contract. All financial instruments, except for certain non-financial derivative contracts
that meet the Corporation’s own use requirements, are measured at fair value upon initial recognition. Measurement in subsequent periods depends
on whether the financial instrument has been classified as: at fair value through profit or loss, available-for-sale, held-to-maturity, loans and
receivables, or other financial liabilities. Classification of the financial instrument is determined at inception depending on the nature and purpose of the
financial instrument.

  
Financial assets and financial liabilities classified or designated as at fair value through profit or loss are measured at fair value with changes in fair
values recognized in net earnings. Financial assets classified as either held-to-maturity or as loans and receivables, and other financial liabilities, are
measured at amortized cost using the effective interest method of amortization.

  
Financial assets are derecognized when the contractual rights to receive cash flows expire. Financial liabilities are removed from the Consolidated
Statements of Financial Position when the obligation is discharged, cancelled, or expired.

  
Financial assets and financial liabilities are offset and the net amount is reported in the Consolidated Statements of Financial Position if there is a
currently enforceable legal right to offset the recognized amounts and there is an intention to settle on a net basis, to realize the assets and settle the
liabilities simultaneously.

  
Derivative instruments that are embedded in financial or non-financial contracts that are not already required to be recognized at fair value are treated
and recognized as separate derivatives if their risks and characteristics are not closely related to their host contracts and the contract is not measured
at fair value. Changes in the fair values of these and other derivative instruments are recognized in net earnings with the exception of the effective
portion of i) derivatives designated as cash flow hedges and ii) hedges of foreign currency exposure of a net investment in a foreign operation, each of
which is recognized in OCI. Derivatives used in trading activities are described in more detail in Note 2(A).

  
Transaction costs are expensed as incurred for financial instruments classified or designated as at fair value through profit or loss. For other financial
instruments, such as debt instruments, transaction costs are recognized as part of the carrying amount of the financial instrument. The Corporation
uses the effective interest method of amortization for any transaction costs or fees, premiums, or discounts earned or incurred for financial instruments
measured at amortized cost.

  
II. Hedges
  



Where hedge accounting can be applied and the Corporation chooses to seek hedge accounting treatment, a hedge relationship is designated as a
fair value hedge, a cash flow hedge, or a hedge of foreign currency exposures of a net investment in a foreign operation. A hedging relationship
qualifies for hedge accounting if, at inception, it is formally designated and documented as a hedge, and the hedge is expected to be highly effective at
inception and on an ongoing basis. The documentation includes identification of the hedging instrument and hedged item or transaction, the nature of
the risk being hedged, the Corporation’s risk management objectives and strategy for undertaking the hedge, and how hedge effectiveness will be
assessed. The process of hedge accounting includes linking derivatives to specific assets and liabilities on the Consolidated Statements of Financial
Position or to specific firm commitments or highly probable anticipated transactions.

  
The Corporation formally assesses, both at the hedge’s inception and on an ongoing basis, whether the derivatives used are highly effective in
offsetting changes in fair values or cash flows of hedged items. If the above hedge criteria are not met or the Corporation does not apply hedge
accounting, the derivative is accounted for on the Consolidated Statements of Financial Position at fair value, with subsequent changes in fair value
recorded in net earnings in the period of change.

 
 

82 TransAlta Corporation   |   2013 Annual Report

 
Notes to Consolidated Financial Statements

 
 

a. Fair Value Hedges
In a fair value hedging relationship, the carrying amount of the hedged item is adjusted for changes in fair value attributable to the hedged risk, with the
changes being recognized in net earnings. Changes in the fair value of the hedged item, to the extent that the hedging relationship is effective, are
offset by changes in the fair value of the hedging derivative, which is also recorded in net earnings. Hedge effectiveness for fair value hedges is
achieved if changes in the fair value of the derivative are highly effective at offsetting changes in the fair value of the item hedged. If hedge accounting
is discontinued, the carrying amount of the hedged item is no longer adjusted and the cumulative fair value adjustments to the carrying amount of the
hedged item are amortized to net earnings over the remaining term of the original hedging relationship.

  
The Corporation primarily uses interest rate swaps as fair value hedges to manage the ratio of floating rate versus fixed rate debt. Interest rate swaps
require the periodic exchange of payments without the exchange of the notional principal amount on which the payments are based. Interest expense
on the debt is adjusted to include the payments made or received under the interest rate swaps.

  
b. Cash Flow Hedges

In a cash flow hedging relationship, the effective portion of the change in the fair value of the hedging derivative is recognized in OCI while any
ineffective portion is recognized in net earnings. Hedge effectiveness is achieved if the derivatives’ cash flows are highly effective at offsetting the cash
flows of the hedged item and the timing of the cash flows is similar. All components of each derivative’s change in fair value are included in the
assessment of cash flow hedge effectiveness. If hedge accounting is discontinued, the amounts previously recognized in AOCI are reclassified to net
earnings during the periods when the variability in the cash flows of the hedged item affects net earnings. Gains and losses on derivatives are
reclassified to net earnings from AOCI immediately when the forecasted transaction is no longer expected to occur within the time period specified in
the hedge documentation.

  
The Corporation primarily uses physical and financial swaps, forward sales contracts, futures contracts, and options as cash flow hedges to hedge the
Corporation’s exposure to fluctuations in electricity and natural gas prices. If hedging criteria are met, the fair values of the hedges are recorded in risk
management assets or liabilities with changes in value being reported in OCI. Gains and losses on these derivatives are recognized, on settlement, in
net earnings in the same period and financial statement caption as the hedged exposure.

  
The Corporation also uses foreign currency forward contracts as cash flow hedges to hedge the foreign exchange exposures resulting from highly
probable forecasted project-related transactions denominated in foreign currencies. If the hedging criteria are met, changes in fair value are reported
in OCI with the fair value being reported in risk management assets or liabilities, as appropriate. Upon settlement of the derivative, any gain or loss on
the forward contracts is included in the cost of the asset acquired or liability incurred.

  
The Corporation uses forward starting interest rate swaps as cash flow hedges to hedge exposures to anticipated changes in interest rates for
forecasted issuances of debt. If the hedging criteria are met, changes in fair value are reported in OCI with the fair value being reported in risk
management assets or liabilities, as appropriate. When the swaps are closed out on issuance of the debt, the resulting gains or losses recorded in
AOCI are amortized to net earnings over the term of the swap. If no debt is issued, the gains or losses are recognized in net earnings immediately.

  
c. Hedges of Foreign Currency Exposures of a Net Investment in a Foreign Operation

In hedging a foreign currency exposure of a net investment in a foreign operation, the effective portion of foreign exchange gains and losses on the
hedging instrument is recognized in OCI and the ineffective portion is recognized in net earnings. The related fair values are recorded in risk
management assets or liabilities, as appropriate. The amounts previously recognized in AOCI are recognized in net earnings when there is a reduction
in the hedged net investment as a result of a disposal, partial disposal, or loss of control. The Corporation primarily uses foreign currency forward
contracts and foreign-denominated debt to hedge exposure to changes in the carrying values of the Corporation’s net investments in foreign
operations that result from changes in foreign exchange rates.
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D. Cash and Cash Equivalents
  

Cash and cash equivalents are comprised of cash and highly liquid investments with original maturities of three months or less.
  
E. Collateral Paid and Received
  

The terms and conditions of certain contracts may require the Corporation or its counterparties to provide collateral when the fair value of the obligation
pursuant to these contracts is in excess of any credit limits granted. Downgrades in creditworthiness by certain credit rating agencies may decrease
the credit limits granted and accordingly increase the amount of collateral that may have to be provided.



  
F. Inventory
  

I. Fuel
The Corporation’s inventory balance is comprised of coal and natural gas used as fuel, which is measured at the lower of cost and net realizable value.
Cost is determined using the weighted average cost method.

  
The cost of internally produced coal inventory is determined using absorption costing, which is defined as the sum of all applicable expenditures and
charges directly incurred in bringing inventory to its existing condition and location. Available coal inventory tends to increase during the second and
third quarters as a result of favourable weather conditions and lower electricity production as maintenance is performed. Due to the limited number of
processing steps incurred in mining coal and preparing it for consumption and the relatively low value on a per-unit basis, management does not
distinguish between work in process and coal available for consumption. The cost of natural gas and purchased coal inventory includes all applicable
expenditures and charges incurred in bringing the inventory to its existing condition and location.

  
II. Energy Trading

Commodity inventories held in the Energy Trading Segment for trading purposes are measured at fair value less costs to sell. Changes in fair value
less costs to sell are recognized in net earnings in the period of change.

  
G. Property, Plant, and Equipment
  

The Corporation’s investment in property, plant, and equipment (“PP&E”) is initially measured at the original cost of each component at the time of
construction, purchase, or acquisition. A component is a tangible portion of an asset that can be separately identified and depreciated over its own
expected useful life, and is expected to provide a benefit for a period in excess of one year. Original cost includes items such as materials, labour,
borrowing costs, and other directly attributable costs, including the initial estimate of the cost of decommissioning and restoration. Costs are
recognized as PP&E assets if it is probable that future economic benefits will be realized and the cost of the item can be measured reliably.

  
The cost of major spare parts is capitalized and classified as PP&E, as these items can only be used in connection with an item of PP&E.

  
Planned maintenance is performed at regular intervals. Planned major maintenance includes inspection, repair and maintenance of existing
components, and the replacement of existing components. Costs incurred for planned major maintenance activities are capitalized in the period
maintenance activities occur and are amortized on a straight-line basis over the term until the next major maintenance event. Expenditures incurred for
the replacement of components during major maintenance are capitalized and amortized over the estimated useful life of such components.

  
The cost of routine repairs and maintenance and the replacement of minor parts are charged to net earnings as incurred.

  
Subsequent to initial recognition and measurement at cost, all classes of PP&E continue to be measured using the cost model and are reported at cost
less accumulated depreciation and impairment losses, if any.

  
An item of PP&E or a component is derecognized upon disposal or when no future economic benefits are expected from its use or disposal. Any gain
or loss arising on derecognition of the asset is included in the income statement when the asset is derecognized.

  
The estimate of the useful lives of each component of PP&E is based on current facts and past experience, and takes into consideration existing long-
term sales agreements and contracts, current and forecasted demand, and the potential for technological obsolescence. The useful life is used to
estimate the rate at which the component of PP&E is depreciated. PP&E assets are subject to depreciation when the asset is considered to be
available for use, which is typically upon commencement of commercial operations. Each significant component of an item of PP&E is depreciated to
its residual value over its estimated useful life, using straight-line or unit-of-production methods. Estimated useful lives, residual values, and
depreciation methods are reviewed annually and are subject to revision based on new or additional information. The effect of a change in useful life,
residual value, or depreciation method is accounted for prospectively.

 
 
84 TransAlta Corporation   |   2013 Annual Report

 
Notes to Consolidated Financial Statements

 
 

Estimated useful lives of the components of depreciable assets, categorized by asset class, are as follows:
Thermal generation 3-50 years
Gas generation 2-30 years
Renewable generation 3-60 years
Mining property and equipment 4-50 years
Capital spares and other 2-50 years

  
TransAlta capitalizes borrowing costs on capital invested in projects under construction (see Note 2(S)). Upon commencement of commercial
operations, capitalized borrowing costs, as a portion of the total cost of the asset, are depreciated over the estimated useful life of the related asset.

  
H. Intangible Assets
  

Intangible assets acquired in a business combination are recognized separately from goodwill at their fair value at the date of acquisition. Intangible
assets acquired separately are recognized at cost. Internally generated intangible assets arising from development projects are recognized when
certain criteria related to the feasibility of internal use or sale of the intangible asset, and its probable future economic benefits, are demonstrated.
Intangible assets are initially recognized at cost, which is comprised of all directly attributable costs necessary to create, produce, and prepare the
intangible asset to be capable of operating in the manner intended by management.

  
Subsequent to initial recognition, intangible assets continue to be measured using the cost model, and are reported at cost less accumulated
amortization and impairment losses, if any. Amortization is included in depreciation and amortization and fuel and purchased power in the Consolidated
Statements of Earnings (Loss).

  
Amortization commences when the intangible asset is available for use, and is computed on a straight-line basis over the intangible asset’s estimated
useful life, except for coal rights, which are amortized using a unit-of-production basis, based on the estimated mine reserves. Estimated useful lives of
intangible assets may be determined, for example, with reference to the term of the related contract or licence agreement. The estimated useful lives
and amortization methods are reviewed annually with the effect of any changes being accounted for prospectively. Intangible assets with indefinite
useful lives are not amortized, but are tested for impairment annually.

  



Intangible assets consist of power sale contracts with fixed prices higher than market prices at the date of acquisition, coal rights, software, and
intangibles under development. Estimated useful lives of intangible assets are as follows:

Software 2-7 years
Power contracts 1-30 years

  
I. Impairment of Tangible and Intangible Assets Excluding Goodwill
  

At the end of each reporting period, the Corporation reviews the net carrying amount of PP&E and finite life intangible assets to determine whether
there is any indication that an impairment loss may exist.

  

Factors that could indicate that an impairment exists include: significant underperformance relative to historical or projected operating results;
significant changes in the manner in which an asset is used, or in the Corporation’s overall business strategy; or significant negative industry or
economic trends. In some cases, these events are clear. However, in many cases, a clearly identifiable event indicating a possible impairment does
not occur. Instead, a series of individually insignificant events occurs over a period of time leading to an indication that an asset may be impaired. This
can be further complicated in situations where the Corporation is not the operator of the facility. Events can occur in these situations that may not be
known until a date subsequent to their occurrence.

  
The Corporation’s businesses, the market, and the business environment are routinely monitored, and judgments and assessments are made to
determine whether an event has occurred that indicates a possible impairment. If such an event has occurred, an estimate is made of the recoverable
amount of the asset or cash-generating unit (“CGU”) to which the asset belongs. Information regarding the 2013 determination of CGUs for asset
impairment testing can be found in Note 13. Recoverable amount is the higher of an asset’s fair value less costs to sell and its value in use. Fair value
is the amount at which an item could be bought or sold in a current transaction between willing parties. Value in use is the present value of the
estimated future cash flows expected to be derived from the asset from its continued use and ultimate disposal by the Corporation. When the
recoverable amount is based on value in use, the Corporation bases its impairment on detailed cash flow budgets and forecasts over the asset’s
useful life. If the recoverable amount is less than the carrying amount of the asset or CGU, an asset impairment loss is recognized in net earnings, and
the asset’s carrying amount is reduced to its recoverable amount.
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At each reporting date, an assessment is made whether there is any indication that an impairment loss previously recognized may no longer exist or
may have decreased. If such indication exists, the recoverable amount of the asset or CGU to which the asset belongs is estimated and the impairment
loss previously recognized is reversed if there has been an increase in the recoverable amount. Where an impairment loss is subsequently reversed,
the carrying amount of the asset is increased to the lesser of the revised estimate of its recoverable amount or the carrying amount that would have
been determined (net of depreciation) had no impairment loss been recognized previously. A reversal of an impairment loss is recognized in net
earnings.

  
J. Goodwill
  

Goodwill arising in a business combination is recognized as an asset at the date control is acquired. Goodwill is measured as the cost of an acquisition
plus the amount of any non-controlling interest in the acquiree (if applicable) less the fair value of the related identifiable assets acquired and liabilities
assumed.

  
Goodwill is not subject to amortization, but is tested for impairment at least annually, or more frequently, if an analysis of events and circumstances
indicate that a possible impairment may exist. These events could include a significant change in financial position of the CGUs to which the goodwill
relates or significant negative industry or economic trends. For impairment purposes, goodwill is allocated to each of the Corporation’s CGUs that are
expected to benefit from the synergies of the business combination in which the goodwill arose. Information regarding the 2013 determination of CGUs
for goodwill impairment testing can be found in Note 25. To test for impairment, the recoverable amount of the CGUs to which the goodwill relates is
compared to the carrying amount of the CGUs. If the recoverable amount is less than the carrying amount, an impairment loss is recognized in net
earnings immediately, by first reducing the carrying amount of the goodwill, and then by reducing the carrying amount of the other assets in the unit. An
impairment loss recognized for goodwill is not reversed in subsequent periods.

  
K. Project Development Costs
  

Project development costs include external, direct, and incremental costs that are necessary for completing an acquisition or construction project.
These costs are recognized as operating expenses until construction of a plant or acquisition of an investment is likely to occur, there is reason to
believe that future costs are recoverable, and that efforts will result in future value to the Corporation, at which time the costs incurred subsequently are
included in other assets. The appropriateness of the carrying amount of these costs is evaluated each reporting period, and amounts capitalized for
projects no longer probable of occurring are charged to net earnings.

  
L. Income Taxes
  

The Corporation uses the liability method of accounting for income taxes. Under the liability method, deferred income tax assets and liabilities are
recognized on the differences between the carrying amounts of assets and liabilities and their respective income tax basis (temporary differences). A
deferred income tax asset may also be recognized for the benefit expected from unused tax credits and losses available for carryforward, to the extent
that it is probable that future taxable earnings will be available against which the tax credits and losses can be applied. Deferred income tax assets and
liabilities are measured based on income tax rates and tax laws that are enacted or substantively enacted by the end of the reporting period and that
are expected to apply in the years in which temporary differences are expected to be realized or settled. Deferred income tax is charged or credited to
net earnings, except when related to items charged or credited to either OCI or directly to equity. The carrying amount of deferred income tax assets is
evaluated at the end of each reporting period and is reduced to the extent that it is no longer probable that sufficient taxable income will be available to
allow all or part of the asset to be realized.

  
Deferred income tax liabilities are recognized for taxable temporary differences arising on investments in subsidiaries, except where the Corporation is
able to control the reversal of the temporary difference and it is probable that the temporary difference will not reverse in the foreseeable future.

  
M. Employee Future Benefits
  



The Corporation has defined benefit pension and other post-employment benefit plans. The current service cost of providing benefits under the defined
benefit plans is determined using the projected unit credit method pro-rated based on service. The net interest cost is determined by applying the
discount rate to the net defined benefit liability. The discount rate used to determine the present value of the defined benefit obligation, and the net
interest cost, is determined by reference to market yields at the end of the reporting period on high-quality corporate bonds with terms and currencies
that match the estimated terms and currencies of the benefit obligations. Re-measurements, which include actuarial gains and losses and the return on
plan assets (excluding net interest), are recognized through OCI in the period in which they occur. Actuarial gains and losses arise from experience
adjustments and changes in actuarial assumptions. Re-measurements are not reclassified to profit or loss, from OCI, in subsequent periods.
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Gains or losses arising from either a curtailment or settlement of a defined benefit plan are recognized when the curtailment or settlement occurs.
When the restructuring of a benefit plan gives rise to a curtailment and a settlement of obligations, the curtailment is accounted for prior to the
settlement.

  
In determining whether statutory minimum funding requirements of the Corporation’s defined benefit pension plans give rise to recording an additional
liability, letters of credit provided by the Corporation as security are considered to alleviate the funding requirements. No additional liability results in
these circumstances.

  
Contributions payable under defined contribution pension plans are recognized as a liability and an expense in the period in which the services are
rendered.

  
N. Provisions
  

Provisions are recognized when the Corporation has a present obligation (legal or constructive) as a result of a past event, it is probable that the
Corporation will be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation. A legal obligation can arise
through a contract, legislation, or other operation of law. A constructive obligation may arise from the Corporation’s actions whereby through an
established pattern of past practice, published policies, or a sufficiently specific current statement, the Corporation has indicated it will accept certain
responsibilities and has thus created a valid expectation that it will discharge those responsibilities. The amount recognized as a provision is the best
estimate, re-measured at each period-end, of the expenditures required to settle the present obligation, considering the risks and uncertainties
associated with the obligation. Where expenditures are expected to be incurred in the future, the obligation is measured at its present value using a
current market-based, risk-adjusted interest rate.

  
The Corporation records a decommissioning and restoration provision for all generating facilities and mine sites for which it is legally or constructively
required to remove the facilities at the end of their useful lives and restore the plant or mine sites. For some hydro facilities, the Corporation is required
to remove the generating equipment, but is not required to remove the structures. Initial decommissioning provisions are recognized at their present
value when incurred. At each reporting date, the Corporation determines the present value of the provision using current discount rates that reflect the
time value of money and associated risks. The Corporation recognizes the initial decommissioning and restoration provisions, as well as changes
resulting from revisions to cost estimates and period-end revisions to the market-based, risk-adjusted discount rate, as a cost of the related PP&E (see
Note 2(G)). The accretion of the net present value discount is charged to net earnings each period and is included in net interest expense. Where the
Corporation expects to receive reimbursement from a third party for a portion of future decommissioning costs, the reimbursement is recognized as a
separate asset when it is virtually certain that the reimbursement will be received. Decommissioning and restoration obligations for coal mines are
incurred over time, as new areas are mined, and a portion of the provision is settled over time as areas are reclaimed prior to final pit reclamation.
Reclamation costs for mining assets are recognized on a unit-of-production basis.

  
Changes in other provisions resulting from revisions to estimates of expenditures required to settle the obligation or period-end revisions to the market-
based, risk-adjusted discount rate are recognized in net earnings. The accretion of the net present value discount is charged to net earnings each
period and is included in net interest expense.

  
O. Share-Based Payments
  

The Corporation measures equity-settled stock option awards using the fair value method. Compensation expense is measured at the grant date at the
fair value of the award and is recognized over the vesting period based on the Corporation’s estimate of the number of options that will eventually vest.
Each equity-settled share-based payment award that vests in instalments is accounted for as a separate award with its own distinct fair value
measurement.

  
Compensation costs associated with awards under the Performance Share Ownership Plan (“PSOP”) are accrued based on the fair value of each
award, the service period completed, and the number of equivalent common shares eligible employees and directors have earned each period-end,
which is based upon the percentile ranking of the total shareholder return of the Corporation’s common shares in comparison to the total shareholder
returns of companies comprising the comparative group.

  
For share-based payments earned under cash-settled phantom stock option plans, a liability, and corresponding compensation cost, is recognized at
each period-end, until final settlement, based on the fair value of each award and the service period completed.
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P. Emission Credits and Allowances
  

Emission credits and allowances are recorded as inventory at cost. Those purchased for use by the Corporation are recorded at cost and are carried at
the lower of weighted average cost and net realizable value. Credits granted to, or internally generated by, TransAlta are recorded at nil. Emission
liabilities are recorded using the best estimate of the amount required by the Corporation to settle its obligation in excess of government-established
caps and targets. To the extent compliance costs are recoverable under the terms of contracts with third parties, these amounts are recognized as
revenue in the period of recovery.

  



Emission credits and allowances that are held for trading and that meet the definition of a derivative are accounted for using the fair value method of
accounting. Allowances that do not satisfy the criteria of a derivative are accounted for using the accrual method.

  
Q. Assets Held for Sale
  

Assets are classified as held for sale if their carrying amount will be recovered primarily through a sale as opposed to continued use by the Corporation.
Assets classified as held for sale are measured at the lower of their carrying amount and fair value less costs to sell. Any impairment is recognized in
net earnings. Depreciation ceases when an asset is classified as held for sale. Assets classified as held for sale are reported as current assets in the
Consolidated Statements of Financial Position.

  
R. Leases
  

A lease is an arrangement whereby the lessor conveys to the lessee, in return for a payment or series of payments, the right to use an asset for an
agreed period of time.

  
Power purchase arrangements (“PPA”) and other long-term contracts may contain, or may be considered, leases where the fulfillment of the
arrangement is dependent on the use of a specific asset (i.e. a generating unit) and the arrangement conveys to the customer the right to use that
asset.

  
Where the Corporation determines that the contractual provisions of a contract contain, or are, a lease and result in the customer assuming the
principal risks and rewards of ownership of the asset, the arrangement is a finance lease. Assets subject to finance leases are not reflected as PP&E
and the net investment in the lease, represented by the present value of the amounts due from the lessee, is recorded in the Consolidated Statements
of Financial Position as a financial asset, classified as a finance lease receivable. The payments considered to be part of the leasing arrangement are
apportioned between a reduction in the lease receivable and finance lease income. The finance lease income element of the payments is recognized
using a method that results in a constant rate of return on the net investment in each period and is reflected in finance lease income on the
Consolidated Statements of Earnings (Loss).

  
Where the Corporation determines that the contractual provisions of a contract contain, or are, a lease and result in the Corporation retaining the
principal risks and rewards of ownership of the asset, the arrangement is an operating lease. For operating leases, the asset is, or continues to be,
capitalized as PP&E and depreciated over its useful life. Rental income, including contingent rent, from operating leases is recognized over the term of
the arrangement and is reflected in revenue on the Consolidated Statements of Earnings (Loss). Contingent rent may arise when payments due under
the contract are not fixed in amount but vary based on a future factor such as the amount of use or production.

  
S. Borrowing Costs
  

TransAlta capitalizes borrowing costs that are directly attributable to, or relate to general borrowings used for, the construction of qualifying assets.
Qualifying assets are assets that take a substantial period of time to prepare for their intended use and typically include generating facilities or other
assets that are constructed over periods of time exceeding 12 months. Borrowing costs are considered to be directly attributable if they could have
been avoided if the expenditure on the qualifying asset had not been made. Borrowing costs that are capitalized are included in the cost of the related
PP&E component. Capitalization of borrowing costs ceases when substantially all the activities necessary to prepare the asset for its intended use are
complete.

  
All other borrowing costs are expensed in the period in which they are incurred.
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T. Non-Controlling Interests
  

Non-controlling interests arise from business combinations in which the Corporation acquires less than a 100 per cent interest. Non-controlling
interests are initially measured at either fair value or at the non-controlling interest’s proportionate share of the acquiree’s identifiable net assets. The
Corporation determines on a transaction by transaction basis which measurement method is used.

  
Non-controlling interests also arise from other contractual arrangements between the Corporation and other parties, whereby the other party has
acquired an interest in a specified asset or operation, and the Corporation retains control.

  
Subsequent to acquisition, the carrying amount of non-controlling interests is increased or decreased by the non-controlling interest’s share of
subsequent changes in equity and payments to the non-controlling interest. Total comprehensive income is attributed to the non-controlling interests
even if this results in the non-controlling interests having a negative balance.

  
U. Joint Arrangements
  

A joint arrangement is a contractual arrangement that establishes the terms by which two or more parties agree to undertake and jointly control an
economic activity. TransAlta’s joint arrangements are generally classified as two types: joint operations and joint ventures.

  
A joint operation arises when the parties that have joint control have rights to the assets, and obligations for the liabilities, relating to the arrangement.
Generally, each party takes a share of the output from the asset and each bears an agreed upon share of the costs incurred in respect of the joint
operation. The Corporation reports its interests in joint operations in its consolidated financial statements using the proportionate consolidation method
by recognizing its share of the assets, liabilities, revenues, and expenses in respect of its interest in the joint operation.

  
In a joint venture, the venturers do not have rights to individual assets or obligations of the venture. Rather, each venturer has rights to the net assets
of the arrangement. The Corporation reports its interests in joint ventures using the equity method. Under the equity method, the investment is initially
recognized at cost and the carrying amount is increased or decreased to recognize the Corporation’s share of the joint venture’s net earnings or loss
after the date of acquisition. The impact of transactions between the Corporation and joint ventures are eliminated based on the Corporation’s
ownership interest. Distributions received from joint ventures reduce the carrying amount of the investment. Any excess of the cost of an acquisition
less the fair value of the recognized identifiable assets, liabilities, and contingent liabilities of an acquired joint venture is recognized as goodwill and is
included in the carrying amount of the investment and is assessed for impairment as part of the investment.

  



Investments in joint ventures are evaluated for impairment at each reporting date by first assessing whether there is objective evidence that the
investment is impaired. Objective evidence could include, for example, such factors as significant financial difficulty of the investee, or information about
significant changes with an adverse effect that have taken place in the technological, market, economic, or legal environment in which the investee
operates, which may indicate that the cost of the investment may not be recovered. If such objective evidence is present, an impairment loss is
recognized if the investment’s recoverable amount is less than its carrying amount. The investment’s recoverable amount is determined as the higher
of value in use and fair value less costs to sell.

  
V. Government Incentives
  

Government incentives are recognized when the Corporation has reasonable assurance that it will comply with the conditions associated with the
incentive and that the incentive will be received. When the incentive relates to an expense item, it is recognized in net earnings over the same period in
which the related costs or revenues are recognized. When the incentive relates to an asset, it is recognized as a reduction of the carrying amount of
PP&E and released to earnings as a reduction in depreciation over the expected useful life of the related asset.
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W. Significant Accounting Judgments and Key Sources of Estimation Uncertainty
  

The preparation of consolidated financial statements requires management to make judgments, estimates, and assumptions that could affect the
reported amounts of assets, liabilities, revenues, expenses, and disclosures of contingent assets and liabilities during the period. These estimates are
subject to uncertainty. Actual results could differ from those estimates due to factors such as fluctuations in interest rates, foreign exchange rates,
inflation and commodity prices, and changes in economic conditions, legislation, and regulations.

  
In the process of applying the Corporation’s accounting policies, management has to make judgments and estimates about matters that are highly
uncertain at the time the estimate is made and that could significantly affect the amounts recognized in the consolidated financial statements. Different
estimates with respect to key variables used in the calculations, or changes to estimates, could potentially have a material impact on the Corporation’s
financial position or performance. The key judgments and sources of estimation uncertainty are described below:

  
I. Impairment of PP&E and Goodwill
  

Impairment exists when the carrying amount of an asset or CGU to which goodwill relates exceeds its recoverable amount, which is the higher of its
fair value less cost to sell and its value in use. An assessment is also made at each reporting date as to whether there is any indication that previously
recognized impairment losses may no longer exist or may have decreased. In determining fair value less costs to sell, information about third-party
transactions for similar assets is used and if none are available, other valuation techniques, such as discounted cash flows, are used. Value in use is
computed using the present value of management’s best estimates of future cash flows based on the current use and present condition of the asset. In
estimating either fair value less costs to sell or value in use using discounted cash flow methods, estimates and assumptions must be made about
sales prices, cost of sales, production, fuel consumed, retirement costs, and other related cash inflows or outflows over the life of the plants, which can
range from 30 to 60 years. In developing these assumptions, management uses estimates of contracted and future market prices based on expected
market supply and demand in the region in which the plant operates, anticipated production levels, planned and unplanned outages, changes to
regulations, and transmission capacity or constraints for the remaining life of the plant. These estimates and assumptions are susceptible to change
from period to period and actual results can, and often do, differ from the estimates, and can have either a positive or negative impact on the estimate
of the impairment charge, and may be material. Key assumptions used in determining the 2012 recoverable amount of the Centralia Coal plant and
Sundance Units 1 and 2 are further explained in Note 13. Information regarding the 2013 determination of CGUs for asset and goodwill impairment
testing can be found in Notes 13 and 25.

  
II. Leases
  

In determining whether the Corporation’s PPAs and other long-term electricity and thermal sales contracts contain, or are, leases, management must
use judgment in assessing whether the fulfillment of the arrangement is dependent on the use of a specific asset and the arrangement conveys the
right to use the asset. For those agreements considered to contain, or be, leases, further judgment is required to determine whether substantially all of
the significant risks and rewards of ownership are transferred to the customer or remain with the Corporation, to appropriately account for the
agreement as either a finance or operating lease. These judgments can be significant and impact how the Corporation classifies amounts related to the
arrangement as either PP&E or as a finance lease receivable on the Consolidated Statements of Financial Position, and therefore the amount of certain
items of revenue and expense is dependent upon such classifications.

  
III. Income Taxes
  

Preparation of the consolidated financial statements involves determining an estimate of, or provision for, income taxes in each of the jurisdictions in
which the Corporation operates. The process also involves making an estimate of income taxes currently payable and income taxes expected to be
payable or recoverable in future periods, referred to as deferred income taxes. Deferred income taxes result from the effects of temporary differences
due to items that are treated differently for tax and accounting purposes. The tax effects of these differences are reflected in the Consolidated
Statements of Financial Position as deferred income tax assets and liabilities. An assessment must also be made to determine the likelihood that the
Corporation’s future taxable income will be sufficient to permit the recovery of deferred income tax assets. To the extent that such recovery is not
probable, deferred income tax assets must be reduced. Management must exercise judgment in its assessment of continually changing tax
interpretations, regulations, and legislation to ensure deferred income tax assets and liabilities are complete and fairly presented. Differing
assessments and applications than the Corporation’s estimates could materially impact the amount recognized for deferred income tax assets and
liabilities.

 
 

90 TransAlta Corporation   |   2013 Annual Report

 
Notes to Consolidated Financial Statements

 
 

IV. Financial Instruments and Derivatives
  



The Corporation’s financial instruments and derivatives are accounted for at fair value, with the initial and subsequent changes in fair value affecting
earnings in the period the change occurs. The fair values of financial instruments and derivatives are classified within three levels, with Level III fair
values determined using inputs for the asset or liability that are not readily observable. These fair value levels are outlined and discussed in more
detail in Note 19. Some of the Corporation’s fair values are included in Level III because they are not traded on an active exchange or have terms that
extend beyond the time period for which exchange-based quotes are available and require the use of internal valuation techniques or models to
determine fair value. The determination of the fair value of these contracts and derivative instruments can be complex and relies on judgments and
estimates concerning future prices, volatility, and liquidity, among other factors. These fair value estimates may not necessarily be indicative of the
amounts that could be realized or settled, and changes in these assumptions could affect the reported fair value of financial instruments. Fair values
can fluctuate significantly and can be favourable or unfavourable depending on current market conditions. Judgment is also used in determining
whether a highly probable forecasted transaction designated in a cash flow hedge is expected to occur based on the Corporation’s estimates of pricing
and production to allow the future transaction to be fulfilled.

  
V. Project Development Costs
  

Project development costs are capitalized in accordance with the accounting policy in Note 2(K). Management is required to use judgment to
determine if there is reason to believe that future costs are recoverable, and that efforts will result in future value to the Corporation, in determining the
amount to be capitalized.

  
VI. Provisions for Decommissioning and Restoration Activities
  

TransAlta recognizes provisions for decommissioning and restoration obligations as outlined in Note 2(N) and Note 28. Initial decommissioning
provisions, and subsequent changes thereto, are determined using the Corporation’s best estimate of the required cash expenditures, adjusted to
reflect the risks and uncertainties inherent in the timing and amount of settlement. The estimated cash expenditures are present valued using a current,
risk-adjusted, market-based, pre-tax discount rate. A change in estimated cash flows, market interest rates, or timing could have a material impact on
the carrying amount of the provision.

  
VII. Useful Life of PP&E
  

Each significant component of an item of PP&E is depreciated over its estimated useful life. Estimated useful lives are determined based on current
facts and past experience, and take into consideration the anticipated physical life of the asset, existing long-term sales agreements and contracts,
current and forecasted demand, the potential for technological obsolescence, and regulations. The useful lives of PP&E are reviewed at least annually
to ensure they continue to be appropriate.

  
VIII.  Employee Future Benefits
  

The Corporation provides pension and other post-employment benefits, such as health and dental benefits, to employees. The cost of providing these
benefits is dependent upon many factors, including actual plan experience and estimates and assumptions about future experience.

  
The liability for pension and post-employment benefits and associated costs included in annual compensation expenses are impacted by estimates
related to:

  

   employee demographics, including age, compensation levels, employment periods, the level of contributions made to the plans, and earnings on
plan assets;

  

   the effects of changes to the provisions of the plans; and
  

   changes in key actuarial assumptions, including rates of compensation and health-care cost increases, and discount rates.
  

Due to the complexity of the valuation of pension and post-employment benefits, a change in the estimate of any one of these factors could have a
material effect on the carrying amount of the liability for pension and other post-employment benefits or the related expense. These assumptions are
reviewed annually to ensure they continue to be appropriate.

  
IX. Other Provisions
  

Where necessary, TransAlta recognizes provisions arising from ongoing business activities, such as interpretation and application of contract terms,
ongoing litigation, and force majeure claims. These provisions, and subsequent changes thereto, are determined using the Corporation’s best
estimate of the outcome of the underlying event and can also be impacted by determinations made by third parties, in compliance with contractual
requirements. The actual amount of the provisions that may be required could differ materially from the amount recognized.
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3.   Accounting Changes
 
A.   Adoption of New or Amended IFRS

On Jan. 1, 2013, the Corporation adopted the following new accounting standards that were previously issued by the IASB:
 

I.      IFRS 10 Consolidated Financial Statements
IFRS 10 replaces the parts of IAS 27 Consolidated and Separate Financial Statements that deal with consolidated financial statements and Standing
Interpretations Committee (“SIC”) Interpretation 12 Consolidation – Special Purpose Entities. IFRS 10 defines the principle of control, establishes control
as the basis for determining when entities are to be consolidated, and provides guidance on how to apply the principle of control to identify whether an
investor controls an investee. Under IFRS 10, an investor controls an investee when it has all of the following: (i) power over the investee; (ii) exposure,
or rights, to variable returns from the investee; and (iii) the ability to affect those returns.
 
IFRS 10 was applied retrospectively by the Corporation by reassessing whether, on Jan. 1, 2013, the Corporation had control of all of its previously
consolidated entities. As a result of adopting IFRS 10, no changes arose in the entities controlled and consolidated by the Corporation.
 

II.     IFRS 11 Joint Arrangements
IFRS 11 replaces IAS 31 Interests in Joint Ventures and SIC-13 Jointly Controlled Entities – Non-Monetary Contributions by Venturers. IFRS 11
provides for a principles-based approach to the accounting for joint arrangements that requires an entity to recognize its contractual rights and
obligations arising from its involvement in joint arrangements. A joint arrangement is an arrangement in which two or more parties have joint control.
Under IFRS 11, joint arrangements are classified as either a joint operation or a joint venture, whereas under IAS 31, they were classified as a jointly
controlled asset, jointly controlled operation, or a jointly controlled entity. IFRS 11 requires the use of the equity method of accounting for interests in joint

§

§
§



ventures, whereas IAS 31 permitted a choice of the equity method or proportionate consolidation for jointly controlled entities. Under IFRS 11, for joint
operations, each party recognizes its respective share of the assets, liabilities, revenues, and expenses of the arrangement, generally resulting in
proportionate consolidation accounting.
 
IFRS 11 was applied retrospectively by the Corporation by reassessing the type of, and accounting for, each joint arrangement in existence at Jan. 1,
2013. No significant impacts resulted.
 

III.    IFRS 12 Disclosure of Interests in Other Entities
IFRS 12 contains enhanced disclosure requirements about an entity’s interests in subsidiaries, joint arrangements, associates, and consolidated and
unconsolidated structured entities (special purpose entities). The objective of IFRS 12 is that an entity should disclose information that helps financial
statement users evaluate the nature of, and risks associated with, its interests in other entities and the effects of those interests on its financial
statements. Disclosures arising from the adoption of IFRS 12 can be found in Notes 14, 18, and 29.
 

IV.   IFRS 13 Fair Value Measurement
IFRS 13 establishes a single source of guidance for all fair value measurements required by other IFRS, clarifies the definition of fair value, and
enhances disclosures about fair value measurements. IFRS 13 applies when other IFRS require or permit fair value measurements or disclosures. IFRS
13 specifies how an entity should measure fair value and disclose fair value information. It does not specify when an entity should measure an asset, a
liability, or its own equity instrument at fair value. The Corporation’s adoption of IFRS 13, prospectively on Jan. 1, 2013, did not have a material financial
impact upon the consolidated financial position or results of operations; however, certain new or enhanced disclosures are required and can be found in
Note 19.
 

V.    IAS 1 Presentation of Financial Statements
Amendments to IAS 1 Presentation of Financial Statements issued in June 2011 were intended to improve the consistency and clarity of the presentation
of items of comprehensive income by requiring that items presented in OCI be grouped on the basis of whether they are subsequently reclassified from
OCI to net earnings or not. The Consolidated Statements of Comprehensive Income (Loss) have been reorganized to comply with the required
groupings.
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VI.   IAS 19 Employee Benefits
Amendments to IAS 19 Employee Benefits are intended to improve the recognition, presentation, and disclosure of defined benefit plans. The
amendments require the recognition of changes in defined benefit obligations and in fair value of plan assets when they occur, thus eliminating the
“corridor approach” previously permitted. All actuarial gains and losses must be recognized immediately through OCI and the net pension liability or
asset recognized at the full amount of the plan deficit or surplus.
 
Additional changes relate to the presentation, into three components, of changes in defined benefit obligations and plan assets: service cost and net
interest cost is recognized in net earnings and remeasurements are recognized in OCI. The net interest cost introduced in these amendments removes
the concept of expected return on plan assets that was previously recognized in net earnings.
 
The Corporation calculates the net interest cost for its defined benefit plans by applying the discount rate at the beginning of the reporting period to the
net defined benefit liability at the beginning of the reporting period. An expected return on plan assets is no longer calculated and recognized as part of
pension expense. The elimination of the corridor method had no impact as the Corporation has, since the adoption of IFRS, recognized actuarial gains
and losses in OCI in the period in which they occurred.
 
On adoption, the Corporation applied the amendments retrospectively. The impacts as at Dec. 31, 2012 and Jan. 1, 2012, respectively, were an
increase in the cumulative prior periods’ pre-tax pension expense of $17 million and $11 million ($12 million and $8 million after-tax, respectively), as a
result of the application of the net interest cost requirements.
 
For the year ended Dec. 31, 2012, Operations, maintenance, and administration expense increased by $4 million (2011 – $7 million) as a result of
increased pension expense and net after-tax actuarial losses on defined benefit plans as reported in OCI decreased by $3 million (2011 – $5 million).
 

VII.  Interpretation 20 Stripping Costs in the Production Phase of a Surface Mine (“IFRIC 20”)
IFRIC 20 clarifies the requirements for accounting for stripping costs in the production phase of a surface mine. Stripping costs are costs associated with
the process of removing waste from a surface mine in order to gain access to mineral ore deposits. The Interpretation clarifies when production stripping
should lead to the recognition of an asset and how that asset should be measured, both initially and in subsequent periods.
 
The Corporation recognizes a stripping activity asset for its Highvale mine when all of the following are met: (i) it is probable that the future benefit
associated with improved access to the coal reserves associated with the stripping activity will be realized; (ii) the component of the coal reserve to
which access has been improved can be identified; and (iii) the costs related to the stripping activity associated with that component can be measured
reliably. Costs include those directly incurred to perform the stripping activity as well as an allocation of directly attributable overheads. The resulting
stripping activity asset is amortized on a unit-of-production basis over the expected useful life of the identified component that it relates to. The
amortization is recognized as a component of the standard cost of coal inventory.
 
As required by the transitional provision of IFRIC 20, the Interpretation was applied by the Corporation to production stripping costs incurred on or after
Jan. 1, 2011, which will be the earliest comparative period presented within the Corporation’s annual financial statements for the year ended Dec. 31,
2013, which resulted in adjustments to the 2012 earnings. The impacts on the Consolidated Statements of Financial Position as at Dec. 31, 2012 were
to recognize $9 million in costs as a stripping activity asset, increase coal inventory by $2 million, both classified within inventory, increase deferred
income tax liabilities by $3 million, and decrease retained deficit by $8 million. The impacts on the Consolidated Statements of Financial Position as at
Jan. 1, 2012 were to recognize $9 million in costs as a stripping activity asset, decrease coal inventory by $2 million, both classified within inventory,
increase deferred income tax liabilities by $2 million, and increase retained earnings by $5 million.
 
The impact of this change in accounting policy on the Consolidated Statements of Earnings (Loss) for the year ended Dec. 31, 2012 was a reduction of
$4 million in fuel and purchased power (2011 – $7 million).
 
Basic and diluted net earnings per share attributable to common shareholders for 2012 decreased by $0.01 (2011 – nil) as a result of IAS 19 and IFRIC
20 impacts.
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VIII. IFRS 7 Financial Instruments: Disclosures

Amendments to IFRS 7 include disclosures about all recognized financial instruments that are set-off in accordance with IAS 32. The amendments also
require disclosure of information about recognized financial instruments subject to enforceable master netting arrangements and similar agreements
even if they are not set-off under IAS 32. The resulting disclosures can be found in Note 20.
 

IX.   Annual Improvements 2009-2011
In May 2012, the IASB issued a collection of necessary, non-urgent amendments to several IFRS resulting from its annual improvements process. The
amendments, as applicable, have been applied by the Corporation on Jan. 1, 2013. None of the amendments, which are generally technical and narrow
in scope, had a material financial impact upon the consolidated financial position or results of operations.
 

B.   Current Accounting Changes
Change in Estimates – Useful Lives
During 2013, management completed a comprehensive review of the estimated useful lives of our hydro assets, having regard for, among other things,
our economic life cycle maintenance program and the existing condition of the assets. As a result, depreciation was reduced by $5 million for the year
ended Dec. 31, 2013 and is expected to be reduced by $5 million annually thereafter.
 

C.   Prior Year Accounting Changes
Change in Estimates – Useful Lives
As a result of amendments to Canadian federal regulations requiring that coal-fired plants be shut down after 50 years of operation, the Corporation
reviewed the useful lives of its Alberta coal-fired generating facilities and related coal mining assets and where permitted under the regulations, extended
the useful lives to the maximum of 50 years. The previous draft regulations proposed shutdown after 45 years. As a result, depreciation expense was
reduced by $12 million for the year ended Dec. 31, 2012 compared to 2011.
 

D.   Comparative Figures
Certain comparative figures have been reclassified to conform to the current period’s presentation. These reclassifications did not impact previously
reported net earnings.
 

E.   Future Accounting Changes
New or amended applicable accounting standards that have been previously issued by the IASB but are not yet effective, and have not been applied by
the Corporation, are as follows:
 

I.      IFRS 9 Financial Instruments
In November 2009, the IASB issued IFRS 9 Financial Instruments, which replaced the classification and measurement requirements in IAS 39 Financial
Instruments: Recognition and Measurement for financial assets. Financial assets must be classified and measured at either amortized cost or at fair
value through profit or loss or through OCI depending on the basis of the entity’s business model for managing the financial asset, and the contractual
cash flow characteristics of the financial asset.
 
In October 2010, the IASB issued additions to IFRS 9 regarding financial liabilities. The new requirements address the problem of volatility in net
earnings arising from an issuer choosing to measure a liability at fair value and require that the portion of the change in fair value due to changes in the
entity’s own credit risk be presented in OCI, rather than within net earnings.
 
In November 2013, the IASB issued amendments to IFRS 9 that introduce a new general hedge accounting model intended to be simpler and more
closely focus on how an entity manages its risks. Additional amendments to IFRS 9 allow a reporting entity to present changes in its own credit risk
associated with liabilities designated at fair value through profit or loss in OCI.
 
The IASB also removed the Jan. 1, 2015 mandatory effective date from IFRS 9. The IASB will decide on a new effective date when the entire IFRS 9
project is closer to completion. Entities may still early-adopt the finalized and issued provisions of IFRS 9.
 
The Corporation does not expect that any material impacts will result from these standards; however, the Corporation continues to assess the impact of
adopting these amendments on the consolidated financial statements.
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II.     IAS 36 Impairment of Assets (Recoverable Amount Disclosures)
In May 2013, the IASB issued amendments to the disclosure requirements of IAS 36 Impairment of Assets. The amendments clarify that the recoverable
amount of an asset or CGU is to be disclosed only in periods in which an impairment loss has been recognized or reversed. Additional disclosures
regarding the level of the IFRS 13 fair value hierarchy and information about valuation techniques and key assumptions are required, in certain
circumstances, when an impairment loss or reversal has been recognized and the recoverable amount is based on fair value less costs of disposal. The
amended disclosure requirements apply retrospectively to annual reporting periods beginning on or after Jan. 1, 2014.
 

III.    IAS 32 Offsetting Financial Assets and Liabilities
In December 2011, the IASB issued amendments to IAS 32 Financial Instruments: Presentation. The amendments are intended to clarify certain
aspects of the existing guidance on offsetting financial assets and financial liabilities due to the diversity in application of the requirements on offsetting
and are effective for annual periods beginning on or after Jan. 1, 2014. The Corporation is currently assessing the impact of adopting the IAS 32
amendments on the consolidated financial statements.
 

4.   TransAlta Renewables Inc.
 



On May 28, 2013 the Corporation formed a new subsidiary, TransAlta Renewables Inc. (“TransAlta Renewables”), to provide investors with the
opportunity to invest directly in a highly contracted portfolio of renewable power generation facilities. The Corporation retains control over TransAlta
Renewables, and therefore consolidates TransAlta Renewables. As a result, any loans outstanding or transactions between the Corporation and
TransAlta Renewables are eliminated on consolidation in the Corporation’s financial statements.
 

A.   Transfer of Generating Assets
On Aug. 9, 2013, the Corporation transferred 28 indirectly owned wind and hydroelectric generating assets to TransAlta Renewables through the sale of
all the issued and outstanding shares of two subsidiaries: Canadian Hydro Developers, Inc. (“CHD”) and Western Sustainable Power Inc. As
consideration for the transfer, the Corporation received: i) 66.7 million common shares of TransAlta Renewables valued at $10 per share for total share
consideration of $667 million; ii) a Closing Note receivable in the amount of $187 million; iii) a Short Term Note receivable in the amount of $250 million;
iv) an Acquisition Note receivable in the amount of $30 million; and v) an Amortizing Loan receivable in the amount of $200 million.
 

B.   Initial Public Offering of Common Shares
On July 31, 2013, TransAlta Renewables filed a final prospectus to qualify the distribution of 20.0 million of its common shares, to be issued pursuant to
the terms of an underwriting agreement at a price of $10.00 per common share (the “Offering”). TransAlta Renewables granted to the underwriters an
option (the “Over-Allotment Option”), exercisable in whole or in part for a period of 30 days following Closing, to purchase, at the Offering price, up to an
additional 3.0 million common shares (representing 15 per cent of the common shares offered under the prospectus).
 
On Aug. 29, 2013, TransAlta Renewables completed the Offering and issued 20.0 million common shares for gross proceeds of $200 million. The net
proceeds of the Offering were used by TransAlta Renewables to repay the $187 million Closing Note issued to the Corporation. On Aug. 29, 2013, the
underwriters exercised their Over-Allotment Option in part to purchase an additional 2.1 million common shares at the Offering price of $10.00 per
common share for gross proceeds of $21 million. TransAlta Renewables used the net proceeds received from the partial exercise of the Over-Allotment
Option to repay a portion of the amount outstanding under the Acquisition Note issued to TransAlta. The remaining principal amount of $9 million
outstanding under the Acquisition Note after such payment has been converted into 0.9 million common shares of TransAlta Renewables on the basis of
one common share for each $10.00 owing to the Corporation under the Acquisition Note. After completion of the transactions, the Corporation owns 92.6
million common shares of TransAlta Renewables, representing an 80.7 per cent ownership interest. In total, the Corporation received $207 million in
cash consideration net of commissions and expenses.
 
Effective Aug. 9, 2013, the net earnings and total comprehensive income (loss) attributable to the 19.3 per cent divested interest are reflected in net
earnings (loss) attributable to non-controlling interests and total comprehensive income (loss) attributable to non-controlling interests, respectively, on
the Consolidated Statements of Earnings (Loss) and on the Consolidated Statements of Comprehensive Income (Loss), respectively. The excess of
consideration received over the net book value of the Corporation’s divested interest was $4 million and was recorded in retained earnings (deficit). As
at Dec. 31, 2013, the net assets attributable to the 19.3 per cent divested interest are reflected in equity attributable to non-controlling interests in the
Consolidated Statements of Financial Position.
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5.   California Claim
 

In response to complaints filed by San Diego Gas & Electric Company, the California Attorney General, and other government agencies, the Federal
Energy Regulatory Commission (“FERC”) ordered TransAlta to refund approximately U.S.$47 million for sales made by it in the organized markets of the
California Power Exchange, the California Independent System Operator, and the California Department of Water Resources during the 2000 - 2001
period. In addition, the California parties have sought additional refunds, which to date have been rejected by FERC. TransAlta established a U.S.$47
million provision to cover any potential refunds. Final rulings are not expected in the near future.
 
For the year ended Dec. 31, 2013, the Corporation accrued for a potential settlement of all outstanding disputes with the California parties, which
resulted in a pre-tax charge to earnings of approximately U.S.$52 million.
 

6.   Sundance Units 1 and 2 Return to Service
 

In December 2010, Units 1 and 2 of the Corporation’s Sundance facility were shut down due to conditions observed in the boilers at both units. On
July 20, 2012, an arbitration panel concluded that Unit 1 and Unit 2 were not economically destroyed under the terms of the PPA and the Corporation
was required to restore the units to service. For the year ended Dec. 31, 2012, the pre-tax income statement impact of the ruling that has been recorded
under the caption “Sundance Units 1 and 2 return to service” in the Consolidated Statements of Earnings (Loss) was $254 million.
 
During 2013, $25 million of components were retired as a result of the work completed on the units to return them to service. Sundance Unit 1 returned
to service on Sept. 2, 2013 and Unit 2 returned to service on Oct. 4, 2013. The Corporation has issued notices to the buyers regarding the cessation of
the force majeure period for the two units.
 

7.   SunHills Mining Limited Partnership
 

Effective Jan. 17, 2013, the Corporation assumed, through its wholly owned SunHills Mining Limited Partnership (“SunHills”), operations and
management control of the Highvale Mine from Prairie Mines and Royalty Ltd. (“PMRL”). PMRL employees working at the Highvale Mine were offered
employment by SunHills, which agreed to assume responsibility for certain pension plan and pension funding obligations, which the Corporation
previously funded through the payments made under the PMRL mining contracts. As a result, a pre-tax loss of $29 million was recognized during the
first quarter, along with the corresponding liabilities.
 
The Corporation also entered into finance leases for mining equipment that was in use, or committed to, by PMRL for mining operations. As a result,
$33 million in mining equipment has been capitalized to PP&E and the related finance lease obligations recognized during 2013. At the end of the lease
terms, the Corporation is eligible to purchase the assets for a nominal amount. The amounts payable under the finance leases are further discussed in
Note 12(B).
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8.   Acquisitions and Disposals
 
A.   Acquisitions
I.      2013

On Dec. 20, 2013, the Corporation completed the acquisition of a 144 megawatt (“MW”) wind farm in Wyoming (“Wyoming Wind”) from an affiliate of
NextEra Energy Resources, LLC. The total cash consideration transferred was U.S.$102 million ($109 million). The acquisition is TransAlta’s first wind
project in the Western United States and aligns with the Corporation’s strategy of growing its renewables platform and diversifying its presence in that
region.
 
At the acquisition date, the fair value of assets acquired and liabilities assumed is as follows:
 
Assets:
Property, plant, and equipment 79
Intangible assets 20
Goodwill 13
Total assets acquired 112
Liabilities:
Decommissioning and restoration provision 3
Total liabilities assumed 3
Total consideration transferred 109
 
Goodwill arose in the acquisition primarily as a result of the expectation by the Corporation of future market growth and development opportunities in the
region. These benefits are not recognized separately from goodwill as they do not meet the recognition criteria for identifiable intangible assets. All of
the goodwill is expected to be deductible for tax purposes.
 
The initial accounting for the acquisition has been provisionally determined, as certain joint tax elections are still to be agreed upon and completed by
the Corporation and the seller, and the elected amounts could impact the acquisition date fair values.
 
Revenue of $1 million and net earnings of $1 million attributable to the operations of the Wyoming Wind farm have been included in net earnings, from
Dec. 20, 2013.
 

II.     2012
On Sept. 28, 2012, the Corporation acquired the 125 MW Solomon power station located in Western Australia from Fortescue Metals Group Ltd.
(“Fortescue”) for U.S.$318 million. The power station was commissioned in the fourth quarter of 2013. The facility is fully contracted with Fortescue
under a long-term Power Purchase Agreement (“Agreement”) with an initial term of 16 years commencing in October 2012, after which Fortescue will
have the option to either extend the Agreement for an additional five years under the same terms or to acquire the facility. The Corporation has
accounted for the facility and associated Agreement as a finance lease with TransAlta being the lessor (see Note 12(A)).
 

III.    2011
On Nov. 1, 2011, the Corporation purchased the remaining 50 per cent of the Taylor Hydro jointly controlled asset from Capital Power, the joint venture
partner, for $7 million. As the Corporation acquired control of the overall business, the entire asset was remeasured at the acquisition-date fair value.
 

B.   Disposals
During 2013, the Corporation realized a pre-tax gain of $10 million relating to the sale of land and a pre-tax gain of $2 million relating to the sale of British
Columbia water rights.
 
During 2011, the Corporation sold its biomass facility located in Grande Prairie. The sale was effective Sept. 1, 2011 and closed on Oct. 1, 2011. As a
result, the Corporation realized a pre-tax gain of $9 million. During 2012, the Corporation realized a pretax gain of $3 million resulting from the release of
the remaining consideration related to the achievement of the Environmental Attribute Conditions by the purchaser.
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9.    Gain on Sale of (Reserve on) Collateral
 

During September 2012, the Corporation sold, for net proceeds of U.S.$33 million, its claim against MF Global Inc. pertaining to the return of U.S.$36
million of collateral that had been posted by the Corporation. As a result, a pre-tax gain of $15 million ($11 million after tax) was realized. The claim, filed
during the first quarter of 2012, related primarily to the Corporation’s collateral on foreign futures transactions.
 
In October 2011, MF Global Holdings Ltd. filed for bankruptcy protection in the United States. MF Global Holdings Ltd. is the parent company of MF
Global Inc., which was used by TransAlta as a broker-dealer for certain commodity transactions. MF Global Inc. had not filed for bankruptcy in 2011 but,
under the U.S. Securities Investor Protection Act, the Securities Investor Protection Corp. was overseeing a liquidation of the broker-dealer to return
assets to customers. A trustee had been appointed to take control of and liquidate the assets of MF Global Inc. and return client collateral. A significant
portion of TransAlta’s collateral related to collateral on foreign futures transactions that would have been in accounts in the United Kingdom (“U.K.”) and
was subject to a dispute between the U.S. trustee and the U.K. administrator. In December 2011, TransAlta had net collateral of approximately U.S.$36
million with MF Global Inc. and due to the uncertainty of collection, a U.S.$18 million reserve was recognized. At Dec. 31, 2011, the net amount of the
collateral had been reclassified to a long-term asset on the Consolidated Statements of Financial Position.
 

10. Insurance Recovery
 

During 2013, the Corporation realized a pre-tax gain of $8 million relating to business interruption insurance claims made as a result of the flooding
during the second quarter of 2013 and forced outages at the Corporation’s gas and hydro facilities in 2011.
 



11. Expenses by Nature
 

Expenses classified by nature are as follows:
 

Year ended Dec. 31 2013
 

2012 2011
Operations, Operations, Operations,

Fuel and maintenance, Fuel and maintenance, Fuel and maintenance,
purchased and purchased and purchased and

power administration power administration power administration
Fuel 778 – 645 – 714 –
Purchased power 85 – 63 – 138 –
Depreciation 58 – 41 – 40 –
Salaries and benefits 5 251 4 261 3 296
Other operating expenses – 265 – 238 – 256
Total 926 516 753 499 895 552
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12. Leases
 
A.    The Corporation as Lessor
I.       Finance Leases

Amounts receivable under the Corporation’s finance leases, including the Fort Saskatchewan cogeneration facility and the Solomon power station
finance leases, are as follows:

 
As at Dec. 31 2013 2012

Present value of Present value of
Minimum lease minimum lease Minimum lease minimum lease

payments payments payments payments
Within one year 50 46 46 43
Second to fifth years inclusive 209 143 194 132
More than five years 494 160 513 158

753 349 753 333
Less: unearned finance lease income 548 – 558 –
Add: unguaranteed residual value 175 31 164 26
Total finance leases receivable 380 380 359 359
Included in the Consolidated Statements of

Financial Position as:
Current portion of finance lease receivable 3 2
Finance lease receivable 377 357

380 359
 
The interest rates inherent in the leases are fixed at the contract date for the entire lease term and are approximately 17 per cent and 12 per cent per
annum, respectively, for the Fort Saskatchewan and the Solomon finance leases.
 

II.      Operating Leases
Several of the Corporation’s PPAs and other long-term contracts meet the criteria of operating leases. Total rental income, including contingent rent,
related to these contracts and reported in revenues in the Consolidated Statements of Earnings (Loss) for the year ended Dec. 31, 2013 was $208
million (2012 – $188 million, 2011 – $159 million).
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B.    The Corporation as Lessee
I.       Finance Leases

Amounts payable under the Corporation’s finance leases for mining equipment (see Note 7) are as follows:
 

As at Dec. 31, 2013
Present value of

Minimum lease minimum lease
payments payments

Within one year 9 9
Second to fifth years inclusive 18 16

27 25
Less: interest cost 2 –
Total finance lease obligation 25 25



Included in the Consolidated Statements of Financial Position as:
Current portion of finance lease obligation 8
Finance lease obligation 17

25
 
II.               Operating Leases
 

TransAlta has operating leases in place for buildings, vehicles, and various types of equipment.
 
During the year ended Dec. 31, 2013, $10 million (2012 – $13 million, 2011 – $12 million) was recognized as an expense in the Consolidated
Statements of Earnings (Loss) in respect of these operating leases. No sublease payments were received or made, nor were any contingent rental
payments made in respect of these operating leases.
 
Future minimum lease payments required under non-cancellable operating leases are as follows:
 
2014 12
2015 10
2016 10
2017 8
2018 7
2019 and thereafter 52
Total minimum lease payments 99
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13.    Asset Impairment Charges and Reversals
 
A.         Renewables
 

During 2013, the Corporation recognized a total pre-tax impairment charge of $4 million related to three contracted hydro assets within the renewables
fleet. The assets were impaired primarily due to an increase in future capital and operating expenses that resulted from the completion of condition
assessments. The annual impairment assessments are based on estimates of fair value less costs to sell derived from long range forecasts. The
impairment losses are included in the Generation Segment.
 
During 2012, the Corporation recognized a pre-tax impairment charge of $18 million related to five assets within the renewables fleet. The impairments
resulted from the completion of the annual impairment assessment based on estimates of fair value less costs to sell, derived from the long range
forecasts and prices evidenced in the marketplace. The assets were impaired primarily due to expectations regarding lower market prices. The
impairment losses were included in the Generation Segment.
 

B.          Alberta Merchant
 

As part of the annual impairment review and assessment process in 2013, it was determined that the Corporation’s Alberta plants that have significant
merchant capacity should be considered one cash-generating unit (the “Alberta Merchant CGU”). Previously, each plant was assessed for impairment
individually. The reasons for this change include consideration of the Final Regulations published by the Canadian federal government in
September 2012 governing Greenhouse Gas emissions and the 50-year total life for Canadian coal-fired power plants; and the Corporation’s refinement
of its risk management approach and practices regarding its Alberta wholesale market price exposure. The Final Regulations confirmed additional
operating time and increased flexibility for the Corporation’s Alberta coal plants and led, in part, to the Corporation broadening its view on the
management of its Alberta wholesale market price exposure. While no impairment losses were recognized in 2013 for the Alberta Merchant CGU, total
pre-tax impairment losses of $23 million that were recognized previously on renewables plants that now form part of the Alberta Merchant CGU were
reversed. The Alberta Merchant CGU’s recoverable amount was based on an estimate of fair value less costs to sell using a discounted cash flow
methodology, based on the Corporation’s long range forecasts and prices evidenced in the marketplace.
 
The pre-tax reversal is recognized in the Generation Segment.

 
C.         Sundance Units 1 and 2
 

During 2012, the Corporation reversed $41 million of the $43 million impairment losses previously taken on Sundance Units 1 and 2. The reversal arose
as a result of the additional years of merchant operations expected to be realized at Units 1 and 2 due to amendments to Canadian federal regulations
requiring that coal-fired plants be shut down after a maximum of 50 years of operation. The previous draft regulations proposed shutdown after 45 years.
The recoverable amount was based on an estimate of fair value less costs to sell, derived from the cash flows expected to result over the revised useful
life of the Units, taking into consideration the provisions of the PPA and prices evidenced in the marketplace. The impairment assessment was based on
an estimate of fair value less costs to sell, derived from the cash flows expected to result under the provisions of the PPA. The loss and reversal were
included in the Generation Segment.
 

D.         Centralia Thermal
 

The TransAlta Energy Bill and a Memorandum of Agreement was signed on Dec. 23, 2011 that provided a framework for the orderly transition from coal-
fired energy produced at Centralia Thermal and the shutdown of the units in 2020 and 2025. On July 25, 2012, the Corporation announced that it entered
into a long-term power agreement to provide electricity from the Centralia Thermal plant to Puget Sound Energy (“PSE”) from December 2014 until the
facility is fully retired in 2025. As a result of these agreements, the Corporation recognized a pre-tax impairment charge of $347 million included in the
Generation Segment during 2012. The impairment assessment was based on whether the carrying amount of the Centralia Thermal plant was
recoverable based on an estimate of fair value less costs to sell.
 

E.          Reversals
 

Impairment charges can be reversed in future periods if the forecasted cash flows to be generated by the impacted plants improve.
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14.    Investments
 

The Corporation’s investments in joint ventures accounted for using the equity method consist of its investments in CE Gen, Wailuku, TAMA
Transmission LP, and CalEnergy, LLC (“CalEnergy”).
 
The change in investments is as follows:
 
Balance, Dec. 31, 2011 193
Equity loss (15)
Distributions received (1)
Change in foreign exchange rates (5)
Balance, Dec. 31, 2012 172
Equity loss (10)
Addition to equity investments 17
Change in foreign exchange rates 13
Balance, Dec. 31, 2013 192
 
Summarized financial information on the results of operations and financial position relating to the Corporation’s pro-rata interests in CE Gen, Wailuku,
TAMA Transmission LP, and CalEnergy is as follows:
 
Year ended Dec. 31 2013 2012 2011
Results of operations
Revenues 108 101 133
Expenses (118) (116) (119)
Proportionate share of net earnings (loss) (10) (15) 14

 
Summarized financial information relating to 100 per cent of CE Gen, including adjustments for the application of consistent accounting policies and the
Corporation’s purchase price adjustments, is as follows:
 
Year ended Dec. 31 2013 2012 2011
Revenues 212 197 263
Depreciation and amortization 85 86 96
Interest expense 21 22 29
Income tax recovery (23) (26) (7)
Net loss (19) (30) (25)
Other comprehensive loss (1) - -
Total comprehensive loss (20) (30) (25)
Distributions received - - 15

        
As at Dec. 31 2013 2012
Current assets 107 93
Long-term assets 658 675
Current liabilities (76) (62)
Long-term liabilities (361) (409)
Net assets 328 297
Additional items included above
Cash and cash equivalents 50 27
Current financial liabilities (48) (35)
Long-term financial liabilities (201) (233)
 

1 Excludes trade and other payables and provisions
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A reconciliation of the carrying amount to the Corporation’s 50 per cent interest in the CE Gen joint venture is as follows:
 
As at Dec. 31 2013 2012

 

Net assets 328 297
Less: minority interest in CE Gen (13) (14)
Less: 50 per cent of CE Gen’s net assets not owned by the Corporation (128) (116)

Net investment 187 167
 

1

1



CE Gen’s ability to make distributions to its owners, including the Corporation, is restricted by covenants and conditions, including principal and interest
funding deposit requirements imposed by certain project-related debt agreements.
 
At Dec. 31, 2013, the carrying amount of the Corporation’s net investment in Wailuku, TAMA Transmission LP, and CalEnergy is $5 million (2012 – $5
million).
 
On Feb. 20, 2014, the Corporation announced an agreement to sell the Corporation’s 50 per cent ownership of CE Gen and Wailuku (see Note 43).
 

15.    Net Interest Expense
 

The components of net interest expense are as follows:
 
Year ended Dec. 31 2013 2012 2011
Interest on debt 240 227 228
Interest income - (2) -

Capitalized interest (Note 24) (2) (4) (31)
Ineffectiveness on hedges - 4 (1)
Interest expense 238 225 196

Accretion of provisions (Note 28) 18 17 19
Net interest expense 256 242 215
 
The Corporation capitalizes interest during the construction phase of growth capital projects. The capitalized interest in 2013 and 2012 related to the
New Richmond wind farm. The capitalized interest in 2011 relates primarily to Keephills Unit 3.
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16. Income Taxes
 
A.         Consolidated Statements of Earnings (Loss)
 

I.                   Rate Reconciliations
 

Year ended Dec. 31 2013 2012 2011
Earnings (loss) before income taxes (12) (445) 449

Equity (income) loss (Note 14) 10 15 (14)
Net earnings attributable to non-controlling interests (29) (37) (38)
Adjusted earnings (loss) before income taxes (31) (467) 397
Statutory Canadian federal and provincial income tax rate (%) 25.0 25.0 26.5
Expected income tax expense (recovery) (8) (117) 105
Increase (decrease) in income taxes resulting from:

Lower effective foreign tax rates (21) (49) (3)
Resolution of uncertain tax matters (1) (27) -
Statutory and other rate differences (5) 7 (1)
Writedown of deferred income tax assets 28 289 -
Other (1) (1) 5

Income tax expense (recovery) (8) 102 106

Effective tax rate (%) 26 (22) 27
 
II.               Components of Income Tax Expense

The components of income tax expense (recovery) are as follows:
 

Year ended Dec. 31 2013 2012 2011
Current income tax expense 38 27 26
Adjustments in respect of current income tax of previous years 1 (3) -
Adjustments in respect of deferred income tax of previous years (1) 1 -
Deferred income tax expense (recovery) related to the origination and reversal of temporary

differences (68) (71) 78
Deferred income tax expense (recovery) resulting from changes in tax rates or laws (5) 7 -
Benefit arising from previously unrecognized tax loss, tax credit, or temporary difference of a prior

period used to reduce current income tax expense - (11) -
(Benefit) expense arising from previously unrecognized tax loss, tax credit, or temporary difference

of a prior period used to reduce deferred income tax expense (1) (16) 2
Deferred income tax expense arising from the writedown of deferred income tax assets 28 168 -
Income tax expense (recovery) (8) 102 106

 
1              On June 20, 2012, the Ontario budget bill froze the Ontario general corporate tax rate at 11.5 per cent. The Corporation had been using the previously substantively enacted tax rate of 10.0 per cent.

During 2013, the Corporation adjusted the deferred tax rate to incorporate the Ontario M&P tax credit, which reduced the corporate tax rate back to 10.0 per cent. During 2013, changes in provincial
rates were enacted in British Columbia and New Brunswick.

 
Year ended Dec. 31 2013 2012 2011
Current income tax expense 39 13 26

1



Deferred income tax expense (recovery) (47) 89 80
Income tax expense (recovery) (8) 102 106
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B.          Consolidated Statements of Changes in Equity

The aggregate current and deferred income tax related to items charged or credited to equity are as follows:
 
Year ended Dec. 31 2013 2012 2011
Income tax expense (recovery) related to:

Net impact related to cash flow hedges 12 (15) (101)
Net impact related to net investment hedges (5) 2 (5)
Net actuarial losses 11 (8) (7)
Common and preferred share issuance costs - (5) (2)

Income tax expense (recovery) reported in equity 18 (26) (115)
 

C.         Consolidated Statements of Financial Position
Significant components of the Corporation’s deferred income tax assets (liabilities) are as follows:
 
As at Dec. 31 2013 2012
Net operating loss carryforwards 665 574
Future decommissioning and restoration costs 91 91
Property, plant, and equipment (923) (865)
Risk management assets and liabilities, net (24) (21)
Employee future benefits and compensation plans 60 67
Interest deductible in future periods 63 57
Allowance for doubtful accounts 18 18
Foreign exchange differences on U.S.-denominated debt 6 (24)
Deferred coal rights revenue 13 -
Other deductible temporary differences 7 9
Net deferred income tax liability, before writedown of deferred income tax assets (24) (94)
Writedown of deferred income tax assets (317) (289)
Net deferred income tax liability, after writedown of deferred income tax assets (341) (383)
 
1            During 2013, the Corporation wrote off $28 million (2012 - $289 million) of deferred income tax assets related to approximately $80 million (2012 - $826 million) of deductible temporary differences of

its U.S. operations. The deferred income tax assets relate mainly to property, plant, and equipment, future decommissioning and restoration costs, undeducted interest, and net operating losses that
expire between 2021 and 2033.

 
The net deferred income tax liability is presented in the Consolidated Statements of Financial Position as follows:
 
As at Dec. 31 2013 2012
Deferred income tax assets 118 90
Deferred income tax liabilities (459) (473)
Net deferred income tax liability (341) (383)
 
1           The deferred income tax assets presented on the Consolidated Statements of Financial Position are recoverable based on estimated future earnings. The assumptions used in the estimate of future

earnings are based on the Corporation’s long-range forecasts.
 

D.         Contingencies
As of Dec. 31, 2013, the Corporation had recognized a net liability of $8 million (2012 - $9 million) related to uncertain tax positions. The change in the
liability for uncertain tax positions is as follows:
 
    
Balance, Dec. 31, 2011 (43)
Decrease as a result of settlements with taxation authorities 34
Balance, Dec. 31, 2012 (9)
Increase as a result of tax positions taken during a prior period (3)
Decrease as a result of settlements with taxation authorities

4
Balance, Dec. 31, 2013 (8)
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17. Accounts Receivable
 

As at Dec. 31 2013 2012
Gross accounts receivable 522 643

Allowance for doubtful accounts (Note 5) (49) (46)
Net accounts receivable 473 597

 
The change in allowance for doubtful accounts is as follows:
    
Balance, Dec. 31, 2011 47
Change in foreign exchange rates (1)
Balance, Dec. 31, 2012 46
Change in foreign exchange rates 3
Balance, Dec. 31, 2013 49

 
18. Non-Controlling Interests
 

The Corporation’s subsidiaries and operations that have non-controlling interests are as follows:
 
Subsidiary/Operation Non-controlling interest
TransAlta Cogeneration L.P. 49.99% - Canadian Power Holdings Inc.
TransAlta Renewables 19.30% - Public shareholders
Kent Hills wind farm 17% - Natural Forces Technologies Inc.

 

1  Owned by TransAlta Renewables.
 
A.         Summarized Financial Information Relating to Subsidiaries with Significant

Non-Controlling Interests
 

I.                   TransAlta Cogeneration L.P.
 

Year ended Dec. 31 2013 2012 2011
Results of operations
Revenues 295 306 316
Net earnings 48 69 69
Total comprehensive income 71 57 31
Amounts attributable to the non-controlling interest:

Net earnings 24 34 34
Total comprehensive income 36 28 16

Distributions paid to Canadian Power Holdings Inc. (46) (55) (55)

        
As at Dec. 31 2013 2012
Current assets 56 71
Long-term assets 632 678
Current liabilities (56) (74)
Long-term liabilities (68) (87)
Total equity (564) (588)
Equity attributable to Canadian Power Holdings Inc. (280) (290)
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II.               TransAlta Renewables
 

Year ended Dec. 31 2013
Results of operations
Revenues 245
Net earnings 53
Total comprehensive income 54
Amounts attributable to the non-controlling interests:
Natural Forces Technologies Inc.

Net earnings 3
Total comprehensive income 3

Public shareholders
Net earnings 2
Total comprehensive income 2

Distributions paid to Natural Forces Technologies Inc. (4)
Dividends paid to public shareholders of TransAlta Renewables (5)

 

1  TransAlta Renewables was formed in August 2013; accordingly, a non-controlling interest did not exist prior to 2013 and comparative information is not provided.

1

1



 
As at Dec. 31 2013
Current assets 59
Long-term assets 1,954
Current liabilities (100)
Long-term liabilities (846)
Total equity (1,067)

Equity attributable to Natural Forces Technologies Inc. (39)
Equity attributable to public shareholders of TransAlta Renewables (198)

 
B.          Consolidated Statements of Earnings (Loss)
 

Year ended Dec. 31 2013 2012 2011
Canadian Power Holdings Inc.’s interest in TransAlta Cogeneration, L.P. 24 34 35
Public shareholders’ interest in TransAlta Renewables 2 - -
Natural Forces Technologies Inc.’s interest in Kent Hills 3 3 3
Total 29 37 38
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C.   Consolidated Statements of Financial Position
 

As at Dec. 31 2013 2012
Canadian Power Holdings Inc.’s interest in TransAlta Cogeneration, L.P. 280 290
Public shareholders’ interest in TransAlta Renewables 198 –
Natural Forces Technologies Inc.’s interest in Kent Hills 39 40
Total 517 330
     
The change in non-controlling interests is as follows:
     
Balance, Dec. 31, 2011 358
Non-controlling interests’ portion of net earnings 37
Non-controlling interests’ portion of OCI (6)
Distributions paid to non-controlling interests (59)
Balance, Dec. 31, 2012 330
Formation of TransAlta Renewables 206
Non-controlling interests’ portion of net earnings 29
Non-controlling interests’ portion of OCI 12
Distributions paid, and payable, to non-controlling interests (60)
As at Dec. 31, 2013 517

 
D.   Consolidated Statements of Cash Flows

Distributions paid by subsidiaries to non-controlling interests are as follows:
       
Year ended Dec. 31 2013 2012 2011
TransAlta Cogeneration, L.P. 46 55 57
TransAlta Renewables 5 – –
Kent Hills 4 4 4
Total 55 59 61
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19. Financial Instruments
 
A.    Financial Assets and Liabilities – Classification and Measurement

Financial assets and financial liabilities are measured on an ongoing basis at fair value or amortized cost (see Note 2(C)). The following table outlines
the carrying amounts and classifications of the financial assets and liabilities:

 
Carrying value of financial instruments as at Dec. 31, 2013

Derivatives
Derivatives classified as Other

used for held for Loans and financial
hedging trading receivables liabilities Total



Financial assets
Accounts receivable – – 473 – 473
Collateral paid – – 20 – 20
Finance lease receivable – – 380 – 380

Risk management assets
Current 16 96 – – 112
Long-term 250 26 – – 276

Financial liabilities
Accounts payable and accrued liabilities – – – 447 447
Finance lease obligation – – 25 – 25

Dividends payable – – – 85 85
Risk management liabilities

Current 19 65 – – 84
Long-term 232 31 – – 263

Long-term debt – – – 4,322 4,322
 

1 Includes current portion.
 

Carrying value of financial instruments as at Dec. 31, 2012
Derivatives

Derivatives used classified as held Loans and Other financial
for hedging for trading receivables liabilities Total

Financial assets
Accounts receivable – – 597 – 597
Collateral paid – – 19 – 19
Finance lease receivable – – 359 – 359

Risk management assets
Current 14 187 – – 201
Long-term 18 51 – – 69

Financial liabilities
Accounts payable and accrued liabilities – – – 495 495
Collateral received – – – 2 2
Dividends payable – – – 75 75
Risk management liabilities

Current 47 120 – – 167
Long-term 95 11 – – 106

Long-term debt – – – 4,217 4,217
 

2 Includes current portion.
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B.    Fair Value of Financial Instruments
The fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s-length transaction between knowledgeable
and willing parties who are under no compulsion to act. Fair values can be determined by reference to prices for that instrument in active markets to
which the Corporation has access. In the absence of an active market, the Corporation determines fair values based on valuation models or by
reference to other similar products in active markets.

 
Fair values determined using valuation models require the use of assumptions. In determining those assumptions, the Corporation looks primarily to
external readily observable market inputs. However, if not available, the Corporation uses inputs that are not based on observable market data.

 
I.       Levels I, II, and III Fair Value Measurements and Transfers between Fair Value Levels

The Level I, II, and III classifications in the fair value hierarchy utilized by the Corporation are defined below. The fair value measurement of a financial
instrument is included in only one of the three levels, the determination of which is based on the lowest level input that is significant to the derivation of
the fair value.

 
a.      Level I

Fair values are determined using inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Corporation has
the ability to access. In determining Level I fair values, the Corporation uses quoted prices for identically traded commodities obtained from active
exchanges such as the New York Mercantile Exchange.

 
b.      Level II

Fair values are determined, directly or indirectly, using inputs that are observable for the asset or liability.
 

Fair values falling within the Level II category are determined through the use of quoted prices in active markets, which in some cases are adjusted for
factors specific to the asset or liability, such as basis, credit valuation, and location differentials. Energy Trading includes, in Level II, over-the-counter
derivatives with values based on observable commodity futures curves and derivatives with inputs validated by broker quotes or other publicly available
market data providers. Level II fair values are also determined using valuation techniques, such as option pricing models and regression or
extrapolation formulas, where the inputs are readily observable, including commodity prices for similar assets or liabilities in active markets, and implied
volatilities for options.

 

1

1

1

2

2



In determining Level II fair values of other risk management assets and liabilities, the Corporation uses observable inputs other than unadjusted quoted
prices that are observable for the asset or liability, such as interest rate yield curves and currency rates. For certain financial instruments where
insufficient trading volume or lack of recent trades exists, the Corporation relies on similar interest or currency rate inputs and other third-party
information such as credit spreads.

 
c.      Level III

Fair values are determined using inputs for the asset or liability that are not readily observable.
 

The Corporation may enter into commodity transactions for which market-observable data is not available. In these cases, Level III fair values are
determined using valuation techniques such as the Black-Scholes, mark-to-forecast, and historical bootstrap models with inputs that are based on
historical data such as unit availability, transmission congestion, demand profiles for individual non-standard deals and structured products, and/or
volatilities and correlations between products derived from historical prices.

 
The Corporation also has various contracts with terms that extend beyond a liquid trading period. As forward market prices are not available for the full
period of these contracts, the value of these contracts is derived by reference to a forecast that is based on a combination of external and internal
fundamental modelling, including discounting. As a result, these contracts are classified in Level III.
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The Corporation has a Commodity Exposure Management Policy (the “Policy”), which governs both the commodity transactions undertaken in its
proprietary trading business and those undertaken to manage commodity price exposures in its generation business. The Policy defines and specifies
the controls and management responsibilities associated with commodity trading activities, as well as the nature and frequency of required reporting of
such activities.

 
Methodologies and procedures regarding energy trading Level III fair value measurements are determined by the Corporation’s Risk Management
department. Level III fair values are calculated within the Corporation’s Energy Trading Risk Management system based on underlying contractual data
as well as observable and non-observable inputs. Development of non-observable inputs requires the use of judgment. To ensure reasonability, system-
generated Level III fair value measurements are reviewed and validated by the Risk Management and Finance departments. Review occurs formally on
a quarterly basis or more frequently if daily review and monitoring procedures identify unexpected changes to fair value or changes to key parameters.

 
The effect of using reasonably possible alternative assumptions as inputs to valuation techniques from which the Level III energy trading fair values are
determined at Dec. 31, 2013 is estimated to be a +/- $105 million (2012 – $26 million) impact to the carrying value of the financial instruments. Fair
values are stressed for volumes and prices. The volumes are stressed up and down one standard deviation from historically available production data.
Prices are stressed for longer-term deals where there are no liquid market quotes using various internal and external forecasting sources to establish a
high and a low price range.

 
Information about the significant unobservable inputs used in determining Level III fair values is as follows:
 

Fair value as at Valuation Unobservable
Description Dec. 31, 2013 Technique input Range
Unit contingent power purchases 43 Historical Price discount 0-2 per cent

bootstrap Volumetric discount 0-14 per cent
Long-term power sale 225 Long-term Illiquid future

price forecast power prices $34.40-0$90.83
Coal supply revenue sharing (12) Black-Scholes Volumes (MWh) 18-25 per cent of

available generation
Illiquid future implied

volatilities in MidC power 35 per cent
Unit contingent power sales (5) Black-Scholes Illiquid future implied

volatilities in MidC power 55 per cent
 

1 A change in the volumetric discount, could, depending on other market dynamics, result in a directionally similar change in the price discount.
 
d.    Transfers between Fair Value Levels

Fair value Level transfers can occur where the availability of inputs that are used to determine fair values have changed. A transfer from Level III to
Level II occurs where inputs that were not readily observable have become observable during the period. The Corporation’s policy is for Level transfers
to occur at the end of each period. During 2013, $28 million of fair value was transferred from Level III net risk management assets to Level II net risk
management assets. The trade terms of these contracts were originally beyond a liquid trading period where forward price forecasts were not available
for the full period of the contract. During the period, the contract terms were determined to be within a liquid trading period where observable prices were
available.
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II.               Energy Trading
 

Energy trading includes risk management assets and liabilities that are used in the Energy Trading and Generation segments in relation to trading
activities and certain contracting activities.
 
The following table summarizes the key factors impacting the fair value of the energy trading risk management assets and liabilities by classification
level during the years ended Dec. 31, 2013 and 2012, respectively:
 

Hedges Non-Hedges Total

1



Level I Level II Level III Level I Level II Level III Level I Level II Level III
Net risk management assets (liabilities) at Dec. 31, 2012 - (63) 3 (1) 79 28 (1) 16 31
Changes attributable to:

Market price changes on existing contracts - (18) (6) - (21) 26 - (39) 20
Market price changes on new contracts - 5 58 - (21) (1) - (16) 57
Contracts settled - 10 - 1 (51) (14) 1 (41) (14)
Transfers out of Level III - - - - 28 (28) - 28 (28)

Net risk management assets (liabilities) Dec. 31, 2013 - (66) 55 - 14 11 - (52) 66
Additional Level III information:
Gains recognized in OCI 52 - 52
Total gains included in earnings before income taxes - 25 25
Unrealized gains included in earnings before income taxes relating

to net assets held at Dec. 31, 2013 - 11 11
 

Hedges Non-Hedges Total
Level I

 

Level II
 

Level III Level I Level II Level III Level I Level II Level III
Net risk management assets (liabilities) at Dec. 31, 2011 - (90) (14) - 287 7 - 197 (7)
Changes attributable to:

Market price changes on existing contracts - 25 10 - (3) 27 - 22 37
Market price changes on new contracts - 7 - - (10) 4 - (3) 4
Contracts settled - 14 7 (1) (210) (14) (1) (196) (7)

Discontinued hedge accounting on certain contracts - (19) - - 15 4 - (4) 4
Net risk management assets (liabilities) at Dec. 31, 2012 - (63) 3 (1) 79 28 (1) 16 31
Additional Level III information:
Gains recognized in OCI 10 - 10
Total gains (losses) included in earnings before income taxes (7) 31 24
Unrealized gains included in earnings before income taxes relating

to net assets held at Dec. 31, 2012 - 17 17
 
To the extent applicable, changes in net risk management assets and liabilities for non-hedge positions are reflected within earnings of the Energy
Trading and Generation segments.
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The anticipated settlement of the contracts outstanding at Dec. 31, 2013, over each of the next five calendar years and thereafter, is as follows:
 

2019 and
2014 2015 2016 2017 2018 thereafter Total

Hedges Level I - - - - - - -
Level II (16) (18) (21) (11) - - (66)
Level III 1 1 5 11 12 25 55

Non-Hedges Level I - - - - - - -
Level II (14) 13 12 3 - - 14
Level III 35 (6) (7) (1) (1) (9) 11

Total Level I - - - - - - -
Level II (30) (5) (9) (8) - - (52)
Level III 36 (5) (2) 10 11 16 66

Total net assets (liabilities) 6 (10) (11) 2 11 16 14
 

III.            Other Risk Management Assets and Liabilities
 

Other risk management assets and liabilities include risk management assets and liabilities that are used in hedging and non-hedging non-energy
trading transactions, such as debt and the net investment in foreign operations.
 
The following tables summarize the key factors impacting the fair value of the other risk management assets and liabilities by classification level during
the years ended Dec. 31, 2013 and 2012, respectively:
 

Hedges Non-Hedges Total
Level I Level II Level III Level I Level II Level III Level I Level II Level III

Net risk management assets (liabilities) at Dec. 31, 2012 - (50) - - 1 - - (49) -
Changes attributable to:

Market price changes on existing contracts - 41 - - - - - 41 -

Market price changes on new contracts - 12 - - - - - 12 -
Contracts settled - 23 - - - - - 23 -

Net risk management assets at Dec. 31, 2013 - 26 - - 1 - - 27 -
        

Hedges Non-Hedges Total
Level I Level II Level III Level I Level II Level III Level I Level II Level III

 

Net risk management liabilities at Dec. 31, 2011 - (50) - - - - - (50) -



Changes attributable to:

Market price changes on existing contracts - (17) - - - - - (17) -
Market price changes on new contracts - (7) - - 1 - - (6) -
Contracts settled - 24 - - - - - 24 -

Net risk management assets (liabilities) at Dec. 31, 2012 - (50) - - 1 - - (49) -
 
Changes in other risk management assets and liabilities related to hedge positions are reflected within net earnings when such transactions have settled
during the period or when ineffectiveness exists in the hedging relationship.
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The anticipated settlement of the contracts outstanding at Dec. 31, 2013, over each of the next five calendar years and thereafter, is as follows:
 

2014 2015 2016 2017 2018
2019 and

thereafter Total
Hedges Level I - - - - - - -

Level II 12 6 1 - 7 - 26
Level III - - - - - - -

Non-Hedges Level I - - - - - - -
Level II 1 - - - - - 1
Level III - - - - - - -

Total Level I - - - - - - -
Level II 13 6 1 - 7 - 27
Level III - - - - - - -

Total net assets 13 6 1 - 7 - 27
 
The fair value of financial liabilities measured at other than fair value is as follows:
 

 

Fair value
Level I Level II Level III Total Total carrying value

Long-term debt  - Dec. 31, 2013 - 4,367 - 4,367 4,262
Long-term debt  - Dec. 31, 2012 - 4,426 - 4,426 4,157
 

1 Includes current portion and excludes U.S.$50 million of debt measured and carried at fair value.
 
The fair values of the Corporation’s debentures and senior notes are determined using prices observed in secondary markets. Non-recourse and other
long-term debt fair values are determined by calculating an implied price based on a current assessment of the yield to maturity.
 
The book value of other short-term financial assets and liabilities (cash and cash equivalents, accounts receivable, collateral paid, accounts payable and
accrued liabilities, collateral received, and dividends payable) approximates fair value due to the liquid nature of the asset or liability.
 

C.         Inception Gains and Losses
The majority of derivatives traded by the Corporation are based on adjusted quoted prices on an active exchange or extend beyond the time period for
which exchange-based quotes are available. The fair values of these derivatives are determined using inputs that are not readily observable. Refer to
Note 19(B) for fair value Level III valuation techniques used. In some instances, a difference may arise between the fair value of a financial instrument at
initial recognition (the “transaction price”) and the amount calculated through a valuation model. This unrealized gain or loss at inception is recognized in
net earnings (loss) only if the fair value of the instrument is evidenced by a quoted market price in an active market, observable current market
transactions that are substantially the same, or a valuation technique that uses observable market inputs. Where these criteria are not met, the
difference is deferred on the Consolidated Statements of Financial Position in risk management assets or liabilities, and is recognized in net earnings
(loss) over the term of the related contract. The difference between the transaction price and the fair value determined using a valuation model, yet to be
recognized in net earnings (loss), and a reconciliation of changes during the year ended Dec. 31, 2013 is as follows:
 
As at Dec. 31 2013 2012
Unamortized gain at beginning of year 5 4
New inception gains 156 3
Amortization recorded in net earnings during the year (1) (2)
Unamortized gain at end of year 160 5
 
During 2013, the Corporation finalized the Centralia Coal plant contract with PSE. The contract was designated as an all-in-one cash flow hedge. As a
result, the contract was recognized as a risk management asset at fair value. The fair value was classified as Level III, which resulted in the recognition
of an inception gain. The inception gain was deferred and recorded as a risk management liability.
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20.    Risk Management Activities
 

1

1



A.         Risk Management Assets and Liabilities
Aggregate risk management assets and liabilities are as follows:
 
As at Dec. 31 2013 2012

Net Not
investment Cash flow Fair value designated

hedges hedges hedges as a hedge Total Total
Risk management assets

Energy trading
Current - 3 - 95 98 198
Long-term - 235 - 26 261 59

Total energy trading risk management assets - 238 - 121 359 257
Other
Current 1 12 - 1 14 3
Long-term - 8 7 - 15 10

Total other risk management assets 1 20 7 1 29 13
Risk management liabilities

Energy trading
Current - 18 - 65 83 141
Long-term - 231 - 31 262 70

Total energy trading risk management liabilities - 249 - 96 345 211
Other
Current - 1 - - 1 26
Long-term - 1 - - 1 36

Total other risk management liabilities - 2 - - 2 62
Net energy trading risk management assets (liabilities) - (11) - 25 14 46
Net other risk management assets (liabilities) 1 18 7 1 27 (49)
Net total risk management assets (liabilities) 1 7 7 26 41 (3)
 
Additional information on derivative instruments has been presented on a net basis below.
 

I.                   Netting Arrangements
Information about the Corporation’s financial assets and liabilities that are subject to enforceable master netting arrangements or similar agreements is
as follows:
 
As at Dec. 31 2013 2012

Current Long-term Current Long-term Current Long-term Current Long-term
financial financial financial financial financial financial financial financial

assets assets liabilities liabilities assets assets liabilities liabilities
Gross amounts recognized 371 270 (341) (68) 522 331 (452) (317)
Gross amounts set-off (157) - 156 1 (252) (186) 252 186
Net amounts as presented in the

Consolidated Statements of
Financial Position 214 270 (185) (67) 270 145 (200) (131)
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II.               Hedges
a                  Net Investment Hedges
i.                  Hedges of Foreign Operations

The Corporation hedges its net investment in foreign operations with U.S.-denominated borrowings, cross-currency interest rate swaps, and foreign
currency forward contracts.
 
The Corporation’s net investment hedges are comprised of U.S. dollar denominated long-term debt with a face value of U.S.$850 million (Dec. 31, 2012
- U.S.$770 million) and the following foreign currency forward contracts:
 
As at Dec. 31 2013 2012

Notional Fair Notional Notional Fair
Notional amount value amount amount value
amount sold purchased asset Maturity Sold purchased asset Maturity
Foreign Currency Forward Contracts
AUD200 CAD188 1 2014 AUD175 CAD181 1 2013
USD10 CAD11 - 2014 USD35 CAD34 - 2013
 
During 2013, the Corporation de-designated $20 million of U.S. dollar denominated debentures from its net investment hedges. The cumulative net
foreign exchange gains (losses) related to these hedges up to the date of de-designation will remain in OCI until a disposal of the related U.S. foreign
operation occurs. These instruments were designated as part of the Corporation’s net investment hedge at Dec. 31, 2012.
 
During 2012, the Corporation de-designated $300 million of borrowings under a U.S. dollar denominated credit facility, $50 million of U.S. dollar
denominated senior notes, and U.S.$60 million of foreign currency forward contracts from its net investment hedges due to a reduction in its investment
in U.S. foreign operations arising from the Centralia Thermal plant impairment. The cumulative net foreign exchange gains (losses) related to these
hedges up to the date of de-designation will remain in OCI until a disposal of the related U.S. foreign operation occurs. These instruments were



designated as part of the Corporation’s net investment hedge at Dec. 31, 2011.
 

ii.                Effect of Net Investment Hedges
The following table summarizes the pre-tax amounts recognized in OCI related to financial instruments used in net investment hedges:
 
Year ended 2013 2012 2011
Financial instruments in net Pre-tax gain (loss) Pre-tax gain (loss) Pre-tax gain (loss)
investment hedging relationships recognized in OCI recognized in OCI recognized in OCI
Long-term debt (53) 19 (23)
Foreign currency contracts 13 (4) (15)
OCI impact (40) 15 (38)
 
No gains or losses on net investment hedges were reclassified from OCI in 2013, 2012, or 2011.
 
For the year ended Dec. 31, 2013, a net after-tax gain of $2 million (2012 - loss of $10 million, 2011 - loss of $1 million), relating to the translation of the
Corporation’s net investment in foreign operations, net of hedging, was recognized in OCI. All net investment hedges currently have no ineffective
portion.
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b.              Cash Flow Hedges
i.                  Energy Trading Risk Management

The Corporation’s outstanding Energy Trading derivative instruments designated as hedging instruments are as follows:
 
As at Dec. 31 2013 2012

Notional Notional Notional Notional
amount amount amount amount

Type (thousands) sold purchased sold purchased
Electricity (MWh) 5,977 - 5,624 -
Natural gas (GJ) 963 35,775 570 37,827
Oil (gallons) - 4,116 - 4,116
 
During 2013, unrealized pre-tax gains of $1 million (2012 - nil) were released from AOCI and recognized in earnings due to hedge ineffectiveness for
accounting purposes. All designated hedging relationships were effective as of Dec. 31, 2013.
 
During 2013, unrealized pre-tax gains of nil (2012 - $90 million gain, 2011 - $207 million gain), related to certain power hedging relationships that were
previously de-designated and deemed ineffective for accounting purposes, were released from AOCI and recognized in net earnings. The cash flow
hedges were in respect of future power production expected to occur during 2012 and 2013. In the first quarter of 2011, the production was assessed as
highly probable not to occur based on then forecast prices. These unrealized gains were calculated using current forward prices that will change
between now and the time the contracts will be settled. Had these hedges not been deemed ineffective for accounting purposes, the revenues
associated with these contracts would have been recorded in net earnings when settled, the majority of which occurred during 2012; however, the
expected cash flows from these contracts will not change.
 
During 2012, the Corporation discontinued hedge accounting for certain cash flow hedges that no longer met the criteria for hedge accounting. As at
Dec. 31, 2013, cumulative gains of $4 million will continue to be deferred in AOCI and will be reclassified to net earnings as the forecasted transactions
occur.
 

ii.                Foreign Currency Rate Risk Management
The Corporation uses foreign exchange forward contracts to hedge a portion of its future foreign-denominated receipts and expenditures, and both
foreign exchange forward contracts and cross-currency swaps to manage foreign exchange exposure on foreign-denominated debt not designated as a
net investment hedge.
 
As at Dec. 31 2013 2012
Notional Notional Fair Notional Notional Fair value
amount amount value amount amount asset
sold purchased asset Maturity sold purchased (liability) Maturity
Foreign Exchange Forward Contracts - foreign-denominated receipts/expenditures
USD4 CAD4 - 2014 USD3 CAD3 - 2013
CAD3 EUR2 - 2014 CAD32 EUR25 1 2013
CAD220 USD205 2 2014-2018 CAD245 USD228 (12) 2013-2017
Foreign Exchange Forward Contracts - foreign-denominated debt
CAD52 USD50 2 2014 CAD50 USD50 - 2013
- - - - CAD314 USD300 (14) 2013
CAD106 USD100 1 2014 CAD100 USD100 - 2013
CAD310 USD300 9 2014 CAD308 USD300 (8) 2013
USD100 CAD107 - 2014 - - - -
CAD22 USD20 - 2014 - - - -
Cross-Currency Swaps - foreign-denominated debt
CAD530 USD500 4 2015 CAD530 USD500 (28) 2015
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iii.            Effect of Cash Flow Hedges
The following tables summarize the pre-tax amounts recognized in and reclassified out of OCI related to cash flow hedges:

 
Year ended Dec. 31, 2013

Effective portion Ineffective portion

Derivatives in cash flow
hedging relationships

Pre-tax gain
(loss) recognized

in OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss reclassified

from OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss recognized

in earnings
Commodity contracts 11 Revenue 36 Revenue (2)
Foreign exchange forwards on
commodity contracts 11 Revenue 2 Revenue -
Foreign exchange forwards on
project hedges -

Property, plant, and
equipment 2

Foreign exchange (gain)
loss -

Foreign exchange forwards on
U.S. debt hedges 33

Foreign exchange (gain)
loss (38)

Foreign exchange (gain)
loss -

Cross-currency swaps 33
Foreign exchange (gain)
loss (29)

Foreign exchange (gain)
loss -

Forward starting interest rate
swaps - Interest expense 6 Interest expense -
OCI impact 88 OCI impact (21) Net earnings impact (2)

 
Year ended Dec. 31, 2012

Effective portion Ineffective portion

Derivatives in cash flow
hedging relationships

Pre-tax gain
(loss) recognized

in OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss reclassified

from OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss recognized

in earnings
Commodity contracts 36 Revenue 15 Revenue (90)
Foreign exchange forwards on
commodity contracts (3) Revenue 1 Revenue -
Foreign exchange forwards on
project hedges (3)

Property, plant, and
equipment 7

Foreign exchange (gain)
loss -

Foreign exchange forwards on
U.S. debt hedges (20)

Foreign exchange (gain)
loss 30

Foreign exchange (gain)
loss -

Cross-currency swaps (6)
Foreign exchange (gain)
loss 13

Foreign exchange (gain)
loss -

Forward starting interest rate
swaps (15) Interest expense 2 Interest expense 3
OCI impact (11) OCI impact 68 Net earnings impact (87)

 
Year ended Dec. 31, 2011

Effective portion Ineffective portion

Derivatives in cash flow
hedging relationships

Pre-tax gain
(loss) recognized

in OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss reclassified

from OCI

Location of (gain)
loss reclassified
from OCI

Pre-tax (gain)
loss recognized

in earnings
Commodity contracts (92) Revenue (43) Revenue (207)

Foreign exchange forwards on
commodity contracts 3 Revenue - Revenue -
Foreign exchange forwards on
project hedges (6)

Property, plant, and
equipment -

Foreign exchange (gain)
loss -

Foreign exchange forwards on
U.S. debt hedges 3

Foreign exchange (gain)
loss (36)

Foreign exchange (gain)
loss -

Cross-currency swaps 7
Foreign exchange (gain)
loss 13

Foreign exchange (gain)
loss -

Forward starting interest rate
swaps (25) Interest expense 2 Interest expense -
OCI impact (110) OCI impact (64) Net earnings impact (207)
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Over the next 12 months, the Corporation estimates that $20 million of after-tax losses will be reclassified from AOCI to net earnings. These estimates
assume constant natural gas and power prices, interest rates, and exchange rates over time; however, the actual amounts that will be reclassified will
vary based on changes in these factors.
 

c.               Fair Value Hedges
i.                  Interest Rate Risk Management

The Corporation has converted a portion of its fixed interest rate debt with a rate of 6.65 per cent (Dec. 31, 2011 - 5.75 and 6.65 per cent) to a floating
interest rate based on the U.S. LIBOR rate using interest rate swaps as outlined below:
 
As at Dec. 31 2013         2012        



Notional amount
Fair value

asset Maturity
Notional
amount

Fair value
asset Maturity

USD50 7 2018 USD50 10 2018
 
Including the interest rate swaps above, 21 per cent of the Corporation’s debt as at Dec. 31, 2013 is subject to floating interest rates (2012 - 24 per
cent).
 

ii.     Effects of Fair Value Hedges
The following table summarizes the pre-tax impact on the Consolidated Statements of Earnings (Loss) of fair value hedges, including any ineffective
portion:

 
Year ended Dec. 31 2013 2012 2011
Derivatives in fair value hedging 
relationships

Location of gain (loss)
recognized in earnings

Interest rate contracts Net interest expense (2) (16) 4
Long-term debt Net interest expense 2 15 (3)
Earnings (loss) impact - (1) 1

 
III.            Non-Hedges

The Corporation enters into various derivative transactions as well as other contracting activities that do not qualify for hedge accounting or where a
choice was made not to apply hedge accounting. As a result, the related assets and liabilities are classified as held for trading. The net realized and
unrealized gains or losses from changes in the fair value of these derivatives are reported in earnings in the period the change occurs.
 

a.              Energy Trading Risk Management
 

As at Dec. 31 2013 2012

Type (Thousands)

Notional
amount

sold

Notional
amount

purchased

Notional
amount

sold

Notional
amount

purchased
Electricity (MWh) 34,741 24,456 40,962 32,051

Natural gas (GJ) 215,730 224,661 1,021,137 1,018,557

Emissions (tonnes) 70 70 138 128

Oil (gallons) - 9,576 - 7,560
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b.              Other Non-Hedge Derivatives
 

As at Dec. 31 2013 2012

Notional
amount sold

Notional
amount

purchased

Fair
value
asset Maturity

Notional
amount
sold

Notional
amount

purchased

Fair
value
asset Maturity

Foreign Exchange Forward Contracts
- - - - CAD21 AUD20 - 2013
CAD91 USD85 1 2014 CAD127 USD128 1 2013-2014

 

c.               Total Return Swaps
The Corporation has certain compensation and deferred and restricted share unit programs, the values of which depend on the common share price of
the Corporation. The Corporation has fixed a portion of the settlement cost of these programs by entering into a total return swap for which hedge
accounting has not been applied. The total return swap is cash settled every quarter based upon the difference between the fixed price and the market
price of the Corporation’s common shares at the end of each quarter.
 

d.              Effect of Non-Hedges
For the year ended Dec. 31, 2013, the Corporation recognized a net unrealized loss of $40 million (2012 - loss of $123 million, 2011 - gain of $123
million) related to commodity derivatives.
 
For the year ended Dec. 31, 2013, a gain of $8 million (2012 - loss of $4 million, 2011 - loss of $4 million) related to foreign exchange and other
derivatives was recognized and is comprised of a net unrealized loss of $1 million (2012 - gain of $1 million, 2011 - gain of $3 million) and a net realized
gain of $9 million (2012 - loss of $5 million, 2011 - loss of $7 million).
 

B.          Nature and Extent of Risks Arising from Financial Instruments
The following discussion is limited to the nature and extent of risks arising from financial instruments.
 

I.                   Market Risk
a.              Commodity Price Risk

The Corporation has exposure to movements in certain commodity prices in both its electricity generation and proprietary trading businesses, including
the market price of electricity and fuels used to produce electricity. Most of the Corporation’s electricity generation and related fuel supply contracts are
considered to be contracts for delivery or receipt of a non-financial item in accordance with the Corporation’s expected own use requirements and are
not considered to be financial instruments. As such, the discussion related to commodity price risk is limited to the Corporation’s proprietary trading
business and commodity derivatives used in hedging relationships associated with the Corporation’s electricity generating activities.
 

i.                  Commodity Price Risk - Proprietary Trading
The Corporation’s Energy Trading Segment conducts proprietary trading activities and uses a variety of instruments to manage risk, earn trading
revenue, and gain market information.
 
In compliance with the Policy, proprietary trading activities are subject to limits and controls, including Value at Risk (“VaR”) limits. The Board of
Directors approves the limit for total VaR from proprietary trading activities. VaR is the most commonly used metric employed to track and manage the
market risk associated with trading positions. A VaR measure gives, for a specific confidence level, an estimated maximum pre-tax loss that could be



incurred over a specified period of time. VaR is used to determine the potential change in value of the Corporation’s proprietary trading portfolio, over a
three-day period within a 95 per cent confidence level, resulting from normal market fluctuations. VaR is estimated using the historical variance -
covariance approach.
 
VaR is a measure that has certain inherent limitations. The use of historical information in the estimate assumes that price movements in the past will be
indicative of future market risk. As such, it may only be meaningful under normal market conditions. Extreme market events are not addressed by this
risk measure. In addition, the use of a three-day measurement period implies that positions can be unwound or hedged within three days, although this
may not be possible if the market becomes illiquid.
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The Corporation recognizes the limitations of VaR and actively uses other controls, including restrictions on authorized instruments, volumetric and term
limits, stress-testing of individual portfolios and of the total proprietary trading portfolio, and management reviews when loss limits are triggered.
 
Changes in market prices associated with proprietary trading activities affect net earnings in the period that the price changes occur. VaR at Dec. 31,
2013 associated with the Corporation’s proprietary energy trading activities was $2 million (2012 - $2 million, 2011 - $5 million).
 

ii.                Commodity Price Risk - Generation
The Generation Segment utilizes various commodity contracts to manage the commodity price risk associated with electricity generation, fuel
purchases, emissions, and byproducts, as considered appropriate. A Commodity Exposure Management Policy is prepared and approved annually,
which outlines the intended hedging strategies associated with the Corporation’s generation assets and related commodity price risks. Controls also
include restrictions on authorized instruments, management reviews on individual portfolios, and approval of asset transactions that could add potential
volatility to the Corporation’s reported net earnings.
 
TransAlta has entered into various contracts with other parties whereby the other parties have agreed to pay a fixed price for electricity to TransAlta.
While not all of the contracts create an obligation for the physical delivery of electricity to other parties, the Corporation has the intention and believes it
has sufficient electrical generation available to satisfy these contracts and, where able, has designated these as cash flow hedges for accounting
purposes. As a result, changes in market prices associated with these cash flow hedges do not affect net earnings in the period in which the price
change occurs. Instead, changes in fair value are deferred until settlement through AOCI, at which time the net gain or loss resulting from the
combination of the hedging instrument and hedged item affects net earnings.
 
VaR at Dec. 31, 2013 associated with the Corporation’s commodity derivative instruments used in generation hedging activities was $42 million (2012 -
$5 million, 2011 - $5 million).
 
On asset-backed physical transactions, the Corporation’s policy is to seek own use contract status or hedge accounting treatment. For positions and
economic hedges that do not meet hedge accounting requirements or for short-term optimization transactions such as buybacks entered into to offset
existing hedge positions, these transactions are marked to the market value with changes in market prices associated with these transactions affecting
net earnings in the period in which the price change occurs. VaR at Dec. 31, 2013 associated with these transactions was $11 million (2012 - $9 million,
2011 - $9 million).
 

b.              Interest Rate Risk
Interest rate risk arises as the fair value or future cash flows of a financial instrument can fluctuate because of changes in market interest rates.
Changes in interest rates can impact the Corporation’s borrowing costs and the capacity payments received under the PPAs. Changes in the cost of
capital may also affect the feasibility of new growth initiatives.
 
The possible effect on net earnings and OCI, for the years ended Dec. 31, 2013, 2012, and 2011, due to changes in market interest rates affecting the
Corporation’s floating rate debt, interest-bearing assets, financial instruments measured at fair value through profit or loss, and hedging interest rate
derivatives, is outlined below. The sensitivity analysis has been prepared using management’s assessment that a 25 basis point (2012 - 50 basis point,
2011 - 50 basis point) increase or decrease is a reasonable potential change over the next quarter in market interest rates.
 
Year ended Dec. 31 2013

 

2012 2011
Net earnings

increase OCI loss
Net earnings

increase OCI loss
Net earnings

increase OCI loss
Basis point change 2 - 4 - 4 (8)
 
1  This calculation assumes a decrease in market interest rates. An increase would have the opposite effect.
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c                  Currency Rate Risk

The Corporation has exposure to various currencies, such as the euro, the U.S. dollar, and the Australian dollar, as a result of investments and
operations in foreign jurisdictions, the net earnings from those operations, and the acquisition of equipment and services from foreign suppliers.
 
The foreign currency risk sensitivities outlined below are limited to the risks that arise on financial instruments denominated in currencies other than the
functional currency.
 
The possible effect on net earnings and OCI, for the years ended Dec. 31, 2013, 2012, and 2011, due to changes in foreign exchange rates associated
with financial instruments denominated in currencies other than the functional currency, is outlined below. The sensitivity analysis has been prepared
using management’s assessment that an average five cent (2012 - five cent, 2011 - six cent) increase or decrease in these currencies relative to the
Canadian dollar is a reasonable potential change over the next quarter.
 

1 1 1 1 1 1



Year ended Dec. 31
 

2013
 

2012 2011

Currency
Net earnings

increase OCI gain
Net earnings

decrease OCI gain
Net earnings

decrease OCI gain
USD 2 8 (2) 11 (4) 11
EUR - - - 1 - 3
Total 2 8 (2) 12 (4) 14
 
1  These calculations assume an increase in the value of these currencies relative to the Canadian dollar. A decrease would have the opposite effect.
2  The foreign exchange impact related to financial instruments designated as hedging instruments in net investment hedges has been excluded.
 

II.               Credit Risk
Credit risk is the risk that customers or counterparties will cause a financial loss for the Corporation by failing to discharge their obligations, and the risk
to the Corporation associated with changes in creditworthiness of entities with which commercial exposures exist. The Corporation actively manages its
exposure to credit risk by assessing the ability of counterparties to fulfill their obligations under the related contracts prior to entering into such contracts.
The Corporation makes detailed assessments of the credit quality of all counterparties and, where appropriate, obtains corporate guarantees, cash
collateral, and/or letters of credit to support the ultimate collection of these receivables. For commodity trading and origination, the Corporation sets strict
credit limits for each counterparty and monitors exposures on a daily basis. TransAlta uses standard agreements that allow for the netting of exposures
and often include margining provisions. If credit limits are exceeded, TransAlta will request collateral from the counterparty or halt trading activities with
the counterparty. TransAlta is exposed to minimal credit risk for Alberta Thermal PPAs as receivables are substantially all secured by letters of credit.
 
The Corporation uses external credit ratings, as well as internal ratings in circumstances where external ratings are not available, to establish credit
limits for counterparties. The following table outlines the distribution, by credit rating, of financial assets as at Dec. 31, 2013:
 

(Per cent)
 

Investment
grade

Non-investment
grade Total

Accounts receivable 90 10 100
Risk management assets 99 1 100
 
The Corporation’s maximum exposure to credit risk at Dec. 31, 2013, without taking into account collateral held or right of set-off, is represented by the
current carrying amounts of accounts receivable and risk management assets as per the Consolidated Statements of Financial Position. Letters of credit
and cash are the primary types of collateral held as security related to these amounts. The maximum credit exposure to any one customer for
commodity trading operations and hedging, including the fair value of open trading, net of any collateral held, at Dec. 31, 2013 was $23 million (2012 -
$25 million).
 
At Dec. 31, 2013, TransAlta had one counterparty whose net settlement position accounted for greater than 10 per cent of the total trade receivables
outstanding at year-end. The Corporation has evaluated the risk of default related to this counterparty to be minimal.
 
The Corporation utilizes an allowance for doubtful accounts to record potential credit losses associated with trade receivables. A reconciliation of the
account for the year is presented in Note 17.
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III.            Liquidity Risk

Liquidity risk relates to the Corporation’s ability to access capital to be used for proprietary trading activities, commodity hedging, capital projects, debt
refinancing, and general corporate purposes. Investment grade ratings support these activities and provide better access to capital markets through
commodity and credit cycles. TransAlta is focused on maintaining a strong financial position and stable investment grade credit ratings.
 
Counterparties enter into certain electricity and natural gas purchase and sale contracts for the purposes of asset-backed sales and proprietary trading.
The terms and conditions of these contracts may require the counterparties to provide collateral when the fair value of the obligation pursuant to these
contracts is in excess of any credit limits granted. Downgrades in creditworthiness by certain credit rating agencies may decrease the credit limits
granted and accordingly increase the amount of collateral that may have to be provided.
 
TransAlta manages liquidity risk by monitoring liquidity on trading positions; preparing and revising longer-term financing plans to reflect changes in
business plans and the market availability of capital; reporting liquidity risk exposure for proprietary trading activities on a regular basis to the Exposure
Management Committee, senior management, and the Board of Directors; and maintaining investment grade credit ratings.
 
A maturity analysis of the Corporation’s net financial liabilities, as at Dec. 31, 2013, is as follows:
 

  

2019 and
  

2014 2015 2016 2017 2018 thereafter Total
 

Accounts payable and accrued liabilities 447 - - - - - 447
Debt 209 689 29 854 732 1,807 4,320
Energy trading risk management (assets) liabilities (6) 10 11 (2) (11) (16) (14)
Other risk management (assets) liabilities (13) (6) (1) - (7) - (27)
Interest on long-term debt 211 178 172 162 123 783 1,629
Dividends payable 85 - - - - - 85
Total 933 871 211 1,014 837 2,574 6,440
 

1  Excludes impact of hedge accounting and includes drawn credit facilities that are currently scheduled to mature in 2015 and 2017.
2  Not recognized as a financial liability on the Consolidated Statements of Financial Position.
 

C.         Collateral
I.      Financial Assets Provided as Collateral

At Dec. 31, 2013, the Corporation provided $20 million (2012 - $19 million) in cash as collateral to regulated clearing agents as security for commodity
trading activities. These funds are held in segregated accounts by the clearing agents.
 

1 1,2 1 1,2 1 1,2

1

2



II.     Financial Assets Held as Collateral
At Dec. 31, 2013, the Corporation received nil (2012 - $2 million) in cash collateral associated with counterparty obligations. Under the terms of the
contracts, the Corporation may be obligated to pay interest on the outstanding balances and to return the principal when the counterparties have met
their contractual obligations, or when the amount of the obligation declines as a result of changes in market value. Interest payable to the counterparties
on the collateral received is calculated in accordance with each contract.
 

III.    Contingent Features in Derivative Instruments
Collateral is posted in the normal course of business based on the Corporation’s senior unsecured credit rating as determined by certain major credit
rating agencies. Certain of the Corporation’s derivative instruments contain financial assurance provisions that require collateral to be posted only if a
material adverse credit-related event occurs. If a material adverse event resulted in the Corporation’s senior unsecured debt falling below investment
grade, the counterparties to such derivative instruments could request ongoing full collateralization.
 
As at Dec. 31, 2013, the Corporation had posted collateral of $94 million (2012 - $85 million) in the form of letters of credit on derivative instruments
primarily in a net liability position. Certain derivative agreements contain credit-risk-contingent features, including a credit rating downgrade to below
investment grade, which if triggered would result in the Corporation having to post an additional $88 million of collateral to its counterparties based upon
the value of the derivatives at Dec. 31, 2013.
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21. Restricted Cash
 

At Dec. 31, 2012, $2 million of cash and cash equivalents was restricted due to Project Pioneer and was not available for general use.
 

22. Inventory
 

Inventory held in the normal course of business, which includes coal, emission credits, and natural gas, is valued at the lower of cost and net realizable
value. Inventory held for Energy Trading, which includes natural gas and emission credits and allowances, is valued at fair value less costs to sell.
 
The components of inventory are as follows:
 
As at Dec. 31 2013 2012

(Restated)*

Coal 53 78
Deferred stripping costs 13 9
Natural gas 5 2
Purchased emission credits 6 4
Total 77 93
      
* See Note 2 for prior period restatements.
      
The change in inventory is as follows:
      
Balance, Dec. 31, 2011 92
Net additions 46
Writedowns (52)
Reversal of writedowns 8
Change in foreign exchange rates (1)
Balance, Dec. 31, 2012 93
Net additions 7
Writedowns (22)
Change in foreign exchange rates (1)
Balance, Dec. 31, 2013 77
 
No inventory is pledged as security for liabilities.
 

23. Income Taxes Receivable
 

In 2008, the Corporation was reassessed by taxation authorities in Canada relating to the sale of its previously operated Transmission Business,
requiring the Corporation to pay $49 million in taxes and interest. The Corporation challenged this reassessment. During 2010, a decision from the Tax
Court of Canada was received that allowed for the recovery of $38 million of the previously paid taxes and interest. TransAlta filed an appeal with the
Federal Court in 2010 to pursue the remaining $11 million. The appeal decision from the Federal Court was received on Jan. 20, 2012, and the ruling
was in TransAlta’s favour. The Crown had 60 days from the date of judgment to appeal the decision. No appeal was filed by the Crown. TransAlta
received $9 million in 2012 and the remaining $2 million in 2013.
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24.    Property, Plant, and Equipment
 
A reconciliation of the changes in the carrying amount of property, plant, and equipment is as follows:
 

Mining Assets
property under Capital

Thermal Gas Renewable and construc- spares and
Land generation generation generation equipment tion other Total

Cost
As at Dec. 31, 2011 74 5,539 1,843 2,506 945 196 283 11,386
Additions - - - 1 - 683 19 703
Disposals - (10) (1) - - - - (11)
Asset impairment charges (Note 13) - (378) - (18) (12) - - (408)
Asset impairment reversals (Note 13) - 29 - - 12 - - 41
Revisions and additions to decommissioning and

restoration costs - (14) 11 (4) (6) - - (13)
Retirement of assets - (145) (22) (8) (9) - (1) (185)
Change in foreign exchange rates - (20) (1) - (1) (1) (1) (24)
Transfers 1 383 40 59 30 (536) 15 (8)
As at Dec. 31, 2012 75 5,384 1,870 2,536 959 342 315 11,481
Additions - - - - - 534 27 561
Additions - finance lease (Note 7) - - - - 33 - - 33
Acquisition of Wyoming wind farm (Note 8) - - - 78 - - 1 79
Disposals (1) - - - (3) - - (4)
Asset impairment (charges) reversals (Note 13) - - (1) 21 - - - 20
Revisions and additions to decommissioning and

restoration costs - (3) (7) - 15 - - 5
Retirement of assets - (159) (13) (13) (17) - - (202)
Change in foreign exchange rates 1 65 (26) - 4 - 1 45
Transfers 2 357 35 235 75 (723) 25 6
As at Dec. 31, 2013 77 5,644 1,858 2,857 1,066 153 369 12,024
Accumulated depreciation
As at Dec. 31, 2011 - 2,386 802 449 411 - 67 4,115
Depreciation - 257 97 87 38 - 12 491
Retirement of assets - (120) (17) (3) (6) - - (146)
Change in foreign exchange rates - (13) (1) - (1) - - (15)
Transfers - - (7) (1) - - - (8)
As at Dec. 31, 2012 - 2,510 874 532 442 - 79 4,437
Depreciation - 263 99 91 57 - 13 523
Retirement of assets - (121) (10) (10) (10) - - (151)
Disposals - - - - (3) - - (3)
Change in foreign exchange rates - 40 (12) - 2 - (2) 28
Asset impairment (charges) reversals (Note 13) - - - 2 - - - 2
Transfers - - (5) - - - - (5)
As at Dec. 31, 2013 - 2,692 946 615 488 - 90 4,831
Carrying amount
As at Dec. 31, 2011 74 3,153 1,041 2,057 534 196 216 7,271
As at Dec. 31, 2012 75 2,874 996 2,004 517 342 236 7,044
As at Dec. 31, 2013 77 2,952 912 2,242 578 153 279 7,193
 

1 Includes major spare parts and stand-by equipment available, but not in service, and spare parts used for routine, preventative, or planned maintenance.
 
The Corporation capitalized $2 million of interest to PP&E in 2013 (2012 - $4 million) at a weighted average rate of 5.46 per cent (2012 - 5.41 per cent).
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25. Goodwill

 
Goodwill acquired through business combinations has been allocated to CGUs that are expected to benefit from the synergies of the acquisitions, as
follows:
 
As at Dec. 31 2013 2012
Energy Trading 30 30
Renewables - 417
Renewables and Alberta Merchant 417 -
U.S. Operations 13 -
Total goodwill 460 447
 
In assessing whether goodwill is impaired, the carrying amount of the CGUs (including goodwill) is compared with the recoverable amount of the CGU.
The recoverable amount is the higher of fair value less costs to sell and value in use. The impairment review for goodwill is conducted annually. The
recoverable amounts exceeded the carrying amounts of the CGUs and there was no impairment of goodwill in 2013, 2012, or 2011.
 
In 2012, $417 million of the Corporation’s goodwill was allocated to the Renewables CGU, which was comprised of all of the Corporation’s merchant and
contracted wind and hydro facilities, and assessed for impairment.
 

1



In 2013, as part of the annual impairment review and assessment process for the Corporation’s PP&E assets, the Alberta plants that have significant
merchant capacity were considered to be one CGU (the “Alberta Merchant CGU”) (see Note 13). The Corporation’s merchant renewables facilities were
assigned to this CGU. Consequently, the $417 million of goodwill that was tested for impairment in 2012 at the Renewables CGU level has been tested
at the combined Renewables and Alberta Merchant CGUs group level.
 
The Corporation determined the recoverable amount of the Renewables and Alberta Merchant CGUs group by calculating its fair value less cost to sell
using discounted cash flow projections. The Corporation’s long-range forecasts, which represent forecasted cash flows for generating facilities over their
expected useful lives, ranging from 5 to 59 years, are the primary source of information for determining fair value. They contain forecasts for production
and sale of electricity, revenues, operating costs, and capital expenditures. In developing these plans, various assumptions, such as electricity prices,
natural gas prices, and cost inflation rates are established. These assumptions take into account existing and forecast prices, regional supply-demand
balances, other macroeconomic factors, and historical trends and variability. The results of the long-range forecasts are reviewed and approved by
senior management.
 
The key assumptions impacting the determination of fair value for the Renewables and Alberta Merchant CGUs group are electricity production and
sales prices. Forecasts of electricity production for each facility are determined taking into consideration contracts for the sale of electricity, historic
production, regional supply-demand balances, and capital maintenance and expansion plans. Forecasted sales prices for each facility are determined by
taking into consideration contract prices for facilities subject to long- or short-term contracts, forward price curves for merchant plants, and regional
supply-demand balances. Where forward price curves are not available for the duration of the facility’s useful life, prices are determined by extrapolation
techniques using historical industry and company-specific data. The resulting fair value measurement is categorized within Level III of the fair value
hierarchy. Discount rates used for the Renewables and Alberta Merchant CGUs group goodwill impairment calculation ranged from 4.9 per cent to 7.1
per cent.
 
No reasonably possible change in the assumptions would result in any impairment of goodwill.
 
The goodwill resulting from the Wyoming Wind farm acquisition has been assigned to the U.S. Operations CGU.
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26. Intangible Assets
 
A reconciliation of the changes in the carrying amount of intangible assets is as follows:
 

Intangibles
Software Power under

Coal rights and other contracts development Total
Cost
As at Dec. 31, 2011 152 127 173 18 470
Additions 6 - - 33 39
Retirements - (5) - - (5)
Transfers - 11 - (11) -
As at Dec. 31, 2012 158 133 173 40 504
Additions 20 - - 29 49
Acquisition of Wyoming wind farm (Note 8) - - 20 - 20
Retirements - (10) - - (10)
Transfers - 50 - (47) 3
As at Dec. 31, 2013 178 173 193 22 566
Accumulated amortization
As at Dec. 31, 2011 96 79 19 - 194
Amortization 4 19 8 - 31
Retirements - (5) - - (5)
As at Dec. 31, 2012 100 93 27 - 220
Amortization 4 21 8 - 33
Retirements - (10) - - (10)
As at Dec. 31, 2013 104 104 35 - 243
Carrying amount
As at Dec. 31, 2011 56 48 154 18 276
As at Dec. 31, 2012 58 40 146 40 284
As at Dec. 31, 2013 74 69 158 22 323

 
27. Other Assets
 

The components of other assets are as follows:
 
As at Dec. 31 2013 2012
Deferred licence fees 18 21
Project development costs 36 35
Deferred service costs 19 19
Long-term prepaids 17 5
Keephills Unit 3 transmission deposit 6 7
Other 1 3
Total other assets 97 90
 
Deferred licence fees consist primarily of licences to lease the land on which certain generating assets are located, and are amortized on a straight-line
basis over the useful life of the generating assets to which the licences relate.



 
Project development costs include external, direct, and incremental costs incurred during the development phase of future power projects. The
appropriateness of the carrying value of these costs is evaluated each reporting period, and unrecoverable amounts for projects no longer probable of
occurring are charged to expense.
 
Deferred service costs are TransAlta’s contracted payments for shared capital projects required at the Genesee Unit 3 and Keephills Unit 3 sites. These
costs are amortized over the life of these projects.
 
The Keephills Unit 3 transmission deposit is TransAlta’s proportionate share of a provincially required deposit. The full amount of the deposit is
anticipated to be reimbursed over the next nine years, as long as certain performance criteria are met.
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28. Decommissioning and Other Provisions
 

The change in decommissioning and other provision balances is as follows:
 

Decommissioning
and restoration Restructuring Other Total

Balance, Dec. 31, 2011 301 - 81 382
Liabilities incurred 16 13 56 85
Liabilities settled (44) (5) (17) (66)
Accretion 16 - 1 17
Revisions in estimated cash flows (11) - 2 (9)
Revisions in discount rates (15) - - (15)
Reversals - - (81) (81)
Change in foreign exchange rates (1) - - (1)
Balance, Dec. 31, 2012 262 8 42 312
Liabilities incurred 4 - 29 33
Liabilities settled (24) (5) (2) (31)
Accretion 17 - 1 18
Revisions in estimated cash flows 16 - 2 18
Revisions in discount rates (12) - - (12)
Reversals - (3) (11) (14)
Acquisition of Wyoming Wind (Note 8) 3 - - 3
Change in foreign exchange rates 4 - 1 5
Balance, Dec. 31, 2013 270 - 62 332

 
1  The reversal of other provisions includes Sundance Units 1 and 2 and Sundance Unit 3 provisions that were reversed as a result of the conclusions of the respective arbitration decisions in 2012.
 

Decommissioning
and restoration Restructuring Other Total

Balance, Dec. 31, 2012 262 8 42 312
Current portion 13 8 12 33
Non-current portion 249 - 30 279
Balance, Dec. 31, 2013 270 - 62 332
Current portion 11 - 5 16
Non-current portion 259 - 57 316

 
A.         Decommissioning and Restoration

A provision has been recognized for all generating facilities and mines for which TransAlta is legally, or constructively, required to remove the facilities at
the end of their useful lives and restore the sites to their original condition. TransAlta estimates that the undiscounted amount of cash flow required to
settle these obligations is approximately $1.0 billion, which will be incurred between 2013 and 2072. The majority of the costs will be incurred between
2020 and 2050. At Dec. 31, 2013, the Corporation had provided a surety bond in the amount of U.S.$136 million (2012 - U.S.$136 million) in support of
future decommissioning obligations at the Centralia coal mine. At Dec. 31, 2013, the Corporation had provided letters of credit in the amount of $115
million (2012 - $79 million) in support of future decommissioning obligations at the Alberta mine.
 

B.          Restructuring Provisions
On Oct. 30, 2012, the Corporation announced a restructuring of resources as part of its ongoing strategy to continuously improve operational excellence
and accelerate the growth of the company. Approximately 165 positions were eliminated. In 2012, a provision and a related pre-tax restructuring expense
of $13 million were recognized. On completion of the restructuring in 2013, the balance of the provision in the amount of $3 million was reversed.
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C.         Other Provisions

1

1



Other provisions include an amount related to a portion of the Corporation’s fixed price commitments under several natural gas transportation contracts
for firm transportation that is not expected to be used. Accordingly, the unavoidable costs of meeting these obligations exceed the economic benefits
expected to be received. The contracts extend to 2018.
 
Other provisions also include provisions arising from ongoing business activities and include amounts related to commercial disputes between the
Corporation and customers or suppliers. Information about the expected timing of settlement and uncertainties that could impact the amount or timing of
settlement has not been provided as this may impact the Corporation’s ability to settle the provisions in the most favourable manner.
 

29. Long-Term Debt
 
A.         Debt and Credit facilities
 

The amounts outstanding are as follows:
 

As at Dec. 31 2013 2012
Carrying Carrying

value Face value Interest value Face value Interest
Credit facilities 852 852 2.6% 950 950 2.4%
Debentures 1,269 1,251 6.1% 839 851 6.6%
Senior notes 1,797 1,809 5.6% 2,017 1,990 5.6%
Non-recourse 376 380 5.9% 375 380 5.9%
Other 28 28 6.3% 36 36 6.5%

4,322 4,320 4,217 4,207
Less: recourse current portion (209) (209) (606) (606)
Less: non-recourse current portion - - (1) (1)
Total long-term debt 4,113 4,111 3,610 3,600

 

1   Interest is an average rate weighted by principal amounts outstanding before the effect of hedging.
2   Composed of bankers’ acceptances and other commercial borrowings under long-term committed credit facilities. Includes U.S.$300 million at Dec. 31, 2013 (Dec. 31, 2012 - U.S.$300 million).
3   U.S. face value at Dec. 31, 2013 - U.S.$1.7 billion (Dec. 31, 2012 - U.S.$2.0 billion).
4   Includes U.S.$20 million at Dec. 31, 2013 (Dec. 31, 2012 - U.S.$20 million).
 
A portion of the Corporation’s fixed rate debentures and senior notes have been hedged using fixed to floating interest rate swaps (see Note 20) and are
recorded at fair value. The balance of long-term debt is not hedged and is recorded at amortized cost.
 
Credit facilities are drawn on the Corporation’s $1.5 billion committed syndicated bank credit facility and on the Corporation’s U.S.$300 million
committed bilateral facility. The $1.5 billion committed syndicated bank facility is the primary source for short-term liquidity after the cash flow generated
from the Corporation’s business. In May 2013, the Corporation completed a renewal of its four-year revolving $1.5 billion committed syndicated credit
facility and extended its maturity to 2017. In June 2013, the U.S.$300 million bilateral credit facility was renewed for a four-year term to 2017. Interest
rates on the credit facilities vary depending on the option selected; Canadian prime, bankers’ acceptances, U.S. LIBOR, or U.S. base rate, in
accordance with a pricing grid that is standard for such facilities. The Corporation also has $240 million available in committed bilateral credit facilities,
which was renewed in November 2013, for a two-year term to 2015.
 
Of the $2.1 billion (2012 - $2.0 billion) of committed credit facilities, $0.9 billion (2012 - $0.8 billion) is not drawn, and is available as of Dec. 31, 2013,
subject to customary borrowing conditions. In addition to the $0.9 billion available under the credit facilities, TransAlta also has $42 million of available
cash and cash equivalents.
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Debentures bear interest at fixed rates ranging from 5.0 per cent to 7.3 per cent and have maturity dates ranging from 2014 to 2030. During 2013, the
Corporation issued $400 million of senior unsecured medium-term notes that carry a coupon rate of 5.00 per cent, payable semi-annually, at an issue
price equal to 99.516 per cent of the principal amount of the notes.
 
Senior notes bear interest at rates ranging from 4.50 per cent to 6.65 per cent and have maturity dates ranging from 2015 to 2040. A total of U.S.$850
million of the senior notes has been designated as a hedge of the Corporation’s net investment in U.S. foreign operations. During 2013, the
Corporation’s U.S.$300 million 5.75 per cent senior notes matured and were paid out.
 
Non-recourse debt consists of debentures issued by CHD that have maturity dates ranging from 2015 to 2018 and bear interest at rates ranging from
5.3 per cent to 7.3 per cent, and includes U.S.$20 million of U.S.-denominated debt.
 
Other consists of notes payable for the Windsor plant that bear interest at a fixed rate of 7.4 per cent, mature in November 2014, and are recourse to the
Corporation through a standby letter of credit; and an unsecured commercial loan obligation that bears interest at a rate of 5.9 per cent, matures in 2023,
and requires annual blended payments of interest and principal.
 
TransAlta’s debt contains terms and conditions, including financial covenants, that are considered normal and customary. As at Dec. 31, 2013, the
Corporation was in compliance with all debt covenants.
 

B.          Restrictions
 

Debt of $7 million related to the Windsor plant, owned by the Corporation’s TA Cogen subsidiary, include principal and interest funding provisions that
restrict the Corporation’s ability to access funds generated by the operations of the plant. The Corporation has provided a letter of credit in the amount of
the funding requirements, thereby permitting it to access the funds.
 
Debentures of $341 million issued by the Corporation’s CHD subsidiary include restrictive covenants requiring the proceeds received from the sale of
assets to be reinvested into similar renewables assets.
 

1 1

2

3

4



C.         Principal Repayments
 

2019 and
2014 2015 2016 2017 2018 thereafter Total

Principal repayments 209 689 29 854 732 1,807 4,320
 

1  Excludes impact of derivatives and includes drawn credit facilities that are currently scheduled to mature in 2015 and 2017.
 

D.         Letters of Credit
Letters of credit are issued to counterparties under various contractual arrangements with the Corporation and certain subsidiaries of the Corporation. If
the Corporation or its subsidiary does not perform under such contracts, the counterparty may present its claim for payment to the financial institution
through which the letter of credit was issued. Any amounts owed by the Corporation or its subsidiaries under these contracts are reflected in the
Consolidated Statements of Financial Position. All letters of credit expire within one year and are expected to be renewed, as needed, in the normal
course of business. The total outstanding letters of credit as at Dec. 31, 2013 was $370 million (2012 - $336 million) with no (2012 - nil) amounts
exercised by third parties under these arrangements.
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30. Deferred Credits and Other Long-Term Liabilities
 

The components of deferred credits and other long-term liabilities are as follows:
 

As at Dec. 31 2013 2012
Deferred coal revenues 52 51
Defined benefit obligations 200 220
Long-term incentive accruals 16 15
Other 72 15
Total deferred credits and other long-term liabilities 340 301

 
Deferred coal revenues consist of amounts received from the Corporation’s Keephills Unit 3 joint venture for future coal deliveries. These amounts are
being amortized into revenue over the life of the coal supply agreement, since commercial operations of Keephills Unit 3 began on Sept. 1, 2011.
 
Other includes a $13 million reimbursement received for costs of the New Richmond terminal station, which will be amortized into revenue over the term
of the related PPA, and $28 million relating to the California claim (see Note 5).
 

31. Common Shares
 

A.  Issued and Outstanding
TransAlta is authorized to issue an unlimited number of voting common shares without nominal or par value.

 
As at Dec. 31 2013 2012

Common Common
shares shares
(millions) Amount (millions) Amount

Issued and outstanding, beginning of period 254.7 2,730 223.6 2,274
Issued under the dividend reinvestment and share purchase plan 13.5 186 9.7 159
Issued under share-based payment plans - - 0.1 1
Issued under the PSOP (Note 34) - - 0.1 1
Issued under public offering - - 21.2 295

268.2 2,916 254.7 2,730
Amounts receivable under Employee Share Purchase Plan - (3) - (4)
Issued and outstanding, end of year 268.2 2,913 254.7 2,726
 

1 Net of after-tax issuance costs of $9 million ($12 million issuance costs, less tax-effects of $3 million)
 
On Sept. 13, 2012, TransAlta completed a public offering of 19,250,000 common shares at a price of $14.30 per common share. TransAlta granted the
underwriters an over-allotment option to purchase up to an additional 2,887,500 common shares at the same price. On Sept. 20, 2012, the underwriters
exercised in part their over-allotment option and purchased an additional 1,992,000 common shares at $14.30 per common share for total gross
proceeds of $304 million.
 

B.  Shareholder Rights Plan
The primary objective of the Shareholder Rights Plan is to provide the Corporation’s Board of Directors sufficient time to explore and develop alternatives
for maximizing shareholder value if a takeover bid is made for the Corporation and to provide every shareholder with an equal opportunity to participate
in such a bid. The Shareholder Rights Plan was originally approved in 1992, and has been revised since that time to ensure conformity with current
practices. As required, the Shareholder Rights Plan must be put before the Corporation’s shareholders every three years for approval, and was last
approved on April 23, 2013.
 
When an acquiring shareholder commences a bid to acquire 20 per cent or more of the Corporation’s common shares, other than by way of a Permitted
Bid, where the offer is made to all shareholders by way of a takeover bid circular, the rights granted under the Shareholder Rights Plan become
exercisable by all shareholders except those held by the acquiring shareholder. Each right will entitle a shareholder, other than the acquiring
shareholder, to acquire an additional $200 worth of common shares for $100.
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C.  Premium Dividend , Dividend Reinvestment, and Optional Common Share Purchase Plan

On Feb. 21, 2012, the Corporation added a Premium Dividend  Component to its existing dividend reinvestment plan. The amended and restated plan
was called the Premium Dividend , Dividend Reinvestment, and Optional Common Share Purchase Plan (“the Plan”) and it provided eligible
shareholders with two options: i) to reinvest dividends at a current three per cent discount to the average market price towards the purchase of new
common shares of the Corporation (the Dividend Reinvestment Component) or; ii) to receive a premium cash payment equivalent to 102 per cent of the
reinvested dividends (the Premium Dividend  Component).
 
The Corporation suspended the Premium Dividend Component of the Plan following the payment of the quarterly dividend on July 1, 2013. The
Corporation’s Dividend Reinvestment and Optional Common Share Purchase Plan, separate components of the Plan, remain effective in accordance
with their current terms.
 
On Jan. 1, 2014, 2.1 million common shares were issued for dividends reinvested.
 
There have been no other transactions involving common shares between the reporting date and the date of completion of these consolidated financial
statements.
 

D.  Earnings per Share
 

Year ended Dec. 31 2013 2012 2011
Net earnings (loss) attributable to common shareholders (71) (615) 290
Basic and diluted weighted average number of common shares outstanding 264 235 222
Net earnings (loss) per share attributable to common shareholders, basic and diluted (0.27) (2.62) 1.31

 
The effect of the stock options, PSOP, and the Plan does not materially affect the calculation of the total weighted average number of common shares
outstanding (see Note 34).
 

E.  Dividends
The following table summarizes the common share dividends declared in 2013, 2012, and 2011:

 
Date Payment Dividend Total Dividends Dividends
declared date per share ($) dividends paid in cash paid in shares
2013
Oct. 30, 2013 Jan. 1, 2014 0.29 78 50 28
July 23, 2013 Oct. 1, 2013 0.29 77 51 26
Apr. 22, 2013 July 1, 2013 0.29 76 21 55
Jan. 28, 2013 Apr. 1, 2013 0.29 75 22 53
2012
Oct. 24, 2012 Jan. 1, 2013 0.29 73 20 53
July 13, 2012 Oct. 1, 2012 0.29 67 18 49
Apr. 25, 2012 July 1, 2012 0.29 66 18 48
Jan. 25, 2012 Apr. 1, 2012 0.29 65 23 43
2011
Oct. 27, 2011 Jan. 1, 2012 0.29 65 45 20
July 27, 2011 Oct. 1, 2011 0.29 65 48 17
Apr. 28, 2011 July 1, 2011 0.29 64 48 16

 
1 Dividends of $20 million were paid on June 28, 2013.
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32. Preferred Shares
 

A.  Issued and Outstanding
 

TransAlta is authorized to issue an unlimited number of first preferred shares. The rights, privileges, restrictions, and conditions attaching to such shares
are determined by the Board of Directors, subject to certain limitations.

 
As at Dec. 31 2013 2012

Number of Number of Dividend Redemption
Cumulative Redeemable Rate Reset First Preferred shares shares rate per price per
                                                                       Shares (millions) Amount (millions) Amount share ($) share ($)
Series A 12 293 12 293 1.15 25.00
Series C 11 269 11 269 1.15 25.00
Series E 9 219 9 219 1.25 25.00
Issued and outstanding, end of period 32 781 32 781

 
On Aug. 10, 2012, TransAlta completed a public offering of 9 million Series E Cumulative Redeemable Rate Reset First Preferred Shares for gross
proceeds of $225 million. The holders of the preferred shares are entitled to receive fixed cumulative cash dividends at an annual rate of $1.25 per share
as approved by the Board of Directors, payable quarterly, yielding 5.0 per cent per annum, for the initial period ending Sept. 30, 2017. The dividend rate
will reset on Sept. 30, 2017 and every five years thereafter to a yield per annum equal to the sum of the then five-year Government of Canada bond yield
plus 3.65 per cent.
 
The preferred shares are redeemable at the option of TransAlta on or after Sept. 30, 2017 and on Sept. 30 of every fifth year thereafter at a price of
$25.00 per share plus all declared and unpaid dividends.
 

TM

TM

TM

TM
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The Series E preferred shareholders will have the right at their option to convert their shares into Series F Cumulative Redeemable Rate Reset First
Preferred Shares on Sept. 30, 2017 and on Sept. 30 of every fifth year thereafter. The holders of Series F preferred shares will be entitled to receive
quarterly floating rate cumulative dividends as approved by the Board of Directors at a yield per annum equal to the sum of the then three-month
Government of Canada Treasury Bill rate plus 3.65 per cent.
 

B.  Dividends
The following table summarizes the preferred share dividends declared in 2013, 2012, and 2011:

 
Series A Series C Series E

Date Payment Dividend Total Dividend Total Dividend Total
declared date per share ($) dividends per share ($) dividends per share ($) dividends
2013
Oct. 30, 2013 Dec. 31, 2013 0.2875 4 0.2875 3 0.3125 3
July 23, 2013 Sept. 30, 2013 0.2875 3 0.2875 4 0.3125 2
Apr. 22, 2013 June 30, 2013 0.2875 4 0.2875 3 0.3125 3
Jan. 28, 2013 March 31, 2013 0.2875 3 0.2875 3 0.3125 3
2012
Oct. 24, 2012 Dec. 31, 2012 0.2875 3 0.2875 4 0.4897 4
July 13, 2012 Sept. 30, 2012 0.2875 4 0.2875 3 - -
Apr. 25, 2012 June 30, 2012 0.2875 4 0.2875 3 - -
Jan. 25, 2012 March 31, 2012 0.2875 3 0.3844 4 - -
2011
Oct. 27, 2011 Dec. 31, 2011 0.2875 4 - - - -
July 27, 2011 Sept. 30, 2011 0.2875 4 - - - -
Apr. 28, 2011 June 30, 2011 0.2875 3 - - - -

 

1 Includes dividends of $0.0969 per share ($1 million in total) for the period from Nov. 29, 2011 to Dec. 31, 2011, which were accrued at Dec. 31, 2011.
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33. Accumulated Other Comprehensive Income (Loss)
 
 

The components of, and changes in, accumulated other comprehensive income (loss) are as follows:
 

2013 2012
(Restated)*

Currency translation adjustment
Opening balance, Jan. 1 (38) (28)
Gains (losses) on translating net assets of foreign operations 37 (23)
Gains (losses) on financial instruments designated as hedges of foreign operations, net of tax (35) 13
Balance, Dec. 31 (36) (38)
Cash flow hedges
Opening balance, Jan. 1 (37) (28)
Gains (losses) on derivatives designated as cash flow hedges, net of tax 41 (9)
Balance, Dec. 31 4 (37)
Employee future benefits
Opening balance, Jan. 1 (61) (38)
Net actuarial gains (losses) on defined benefit plans, net of tax 31 (23)
Balance, Dec. 31 (30) (61)
Accumulated other comprehensive loss (62) (136)

 
* See Note 3 for prior period restatements.
1 Net of income tax recovery of 5 for the year ended Dec. 31, 2013 (2012 - 2 expense).
2 Net of income tax expense of 12 for the year ended Dec. 31, 2013 (2012 - 15 expense).
3 Net of income tax expense of 11 for the year ended Dec. 31, 2013 (2012 - 8 recovery).

 
 
34. Share-Based Payment Plans
 

At Dec. 31, 2013, the Corporation had two types of share-based payment plans and an employee share purchase plan.
 
The Corporation is authorized to grant employees options to purchase up to an aggregate of 13.0 million common shares at prices based on the market
price of the shares as determined on the grant date. The Corporation has reserved 13.0 million common shares for issue.
 

A.  Stock Option Plans
I.     Canadian Employee Plan

This plan is offered to all full-time and part-time employees in Canada below the level of manager. Options granted under this plan may not be exercised
until one year after grant and thereafter at an amount not exceeding 25 per cent of the grant per year on a cumulative basis until the fifth year, after
which the entire grant may be exercised until the tenth year, which is the expiry date.
 

II.    U.S. Plan
This plan mirrors the rules of the Canadian plan and is offered to all full-time and part-time employees in the U.S.
 

III.   Australian Phantom Plan
This plan is offered to all full-time and part-time employees in Australia below the level of manager. Options under this plan are not physically granted;
rather, employees receive the equivalent value of shares in cash when exercised. Options granted under this plan may not be exercised until one year
after grant and thereafter at an amount not exceeding 25 per cent of the grant per year on a cumulative basis until the fifth year, after which the entire
grant may be exercised until the tenth year, which is the expiry date.

1
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IV.  Total Plan Information
The total options outstanding and exercisable under these stock option plans at Dec. 31, 2013 are outlined below:

 
Options outstanding Options exercisable

Weighted
Number average Weighted Number Weighted

outstanding at remaining average exercisable at average
Dec. 31, 2013 contractual life exercise price Dec. 31, 2013 exercise price

Range of exercise prices ($ per share) (millions) (years) ($ per share) (millions) ($ per share)
15.41-22.46 0.8 4.8 19.84 0.7 20.70
31.97-35.05 0.6 4.1 32.41 0.6 32.41
10.85-35.05 1.4 4.5 25.71 1.3 26.11

 
The change in the number of options outstanding under the option plans is outlined below:

 
Year ended Dec. 31 2013 2012 2011

Weighted Number Weighted Weighted
Number of average of share average Number of average

share options exercise price options exercise price share options exercise price
(millions) ($ per share) (millions) ($ per share) (millions) ($ per share)

Outstanding, beginning of year 1.5 25.35 1.7 24.94 2.2 24.94
Forfeited (0.1) 25.45 (0.2) 22.81 (0.5) 25.35
Outstanding, end of year 1.4 25.71 1.5 25.35 1.7 24.94

 
The Corporation uses the fair value method of accounting for awards granted under its stock option plans. No stock options were granted in 2013, 2012,
or 2011.
 
The expense recognized arising from equity-settled share-based payment transactions was nil (2012 - $1 million, 2011 - $2 million).
 

 
B.  Performance Share Ownership Plan

Under the terms of the PSOP, which commenced in 1997, the Corporation is authorized to award to employees and directors up to an aggregate of 4.0
million common shares. During 2010, the authorized amount was increased to 6.5 million common shares. The number of common shares that could be
issued under both the PSOP and the share option plans, however, cannot exceed 13.0 million common shares. Participants in the PSOP receive grants
that, after three years, make them eligible to receive a set number of common shares, including the value of reinvested dividends over the period, or
cash equivalent up to the maximum of the grant amount plus any accrued dividends thereon. The ultimate awarding of PSOP in any year is at the
discretion of TransAlta’s Human Resource Committee (“HRC”). Once a participant’s PSOP eligibility for an award has been established, 50 per cent of
the shares may be released to the participant when the Board of Directors use share settlements on the awards, while the remaining 50 per cent will be
held in trust for one additional year for employees below vice-president level, and for two additional years for employees at the vice-president level and
above. If the awards are paid out in cash, they are paid immediately. The actual number of common shares or cash equivalent a participant may receive
is determined by the percentile ranking of the total shareholder return over three years of the Corporation’s common shares amongst the companies
comprising the comparator group. The expense related to this plan is recognized during the period earned, with the corresponding payable recorded in
liabilities. The liability is valued using the closing share price.
 
The granting of PSOP units was discontinued following the 2012 - 2014 grants. The plan will continue until the end of this last cycle.

 
Year ended Dec. 31 (millions) 2013 2012 2011
Number of grants outstanding, beginning of year 2.9 2.5 1.7
Granted - 1.5 1.4
Awarded by HRC - (0.1) -
Forfeited (1.0) (1.0) (0.6)
Number of grants outstanding, end of year 1.9 2.9 2.5
 
 

TransAlta Corporation   |   2013 Annual Report 135

 
Notes to Consolidated Financial Statements

 
 

In 2013, pre-tax PSOP compensation recovery was $6 million (2012 - $3 million expense, 2011 - $9 million expense), which is included in operations,
maintenance, and administration expense in the Consolidated Statements of Earnings (Loss). In 2013, no common shares (2012 - 55,418 common
shares, 2011 - 50,560 common shares) were issued (2012 - $15.12 per share, 2011 - $21.15 per share).
 

C.  Employee Share Purchase Plan
Under the terms of the employee share purchase plan, the Corporation will extend an interest-free loan (up to 30 per cent of an employee’s base salary)
to employees below executive level and allow for payroll deductions over a three-year period to repay the loan. Executives are not eligible for this
program in accordance with the Sarbanes-Oxley legislation. An agent will purchase these common shares on the open market on behalf of employees at
prices based on the market price of the shares as determined on the date of purchase. Employee sales of these shares are handled in the same
manner. At Dec. 31, 2013, amounts receivable from employees under the plan totalled $3 million (2012 - $4 million).

 
35. Employee Future Benefits
 



A.         Description
 

The Corporation sponsors registered pension plans in Canada and the U.S. covering substantially all employees of the Corporation in these countries
and specific named employees working internationally. The pension plans are administered by TransAlta, the Plan sponsor, through its Pension
Committee. These plans have defined benefit and defined contribution options, and in Canada there is an additional supplemental defined benefit plan
for certain employees whose annual earnings exceed the Canadian income tax limit. Except for the newly acquired SunHills plans, the Canadian and
U.S. defined benefit pension plans are closed to new entrants. The U.S. defined benefit pension plan was frozen effective Dec. 31, 2010, resulting in no
future benefits being earned.
 
The latest actuarial valuations for accounting purposes of the Canadian and U.S. pension plans was at Dec. 31, 2013 and Jan. 1, 2013, respectively.
The measurement date used to determine the fair value of plan assets and the present value of the defined benefit obligation was Dec. 31, 2013.
 
Funding of the registered pension plans complies with applicable regulations that require actuarial valuations of the pension funds at least once every
three years in Canada, or more, depending on funding status, and every year in the United States. The last actuarial valuations for funding purposes of
the Canadian registered plans were completed in early 2013 with an effective date of Dec. 31, 2012. The last actuarial valuation for funding purposes of
the U.S. pension plan was Jan. 1, 2013.
 
The supplemental pension plan is solely the obligation of the Corporation. The Corporation is not obligated to fund the supplemental plan but is
obligated to pay benefits under the terms of the plan as they come due. The Corporation has posted a letter of credit in the amount of $63 million to
secure the obligations under the supplemental plan.
 
The Corporation provides other health and dental benefits to the age of 65 for both disabled members and retired members through its other post-
employment benefits plans. The latest actuarial valuation of the Canadian and U.S. plans was as at Dec. 31, 2013 and Jan. 1, 2013, respectively. The
measurement date used to determine the present value of the defined benefit obligation for both plans was Dec. 31, 2013.
 
Effective Jan. 17, 2013, TransAlta assumed, through SunHills, operations and management control of the Highvale Mine from PMRL. SunHills assumed
responsibility for both defined benefit and defined contribution pension plans and the required pension funding obligations (see Note 7).
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B.          Costs Recognized
 

The costs recognized in net earnings during the year on the defined benefit, defined contribution, and other health and dental benefit plans are as
follows:
 
Year ended Dec. 31, 2013 Registered Supplemental Other Total
Current service cost 6 3 2 11
Administration expenses 2 - - 2
Interest cost on defined benefit obligation 21 3 1 25
Interest on plan assets (15) - - (15)
Defined benefit expense 14 6 3 23
Defined contribution expense 18 - - 18
Net expense 32 6 3 41

 
Year ended Dec. 31, 2012 Registered Supplemental Other Total
Current service cost 2 2 1 5
Administration expenses 2 - - 2
Interest cost on defined benefit obligation 18 3 2 23
Interest on plan assets (13) - - (13)
Defined benefit expense 9 5 3 17
Defined contribution expense 20 - - 20
Net expense 29 5 3 37
 
Year ended Dec. 31, 2011 Registered Supplemental Other Total
Current service cost 2 2 2 6
Administration expenses 1 - - 1
Interest cost on defined benefit obligation 19 4 1 24
Interest on plan assets (15) - - (15)
Past service costs - 1 - 1
Defined benefit expense 7 7 3 17
Defined contribution expense 19 - - 19
Net expense 26 7 3 36
 

C.  Status of Plans
 

The status of the defined benefit pension and other post-employment benefit plans is as follows:
 
As at Dec. 31, 2013 Registered Supplemental Other Total
Fair value of plan assets 394 7 - 401

Present value of defined benefit obligation
(517) (74) (27) (618)

Funded status - plan deficit (123) (67) (27) (217)
Amount recognized in the consolidated financial statements:



Accrued current liabilities (12) (4) (1) (17)

Other long-term liabilities (111) (63) (26) (200)
Total amount recognized (123) (67) (27) (217)
 
As at Dec. 31, 2012 Registered Supplemental Other Total
Fair value of plan assets 294 5 - 299
Present value of defined benefit obligation (424) (77) (34) (535)
Funded status - plan deficit (130) (72) (34) (236)
Amount recognized in the consolidated financial statements:

Accrued current liabilities (9) (5) (2) (16)
Other long-term liabilities (121) (67) (32) (220)

Total amount recognized (130) (72) (34) (236)
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D.         Plan Assets
 

The fair value of the plan assets of the defined benefit pension and other post-employment benefit plans are as follows:
 

Registered Supplemental Other Total
Fair value of plan assets as at Dec. 31, 2011 294 5 - 299
Interest on plan assets 13 - - 13
Net return on plan assets 11 - - 11
Contributions 3 6 2 11
Benefits paid (26) (6) (2) (34)
Administration expenses (2) - - (2)
Effect of translation on U.S. plans 1 - - 1
Fair value of plan assets as at Dec. 31, 2012 294 5 - 299
Acquisition of SunHills pension plan 72 - - 72
Interest on plan assets 15 - - 15
Net return on plan assets 29 - - 29
Contributions 18 7 3 28
Benefits paid (33) (5) (3) (41)
Administration expenses (2) - - (2)
Effect of translation on U.S. plans 1 - - 1
Fair value of plan assets as at Dec. 31, 2013 394 7 - 401
 
The fair value of the Corporation’s defined benefit plan assets by major category are as follows:
 
Year ended Dec. 31, 2013 Level I Level II Level III Total
Equity securities

Canadian - 99 - 99
U.S. - 47 - 47
International - 70 - 70
Private - - 6 6

Bonds
AAA - 46 - 46
AA - 58 - 58
A - 46 - 46
BBB - 13 - 13
Below BBB - 2 - 2

Money market and cash and cash equivalents 14 - - 14
Total 14 381 6 401
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Year ended Dec. 31, 2012 Level I Level II Level III Total
Equity securities

Canadian - 66 - 66
U.S. - 41 - 41
International - 36 - 36
Private - - 6 6



Bonds

AAA - 41 - 41
AA - 48 - 48
A 1 37 - 38
BBB - 11 - 11
Below BBB - 2 - 2

Money market and cash and cash equivalents 10 - - 10
Total 11 282 6 299

 
Plan assets do not include any common shares of the Corporation at Dec. 31, 2013 and Dec. 31, 2012. The Corporation charged the registered plan
$0.1 million for administrative services provided for the year ended Dec. 31, 2013 (2012 – $0.1 million).
 

E.          Defined Benefit Obligation
 

The present value of the obligation for the defined benefit pension and other post-employment benefit plans is as follows:
 

Registered Supplemental Other Total
Present value of defined benefit obligation as at Dec. 31, 2011 396 71 32 499
Current service cost 2 2 1 5
Interest cost 18 3 2 23
Benefits paid (26) (6) (2) (34)
Actuarial loss arising from financial assumptions 32 8 2 42
Actuarial (gain) loss arising from experience assumptions 3 (1) (1) 1
Effect of translation on U.S. plans (1) - - (1)
Present value of defined benefit obligation as at Dec. 31, 2012 424 77 34 535
Acquisition of SunHills pension plan 99 - - 99
Current service cost 6 3 2 11
Interest cost 21 3 1 25
Benefits paid (33) (5) (3) (41)
Actuarial loss arising from demographic assumptions 20 3 - 23
Actuarial gain arising from financial assumptions (28) (5) (3) (36)
Actuarial gain (loss) arising from experience assumptions 6 (2) (5) (1)
Effect of translation on U.S. plans 2 - 1 3
Present value of defined benefit obligation as at Dec. 31, 2013 517 74 27 618
 
The weighted average duration of the defined benefit plan obligation as at Dec. 31, 2013 is 13.2 years.
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F.           Contributions
 

The expected employer contributions for 2014 for the defined benefit pension and other post-employment benefit plans are as follows:
 

Registered Supplemental Other Total
Expected employer contributions 12 5 2 19

 
G.        Assumptions

 

The significant actuarial assumptions used in measuring the Corporation’s defined benefit obligation for the defined benefit pension and other post-
employment benefit plans are as follows:
 

As at Dec. 31, 2013 As at Dec. 31, 2012
(per cent) Registered Supplemental Other Registered Supplemental Other
Accrued benefit obligation
Discount rate 4.6 4.5 4.5 4.0 4.0 3.9
Rate of compensation increase 3.0 3.0 - 3.0 3.0 -
Assumed health care cost trend rate

Health care cost escalation - - 7.7 - - 7.4
Dental care cost escalation - - 4.0 - - 4.0
Provincial health care premium

escalation - - 5.0 - - 3.5
Benefit cost for the year

Discount rate 4.1 4.0 3.9 4.8 4.8 4.8
Rate of compensation increase 3.0 3.0 - 3.0 3.0 -
Assumed health care cost trend rate

Health care cost escalation - - 7.4 - - 8.0
Dental care cost escalation - - 4.0 - - 4.0
Provincial health care premium

escalation - - 3.5 - - 6.0

1           Post-and pre-65 rates; decreasing gradually to 5 per cent by 2016-2019 and remaining at that level thereafter for the U.S. and decreasing gradually by 0.35 per cent per year to 5 per cent in 2024 for

1 3

2 3



Canada.
2           Post-and pre-65 rates; decreasing gradually to 5 per cent by 2016-2019 and remaining at that level thereafter for the U.S. and decreasing gradually by 0.5 per cent per year to 5 per cent in 2018 for

Canada.
3           Decreasing gradually to 5 per cent by 2018 for both the U.S. and Canadian plans.
 

H.        Sensitivity Analysis
 

The following table outlines the estimated increase in the net defined benefit obligation assuming certain changes in key assumptions:
 

Canadian plans U.S. plans
Year ended Dec. 31, 2013 Registered Supplemental Other Pension Other
1% increase in the discount rate 64 11 2 3 1
1% increase in the salary scale 7 8 - - -
1% increase in the health care cost trend rate - - 2 - 1
10% improvement in mortality rates 15 2 - 1 -
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36. Joint Arrangements

 
Joint arrangements at Dec. 31, 2013 included the following:
 

Ownership
Joint operations (per cent) Description

Sheerness 50 Coal-fired plant in Alberta, of which TA Cogen has a 50 per cent interest, operated by ATCO Power

Fort Saskatchewan 60 Cogeneration plant in Alberta, of which TA Cogen has a 60 per cent interest, operated by TransAlta

McBride Lake 50 Wind generation facilities in Alberta operated by TransAlta

Goldfields Power 50 Gas-fired plant in Australia operated by TransAlta

Genesee Unit 3 50 Coal-fired plant in Alberta operated by Capital Power Corporation

Keephills Unit 3 50 Coal-fired plant in Alberta operated by TransAlta

Soderglen 50 Wind generation facilities in Alberta operated by TransAlta

Pingston 50 Hydro facility in British Columbia operated by TransAlta

TransAlta MidAmerican Partnership 50 Strategic partnership to develop, build, and operate new natural gas-fuelled electricity generation
projects in Canada

     
Ownership

Joint ventures (per cent) Description

CE Gen 50 Geothermal and gas plants in the United States operated by CE Gen affiliates

Wailuku 50 A run-of-river generation facility in Hawaii operated by MidAmerican Energy Holdings Company

CalEnergy 50 Strategic partnership to market geothermal capacity

TAMA Transmission LP 50 Strategic partnership to develop and operate transmission projects in Alberta
 

37. Changes in Non-Cash Operating Working Capital
 

Year ended Dec. 31 2013 2012 2011
(Use) source:

Accounts receivable 125 (22) (131)
Prepaid expenses (7) 3 3
Income taxes receivable (14) (10) 13
Inventory 15 (3) (26)
Accounts payable, accrued liabilities, and provisions (51) (8) 15
Income taxes payable 6 (16) 7

Change in non-cash operating working capital 74 (56) (119)
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38. Capital

 
TransAlta’s capital is comprised of the following:
 

Increase/
As at Dec. 31 2013 2012 (decrease)
Current portion of long-term debt 209 607 (398)
Less: available cash and cash equivalents (42) (25) (17)

167 582 (415)

Long-term debt 4,113 3,610 503

1



Equity

Common shares 2,913 2,726 187
Preferred shares 781 781 -
Contributed surplus 9 9 -
Deficit (735) (362) (373)
Accumulated other comprehensive loss (62) (136) 74
Non-controlling interests 517 330 187

7,536 6,958 578
Total capital 7,703 7,540 163
 
1            The Corporation includes available cash and cash equivalents as a reduction in the calculation of capital as capital is managed internally and evaluated by management using a net debt position. In

this regard, these funds may be available, and used to facilitate repayment of debt.
 
Changes in the balances of the components of capital are as follows:
 
Long-term debt (including current portion) increased primarily due to unfavourable changes in foreign exchange rates (see Note 29).
 
Common shares increased in 2013 as a result of the issuance of 13.5 million shares for $186 million under the dividend reinvestment and share
purchase plan (see Note 31).
 
AOCI increased in 2013 primarily due to the recognition of gains on derivatives designated as hedging instruments and net actuarial gains on defined
benefit plans (see Note 33).
 
Non-controlling interests increased primarily due to the formation of TransAlta Renewables (see Note 4).
 
TransAlta’s overall capital management strategy and its objectives in managing capital have remained unchanged from Dec. 31, 2012 and are as
follows:
 

A.         Maintain an Investment Grade Credit Rating
 

The Corporation operates in a long-cycle and capital-intensive commodity business, and it is therefore a priority to maintain an investment grade credit
rating as it allows the Corporation to access capital markets at reasonable interest rates. TransAlta monitors key credit ratios similar to those used by
key rating agencies. While these ratios are not publicly available from credit agencies, TransAlta’s management has defined these ratios and seeks to
manage the Corporation’s capital in line with the following targets:
 
As at Dec. 31 2013 2012 Target

Adjusted cash flow to interest coverage (times) 4.0 4.4 4 to 5

Adjusted cash flow to debt (%) 16.9 19.0 20 to 25

Debt to comparable earnings before interest, taxes, depreciation, and amortization (times) 4.2 4.1 4 to 5
 
1            Last 12 months.
2            Adjusted for the impacts associated with the California claim in 2013 and the Sundance Units 1 and 2 arbitration in 2012.
 
Adjusted cash flow to interest coverage is calculated as cash flow from operating activities before changes in working capital plus net interest
expense divided by interest on debt less interest income. Adjusted cash flow to interest coverage decreased in 2013 compared to 2012 primarily due to
higher interest on debt. The Corporation’s goal is to maintain this ratio in a range of four to five times.
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Adjusted cash flow to debt is calculated as cash flow from operating activities before changes in working capital divided by average total debt less
average cash and cash equivalents. Adjusted cash flow to debt decreased in 2013 compared to 2012 due to higher average debt levels in 2013. The
Corporation’s goal is to maintain this ratio in a range of 20 to 25 per cent.
 
Debt to comparable earnings before interest, taxes, depreciation, and amortization (“EBITDA”) is calculated as net debt (current and long-term
debt less available cash and cash equivalents) divided by comparable EBITDA. Comparable EBITDA is calculated as earnings before interest, taxes,
depreciation, and amortization and is adjusted for transactions and amounts that the Corporation believes are not representative of business operations.
The Corporation’s goal is to maintain this ratio in a range of four to five times.
 
At times, and over a short-term period, the credit ratios may be outside of the specified target ranges while the Corporation realigns the capital structure.
During 2013, the Corporation took several steps to strengthen its financial position and reduce debt, using the approximate $221 million in gross
proceeds from the initial public offering of TransAlta Renewables (see Note 4) to pay down debt, and utilizing the proceeds from dividends reinvested
under the DRASP plan as a continued source of equity. Participation in the dividend reinvestment plan during the fourth quarter of 2013 was
approximately 30 to 35 per cent.
 
TransAlta routinely monitors forecasted net earnings, cash flows, capital expenditures, and scheduled repayment of debt with a goal of meeting the
above ratio targets and to meet dividend and property, plant, and equipment expenditure requirements.
 

B.          Ensure Sufficient Cash and Credit is Available to Fund Operations, Pay Dividends, and Invest in Property, Plant,
and Equipment

 

For the year ended Dec. 31, 2013 and 2012, net cash outflows, after cash dividends and property, plant, and equipment additions, are summarized
below:
 

Increase
Year ended Dec. 31 2013 2012 (decrease)
Cash flow from operating activities 765 520 245
Dividends paid on common shares (116) (104) (12)
Property, plant, and equipment expenditures (561) (703) 142

Acquisition of Wyoming Wind farm (Note 8) (109) - (109)

1,2

1,2



Acquisition of finance lease - (312) 312

Inflow (outflow) (21) (599) 578
 
TransAlta maintains sufficient cash balances and committed credit facilities to fund periodic net cash outflows related to its business. At Dec. 31, 2013,
$0.9 billion (2012 - $0.8 billion) of the Corporation’s available credit facilities were not drawn.
 
Periodically, TransAlta accesses capital markets, as required, to help fund some of these periodic net cash outflows, to maintain its available liquidity,
and to maintain its capital structure and credit metrics within targeted ranges.
 
During 2013, the Corporation issued $400 million of senior unsecured medium-term notes that carry a coupon rate of 5.00 per cent, payable semi-
annually, at an issue price equal to 99.516 per cent of the principal amount of the notes.
 
During 2013, the Corporation’s U.S.$300 million 5.75 per cent senior notes matured and were paid out.
 
During 2012, the Corporation issued 31.1 million common shares for total gross proceeds of $456 million. The Corporation also issued 9 million Series E
Preferred Shares for total gross proceeds of $225 million.
 
During 2012, the Corporation’s U.S.$300 million 6.75 per cent senior notes matured and were paid out. In addition, during 2012, the Corporation issued
senior notes in the amount of U.S.$400 million, bearing interest at a rate of 4.5 per cent and maturing in 2022.
 
Dividends on the Corporation’s common shares are at the discretion of the Board of Directors. In determining the payment and level of future dividends,
the Board of Directors considers the Corporation’s financial performance, its results of operations, cash flow and needs with respect to financing ongoing
operations and growth, balanced against returning capital to shareholders.
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39. Related Party Transactions
 

Details of the Corporation’s principal operating subsidiaries are as follows:
 

Ownership
Subsidiary Country (per cent) Principal activity
TransAlta Generation Partnership Canada 100 Generation and sale of electricity
TransAlta Cogeneration, L.P. Canada 50.01 Generation and sale of electricity
TransAlta Centralia Generation, LLC U.S. 100 Generation and sale of electricity
TransAlta Energy Marketing Corp. Canada 100 Energy trading
TransAlta Energy Marketing (U.S.), Inc. U.S. 100 Energy trading
TransAlta Energy (Australia), Pty Ltd. Australia 100 Generation and sale of electricity
TransAlta Renewables Inc. Canada 80.7 Generation and sale of electricity

 
Transactions between the Corporation and its subsidiaries have been eliminated on consolidation and are not disclosed.
 
Transactions with Key Management Personnel
TransAlta’s key management personnel include the President and CEO, the Chief Officers, the Executive Vice Presidents, and the President – U.S.
Operations, all who report directly to the President and CEO, and the Board of Directors. Key management personnel compensation is as follows:

 
Year ended Dec. 31 2013 2012 2011
Total compensation 15 12 12
Comprised of:

Short-term employee benefits 7 8 6
Post-employment benefits 2 1 1
Other long-term benefits 1 1 1
Termination benefits 2 - -
Share-based payment 3 2 4
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40. Commitments
 

In addition to commitments disclosed elsewhere in the financial statements, the Corporation has entered into a number of fixed purchase and
transportation contracts, transmission and electricity purchase agreements, coal supply and mining agreements, long-term service agreements, and
agreements related to growth and major projects either directly or through its interests in joint ventures. Approximate future payments under these
agreements are as follows:

 
Natural gas, Transmission and Coal supply Long-term

transportation, and power purchase and mining service
other purchase contracts agreements agreements agreements Total

2014 39 11 172 42 264
2015 14 12 123 26 175
2016 13 9 126 25 173
2017 13 3 41 20 77
2018 12 3 41 27 83
2019 and thereafter 103 6 501 174 784



Total 194 44 1,004 314 1,556
 
A.  Natural Gas, Transportation, and Other Purchase Contracts

Several of the Corporation’s plants have fixed price natural gas purchase and related transportation contracts in place. Other fixed price purchase
contracts relate to commitments for services at certain facilities.
 

B.  Transmission and Power Purchase Agreements
TransAlta has several agreements to purchase 400 MW of Pacific Northwest transmission network capacity. Provided certain conditions for delivering
the service are met, the Corporation is committed to the transmission at the supplier’s tariff rate whether it is awarded immediately or delivered in the
future after additional facilities are constructed.
 

C.  Coal Supply and Mining Agreements
Centralia Thermal has various coal supply and associated rail transport contracts to provide coal for use in production. The coal supply agreements
allow TransAlta to take delivery of coal at fixed volumes and prices, with dates extending to 2025.
 
Commitments related to mining agreements include the Corporation’s share of commitments for mining agreements related to its Sheerness and
Genesee Unit 3 joint operations.
 

D.  Long-Term Service Agreements
TransAlta has various service agreements in place, primarily for repairs and maintenance that may be required on turbines at various wind facilities as
well as an agreement, entered into in 2013, for inspections and parts replacement at two natural gas facilities.
 

E.  TransAlta Energy Bill Commitments
As part of the Bill and Memorandum of Agreement (“MoA”) signed into law in the State of Washington, the Corporation has committed to fund $55 million
over the life of the Centralia coal plant to support economic development, promote energy efficiency, and develop energy technologies related to the
improvement of the environment. The MoA contains certain provisions for termination and in the event of the termination of the MoA this funding will no
longer be required.
 

F.  Other
A significant portion of the Corporation’s electricity and thermal production are subject to PPAs and long-term contracts. The majority of these contracts
include terms and conditions customary to the industry in which the Corporation operates. The nature of commitments related to these contracts
includes: electricity and thermal capacity, availability, and production targets; reliability and other plant-specific performance measures; specified
payments for deliveries during peak and off-peak time periods; specified prices per MWh; risk sharing of fuel costs; and retention of heat rate risk.
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41. Contingencies
 

TransAlta is occasionally named as a party in various claims and legal proceedings that arise during the normal course of its business. TransAlta reviews
each of these claims, including the nature of the claim, the amount in dispute or claimed, and the availability of insurance coverage. There can be no
assurance that any particular claim will be resolved in the Corporation’s favour or that such claims may not have a material adverse effect on TransAlta.
 

42. Segment Disclosures
 
A.  Description of Reportable Segments

The Corporation has three reportable segments as described in Note 1.
 
Each segment assumes responsibility for its operating results to operating income (loss). Generation expenses include Energy Trading’s intersegment
charge for energy marketing. Energy Trading’s operating expenses are presented net of these intersegment charges.
 
The accounting policies of the segments are the same as those described in Note 2. Intersegment transactions are accounted for on a cost-recovery
basis that approximates market rates.

 
B.  Reported Segment Earnings and Segment Assets
I.     Earnings Information
 

Year ended Dec. 31, 2013 Generation Energy Trading Corporate Total
Revenues 2,213 79 - 2,292
Fuel and purchased power 926 - - 926
Gross margin 1,287 79 - 1,366
Operations, maintenance, and administration 418 32 66 516
Depreciation and amortization 501 1 23 525
Asset impairment charges (reversals) (18) - - (18)
Inventory writedown 22 - - 22
Restructuring provision (2) - (1) (3)

Taxes, other than income taxes
26 - 1 27

Intersegment cost allocation 14 (14) - -
Operating income (loss) 326 60 (89) 297
Finance lease income 46 - - 46
Equity loss (10) - - (10)
California claim - (56) - (56)
Sundance Units 1 and 2 return to service (25) - - (25)
Gain on sale of assets - - 12 12
Insurance recovery 8 - - 8
Foreign exchange gain 1
Loss on assumption of pension obligations (29)
Net interest expense (256)
Loss before income taxes (12)
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Year ended Dec. 31, 2012 (Restated)* Generation Energy Trading Corporate Total
Revenues 2,207 3 - 2,210
Fuel and purchased power 753 - - 753
Gross margin 1,454 3 - 1,457
Operations, maintenance, and administration 388 29 82 499
Depreciation and amortization 489 - 20 509
Asset impairment charges 324 - - 324
Inventory writedown 44 - - 44
Restructuring provision 5 - 8 13
Taxes, other than income taxes 27 - 1 28
Intersegment cost allocation 13 (13) - -
Operating income (loss) 164 (13) (111) 40
Finance lease income 16 - - 16
Equity loss (15) - - (15)
Sundance Units 1 and 2 return to service (254) - - (254)
Gain on sale of assets 3 - - 3
Gain on sale of collateral - 15 - 15
Other income 1
Foreign exchange loss (9)
Net interest expense (242)
Loss before income taxes (445)

 
* See Note 3 for prior period restatements.

 
Year ended Dec. 31, 2011 (Restated)* Generation Energy Trading Corporate Total
Revenues 2,481 137 - 2,618
Fuel and purchased power 895 - - 895
Gross margin 1,586 137 - 1,723
Operations, maintenance, and administration 424 44 84 552
Depreciation and amortization 460 1 21 482
Asset impairment charges 17 - - 17
Taxes, other than income taxes 27 - - 27
Intersegment cost allocation 8 (8) - -
Operating income (loss) 650 100 (105) 645
Finance lease income 8 - - 8
Equity gain 14 - - 14
Gain on sale of assets 16 - - 16
Reserve on collateral - (18) - (18)
Other income 2
Foreign exchange loss (3)
Net interest expense (215)
Earnings before income taxes 449

 
* See Note 3 for prior period restatements.
 
Included in the Generation Segment results is $22 million (2012 - $23 million, 2011 - $24 million) of incentives received under a Government of Canada
program in respect of power generation from qualifying wind and hydro projects.
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II.             Selected Consolidated Statements of Financial Position Information
 

As at Dec. 31, 2013 Generation Energy Trading Corporate Total
Goodwill (Note 25) 430 30 - 460
Total segment assets 9,252 244 287 9,783

 
1 Total Generation Segment assets include $192 million related to investments in joint arrangements accounted for by the equity method.

 
As at Dec. 31, 2012 Generation Energy Trading Corporate Total
Goodwill (Note 25) 417 30 - 447
Total segment assets 8,994 262 247 9,503

 
2 Total Generation Segment assets include $172 million related to investments in joint arrangements accounted for by the equity method.
 

III.          Selected Consolidated Statements of Cash Flows Information
 

Year ended Dec. 31, 2013 Generation Energy Trading Corporate Total
Additions to non-current assets:

Property, plant, and equipment 554 - 7 561

1

2



Intangible assets 5 6 21 32

          
Year ended Dec. 31, 2012 Generation Energy Trading Corporate Total
Additions to non-current assets:

Property, plant, and equipment 684 - 19 703
Intangible assets 7 1 31 39
          

Year ended Dec. 31, 2011 Generation Energy Trading Corporate Total
Additions to non-current assets:

Property, plant, and equipment 445 - 8 453
Intangible assets 7 1 22 30

 
IV.         Depreciation and Amortization on the Consolidated Statements of Cash Flows

The reconciliation between depreciation and amortization reported on the Consolidated Statements of Earnings (Loss) and the Consolidated Statements
of Cash Flows is presented below:

 
Year ended Dec. 31 2013 2012 2011
Depreciation and amortization expense on the Consolidated Statements of Earnings 525 509 482
Depreciation included in fuel and purchased power (Note 11) 58 41 40
Gain on disposal of property, plant, and equipment 2 14 10
Depreciation and amortization on the Consolidated Statements of Cash Flows 585 564 532

 
C.         Geographic Information
 
I.               Revenues
 

Year ended Dec. 31 2013 2012 2011
Canada 1,898 1,789 1,826
U.S. 287 300 674
Australia 107 121 118
Total revenue 2,292 2,210 2,618

 
II.            Non-Current Assets
 

Property, plant, and
equipment Intangible assets Other assets Goodwill

As at Dec. 31 2013 2012 2013 2012 2013 2012 2013 2012
Canada 6,538 6,437 295 276 57 59 417 417
U.S. 517 443 24 4 21 8 43 30
Australia 138 164 4 4 19 23 - -
Total 7,193 7,044 323 284 97 90 460 447
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43. Subsequent Events
 
A.         Sale of CE Gen, Blackrock Development Project and Wailuku

On Feb. 20, 2014, TransAlta announced an agreement to sell the Corporation’s 50 per cent ownership of CE Gen, the Blackrock development project,
(“Blackrock”), and Wailuku to MidAmerican Renewables for proceeds of U.S.$193.5 million. MidAmerican Renewables holds the other 50 per cent
interest in CE Gen, Blackrock, and Wailuku.
 

B.          Dividend
On Feb. 20, 2014, the Corporation announced the resizing of its dividend to a quarterly dividend of $0.18 per common share (or $0.72 per common share
on an annualized basis) to align with the Corporation’s growth and financial objectives.
 

C.         Sundance Unit 6 Agreement
On Feb. 19, 2014, TransAlta reached an agreement with the PPA Buyer related to the dispute on Sundance Unit 6. The corporation does not expect any
material impact to the financial statements as a result of the agreement.
 

D.         Keephills Unit 2
On Jan. 31, 2014, an outage has commenced on Unit 2 of the Corporation’s Keephills facility to perform a rewind of the generator stator as a result of
the generator event in 2013 at Keephills Unit 1. The Corporation gave notice of a High Impact Low Probability event and claimed force majeure relief
under the PPA.
 

E.          Fort McMurray Transmission Project
On Jan. 17, 2014, the Corporation announced that the strategic partnership with MidAmerican Transmission, TAMA Transmission, which was formed on
May 9, 2013, successfully qualified to participate as a proponent in the Fort McMurray West 500 kilovolt Transmission Project. The Alberta Electric
System Operator announced its selection of a short-list of companies, identifying that TAMA Transmission will participate in the next stage of its
competitive process for the project.
 

F.           Australia Natural Gas Pipeline
On Jan. 15, 2014, the Corporation announced that, through a wholly owned subsidiary, an unincorporated joint venture named Fortescue River Gas
Pipeline was formed, of which the Corporation has a 43 per cent interest. The first project of the new joint venture will be to build, own, and operate a
$178 million natural gas pipeline from the Dampier to Bunbury Natural Gas Pipeline to the Corporation’s Solomon power station.
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Exhibit 23.1
 

 
 
Ernst & Young LLP Tel: +1 403 206 5000
1000, 440 2nd Ave SW Fax: +1 403 290 4265
Calgary, AB T2P 5E9 ey.com/ca
  
  
  

 
 
 
 

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
 

We consent to the use of our reports dated February 20, 2014 with respect to the consolidated financial statements of
TransAlta Corporation as at December 31, 2013 and 2012 and for each of the years in the three year period ended
December 31, 2013, and internal control over financial reporting as of December 31, 2013 of TransAlta Corporation, included
as an exhibit to or incorporated by reference in the Annual Report (Form 40-F) for 2013.
 
We also consent to the incorporation by reference in the following Registration Statements:
 
(1)      Registration Statement (Form S-8 No. 333-72454 and No. 333-101470) pertaining to TransAlta Corporation’s Share

Option Plan
 
(2)      Registration Statement (Form F-10 No. 333-185157) pertaining to the registration of Debt and Equity Securities of

TransAlta Corporation
 

of our reports dated February 20, 2014, with respect to the consolidated financial statements of TransAlta Corporation as at
December 31, 2013 and 2012 and for each of the years in the three year period ended December 31, 2013, and internal
control over financial reporting as of December 31, 2013 of TransAlta Corporation, included as an exhibit to or incorporated
by reference in the Annual Report (Form 40-F) of TransAlta Corporation for the year ended December 31, 2013.
 
 

signed “Ernst & Young LLP”
  
Calgary, Alberta Chartered Accountants
February 20, 2014
 
 
 
 
 
 
 
 
 
 
 
 
 

A member firm of Ernst & Young Global Limited

 



Exhibit 31.1
 

I, Dawn L. Farrell, certify that:
 
1.                         I have reviewed this annual report on Form 40-F of TransAlta Corporation;
 
2.                         Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

 
3.                         Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material

respects the financial condition, results of operations and cash flows of the issuer as of, and for, the periods presented in this report;
 
4.                         The issuer’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the issuer and have:

 
a)                                     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the issuer, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

 
b)                                     Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

 
c)                                     Evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 
d)                                     Disclosed in this report any change in the issuer’s internal control over financial reporting that occurred during the period covered

by the annual report that has materially affected, or is reasonably likely to materially affect, the issuer’s internal control over
financial reporting; and

 
5.                         The issuer’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the issuer’s auditors and the audit committee of the issuer’s board of directors (or persons performing the equivalent functions):
 

a)                                     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the issuer’s ability to record, process, summarize and report financial information; and

 
b)                                     Any fraud, whether or not material, that involves management or other employees who have a significant role in the issuer’s

internal control over financial reporting.
 
 

February 20, 2014
/s/ Dawn L. Farrell
Dawn L. Farrell
President and Chief Executive Officer

 



Exhibit 31.2
 

Certifications
 
 

I, Brett Gellner, certify that:
 
1.                          I have reviewed this annual report on Form 40-F of TransAlta Corporation;
 
2.                          Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to

make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

 
3.                          Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material

respects the financial condition, results of operations and cash flows of the issuer as of, and for, the periods presented in this report;
 
4.                          The issuer’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the issuer and have:

 
a)                                      Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our

supervision, to ensure that material information relating to the issuer, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

 
b)                                     Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed

under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles;

 
c)                                     Evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this report our conclusions about

the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

 
d)                                     Disclosed in this report any change in the issuer’s internal control over financial reporting that occurred during the period covered

by the annual report that has materially affected, or is reasonably likely to materially affect, the issuer’s internal control over
financial reporting; and

 
5.                         The issuer’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting,

to the issuer’s auditors and the audit committee of the issuer’s board of directors (or persons performing the equivalent functions):
 

a)                                     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the issuer’s ability to record, process, summarize and report financial information; and

 
b)                                     Any fraud, whether or not material, that involves management or other employees who have a significant role in the issuer’s

internal control over financial reporting.
 
 

February 20, 2014
/s/ Brett Gellner
Brett Gellner
Chief Investment Officer and Chief Financial Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Annual Report of TransAlta Corporation (the “Company”) on Form 40-F for the year ended December 31, 2013 as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Dawn L. Farrell, President and Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of
my knowledge:

 
1.              The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange Act of 1934, as

amended; and
 
2.              The information contained in the Report fairly presents, in all materials respects, the financial condition and result of operations of the

Company.
 
 
/s/ Dawn L. Farrell
Dawn L. Farrell
President and Chief Executive Officer

 
Dated: February 20, 2014.

 
 
The foregoing certification is being furnished solely to accompany the Report pursuant to 18 U.S.C § 1350, and is not being filed for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, and is not to be incorporated by reference into any filing of the Company,
whether made before or after the date hereof, regardless of any general incorporation language in such filing.

 



Exhibit 32.2
 
 

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Annual Report of TransAlta Corporation (the “Company”) on Form 40-F for the year ended December 31, 2013 as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Brett Gellner, Chief Investment Officer and Chief Financial
Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that
to the best of my knowledge:

 
1.            The Report fully complies with the requirements of Section 13(a) or 15(d), as applicable of the Securities Exchange Act of 1934, as

amended; and
 
2.            The information contained in the Report fairly presents, in all materials respects, the financial condition and result of operations of the

Company.
 
 
 
/s/ Brett Gellner
Brett Gellner
Chief Investment Officer and Chief Financial Officer

 
Dated: February 20, 2014.

 
 
The foregoing certification is being furnished solely to accompany the Report pursuant to 18 U.S.C § 1350, and is not being filed for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, and is not to be incorporated by reference into any filing of the Company,
whether made before or after the date hereof, regardless of any general incorporation language in such filing.

 


