RUN OF RIVER POWER INC.
M anagement Discussion and Analysis
Quarter Ended September 30, 2008

The following Management’s Discussion and Analysis (“MD&#cludes financial information from, and
should be read in conjunction with, the unaudited Interonglidated Financial Statements of Run of River
Power Inc. (“Corporation”) for the nine months ended Septe@®e2008. The Corporation reports its
financial position, results of operations and cash flovecaordance with Canadian generally accepted
accounting principles (“GAAP”) in Canadian dollars. This MD&#as prepared with information available as
of November 27, 2008. Additional information and discteselating to the Corporation can be found on
SEDAR atwww.sedar.conor on the Corporation’s websitevavw.runofriverpower.com

FORWARD-LOOKING STATEMENTS

This MD&A includes forward-looking statements. All statertsesther than statements of historical facts
contained in this MD&A, including statements regarding titare financial position, business strategy, plans
and objectives of management for future operations, are fotaakihg statements. The words “believe”,
“may”, “will”, “estimate”, “continue”, “anticipate,” “intend”, “should”, “phn”, “expect” and similar
expressions, as they relate to the Corporation, are intend#htdy forward-looking statements. The
Corporation has based these forward-looking statement& autient expectations and projections about
future events and financial trends that it believes may afefihdncial condition, results of operations,
business strategy and financial needs. These forward-lookitegreints are subject to a number of risks,
uncertainties and assumptions as described elsewhere in this MD&A

Other sections of this MD&A may include additional factdrattcould adversely affect the business and
financial performance. Moreover, the Corporation operates inyaceenpetitive and rapidly changing
business environment. New risk factors emerge from timenodnd it is not possible for management to
predict all risk factors, nor can the Corporation assessi&ct of all factors on its business or the extent to
which any factor, or combination of factors, may cause actuatsds differ materially from those contained
in any forward-looking statements.

Readers should not rely upon forward-looking statementsedicpons of future events or performance. The
Corporation cannot provide assurance that the events and caogesteflected in the forward-looking
statements will be achieved or occur. Although the Corporagtiaves that the expectations reflected in the
forward-looking statements are reasonable, the Corporationtaqumr@ntee future results, levels of activity,
performance, or achievements.

OVERVIEW

Run of River Power Inc. develops renewable, sustainable eneogigthits portfolio of run-of-river and
biomass projects in British Columbia (“BC”). The Corparats first run-of-river hydroelectric project in
operation is an Eco Logo®© certified 7.6 MW facility basedoandywine Creek near Whistler, BC. The
facility began producing electricity in 2005, with all of firoduction sold to BC Hydro under a 20 year
Electricity Purchase Agreement (“EPA”). Currently the Brandywaetlify is Run of River’s sole source of
revenue; however, 675 MW of run-of-river hydroelectric and/®U of biomass power projects are currently
in various stages of development.

The Corporation and its wholly owned subsidiaries: 13548ntario Limited (currently inactive), Rockford
Energy Corporation (“Rockford”), Jascott Holdings Corpagtbott”),NorthwestCascade Power Inc.
(“NWCP?"), Crawford Energy Corp., Raffuse Energy Inc., SkaokEnergy Corp., Sea to Sky Power
Corporation, Western Biomass Power Corp (“Western Biomasd'){taB0% owned subsidiary Pacific
Northwest Biomass Corporation (“PNBC") are incorporateth@Province of BC, Canada. The Corporation
is a reporting issuer in BC and Alberta and its commoresttaaide on the TSX Venture Exchange (TSX-V)
under the symbol ROR.



In 2005 the Corporation acquired the Upper Pitt River cldetgrcomprises projects covering eight tributaries
of the Upper Pitt River. The Upper Pitt River is located abOkilometres from Vancouver and drains an
area immediately to the east of the Mamquam River Watershed whé&ertieration has another three
development projects. A comprehensive development plan is beiagaedl for the Upper Mamquam cluster
of 42 MW and the Upper Pitt River cluster accounting farrgher 155 MW. These run-of-river projects use
the proximity of their locations to transmission infrasture, and other projects within their clusters, to take
advantage of economies of scale. All of these projects are expectdéothe same transmission line,
subject to the necessary permitting being obtained, whichiesililt in shared infrastructure costs and
minimized visual impacts.

The Corporation has another 478 MW of run-of-river projecthe very early stages of development. These
projects have attributes similar to those in the Upper Rittlaen Mamquam clusters.

During the third quarter of 2008, the Corporation complétedacquisition of 80% of the issued and
outstanding shares of PNBC. PNBC through its subsi@askwa Power Corporation, and in partnership with
Gitxsan Forest Enterprises, the Suskwa Chiefs Economic tiggoand the Hereditary Chiefs of the Suskwa
Watersheds, is proposing a 30MW biomass power plant iochéeld near Hazelton, BC.

Subsequent to quarter end, the Corporation submitted a Réguesbposal (RFP) for the Mamquam Power
Cluster (35 MW) and the Pitt Power Cluster (155 MW) @ Bydro’s Clean Power Call.

Following the end of the quarter, the Corporation advaaéetew hydroelectric power projects in Central BC
with combined total output estimated in excess of 900 Gvgnesn energy per year, enough power to meet
the energy needs of approximately 90,000 homes annually.

OUTLOOK

Seasonality of Operations

Production of electricity from run-of-river developmentsighly dependent on weather conditions, and can
vary significantly; thus, it is not necessarily meaningéutdmpare monthly production results. The use of
month-to-month and year-to-year analysis rather than longdeerages provides a guide only; for example, a
wet or dry month can vary significantly from that montle'sg-term average. A generally cooler spring would
be expected to result in a slower ice pack melt and extend ulimaber volumes later into the summer. The
feasibility of the Corporation’s run-of-river projectsbiased upon long-term averages. Forecasted production
by fiscal quarter based on these long-term averages is expectetheolarger term, to approximate:

Q1 - 15% Q2 —35% Q3 - 28% Q4 — 22%



PROJECT UPDATES

Run-of-River Projects
Run of River Power Inc.’advanced development pipeline consists of the following run-of-river projects:

Upper Pitt Cluster (155 MW)

Capacity Estimated Energy
(MW) GWhl/yr
Bucklin Creek 30 105
Pinecone Creek 25 88
Shale Creek 15 52
Steve Creek 15 49
Corbold Creek 20 82
East Corbold Creek 15 67
Homer Creek 10 42
Boise Creek 25 89
Capacity Estimated Energy
(MW) GWhl/yr
Raffuse Creek 10 38
Crawford Creek 7 26
Skookum Creek 25 95

Upper Pitt River Cluster

The Corporation and its wholly-owned subsidiary, NWG#e been exploring the development of
hydroelectric power projects in the Fraser Valley Regionatibigin tributaries of the Upper Pitt River since
the successful development of the Brandywine Creek project #h 200

NWCP received confirmation in February 2007, from the Emvhental Assessment Office that the formal
review process could commence on the Upper Pitt River prdjeistreview process has fixed timelines; the
application screening stage (maximum 30 days) followed bgppbcation review and assessment (maximum
180 days) will lead to the Ministers' decision on an enwr@ntal assessment certificate (maximum 45 days).
The Corporation anticipates that the application review stagieamimence in spring 2009, with an objective
to obtain an environmental assessment certificate for the Projiadt 2009.

NWCP has proposed a 230 kV transmission line that wilzbkilometres long and will transmit renewable
energy from the Upper Pitt and Mamquam areas to BC Hydr@églGe electrical substation near Squamish.
Hydrology studies have been completed and indicate that thepeagédts of the Upper Pitt River will now
have a combined capacity of 155 MW and will generate an estimadeG\&/h/yr of electricity. These sites
were chosen not only for the suitability of high-elevatiogeks for run-of-river green hydro, but for the
proximity to the major population of the Lower Mainlandyexe so much of BC’s new residential and
commercial growth has increased the demand for electricity.

NWCP submitted an application for a park boundary adjusttoeB€ Parks (Ministry of Environment) in
respect of its Upper Pitt River project. The park boundanysaaijent is required to provide for a 4.6 kilometre
long transmission line corridor across a remote mountainip&deecone Burke Provincial Patk.March
2008, BC Environment Minister Barry Penner advised he dvoat recommend to Cabinet or the BC
Legislature acceptance of a park boundary adjustment proposattedbion Pinecone Burke Provincial Park.

The proposal fulfills the requirements of the provincialegament’s Provincial Park Boundary Adjustment
Policy, Process, and Guidelines. This is supported byiess#rdetailed engineering, environmental, and
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socioeconomic studies, as well as consultations and meetiflggaviernment, First Nations (the Katzie First
Nation have a co-management agreement for the park) and stakeHblderiso believed that the overall
development fulfils the government’s requirement for snatdée development in the province, including its
sub-requirements of environmental benefits, social benefiisgemnomic benefits. The Corporation is
presently evaluating several alternative transmission routesdiodd retain the original economics of the
development. It is the Corporation’s belief that a viable atéra can be advanced and is proceeding to
develop alternatives for this cluster of projects.

The Corporatiorcontinued feasibility and permitting work in the Uppet Ritver and subsequent to the end of
the third quarter submitted a proposal for the Pitt Povigst€r into BC Hydro’s Clean Call for power. The
cluster includes seven green energy run-of-river hydropowgggtsamn eight tributaries of the Upper Pitt
River located at the North end of Pitt Lake approximately 3%rkm Pitt Meadows, BC.

The Pitt Power Cluster will have a combined installed plant cgpaici55 MW and will connect to BC
Hydro’s grid at the Cheekye Substation located just nor8gofimish BC. A Feasibility Interconnection
Study Application for connection to the grid was suhmittethe British Columbia Transmission Corporation
(BCTC) on October 17, 2008.

Mamquam River Water shed

Feasibility and permitting work also continued at the Crafion’s projects located in the Mamguam River
Watershed. As a result, the company has submitted a propota Mamquam Power Cluster in BC

Hydro’s Clean Call for Power. The cluster consists mddglgreen energy run-of-river hydropower projects and
will have a combined capacity of 42 MW and will generate an estimi&@dWh/yr of electricity. The
Corporation has submitted a proposal for two of the tprejects totalling 35 MW into BC Hydro’s Clean

Call for Power.

The interconnected projects are located in close proximity to aikearin the Mamquam watershed near
Squamish approximately 70 km North of Vancouver, andalsth connect to BC Hydro’s grid at the Cheekye
Substation. A Feasibility Interconnection Study Applicafimnconnection to the grid was also suhmitted to
the BCTC on October 17, 2008.

Bids for both projects into BC Hydro’s Clean Call fommr were submitted on November 25, 2008 and
contracts are to be awarded in the second quarter of 2009.

Tatla Lake

During the quarter, the Corporation advanced 16 new rurvefdnydroelectric power projects in central BC.
This is the result of the completion of Stages 1 and 2rwsecuring Water License and Crown Land rights
from the Integrated Land Management Bureau (Ministry of Adricelland Lands) and the Water Stewardship
Division (Ministry of the Environment).

The power projects will be located in the upper Klinaklini Makley watersheds, south of the Tatla Lake area
and approximately 220 km west of Williams Lake on the Cliitdelateau of central BC.

The Klinaklini projects have design capacity estimated at 184viit¥é the Mosley cluster is estimated at 96
MW. The combined total output for these projects is estimatee in excess of 900 Gwh of green energy per
year, enough power to meet the energy needs of approximateQp9®mMes.



Biomass Projects
Run of River Power Inc.’s advanced development pipeline cenfishe following Biomass projects:

Biomass (90 MW)

Capacity Estimated Energy
(MW) GWhlyr
Western Biomass 60 465
PNBC 30 214

The Corporation currently has two large scale biomass poytiatives totalling 90 MW of base load capacity
under development. The 60 MW Tsilhgot'in power projeet jeint venture between the Corporation’s wholly
owned subsidiary, Western Biomass, and the TNG and wilauthountain pine beetle damaged timber,
which has devastated over eight million hectares of pine faresgntral BC, for its fibre supply.

The second project is the 30 MW Suskwa power project todagdd in Northwest BC near New Hazelton.
The Corporation, via Western Biomass, agreed to purchase 8RMB& whereby PNBC holds a 100%
interest in the project with an option for its partners, 3luskwa Chiefs, to acquire up to 40% of the facility.
The plant is strategically located less than three kilometrestfremprovincial transmission grid and will draw
from what has been described as one of the best fibre baskie¢sgrovince, primarily utilizing decadent
(dead) standing timber as well as biomass waste from existiggg operations in the area, for its fibre

supply.

In June 2008, the Corporation announced that Tsilhgedimer Corp. (Western Biomass and Tsilhqot'in
National Government) completed a detailed engineering study aasaelflibre supply analysis for the 60 MW
project and submitted details to BC Hydro’s Phase 1, Biogr@aj for Power. The Corporation, through
PNBC, completed a similar fibre supply analysis for the B0Bluskwa power project and submitted details to
BC Hydro’s Phase 1 Bioenergy Call for Power.

Western Biomass, together with the Tsilhgot'in National oment (“TNG”) and the Suskwa Chiefs
Economic Corp. ("Suskwa"), submitted proposals to BCrblyor the two projects referred to above, in
response to the first phase of its two-phase Bioenergy @dtdwer, to supply energy generated from forest
based biomass. In addition, applications have been filedhatBCTC for feasibility interconnection studies
related to the projects. Western Biomass received confirmatbitgiiwo biomass projects have met all the
requirements necessary to bid into the first phase of BCa*$ytlvo-phased 2008 Bioenergy Call for Power.
The public announcement of successful candidates is expected.shoeti@orporation does not expect being
awarded contracts under Phase 1; accordingly, it is preparguipioit its two proposals into Phase 2. The
Corporation anticipates Phase 2 will be announced by thefehd fourth quarter of this year.

INDUSTRY FACTORS

Provincial

Despite its vast hydro-electric resources, over the last few B@nsas become a net importer of electricity
and is facing a very significant supply-demand gap. BC Hiidsoprojected energy generation deficits of up
to 1400 MW by 2015. In response to this growing ghbrthe provincial government enacted its Energy Plan
in 2007 to aggressively seek out more green power. In adddibecoming energy self-sufficient by 2016, the
BC Energy Plan also includes the goals of having 90%seoptbvince’s electricity generated from clean
sources, as well as having all new generation with zero net Guesnfbas (GHG) emissions, with overall
emissions dropping 33% by 2020 from 2007 levels.

The Energy Plan is expected to have a significantly positiigeimée on renewable independent power
producers, such as Run of River. By 20186, it is estimatd30,000 GWh of new generation from clean
sources will be required. Smaller hydroelectric projects, typictile variety being developed by the



Corporation, are generally recognized as faster and cheaper téhiamilthrge dams and are more
environmentally friendly.

In supporting the BC Energy Plan, the government inititiege programs for power acquisition. These
include:
» The Call for Clean Power, for projects greater than 10MW;
» The Standing Offer Program, a standardized, fast trackedaondgr projects smaller than 10MW;
and
» The Bioenergy Call for Power, consistent with the Bioen&tyategy released on January 31, 2008,
for projects using beetle killed fibre and other sources.

Key dates relating to the 2008 Call for Clean Power inclodédllowing:

Proposal submission November 25, 2008

Release of Feasibility Interconnection Study ollifieary | February 23, 2009
Interconnection Study, as applicable

Final Evaluation and EPA awards Mid-April through June 2009

*Schedule reproduced from the BC Hydro Call For Clean Power.

Federal

In April 2007, the Government of Canada unveiled its agilan to reduce greenhouse gases and air pollution.
The proposed framework for the Clean Air Regulatory AgendAR&") targets stabilization then reduction

of greenhouse gases and air pollutants. Short-term targetskarexpressed as reductions from 2006 levels.
For existing facilities, emission intensity reduction targeésto be based on an improvement of 6% each year
from 2007 to 2010 (for cumulative reduction of 18% 00@ levels by 2010). Every year thereafter, a 2%
continuous emission-intensity improvement will be requiredulting in an industrial emission-intensity
reduction of 26% by 2015. Carbon-emitting electricity genemnatbmpanies are expected to meet their
obligations by reducing their own emissions, contributing technology fund, using emissions trading or
offsets, or by using a one-time credit for verifiable earljoaaindertaken between 1992 and 2006. Also, in
March 2008 the Government of Canada released draft regulatiorssiddrGHG emissions. The draft has
been issued for a period of consultation, after which the Be@evernment is expected to finalize the
regulations, at an as yet undetermined date. The federal govermagiuhs on GHG emissions and other
pollutants is not projected to have a negative impact on thgo@ion’s existing generation portfolio;

however, it is reasonable to assume that such regulationegiitively impact the cost structure of

competitors utilizing carbon-based fuels for electricity generatio



RESULTS OF OPERATIONS

The Corporation recorded a net loss for the third quart2®08 of $277,719 compared to $43,788 for the
same period of 2007. Funds used in operations were $7fbB6ie third quarter of 2008 compared to funds
generated of $137,716 for the same period of 2007.

Revenues

The Corporation recorded revenue of $664,168 during thgaricompared to $724,409 for the same quarter
of 2007. Total production for the third quarter was 14 ¥BVh compared to 12,674 MWh in 2007. The
slower than expected snowpack melt conditions and unschedulenaaice at the Corporation’s
Brandywine generating facility during Q2 of this year cordgithinto the early part of the third quarter.
Snowpack melt conditions have since returned to normal, répaiesbeen completed and the facility has
resumed generating electricity at its rated capacity.

General and Administration

General and administration ("G&A") expense of $433,695duttie third quarter of 2008 was $130,750 or
43% higher than G&A expense of $302,945 during threl thpiiarter of 2007. The higher G&A costs were
attributable to increased staffing and administration associatiedecelerated development initiatives.

Depreciation
Depreciation and amortization expenses of $159,416 durintpifd quarter of 2008 remained comparable to
depreciation and amortization of $157,438 for the same qua2603.

Interest expense

The Corporation incurred net interest expense of $176, Mrigdihe third quarter of 2008 compared to
$87,754 for the same quarter of 2007. The increase ofSB8y9101% was the result of less interest income
earned on excess cash which was used to fund increased develoyitia¢ines in 2008.

Cash Restrictions

The Corporation’s long term debt obligations require gdbaside, as restricted cash, a debt service reserve
and a major maintenance reserve that requires annual contribatidnsan be drawn down only to fund major
maintenance costs. As of September 30, 2008, these two reservest for $574,659 of the Corporation’s
restricted cash ($527,769 at December 31, 2007).

Changesin Financial Condition

During the quarter, cash and marketable securities decreased §889tE6$5.1 million. Funds were
deployed to advance projects under development and for operatiriieaciNinety-five percent of the
marketable securities held by the Corporation consist of Canadinay market securities. The Corporation
currently has no exposure to asset backed commercial paper.

Risksor Uncertainties

According to the Independent Power Producers Associatidddpr run-of-river hydro project in BC requires
over 50 permits, licences, and approvals and reviews fronffédedit government agencies before it can be
built. Such a regulatory environment creates additional challargemay result in unanticipated delays or
material alterations in project outcomes, including cancellafibare is no guarantee that all projects within
the Corporation’s development portfolio will come to fian.



SELECTED QUARTERLY FINANCIAL INFORMATION

($000's) 2008 2007 2006
Sep30 Jun30 Mar3l Dec31Sep30 Jun30 Mar 31 | Dec31
Revenues 664 477 109 563 724 693 221 120
Net loss (278) (464) (768)| (644) (44) (200) (483) (594)
Basic and diluted loss per shafe(0.00)  (0.01) (0.01)] (0.01) (0.00) (0.01) (0.01) .0@®

Liquidity and Capital Resour ces

At September 30, 2008, the Corporation had $5.1 milhoresh and marketable securities on hand. These
cash resources will be used to carryout development of the Pgpand Mamqguam watersheds and the two
biomass projects. Final regulatory approval of any of théitfasiin development will require additional funds
that will likely exceed the current resources of the Corporafidditional financing in some form will be
required. The completion of any of the projects in developmeaiso expected to have a material impact on
the Corporation’s future operational results and cash flows.

The Corporation currently foresees no impediments to iisyatisi meet its ongoing requirements and its
development activities. The Corporation maintains a restrictedacastunt with respect to its debt facility.
The covenants and restrictions regarding this facility arelicdmpliance.

Commitments of capital expenditures will be wholly dependernhe successful completion of proposed
projects. The success of these projects is dependent upon rgte@/imecessary water and other licences, the
ability of the Corporation to obtain necessary financingutzessfully complete the development and
construction of the projects, the ability to economically gateeglectrical power and its ability to sell the
electricity generated on a profitable basis to BC Hydro undé&r€ER o additional projects of the Corporation
have, at this point, received final approval.

Acquisitions

Acquisition of Western Biomass Power Corp.

On February 1, 2008, the Company completed the acquisitialhaffthe outstanding shares of Western
Biomass Power Corp. (“Western Biomass”). A total of 3,380,shares of the Company were issued to the
former shareholders of Western Biomass, 3,565,748 of wiech held in escrow to be released in two stages.
Holders of the escrowed shares are not entitled to exercis@dtiag rights in respect of the escrowed shares
until such time as the shares are released from escrow. In WB228D5,654 of the escrowed shares were
released upon the delivery of a favourable feasibility studgspect of the Western Biomass project and the
execution of a definitive joint venture agreement between WestemaBs and the Tsilhqot'in National
Government (“TNG"). A further 1,260,094 escrowed sharesheilieleased from escrow upon the execution
of a long term electricity purchase agreement (“EPA”) between BCGd;iydestern Biomass and TNG. In the
event this condition is not met by December 31, 2009, theeshremaining in escrow will be cancelled and
returned to treasury. All shares issued to the former WeBtemass shareholders were subject to a hold
period which expired on June 1, 2008. The transaction isdeyed a related party transaction as 24.2% of the
issued shares of Western Biomass are owned by a director ancoficer of the Company.



The acquisition (referred to as the Tsilhgot'in Biomass €ipjhas been accounted for using the purchase
method. The results of Western Biomass have been consolidate&ébruary 1, 2008 and are included in the
Company's results of operations.

The allocation of the purchase price to the net assets acquagdoiows:

Project under development $ 1,735,795
Equipment 1,016
Non-cash working capital 5,926

$ 1,742,737

Consideration:

Cash $ 192,814
Common shares — 3,780,301 shares valued at $0.41 per share 1,549,923

$ 1,742,737

Acquisition of Pacific Northwest Biomass Corp.

In September 2008, the Company completed the acquisition%fd3Ghe issued and outstanding shares of
Pacific Northwest Biomass Corp. (“PNBC"). In connectionhvitie acquisition, a total of 4,000,000 shares of
the Company were issued to the shareholders of PNBC. The slamekeld in escrow to be released in two
stages as follows:

i) 2,000,000 shares upon receipt of both a final independegineering study which confirms the
economic feasibility and an independent consulting report wtictiirms the adequacy of the fibre
supply of the power plant.

ii)  provided the first condition is met by September 3008, 2,000,000 shares upon execution of an EPA
with BC Hydro in respect of the plant by September 30, 2009

In the event that either of these conditions is not methalles held in escrow at the time shall be cancelled
and returned to the Company’s treasury.

Should these conditions be met, resulting in the 4,000s8@res being released from escrow, and an EPA is
executed with BC Hydro for a second plant by December 31, 200@ther 1,000,000 shares of the Company
will be issued.

A shareholder and Director of the Corporation is also a &%#techolder and director of PNBC.

All shares issued to the PNBC shareholders are subject td axpiting on January 17, 2009.

In September 2008, 2,000,000 shares were released from esdyseguent to the completion of the first stage
described above.



The acquisition (referred to as the Suskwa Biomass Prggestfounted for using the purchase method. The
results of PNBC have been consolidated from September 1a2@0&e included in the Company’s results of
operations.

The allocation of the purchase price to the net assets acquagdoiows:

Projects under development $ 1,043,679
Accounts payable and accrued liabilities (203,679)
$ 840,000

Consideration:
Common shares — 4,000,000 shares valued at $0.21 per share $ 840,000

The amounts recorded on the acquisitions above are basedwnatidbn available to management as of the
date of this report and are subject to change if the informatitained by management changes subsequent to
the date of this report.

Related-Party Transactions
During the third quarter of 2008, the Corporation inatittes following expenses with officers, directors, and
companies with directors in common:

Quarter Ended Quarter Ended
September 30, 2008 September 30, 2007
Consulting $ - $ 47,275
Directors’ fees 4,250 7,250
Wages and benefits 175,260 * 31,833
$ 179,510 $ 86,358

* $73,491 of this amount was capitalized duringpeeiod.

At September 30, 2008, the Corporation was owed $96, 808 {%96,578) by Rockford Technology
Corporation with respect to an unsecured loan which beare#iat 9%. The original loan became due on
September 17, 2006 but was extended for two years under thaesans and was further extended to
December 17, 2008. Interest in the amount of $17,384 hagpb&krlso included in due from related parties
of $412,122 (December 31, 2007 - $271,337) are $80,3&&efbber 31, 2007 - $Nil) due from shareholders
of PNBC (Suswa Biomass Project) and $233,692 (Decemb@08Z,- $Nil) due from the partners of a joint
venture (Tsilhqgot'in Biomass Project) entered into by WesBiomass. These advances are repayable on
demand and bear no interest.

Included in the accounts payable of the Corporation are $1@&®mber 31, 2007-$8,974) payable to
directors and an officers.
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CRITICAL ACCOUNTING ESTIMATES

M easurement Uncertainty

The preparation of the consolidated financial statements redjurese of estimates when transactions
affecting the current accounting period cannot be finalized futdife periods. These estimates will affect
assets, liabilities and the disclosure of contingent assetsaailities at the date of the consolidated financial
statements, as well as revenues and expenses during the rgpenitidg. Such estimates are based on
informed judgments made by management. Actual results coted tdm those estimated as future
confirming events occur. Significant estimates used in the @maiof the financial statements include, but
are not limited to, the estimates of asset retirement olditmtuseful life and salvage values of property, plant
and equipment, impairment of projects under development anthstaxes.

The Corporation has adopted depreciation policies which are refleftthe estimated useful lives and
abandonment costs, if any, of its assets. No amounts havedoeetied in respect of abandonment as none of
these assets have been identified at present. Hydroelectric asseétstiame long useful lives, often in excess
of 50 years. Mechanical portions and assets such as transntiss®omay require significant refurbishment
from time to time in order to maintain their productive lsvel

The Corporation capitalizes costs of developing its powegrgéion projects. The recovery of those costs is
dependent on the ability of the Corporation to obtain ERAmM BC Hydro and successfully construct the
projects in an economic fashion. The Corporation believesdséd capitalized in respect of these projects are
not impaired and no adjustment to carrying values is necesdhiy time.

ADOPTION OF NEW ACCOUNTING STANDARDS

Financial instrument and capital disclosures

The CICA has issued the following accounting standards eféefti fiscal years beginning on or after
January 1, 2008: Section 1535 “Capital Disclosures”, Sec86@ J-inancial Instruments — Disclosures”
and Section 3863 “Financial Instruments — Presentation”.

Section 1535 “Capital Disclosures” requires the Company tagealisclosures about the capital of the
Company and how it is managed.

Section 3862 “Financial Instruments — Disclosures” and Sec868 Financial Instruments — Presentation”
replace Section 3861 “Financial Instruments - Disclosure anéeati®n”, revising disclosures related to
financial instruments, including hedging instruments, and/icey forward unchanged presentation
requirements.

The adoption of these new accounting standards did not infygaatnounts reported in the financial
statements of the Company; however, it did result in expamoteddisclosure.

International Financial Reporting Standards

The Canadian Accounting Standards Board confirmed that Caradi&R for publicly accountable
enterprises will be converted to International Financial Regp8tandards (“IFRS”) on January 1, 2011. This
change in GAAP will be effective for years beginning Janua01]1. The Company has commenced
planning for the implementation of IFRS.
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Capital disclosures
The capital structure of the Corporation consists of shatetsdlequity, long-term debt and cash and cash
equivalents as noted below:

September 30, 2008 December 31, 2007

Components of Capital:

Shareholders’ equity $ 21,182,180 $ 19,911,375

Long — term debt 11,636,723 11,909,914

Less:

Cash and cash equivalents (5,698,027) (9,721,174)
$ 27,120,876 $ 22,100,115

The Corporation’s objectives when managing capital are:
« balance the interest of equity and debt holders;
* maintain compliance with its financial covenants; and
* maintain a capital base so as to maintain investor, creditor arkginconfidence and to sustain
future development.

The Corporation manages its capital structure as determined lagement and approved by the Board of
Directors. The Corporation’s policy is to make adjustmémtts capital structure based on changes in
economic conditions and planned requirements. The Corpota®the ability to adjust its capital structure
by issuing new equity or debt, selling assets to reduceoddaiance equity, and making adjustments to its
capital expenditures program.

The Corporation monitors capital using a Debt Service CoedRagjo that has been externally imposed as
part of the loan agreement. The Corporation is required tataaia four quarters rolling average Debt
Service Coverage Ratio not less than 1.00:1. This ratiodalatdd as follows:

Q1 2007 0.51
Q2 2007 2.08
Q3 2007 1.98
Q4 2007 141
Q1 2008 0.38
Q2 2008 1.02
Q32008 1.20
Four quarters rolling average — December 31, 2007 1.50
Four quarters rolling average — September 30, 2008 1.00

As at September 30, 2008, June 30, 2008, and March 38, tb@0Corporation complied with the terms of the
credit facilities.

There have been no changes to the Corporation’s capital strutijgetjves, policies and processes over the
prior year.
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Fair value of financial instruments

The fair value of financial instruments is the amount of a®rstion that would be agreed upon in an arm’s
length transaction between knowledgeable, willing parties whorater no compulsion to act. Fair values are
determined by reference to quoted market prices, as appropritte, nost advantageous market for that
instrument to which the Corporation has immediate access. \Wheted market prices are not available, the
Corporation uses the closing price of the most recent transdotithat instrument. In the absence of an active
market, fair values are determined based on prevailing marketaatastfuments with similar characteristics.

The Corporation designated cash, restricted cash and marketabléeseasrineld-for-trading assets, measured
at fair value. Amounts receivable are measured at amortized cost s payable and accrued liabilities and
long-term debt are designated as other financial liabilities azbuned at amortized cost. Management did
not identify any material embedded derivatives, which requiraragprecognition and measurement under the
new accounting standards. The Corporation had neither avaitetdate, nor held-to-maturity instruments
during the period ended September 30, 2008.

RISK MANAGEMENT

The Board of Directors has the overall responsibility ferébtablishment and oversight of the Corporation’s
risk management. Senior management is responsible for degelrmdnmonitoring compliance with the
Board’s risk management objectives. Derivative financial instrisreme not used by the Corporation for
speculative purposes.

In the normal course of operations, the Corporation is eéxptusvarious risks such as commaodity, interest
rate, credit, and liquidity risk. To manage these risks, m@magt determines what activities must be
undertaken to minimize potential exposure to risks. The abgsodf the Corporation to managing risk are as
follows:

* Maintaining sound financial condition;

* Financing operations; and

» Ensuring liquidity to all operations.

In order to satisfy these objectives, the Corporation hgstedidhe following policies:
» Prepare budget documents at prevailing market rates to ensureatparate alignment to
performance management and achievement of targets;
* Recognize and observe the extent of operating risk withinusiadss; and
» Identify the magnitude of the impact of market risk factorshenoverall risk of the business and
take advantage of natural risk reductions that arise from thesemships.

There have been no changes in risks that have arisen or howrfiteafion manages those risks from the
prior period.

Electricity commaodity risk

The Company manages the risk of fluctuating commodity prigesitering into long term 20 year fixed price
Electricity Purchase Agreements with B.C. Hydro for the saits @iroduction from its Brandywine Creek
facility.

Interest raterisk
The Company’s long term debt bears interest at fixed ratesritigating the impact of fluctuations in interest
rates.

Credit risk

Credit risk is the risk of loss if counterparties do fiodfl their contractual obligations and arises principally
from trade receivables. The maximum exposure to credit rible isarrying amount of amounts receivable
principally from BC Hydro for the sale of production frahe Company’s Brandywine Creek facility. BC
Hydro is a rated, credit worthy counterparty and amounts redeigad current as of June 30, 2008.
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Liquidity risk

Liquidity risk is the risk that the Corporation will nibe able to meet its financial obligations as they come
due. The Corporation mitigates this risk through actimedyaging its capital, which it defines as
shareholders’ equity, long term debt, net of cash and cashaenis: Management of liquidity risk over the
short and longer term, includes continual monitoring cédasted and actual cash flows to ensure sufficient
liquidity to meet financial obligations when due and maintajra flexible capital management structure. The
Corporation strives to balance the proportion of debt aodyeiq its capital structure given its development
assets and planned investment opportunities.

The current volatile economic and financial conditions have iregabe availability of financing for the
Corporation’s development initiatives. Furthermore, the agtstierms have changed to reflect the increased
risk. It is the Corporation’s view that project financinij e available for the development projects bid into
the BC Hydro calls, albeit under more stringent financingltimms. The credit quality of long-term Energy
Purchase Agreements with BC Hydro along with the natureeoCtirporation’s development projects
facilitates completion of financing in these circumstances.

Operating risk

The ability of the Brandywine Creek power plant to generate themum amount of power is a determinant
of the Corporation’s profitability. Regular preventative neiance programs and insurance mitigate the risk
of potential equipment failure and the consequent loss ofwevdiine Corporation has no obligation under its
contract to deliver minimum levels of power. Any reductiothie volume of power delivered will directly
reduce the amount of power revenue received by the Corporation.

OUTSTANDING SHARE DATA

Total issued common shares at December 31, 2007 955,207
Issued on business acquisition during first quarter 3,780,301
Issued on business acquisition during third quarter 4,000,000
Total issued common shares at November 27, 2008 73B%08
Outstanding warrants 31,760,000
Outstanding share options 5,070,000
Total diluted common shares at November 27, 2008 6,582,508

ABBREVIATIONS
GWh Gigawatt hour
MW Megawatt

kV Kilovolt
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