ATB Financial

Notes to the Interim Consolidated Financial Statements
For the three months ended June 30, 2008 ($ in thousands)
(unaudited)

1. Basis of Presentation

These unaudited interim Consolidated Financial Statements should be read in conjunction with the audited
Consolidated Financial Statements for the year ended March 31, 2008, as set out on pages 77 to 113 of the 2008
Annual Report.

These interim Consolidated Financial Statements have been prepared in accordance with Canadian Generally
Accepted Accounting Principles using the same significant accounting policies outlined in the notes to the
consolidated financial statements for the year ended March 31, 2008, except as described in Note 2.

2. Changes in Accounting Policies

Capital Disclosures and Financial Instruments — Disclosures and Presentation

Effective April 1, 2008, ATB adopted the requirements of three new sections of the Canadian Institute of Chartered
Accountants (CICA) Handbook, namely Section 1535, Capital Disclosures, Section 3862, Financial Instruments —
Disclosures, and Section 3863, Financial Instruments — Presentation. The adoption of these new accounting
standards had no impact on accounting or measurement of capital or financial instruments.

Section 1535 requires ATB to disclose certain qualitative and quantitative information regarding objectives, policies,
and processes for management of capital, as well as compliance with externally imposed capital requirements.
Note 5 Capital Disclosures to the consolidated interim financial statements includes information related to this new
standard.

Sections 3862 and 3863 replace Section 3861, Financial Instruments — Disclosure and Presentation, and provide
enhanced disclosure requirements relative to financial instruments. Specifically, they require additional disclosure
about the nature and extent of risks associated with financial instruments and how those risks are managed. This
enhanced disclosure is provided in Note 4 Risk Management and in a number of other notes to the consolidated
interim financial statements (Note 3 Carrying Value of Financial Instruments, Note 7 Securities, Note 8 Allowance
for Credit Losses, Note 9 Derivative Financial Instruments and Hedge Accounting, and Note 10 Guarantees and
Pledged Assets).

3. Carrying Value of Financial Instruments

Financial assets and financial liabilities can be measured at cost, fair value, or amortized cost depending on their
classification under Section 3855. Note 3 to the consolidated financial statements for the year ended March 31,
2008 describes the different financial instrument classifications and how each is measured and how gains and
losses are recognized.

The fair value of a financial instrument is the amount at which it could be exchanged in an arm’s-length transaction
between knowledgeable and willing parties under no compulsion to act. For those instruments with an available
market price, fair value is established by reference to the last traded price prior to the balance sheet date. Some of
ATB's financial instruments lack such an available trading market, and the associated fair value is determined
based on valuation models or by reference to other similar products in an active market. Fair values determined
using valuation models require the use of assumptions. These assumptions are primarily based on observable
market information, but in limited cases there may be no observable market information on which to base these
assumptions. As detailed in Note 7 to these statements, in determining the fair value of third-party sponsored asset-
backed commercial paper (“ABCP”) and certain bank-sponsored ABCP, ATB has made certain assumptions about
the expected market discount rate and the probability of successful restructuring.
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3. Carrying Value of Financial Instruments (continued)

The following table summarizes ATB’s financial instrument classifications and provides their carrying value as at
June 30, 2008:

($ in thousands)
As at June 30, 2008
Carrying Value

Held-for-trading assets Available-for-sale Loans and Held-to-maturity Financial Derivatives  Total carrying
and liabilities instruments receivables instruments liabilities designated for value
measured at fair value measured at fair measured at measured at measured at hedge accounting
value amortized cost amortized cost amortized cost
Financial Assets
Cash $ 122,332 $ - $ - $ - $ - $ - $ 122,332
Interest-bearing deposits with 137,626 2.462,236 N N R R 2,599,862 (1
financial institutions
Securities 37,434 1,198,655 - 35,467 - - 1,271,556 @
Loans
Residential mortgages - - 7,682,222 - - - 7,682,222
Business - - 7,425,115 - - - 7,425,115
Personal - - 4,382,415 - - - 4,382,415
Credit card - - 479,693 - - - 479,693
Allowance for credit losses - - (168,781) - - - (168,781)
19,800,664 - - - 19,800,664 @
Other
Derivative financial instruments 130,467 - - - - 20,209 150,676
Other assets - - 305,815 - - - 305,815
130,467 - 305,815 - - 20,209 456,491
Financial liabilities
Deposits
Personal - - - - 9,820,724 - 9,820,724
Business and other - - - - 8,858,954 - 8,858,954
Wholesale - - - - 3,571,131 - 3,571,131
22,250,809 - 22,250,809 @
Other liabilities
Derivative financial instruments 130,393 - - - - 9,216 139,609
Other liabilities - - - 314,905 - 314,905
130,393 - - - 314,905 9,216 454,514 @
Subordinated debentures - - - - 57,013 - 57,013 ©®

Fair value estimated to equal carrying value

Fair value of securities estimated to be $1,271,602
Fair value of loans estimated to be $20,224,329

3838 8

cl

Fair value of deposits estimated to be $22,193,591

Fair value of subordinated debentures estimated to be $57,956

4. Risk Management

The use of financial instruments exposes ATB to credit, liquidity, and market risk.

Credit Risk

Credit risk is the potential for financial loss in the event of failure by a borrower or counterparty to completely honor
its financial or contractual obligation to ATB arising from on- or off-balance sheet financial instruments, such as
interest and/or principal payments due in respect of a loan balance, or other amounts due in respect of guarantees,
letters of credit, or derivative contracts. ATB'’s risk management practices and key measures are disclosed in the
Management'’s Discussion and Analysis on pages 56 to 60 of the 2008 Annual Report.

Key measures as at June 30, 2008 are outlined below.
Total Credit Exposure

The amounts shown in the table on the next page represent ATB’s maximum exposure to credit risk as at the
Balance Sheet date, without taking into account any collateral held or any other credit enhancements.
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4. Risk Management (continued)

As at June 30, 2008
(% in thousands)

Undrawn
Outstanding commitments @) Other Total
Loans © $ 19,969,445 $ 9,070,874 $ - $ 29,040,319
Over-the-counter derivatives © - - 143,419 143,419
Other off-balance sheet items - - 281,249 281,249
Total credit risk $ 19,969,445 $ 9,070,874 $ 424,668 $ 29,464,987

(1) Represents undertakings by ATB to make credit available in the form of loans or other financing for specific amounts and maturities, subject to certain
conditions, and include recently authorized credit not yet drawn down and credit facilities available on a revolving basis.

(2) Includes residential mortgages, business, personal, and credit card loans.

(3) Derivative credit exposure is the fair value of all derivatives where ATB is in a favourable position, net of those contracts covered by a master netting
agreement with the same counterparty that are in an unfavourable position. A master netting agreement allows ATB to not settle unfavourable contracts
and reduce its net exposure in respect of favourable contracts with the same counterparty.

(4) Letters of credit and guarantees represent an irrevocable obligation to make payments to a third party in the event that the customer is unable to meet
its financial or performance contractual obligations.

Credit Quality

ATB's loan portfolio consists of the following:

($ in thousands) As at June 30, 2008 As at March 31, 2008
Specific General Net Carrying Net Carrying
Gross Loans Allowances Allowances Value Value

Residential mortgage $ 7,682,222 $ 418 $ 10,868 $ 7,670,936 $ 7,707,924
Personal 4,382,415 2,214 25,491 4,354,710 4,061,925
Credit card 479,693 - 14,564 465,129 436,075
Agricultural 1,229,279 1,157 13,741 1,214,381 1,258,604
Independent business 2,200,653 4,638 45,270 2,150,745 2,128,715
Commercial 3,995,183 1,118 49,302 3,944,763 3,850,274
$ 19,969,445 $ 9,545 $ 159,236 $ 19,800,664 $ 19,443,517

Impaired Loans

Impaired loans included in the preceding table consist of the following:

($ in thousands) As at June 30, 2008 As at March 31, 2008
Gross impaired Specific Net carrying Net carrying

loans allowances value value

Residential mortgage $ 15,999 $ 418 $ 15,581 $ 13,377
Personal 7,298 2,214 5,084 4,613
Agricultural 7,540 1,157 6,383 9,300
Independent business 12,587 4,638 7,949 6,135
Commercial 6,995 1,118 5,877 194

$ 50,419 $ 9545 $ 40,874 $ 33,619
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4. Risk Management (continued)

Loans Past Due
The following are the loans past due but not impaired because they are less than 90 days past due or because it is
otherwise reasonable to expect full payment:

As at June 30, 2008
($ in thousands)

Residential

mortgages Business Personal  Credit card @ Total
Up to one month $ 137,378 % 94,421 $ 33,666 $ 31,193 $ 296,658
Over one month up to two months 8,049 16,642 6,351 6,894 37,936
Over two months up to three months 1,333 4,723 3,251 2,387 11,694
QOver three months 636 817 1,844 2,116 5,413
Total past due but not impaired $ 147,396 $ 116,603 $ 45112 $ 42590 $ 351,701

) Consumer credit card loans are classified as impaired and written off when payments become 180 days past due. Business and agricultural credit card
loans that become due for three consecutive billing cycles (or approximately 90 days) are removed from the credit card portfolio and transferred into the
applicable impaired loan category.

Industry Concentration
ATB's loan portfolio is diversified across a number of customer and industry sectors as detailed in the following
table:

2008
As at June 30 ($ in thousands) Outstanding Y % of net carrying value
Individuals

Residential mortgage $ 7,681,804 38.8
Personal 4,660,268 23.5
12,342,072 62.3

Business and other
Mining/energy/forestry 1,655,318 8.4
Agricultural and related services 1,315,746 6.6
Real estate 931,595 4.7
Accommodation, food and beverage 547,315 2.8
Construction 523,632 2.6
Manufacturing 494,355 25
Other services 436,127 2.2
Transportation, communication, and utilities 434,737 2.2
Retail trade 347,908 1.8
Business services 275,122 1.4
Educational services, health and social services 250,835 1.3
Finance and insurance 150,897 0.8
Wholesale trade 150,135 0.8
Other 104,106 0.5
7,617,828 38.5
Loans before general allowance 19,959,900 100.8
General allowance (159,236) (0.8)
Net carrying value $ 19,800,664 100.0

@ outstanding amount includes credit card balances and specific loan allowance
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4. Risk Management (continued)

Liquidity Risk

Liquidity risk is the risk of ATB being unable to meet its financial obligations in a timely manner at reasonable
prices. It is ATB’s policy to ensure that sufficient liquid assets and funding capacity are available to meet its
financial commitments. ATB’s internal optimal target liquidity level is between 10% and 12%, with a targeted
minimum liquidity level of 10%. ATB’s risk management practices are disclosed in the Management’s Discussion
and Analysis on pages 64 to 65 of the 2008 Annual Report.

ATB'’s key measure, the liquidity ratio, as at June 30, 2008 is:

As at June 30, 2008
(% in thousands)

Cash resources $ 2,722,194
Securities 340,179 @
Less: pledged assets (322,500) @
Add: pledged but unencumbered 281,500 @
Total liquid assets $ 3,021,373
As a percentage of total assets 12.32%

(1) Excludes asset-backed commercial paper and other non-current investments, which are considered illiquid.

(2) Includes assets pledged to the Bank of Canada so that ATB can participate in the clearing and payment system and the amount
pledged to Clearing and Depository Services Inc. to allow ATB to participate in a settlement credit ring.

(3) Amount of pledged assets not encumbered at the end of the day.

As outlined above, ATB is in excess of its current optimal liquidity level at June 30, 2008. If all pledged assets were
encumbered at the end of the day, ATB’s liquidity would have been 11.17% at June 30, 2008, which is within ATB’s
internal optimal target.

Market Risk

Market risk is the risk that ATB may incur a loss due to adverse changes in interest rates, foreign exchange rates,
or equity or commodity market prices. ATB’s risk management practices and key measures are disclosed in the
Management’s Discussion and Analysis on pages 61 to 63 of the Annual Report. A description of ATB’s key market
risks and their measurement as at June 30, 2008 is outlined below:

Interest rate risk
Interest rate risk is the risk of negative impact on ATB'’s net interest income (“NII”) due to changes in interest rates.

This risk occurs when there is a mismatch in the re-pricing characteristics of interest-rate-sensitive assets (such as
loans and investments) and interest-rate-sensitive liabilities (such as deposits).

[Remainder of page intentionally left blank.]
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4. Risk Management (continued)

Interest Rate Gap Analysis

Gap analysis involves the allocation of interest-rate-sensitive assets and interest-rate-sensitive liabilities into
categories according to their maturity or re-pricing date. Gaps can change significantly in a short period of time. The
impact of changes in interest rates on net interest income will depend upon the size and rate of change in interest
rates, the size and maturity of the total gap position, and management of these positions over time. We actively
manage the interest rate gap to protect net interest income while minimizing risk.

As at June 30, 2008

($in thousands) Term to maturity/repricing Total
Effective Effective Effective Effective
Within interest 15 interest Over interest Non-interest interest
($ in thousands) 1 year rate (%) years rate (%) 5 years rate (%) sensitive rate (%) $ %
ASSETS
Cash $ 122,332 3.16 $ - - $ - - $ - - $ 122,332 3.16
Securities and interest-bearing
deposits with financial institutions 3,871,418 3.19 - - - - - - 3,871,418 3.19
Loans 13,754,012 5.22 6,091,010 578 87,625 6.27 (131,983) - 19,800,664 5.43
Other - - - - - - 732,793 - 732,793
Total assets $ 17,747,762 $ 6,091,010 $ 87,625 $ 600,810 $ 24,527,207

LIABILITIES AND EQUITY

Deposits $ 17,659,961 2.25 $ 4,590,848 4.09 $ - - $ - $ 22,250,809 2.63
Other liabilities and equity - - - - - - 2,219,385 - 2,219,385
Subordinated debentures - - - - - - 57,013 4.29 57,013 4.29
Total liabilities $ 17,659,961 $ 4,590,848 $ - $ 2,276,398 $ 24,527,207
On-balance sheet gap $ 87,801 $ 1,500,162 $ 87,625 $ (1,675,588)
Off-balance sheet gap (1,610,000) 1,610,000
Net gap $ (1,522,199) $ 3,110,162 $ 87,625 $  (1,675,588)
Net gap as a % of assets (6.21)% 12.68% 0.36% (6.83)%

Interest Rate Sensitivity
The following table provides the potential impact of an immediate and sustained 100 basis point and 200 basis
point increase and decrease in interest rates on ATB'’s net income:

As at June 30, 2008

($in thousands)

Impact on net income in the next 12 months from:

Increase in interest rates of:

100 basis points $ 18,519

200 basis points $ 23,781
Decrease in interest rates of:

100 basis points $ (19,282)

200 basis points $ (51,081)

[Remainder of page intentionally left blank.]
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4. Risk Management (continued)

Foreign exchange risk

Foreign exchange risk is the potential risk of loss resulting from fluctuations in foreign exchange rates. Foreign
exchange risk arises from the existence of a net asset or liability position denominated in foreign currencies and/or
a difference in maturity profiles for purchases and sales of a given currency.

The following table outlines the Canadian dollar equivalent balances held in foreign currencies, the majority of
which is United States dollars, on ATB’s balance sheet as at June 30, 2008:

As at June 30, 2008
($ in thousands)

Assets
Cash resources $ 158,695
Securities 37,434
Loans and other 254,209
Liabilities
Deposits (429,070)
Other (7,998)
Net total $ 13,270

In addition to the amounts shown above, ATB has certain foreign exchange spot deals that settle in one day. These
deals had a net position of $10.6 million as at June 30, 2008, reducing the net foreign exchange exposure to $2.6
million.

Equity and commodity risk

Equity price risk arises when ATB offers deposit products where the rate of return is linked to changes in value of
equity securities or equity market indices. ATB uses equity-linked derivatives to hedge ATB'’s associated risk
exposure on these products. Equity risk is subject to Board-approved limits.

Commodity price risk arises when ATB offers derivatives products where the value of the derivative instrument is
linked to changes in the price of an underlying commodity. We use commodity-linked derivatives to fully hedge the
associated commaodity-risk-exposure on these products. ATB does not accept any net commodity price risk.

5. Capital

ATB manages capital to ensure that it meets the minimum levels set out by its regulator, Alberta Finance and
Enterprise, while supporting the continued growth of its business and building shareholder value.

As a Crown Corporation, ATB and its subsidiaries operate under a regulatory framework established pursuant to
the ATB Act and ATB Regulation. The capital structure of ATB is defined in this legislation, which was modeled
under the statutes and regulations governing other Canadian financial institutions at the time. Under the ATB
Regulation, Tier 1 Capital consists of retained earnings and Tier 2 Capital includes the eligible portions of
subordinated debentures and general allowance for credit losses, less qualifying investment in subsidiaries.

[Remainder of page intentionally left blank.]
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5. Capital (continued)

ATB’s minimum Tier 1 capital requirement is 7% and the total capital requirement is 10%. For the three months
ended June 30, 2008, ATB’s capital levels exceeded both regulatory and internal policy requirements.

As at June 30,2008

($ in thousands)

Tier 1 capital
Retained earnings $ 1,700,020
Tier 2 capital
Allowable portions of:
Subordinated debentures 29,512
General allowance for credit losses 148,182
Less: investment in ATB Securities Inc (24,000)
153,694
Total regulatory capital $ 1,853,714
Total risk-weighted assets $ 16,935,031

Risk-weighted capital ratios
Tier 1 capital ratio 10.04%
Total regulatory capital ratio 10.95%

6. Securitization

ATB periodically securitizes residential mortgage loans by selling loans or packaged loans in the form of mortgage-
backed securities (“MBS”) to special purpose entities. These transactions are accounted for as sales and the
transferred assets are removed from the Consolidated Balance Sheet when ATB has surrendered control over such
assets and has received consideration other than beneficial interests in the transferred loans. For control to have
been surrendered, all of the following must occur: (i) the transferred loans must be isolated from the seller, even in
bankruptcy or other receivership; (ii) the purchaser must have the legal right to sell or pledge the transferred loans;
and (i) the seller must not continue to control the transferred loans through an agreement to purchase them or
have a right to cause the loans to be returned. If any one of these conditions is not met, the transfer is considered
to be a secured borrowing and the loans remain on the Consolidated Balance Sheet with the proceeds received
recognized as a liability.

Gains on the sale of loans or MBS are recognized at the time of sale in other income. Fair values are based on
guoted market values, when available. When quoted market values are not available, ATB determines fair value
based on the present value of expected future cash flows using management’s best estimates of key assumptions
such weighted average life of the loans, prepayment rates, excess spread, expected credit losses, and discount
rates commensurate with the risks involved. Retained interests are classified as available-for-sale securities and
subject to periodic impairment review.

For loan securitizations in which servicing rights are retained, deferred servicing revenue is recognized in other
liabilities. The deferred servicing revenue is amortized into other income on a monthly basis in proportion to
outstanding balances over the weighted average life of the mortgage pool.
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6. Securitization (continued)

ATB securitizes residential mortgage loans through the creation of MBS. Gains on the sale of loans or MBS are
recognized in other income on the Consolidated Statement of Income. The following table summarizes the new
residential mortgage loans securitized by ATB:

For the three months ended

Jun 30 Mar 31 Jun 30

(% in thousands) 2008 2008 2007
Proceeds, net of transaction fees $ 247,842 $ - $ -
Retained interests 8,700 - -
Deferred servicing revenue (1,465) - -
255,077 - -
Residential mortgages securitized and sold 248,747 - -

Gain on sale, net of transaction fees $ 6,330 $ - $ -

The following table summarizes the impact of securitization activities on the Consolidated Statement of Income:

For the three months ended

Jun 30 Mar 31 Jun 30
(% in thousands) 2008 2008 2007
Gain on sale, net of transaction fees $ 6,330 $ -3 -
Servicing revenues 6 - -
Securitization income $ 6,336 $ - $ -

The key weighted-average assumptions used to value the retained interests at the date of securitization transaction
for activities are as follows:

For the three months ended

Jun 30 Mar 31 Jun 30

2008 2008 2007

Expected weighted average life of mortgage pool 45.2 months - -
Prepayment rate 20% - -
Excess spread 1.68% - -
Discount rate 4.11% - -

No credit losses are anticipated, as the transferred residential mortgage loans are insured by the Canada Mortgage
and Housing Corporation.

[Remainder of page intentionally left blank.]
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7. Securities

The carrying value of securities, by remaining term to maturity and net of valuation provisions, is as follows:

As at June 30, 2008 March 31, 2008 June 30, 2007
Less than From Greater than Total carrying Total carrying Total carrying
1 year 1-5 years 5 years value value value

Issued or guaranteed by the
Canadian federal government $ 162,005 $ - 3 - $ 162,005 $ 161,304 $ 159,990

Commercial paper

Third-party-sponsored ABCP - - 845,200 845,200 825,984 1,139,409
Bank-sponsored ABCP - 77,525 77,525 76,333 540,100
Corporate paper 168,500 - - 168,500 182,766 983
Total commercial paper 168,500 - 922,725 1,091,225 1,085,083 1,680,492
Retained interest in securitization - 8,652 - 8,652 - -
Other 9,674 - 9,674 7,131 6,064
$ 340,179 $ 8,652 $ 922,725 $ 1,271,556 $ 1,253,518 $ 1,846,546

Third-Party-Sponsored Asset-Backed Commercial Paper

The Canadian market for third-party- or non-bank-sponsored asset-backed commercial paper (“ABCP”) suffered a
liquidity disruption in mid-August 2007, following which a group of market participants, including major investors,
banks, asset providers, dealers, and third-party sponsors, agreed to work collectively to restructure this market
segment. As at June 30, 2008, ATB holds investments in such ABCP with a net carrying value of $845.2 million (or
$1.1 billion gross investment), as detailed in the table above. This agreement, which came to be known as the
Montreal Accord (the “Accord”), provided for a standstill period during which participating investors would not
demand repayment of their ABCP investments as they matured and the commercial paper issuers would not make
liquidity calls to their liquidity providers, who, in turn, would not demand additional collateral from the issuers.
Participants to the Accord also agreed in principle to conversion of the ABCP notes into longer-term floating-rate
notes (“FRNs") with maturities corresponding to those of the underlying assets. The Pan-Canadian Investors
Committee (“Investors Committee”) was subsequently established to oversee the orderly restructuring of these
instruments during this standstill period. ATB is a signatory to the Accord and a member of the Investors
Committee, and continues to actively support the restructuring process.

When these ABCP investments were originally purchased by ATB, Dominion Bond Rating Service had rated them
R1 high and they complied with the criteria of ATB’s investment policy.

Anticipated Restructuring — Montreal Accord

On March 17, 2008, the Pan-Canadian Committee received an order from the Ontario Superior Court of Justice
under the Companies Creditors Arrangement Act (Canada) (“CCAA”"). This order set out the approval process
required for the restructuring plan, specifically that in order for the restructuring to proceed, the Plan required the
support of note-holders constituting a majority in number (i.e., 50% plus 1 of the number of note-holders) and
representing not less than 66 2/3% of the total aggregate principal amount of affected ABCP.

On March 20, 2008, a Notice of Proceedings and Meeting was issued in respect of the plan of compromise and
arrangement (the “Plan”) proposed and supported by the Investors Committee pursuant to the CCAA. This Plan
provides for comprehensive restructuring of all the outstanding third-party debt obligations (the “affected ABCP”)
under the Accord. Investors’ holdings of ABCP backed by traditional or ineligible assets will be restructured
separately as TA tracking notes or IA tracking notes, while notes backed primarily by synthetic assets will be pooled
with those of other investors into one of two entities the Investors Committee refers to as “master asset vehicles”
(or “MAV1" and “MAV2"). Based on this and other public information, it is estimated that, of the $1.0 billion of ABCP
in which ATB has invested as at June 30, 2008:

o $75.8 million is represented by traditional securitized assets, and on restructuring ATB expects to receive
TA Tracking long-term FRNs with a maturity of approximately 6.4 to 8.3 years.
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7. Securities (continued)

e $943.9 million is represented by a combination of leverage-collateralized debt, synthetic assets, and
traditional securitized assets and upon restructuring, ATB expects to receive replacement senior Class A-1
and Class A-2 and subordinated Class B and Class C long-term FRNs with maturities of approximately 8.5
years. ATB expects to receive replacement notes with par values as follows:

0 Class A-1: $445.8 million
0 Class A-2: $400.8 million
0 Class B: $69.0 million
0 Class C: $28.3 million

The replacement senior notes are expected to be rated AA, while the replacement subordinated notes are
likely to be unrated; and

o $13.8 million is represented by assets that have an exposure to US sub-prime mortgages. On restructuring,
ATB expects to receive IA Tracking long-term FRNs with maturities of approximately 8.5 years. There has
been no indication whether these notes will be rated.

On April 25, 2008, the noteholders voted in favor of the restructuring and on June 5, 2008, Justice Colin Campbell
of the Ontario Superior Court sanctioned the Plan. The sanction order remains subject to appeals by noteholders
and the restructuring is not expected to be implemented until all appeals have been finally resolved. The
expectation is that the restructuring will be completed by December 31, 2008.

Valuation — Montreal Accord

In the continued absence of an active market for the third-party-sponsored ABCP subject to the Montreal Accord,
ATB has estimated the fair value of these investments as at June 30, 2008, using a probability-weighted discounted
cash-flow valuation model. This model incorporates management’s best estimates of multiple factors, updated to
reflect market-related and other additional information that has become available since the corresponding valuation
as at March 31, 2008.

Consistent with the prior period:

e Management has assumed a very high probability of success of the Accord under the terms outlined in the
Plan.

¢ In determining the estimated fair value of these ABCP investments, management assumed that ATB will
participate in MAV1 and used the cost of the facility in MAV2 as the basis for estimating the value of the
MAV1 self-insured margin-funding facility. The valuation model does not contemplate any potential costs
that would be incurred in the event that ATB chooses to hedge any portion of this facility guarantee. The
fair value of any such arrangement would be recognized as a liability (with a corresponding charge to net
income) in the period that the arrangement is established. Depending on the terms and conditions
arranged, the value of that liability (and the charge to net income) could be material to ATB'’s financial
results.

e The valuation model also involves assumptions regarding the difference between the yield ATB expects to
earn from the restructured FRNs and the appropriate market-discount rate attributable to such investments.
The estimated investment yields were determined based on available information. The estimated market-
discount rates for the various types of follow-on investments (traditional, and the A-1, A-2, B, and C notes
in MAV1) were determined by reference to market rates for other market investments and appropriate
forward-credit indices. They were then adjusted to include an estimated premium to reflect the expected
lack of liquidity in the restructured floating-rate notes together with the leveraged nature of the underlying
assets, and were adjusted for subordination where appropriate.

17
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7. Securities (continued)

e The valuation model also incorporates assumptions regarding the probability of success or failure of the
restructuring process for each of the various assets or, in the event of such a failure, the probability of an
alternate restructuring plan or the continued recovery of asset value by each trust separately, either as a
going concern or by way of an orderly liquidation. The likelihood of a comprehensive failure of the Investors
Committee to implement the restructuring pursuant to the Accord is considered remote. Other significant
assumptions include the expected date of issuance of the restructured investments and the repayment on
restructuring of interest earned on the ABCP notes since the date of disruption at the original rate for each
investment.

e The valuation of the ineligible assets (primarily US subprime assets) is based on information detailed in the
Plan and the accompanying Report of Restructuring.

Based on this valuation methodology, the fair value as at June 30, 2008 (excluding accrued interest of $32.8
million) of ATB'’s third-party sponsored ABCP subject to the Montreal Accord was $809.7 million. This is an
increase of $19.2 million from the $790.5 million fair value at March 31, 2008. This increase in fair value due to
changing market conditions has been recorded through other comprehensive income.

This increase in fair value from March 31, 2008 resulted from lower market interest rates used in the valuation
model at June 30, 2008. It is management’s best estimate that the shortfall between the expected yield and
expected discount rate will be between 85 basis points (for traditional tracking notes) and 605 basis points (for C
notes). At March 31, 2008 the range was between 85 basis points and 648 basis points.

In addition to the fair value provision, ATB accrued $2.0million in the second quarter of fiscal 2008 for its estimated
share of restructuring costs associated with the Montreal Accord. This provision is considered adequate and no
additional provision for such expenditure is anticipated.

Bank-Sponsored Asset-Backed Commercial Paper

During the fourth quarter of 2008, the two bank-sponsored ABCP investments held by ATB suffered a liquidity
disruption and were at some risk of liquidation, which would have resulted in losses to ATB. Separate restructuring
plans were announced for both of these trusts outside of the Accord. In general, these restructuring plans are
similar to the Accord in that the current investments will be restructured into long-term notes (approximately nine
years) to match the maturity date of the underlying assets.

One of these investments restructured during this quarter. In exchange for the original investment with a face value
of $34.0 million and a fair value of $27.3 million, ATB received two FRN’s with a total face value of $34.0 million,
monthly interest at the one-month Canadian Deposit Offering Rate, and maturity between December 2013 and
September 2016. The fair value of this new investment was determined to be $1.3 million higher than the fair value
of the original investment at March 31, 2008. This gain on exchange was recognized in the income statement as a
recovery of loss on ABCP.

ATB has estimated the fair value of the remaining bank sponsored ABCP undergoing restructuring as at June 30,
2008, using a probability-weighted discounted-cash-flow-valuation model similar to that used for the Accord
holdings. Key assumptions include:

e expected cash flows—interest is expected to be paid monthly over a nine-year term, with anticipated
lump sum principal payments and ultimate full repayment at the end of nine years;

e an appropriate market-discount rate which is 172 basis points above the expected yield on the
investments (at March 31, 2008 the difference was 197 basis points); and

e expected credit losses.
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7. Securities (continued)

Measurement Uncertainty

The ongoing nature of the restructuring negotiations contributes to a lack of certainty regarding the outcome of the
restructuring process. This lack of certainty, in turn, contributes to significant measurement uncertainty in
management’s best estimate of the fair value of ATB’s current ABCP investments. Since the eventual timing and
amount of future cash flows attributable to these assets may vary significantly from management’s current best
estimates, it is possible that the ultimate fair value of these assets may vary significantly from current estimates and
that the magnitude of any such difference could be material to ATB’s financial results.

One key variable is the market discount rate. A 1.0% increase in the discount rate will decrease the fair value of the
Montreal Accord ABCP by approximately $48.2 million and the yet-to-be restructured bank-sponsored ABCP by
$1.7 million.

Other

Of the total $1.1 billion of third-party-sponsored ABCP held by ATB as at June 30, 2008, $255.0 million was
acquired through an exchange with ATB’s Investor Services subsidiaries on August 24, 2007. These assets were
acquired at par value in exchange for cash and ATB term deposit certificates. The balance of the investment in
third-party-sponsored ABCP was acquired before the mid-August market disruption through ATB’s short-term
liquidity-management program.

8. Allowance for Credit Losses

The allowance for credit losses recorded in the Consolidated Balance Sheet is maintained at the level which
management considers adequate to absorb credit-related losses for all on- and off-balance sheet items in ATB’s
credit portfolio as at the balance sheet date. The continuity of the allowance for credit losses is as follows:

Specific General Total
Jun 30 Mar 31 Jun 30 Jun 30 Mar 31 Jun 30 Jun 30 Mar 31 Jun 30
For the three months ended 2008 2008 2007 2008 2008 2007 2008 2008 2007
Balance at beginning of the period $ 11,896 $ 11970 $ 15,352 $ 153,010 $ 151,896 $ 141,827 $ 164,906 $ 163,866 $ 157,179
Write-offs (2,503) (2,623) (2,236) - - - (2,503) (2,623) (2,236)
Recoveries 1,088 1,033 1,507 - - - 1,088 1,033 1,507
Provision for credit losses 2,414 1,516 212 6,226 1,114 6,385 8,640 2,630 6,597
Balance at end of the period 12,895 11,896 14,835 159,236 153,010 148,212 172,131 164,906 163,047
Less: Allowance for cost of credit recovery
included in other liabilities 3,350 3,136 3,418 - - - 3,350 3,136 3,418
Allowance for loan losses $ 9,545 $ 8,760 $ 11,417 $ 159,236 $ 153,010 $ 148,212 $ 168,781 $ 161,770 $ 159,629

9. Derivative Financial Instruments and Hedge Accounting

ATB enters into various “over-the-counter” derivative contracts in the normal course of its business for two
purposes — for its own risk-management program and to meet the needs of ATB customers. In its non-trading (or
“corporate derivative”) portfolio, ATB uses derivative financial instruments for risk-management purposes to
manage its exposure to fluctuations in interest, foreign exchange, or commodity or equity markets as an integral
component of its asset/liability management program. All such contracts are transacted with North American
financial institutions. ATB’s trading (or “client derivative”) portfolio is not utilized to generate trading income through
active assumption of market risk but rather is utilized to meet the risk-management requirements of ATB
customers. ATB does not accept any net exposure to such derivative contracts (except for credit risk) as it either
enters into offsetting contracts with other financial institution counterparties or incorporates them into its own risk-
management programs. Refer to pages 101 to 105 of the 2008 Annual Report for a more complete description of
these derivative financial instruments.
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9. Derivative Financial Instruments and Hedge Accounting (continued)

Embedded derivatives are components within a financial instrument or other contract that have features similar to a
derivative. Embedded derivatives having economic characteristics and risks that are not considered closely related
to the characteristics and risks of the host contract may need to be accounted for separately if a separate
instrument having the same terms would qualify as a derivative and if the host contract is not already measured at
fair value.

Hedge accounting is optional and allows the recognition of the effective component of a hedging derivative in net
income at the same time as the hedged item, reducing income volatility. The change in fair value attributable to any
ineffective component of a hedging derivative is recognized in net income during the period of ineffectiveness.

The derivative instrument in a cash flow hedge is intended to generate cash flows that offset the variability in
expected and/or anticipated cash flows from the hedged item. ATB uses various interest rate derivatives to manage
risk relating to variability of cash flows from securities and loans as well as certain deposits. In a qualifying cash
flow hedging relationship, the effective portion of the change in fair value of the hedging derivative instrument is
recognized in other comprehensive income and the ineffective portion in net income. Any such amounts recognized
in accumulated other comprehensive income are reclassified from other comprehensive income into net income in
the same period that the cash flows arising from the underlying hedged item impact net income.

No derivative instruments have been designated as fair value hedges as of June 30, 2008.

Fair value represents an estimate as at a point in time that may change in subsequent reporting periods due to
changing market conditions or other factors. Fair value estimates of over-the-counter and embedded derivative
financial instruments are determined using pricing models that take into account current market and contractual
prices of the underlying instruments, and time value and yield curve or volatility factors underlying the positions.

Fair value of derivative financial instruments, segregated between assets — contracts having positive fair value —
and liabilities — contracts having negative fair value, is comprised as follows:

As at June 30, 2008 As at March 31, 2008 As at June 30, 2007
Notional Notional Notional
amount Assets Liabilities amount Assets Liabilities amount Assets Liabilities
Corporate (non-trading) deriviatves
Cash flow hedges $ 3,487,675 $ 20,922 $ (10,028) $ 2,650,000 $ 30,740 $ (5,792) $ 4,064,050 $ 12,295 $ (25,423)
Other 373,903 55,479 - 465,769 50,245 12) 379,517 81,329 -
Client (trading) derivatives 1,788,406 74,275 (73,935) 374,730 28,265 (27,992) 141,751 4,376 (4,297)
Embedded derivatives
Equity-linked deposits 260,911 - (55,405) 257,078 - (48,433) 265,530 (79,408)
Other 97,094 - (241) 105,130 - (161) 122,199 - (1,453)
$ 6,007,989 $ 150,676 $ (139,609) $ 3,852,707 _$ 109,250 $ (82,390) $ 4,973,047 $ 98,000 $ (110,581)

10. Guarantees and Pledged Assets

Guarantees represent an irrevocable obligation to make payments to a third party in certain situations. Guarantees
include contracts or indemnities that contingently require ATB to make payments (either in the form of an asset or
in the form of services) to another party based on (a) changes in an asset, liability, or equity the other party holds
due to changes in an underlying interest rate, foreign exchange rate, or other variable; (b) failure of a third party to
perform under an obligating agreement; or (c) failure of a third party to pay its indebtedness when due. In the event
of a call on such commitments, ATB has recourse against the customer.

Significant guarantees provided by ATB to third parties include:
a) Loan guarantees and standby letters of credit (discussed in Note 15 to the Consolidated Financial
Statements for the year ended March 31, 2008) totaling $281,249 as at June 30, 2008 (March 31, 2008:
$269,875, June 30, 2007: $215,575).
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10. Guarantees and Pledged Assets (continued)

b) Foreign exchange forward contracts (discussed in Note 14 to the Consolidated Financial Statements for the
year ended March 31, 2008) having notional principal amounts totaling $952,351 as at June 30, 2008
(March 31, 2008: $19,992, June 30, 2007: $10,994).

c) Commodity forward contracts (discussed in Note 14 to the Consolidated Financial Statements for the year
ended March 31, 2008) having notional principal amounts totaling $836,055 as at June 30, 2008 (March
31, 2008: $354,738, June 30, 2007: $130,757).

d) Indemnification agreements entered into in the ordinary course of business, such as purchase contracts,
service agreements, or sale of assets. A maximum potential liability cannot be readily estimated, but
historically ATB has not made any significant payments under such guarantees.

In the ordinary course of business, ATB pledges securities and interest-bearing deposits with financial institutions to
the Bank of Canada in order to participate in clearing and payment systems and to have access to its facilities. ATB
also pledges securities to Clearing and Depository Services Inc. in order to participate in a settlement-agent credit
ring. The total amount so pledged as at June 30, 2008 has a carrying value of $322,500 (March 31, 2008:
$362,500, June 30, 2007: $274,100).

11. Employee Future Benefits

ATB provides future pension benefits to current and past employees through a combination of defined benefit and
defined contribution plans, but does not provide any other employee future benefits (discussed in Note 13 to the
Consolidated Financial Statements for year ended March 31, 2008).

The net pension benefit expense is included in Human resources in the Consolidated Statement of Income.

For the three months ended June 30, 2008 March 31, 2008 June 30, 2007

Net pension benefit expense $ 5,726 $ 3,606 $ 5,076

12. Segmented Information

ATB has organized its operations and activities around the following three business segments or lines of business:

e Personal and Business Financial Services comprises the branch, agency, and ABM networks and
provides financial services to individuals, independent business, and agricultural customers;

e Corporate Financial Services provides financial services to medium- and large-sized corporate
borrowers; and

e Investor Services provides wealth management solutions including retail brokerage, mutual funds,
portfolio management, and investment advice.

ATB’s operating activities are not geographically distributed for external reporting purposes, as virtually all its
operations are limited to customers within the province of Alberta.

Basis of presentation

Results presented in the following schedules are based on ATB's internal financial reporting systems. The
accounting policies used in these groupings are consistent with those followed in the preparation of the
Consolidated Financial Statements as disclosed in the other notes to the Consolidated Financial Statements with
the exception of Financial Instruments and AcG-4 related adjustments which are recorded at the Other Business
Unit (Corporate) level only. As these lines of business are based on ATB’s internal management structure, they
may not be comparable to those of other financial institutions.
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12. Segmented Information (continued)

Customer-related assets and liabilities (and the directly related revenues and expenses) are allocated between
ATB's lines of business based on management of the client relationship rather than the specific nature of the loan,
deposit, or other product provided or service rendered.

Net interest income (“NII”) is attributed to each line of business according to ATB’s internal funds transfer pricing
(“FTP") system whereby assets “earn” NIl to the extent external revenues exceed internal FTP expense and
liabilities “earn” NIl to the extent internal FTP revenues exceed external interest expense. Specific provisions for
credit losses are allocated based on the individual underlying impaired loan balances, and general provisions
(excepting any special general provisions) are allocated based on management of the client relationship in the
same way as the underlying loans.

Direct expenses are attributed between lines as incurred. Certain indirect expenses are allocated between Investor
Services and the other lines on the basis of inter-line service agreements. Certain other costs are allocated
between the reporting segments using cost allocation methodologies that incorporate activity-based estimates of
indirect cost allocation. Indirect expenses not allocated and direct expenses of a corporate or support nature are
reported under the “Other Business Units” segment.

Personal and Other
Business Corporate Investor Business

As at and for the three months ended: Financial Services Financial Services Services Units* Total
June 30, 2008
Net interest income $ 118,488 $ 20,912 $ 1,502 $ 26,127 $ 167,029
Other income 32,377 6,839 9,810 2,958 51,984
Recovery of loss on ABCP - - - 1,285 1,285
Total operating revenues 150,865 27,751 11,312 30,370 220,298
Provision for (recovery of)
credit losses 5,456 3,771 - (587) 8,640
Non-interest expenses 117,268 7,354 12,007 18,350 154,979
Net income (loss) $ 28,141 $ 16,626 $ (695) $ 12,607 $ 56,679
Total assets $ 16,218,674 $ 4,135,332 $ 5224 $ 4,167,977 $ 24,527,207
Total liabilities $ 15,295,435 $ 2,474,563 $ 566,801  $ 4,462,726 $ 22,799,525
March 31, 2008
Net interest income $ 115,346 $ 19,983 $ 2,007 $ 29,643 $ 166,979
Other income 31,040 4,631 9,547 140 45,358
(Provision for) loss on ABCP - - - (146,233) (146,233)
Total operating revenues 146,386 24,614 11,554 (116,450) 66,104
Provision for (recovery of)
credit losses 2,174 632 - (176) 2,630
Non-interest expenses 115,839 7,613 10,934 15,218 149,604
Net income (loss) $ 28,373 $ 16,369 $ 620 $ (131,492) $ (86,130)
Total assets $ 15,698,335 $ 4,060,638 $ 4,078 $ 3,580,102 $ 23,343,153
Total liabilities $ 14,776,994 $ 2,153,106 $ 548,877 $ 4,195,724  $ 21,674,701
June 30, 2007
Net interest income $ 111,050 $ 18,696 $ 1332 $ 27,807 $ 158,885
Other income 32,773 4,574 9,650 1,285 48,282
(Provision for) loss on ABCP - - - - -
Total operating revenues 143,823 23,270 10,982 29,092 207,167
Provision for (recovery of)
credit losses 4,028 3,890 - (1,321) 6,597
Non-interest expenses 102,934 6,336 11,162 15,642 136,074
Net income (loss) $ 36,861 $ 13,044 $ (180) $ 14771 $ 64,496
Total assets $ 14,134,925 $ 3,549,416 $ 4,092 $ 3,753,167 $ 21,441,600
Total liabilities $ 14,502,925 $ 1,867,356 $ 489,780 $ 2,915,908 $ 19,775,969

* Comprised of business units of a corporate nature such as investments, risk management, asset liability management, and treasury operations, as well as
expenses, general allowances, and recoveries for credit losses not expressly attributed to any line of business.
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13. Comparative amounts

Certain comparative amounts have been reclassified to conform to the current period's presentation.

14. Payment in lieu of tax

Bill 13 received Royal Assent and came into force June 3, 2008. This amendment to the ATB Act provides the
Government of Alberta the ability to assess a charge against ATB in lieu of tax as prescribed by the ATB
Regulations. As at June 30, 2008, the ATB Regulations have not been updated and the methodology for the
calculation of this payment has not been defined. As a result, ATB is unable to make a reasonable estimate of, and
has not accrued, any liability as at June 30, 2008.

15. Future Changes in Accounting Policies

Goodwill and Intangible Assets

In February 2008, the CICA issued CICA Handbook Section 3064, Goodwill and Intangible Assets that will take
effect for ATB beginning April 1, 2009. This standard will replace Section 3062, Goodwill and Other Intangible
Assets, and Section 3450, Research and Development Costs. It will establish the standard for the recognition,
measurement, and disclosure of goodwill and intangible assets. ATB is currently reviewing its capitalization policy
in order to update it for adoption of this section on April 1, 2009, or possible early adoption in the current fiscal year.
This standard will be applied retrospectively with restatement of prior periods, if required. ATB is currently
assessing the impact of this initial application on the consolidated financial statements.

International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed that the basis for financial
reporting by Canadian publicly accountable enterprises will move from Canadian Generally Accepted Accounting
Standards (“GAAP”) to International Financial Reporting Standards (“IFRS") and will be effective for fiscal year-
ends beginning on or after January 1, 2011. This change is part of a worldwide transition to IFRS intended to
facilitate global capital flows and greater clarity and consistency in financial reporting in the global marketplace.
ATB will adopt IFRS for the year ended March 31, 2012. ATB has commenced an IFRS conversion project and is
currently evaluating the impact of the application of these standards on the consolidated financial statements.

16. Subsequent event

Subsequent to June 30, 2008, a bank-sponsored ABCP investment of $51.9 million held by ATB was successfully
restructured. ATB received cash proceeds and a long-term floating rate note in exchange for the original
investment. The impact of this restructuring will be recognized in the quarter ending September 30, 2008.

Also subsequent to June 30, 2008, the Ontario Court of Appeal ruled that the ABCP restructuring agreement
reached under the Montreal Accord was fair, legal, and could proceed.
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Caution regarding forward-looking statements

This report may include forward-looking statements. ATB Financial from time to time may make forward-looking statements in other written or verbal
communications. These statements may involve, but are not limited to, comments relating to ATB's objectives or targets for the short and medium term,
strategies or actions planned to achieve those objectives, targeted and expected financial results, and the outlook for operations or the Alberta
economy. Forward-looking statements typically use the words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,” or other similar
expressions or future or conditional verbs such as “could,” “should,” “would,” or “will.”

By their very nature, forward-looking statements require ATB’'s management to make numerous assumptions and are subject to inherent risks and
uncertainties, both general and specific. A number of factors could cause actual future results, conditions, actions, or events to differ materially from the
targets, expectations, estimates, or intentions expressed in the forward-looking statements. Such factors include, but are not limited to: changes in
legislative or regulatory environment; changes in ATB'’s markets; technological changes; changes in general economic conditions, including fluctuations
in interest rates, currency values, and liquidity conditions; and other developments, including the degree to which ATB anticipates and successfully
manages the risks implied by such factors.

ATB cautions readers that the aforementioned list is not exhaustive. Anyone reading and relying on forward-looking statements should carefully
consider these and other factors that could potentially have an adverse affect on ATB'’s future results, as there is a significant risk that forward-looking
statements will not prove to be accurate.

Readers should not place undue reliance on forward-looking statements, as actual results may differ materially from plans, objectives, and
expectations. ATB does not undertake to update any forward-looking statement contained in this report.

The following Management's Discussion and Analysis (“MD&A”) considers ATB’s results of operations and financial
condition for the three months ended June 30, 2008 and is dated August 21, 2008. The MD&A should be read in
conjunction with the unaudited consolidated interim financial statements and related notes and the 2008 Annual

Report.
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