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This Management’s Discussion and Analysis (“MD&A”) contains forward-looking statements. These statements are based on certain
estimates and assumptions and involve risks and uncertainties. Actual results may differ materially. See the Forward-Looking
Statements section of this MD&A for additional information.

This MD&A should be read in conjunction with the unaudited interim condensed consolidated financial statements of TransAlta
Corporation as at and for the three and six months ended June 30, 2018 and 2017, and should also be read in conjunction with the
audited annual consolidated financial statements and MD&A contained within our 2017 Annual Integrated Report. In this MD&A,
unless the context otherwise requires, “we”, “our”, “us”, the “Corporation”, and “TransAlta” refers to TransAlta Corporation and its
subsidiaries. Our condensed consolidated financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) International Accounting Standards (“IAS”) 34 Interim Financial Reporting for Canadian publicly
accountable enterprises as issued by the International Accounting Standards Board (“IASB”) and in effect at June 30, 2018. All tabular
amounts in the following discussion are in millions of Canadian dollars unless otherwise noted. This MD&A is dated Aug. 2, 2018.
Additional information respecting TransAlta, including its Annual Information Form, is available on SEDAR at www.sedar.com, on
EDGAR at www.sec.gov, and on our website at www.transalta.com. Information on or connected to our website is not incorporated
by reference herein.

Additional IFRS Measures and Non-IFRS Measures
An additional IFRS measure is a line item, heading, or subtotal that is relevant to an understanding of the financial statements but is
not a minimum line item mandated under IFRS, or the presentation of a financial measure that is relevant to an understanding of the
financial statements but is not presented elsewhere in the financial statements. We have included line items entitled gross margin and
operating income in our Condensed Consolidated Statements of Earnings (Loss) for the three and six months ended June 30, 2018
and 2017. Presenting these line items provides management and investors with a measurement of ongoing operating performance
that is readily comparable from period to period. 

We evaluate our performance and the performance of our business segments using a variety of measures. Certain of the financial
measures discussed in this MD&A are not defined under IFRS and, therefore, should not be considered in isolation or as an alternative
to or to be more meaningful than net earnings attributable to common shareholders or cash flow from operating activities, as
determined in accordance with IFRS, when assessing our financial performance or liquidity. These measures may not be comparable
to similar measures presented by other issuers and should not be considered in isolation or as a substitute for measures prepared in
accordance with IFRS. Comparable EBITDA, FFO, comparable FFO, FCF, and cash flow generated by the business are non-IFRS
measures that are presented in this MD&A. See the Reconciliation of Non-IFRS Measures and Discussion of Segmented Comparable
Results sections of this MD&A for additional information. 

Forward-Looking Statements

This MD&A, the documents incorporated herein by reference, and other reports and filings made with securities regulatory authorities
include forward-looking statements or information (collectively referred to herein as “forward-looking statements”) within the
meaning of applicable securities legislation. Forward-looking statements are presented for general information purposes only and not
as specific investment advice. All forward-looking statements are based on our beliefs as well as assumptions based on information
available at the time the assumptions were made and on management’s experience and perception of historical trends, current
conditions, and expected future developments, as well as other factors deemed appropriate in the circumstances. Forward-looking
statements are not facts, but only predictions and generally can be identified by the use of statements that include phrases such as
"may", "will", "believe", "expect", "anticipate", "intend", "plan", "project", "estimate", "forecast", "foresee", "potential", "enable", "continue",
or other comparable terminology. These statements are not guarantees of our future performance and are subject to risks,
uncertainties, and other important factors that could cause our actual performance to be materially different from that projected.

In particular, this MD&A contains forward-looking statements pertaining to: our business model and anticipated future financial
performance; our success in executing on our growth projects; the timing and cost of the construction and commissioning of projects
under development, including the Brazeau Hydro pumped storage Project, the Kent Hills 3 Wind Project, the Pennsylvania and New
Hampshire wind projects, and their attendant costs and sources of funding; the closing of the New Hampshire acquisition and
satisfaction of closing conditions; the benefits of the Brazeau Hydro Pumped Storage project; the pre-tax savings to be delivered by
Project Greenlight; spending on growth and sustaining capital and productivity projects, including in connection with Project
Greenlight; expectations in terms of the cost of operations, capital spending, and maintenance, and the variability of those costs;
purchases of shares under the Normal Course Issue Bid ("NCIB"); continuing the deleveraging plan; the regulatory developments,
including the Federal Government's release of regulations for gas-fired generation; the ruling by the Alberta Utilities Commission
("AUC") in respect of line losses including our estimated maximum exposure; the section titled “2018 Financial Outlook”; expectations



related to future earnings and cash flow from operating and contracting activities (including estimates of full-year 2018 comparable
earnings before interest, depreciation and amortization (“EBITDA”), funds from operations (“FFO”) and free cash flow (“FCF”), and
expected sustaining capital expenditures; Canadian Coal Fleet availability and capacity factor; contributions to gross margin for Energy
Marketing in 2018; significant planned major outages in 2018 and lost production; expected governmental regulatory regimes and
legislation, including the Government of Alberta’s intended shift to a capacity market and the expected impacts on us and the timing
of the implementation of such regimes and regulations, as well as the cost of complying with resulting regulations and laws; expectations
in respect of generation availability, capacity, and production; power prices in Alberta, Ontario, and the Pacific Northwest; expected
financing of our capital expenditures; the anticipated financial impact of increased carbon prices, including under the Carbon
Competitiveness Incentive Regulation (“CCIR”) in Alberta; our trading strategies and the risk involved in these strategies; the estimated
impact of changes in interest rates and the value of the Canadian dollar relative to the US dollar, the Australian dollar, and other
currencies in which we do business; our exposure to liquidity risk; expectations in respect of the global economic environment;
expected cost savings and payback periods following the implementation of Project Greenlight and productivity initiatives;
expectations relating to the performance of TransAlta Renewables Inc.’s (“TransAlta Renewables”) assets; expectations regarding our
continued ownership of common shares of TransAlta Renewables; the refinancing of our upcoming debt maturities over the next two
years; expectations regarding our de-leveraging strategy; expectations in respect of our community initiatives; impacts of future IFRS
standards and the timing of the implementation of such standards; and amendments or interpretations by accounting standard setters
prior to initial adoption of those standards.

Factors that may adversely impact our forward-looking statements include risks relating to: fluctuations in market prices and our
ability to contract our generation for prices that will provide expected returns; the regulatory and political environments in the
jurisdictions in which we operate; increasingly stringent environmental requirements and changes in, or liabilities under, these
requirements; ability to compete effectively in the anticipated Alberta capacity market; changes in general economic conditions,
including interest rates; operational risks involving our facilities, including unplanned outages at such facilities; growth, whether
through acquisition or greenfield development; unanticipated operating conditions; disruptions in the transmission and distribution
of electricity; the effects of weather; disruptions in the source of fuels, water, sun, or wind required to operate our facilities; natural
or man-made disasters; physical risks related to climate change; the threat of terrorism and cyberattacks and our ability to manage
such attacks; equipment failure and our ability to carry out or have completed the repairs in a cost-effective or timely manner;
commodity risk management; industry risk and competition; fluctuations in the value of foreign currencies and foreign political
risks; the need for additional financing and the ability to access financing at a reasonable cost and on reasonable terms; our ability to
fund our growth projects; our ability to maintain our investment grade credit ratings; structural subordination of securities;
counterparty credit risk; our ability to recover our losses through our insurance coverage; our provision for income taxes; outcomes
of legal, regulatory, and contractual proceedings involving the Corporation including those with Fortescue Metals Group LTd. ("FMG");
outcomes of investigations and disputes; reliance on key personnel;  labour relations matters; risks associated with development
projects and acquisitions, including delays or changes in costs in the construction and commissioning of our two new US wind projects
and the Kent Hills 3 wind project; and the maintenance or adoption of enabling regulatory frameworks or the satisfactory receipt of
applicable regulatory approvals for existing and proposed operations and growth initiatives, including as it pertains to coal-to-gas
conversions.

The foregoing risk factors, among others, are described in further detail in the Governance and Risk Management section of our MD&A
for our 2017 annual consolidated financial statements and under the heading “Risk Factors” in our 2018 Annual Information Form.

Readers are urged to consider these factors carefully in evaluating the forward-looking statements and are cautioned not to place
undue reliance on these forward-looking statements. The forward-looking statements included in this document are made only as of
the date hereof and we do not undertake to publicly update these forward-looking statements to reflect new information, future
events, or otherwise, except as required by applicable laws. In light of these risks, uncertainties, and assumptions, the forward-looking
events might occur to a different extent or at a different time than we have described, or might not occur. We cannot assure that
projected results or events will be achieved. 
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Highlights

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Revenues 446 503 1,034 1,081

Net loss attributable to common shareholders (105) (18) (40) (18)

Cash flow from operating activities 104 63 529 344

Comparable EBITDA(1, 2) 225 268 641 542

FFO(1, 2) 188 187 506 389

FCF(1, 2) 96 30 334 125

Net loss per share attributable to common shareholders, basic and diluted (0.36) (0.06) (0.14) (0.06)

FFO per share(1, 2) 0.65 0.65 1.76 1.35

FCF per share(1, 2) 0.33 0.10 1.16 0.43

Dividends declared per common share 0.04 0.04 0.08 0.04

As at June 30, 2018 Dec. 31, 2017

Total assets 9,593 10,304

Total consolidated net debt(3) 3,018 3,363

Total long-term liabilities 4,401 4,311

(1)  These items are not defined under IFRS. Presenting these items from period to period provides management and investors with the ability to evaluate earnings trends more readily
in comparison with prior periods’ results. Refer to the Reconciliation of Non-IFRS Measures section of this MD&A for further discussion of these items, including, where applicable,
reconciliations to measures calculated in accordance with IFRS.
(2) During the fourth quarter of 2017, we revised our approach to reporting adjustments to arrive at FFO, mainly to better represent FFO as a cash metric. Previously, FFO was
adjusted to include, exclude, or to modify the timing of cash impacts related to adjustments made in arriving at comparable EBITDA. As a result, comparable EBITDA, FFO, and FCF
for 2017 has been revised accordingly.
(3)  Total consolidated net debt includes long-term debt including current portion, amounts due under credit facilities, tax equity, and finance lease obligations, net of available cash
and the fair value of economic hedging instruments on debt. See the table in the Capital Structure section of this MD&A for more details on the composition of net debt.

FCF, one of the Corporation's key financial metrics, was higher by $66 million and $209 million for the three and six months ended
June 30, 2018, respectively. 
• All generation segments, except Canadian Coal, generated cash flows equal to or better than the same period last year, both on

a quarterly and year-to-date basis. 
• Canadian Coal cash flows were significantly higher in the first six months of 2018 compared to 2017 as the cash flows in the first

quarter included the one-time receipt for the termination of the Sundance B & C PPAs, which reflects the repayment of the capacity
payments that would have been received over the 2018 to 2020 period had these PPAs not been terminated.

• Sustaining capital was lower in 2018 relative to 2017, primarily because of lower capital requirements in Canadian Coal as a result
of the retirement of Sundance Unit 1 and mothballing of Sundance Units 2, 3, and 5, and lower capital requirements in Canadian
Gas and US Coal.

• In Alberta, Canadian Coal and Hydro benefited from higher power prices.  Average prices during the second quarter in Alberta
increased to $56 per MWh from $19 per MWh and to $45 per MWh from $21 per MWh in the first 6 months of 2018, compared
to the same periods in 2017, mainly reflecting the impact of higher carbon pricing costs paid by certain generators and load growth.

• Based on the outlook for the balance of the year, the Corporation is currently tracking to achieve the upper end of its FCF guidance
of $300 - $350 million.

Comparable EBITDA was down $43 million the second quarter of 2018 compared to 2017 due to:
• Higher EBITDA in Hydro was more than offset by lower EBITDA in Canadian Coal and non-cash mark-to-market impacts primarily

in US Coal, Wind and Solar, and Energy Marketing.
• Canadian Coal EBITDA was lower due to higher carbon compliance costs and the 2017 results include the capacity payments for

Sundance Units B & C. The PPAs for Sundance Units B & C were subsequently terminated, for which the Corporation received a
one-time payment in the first quarter of 2018.

Year-to-date comparable EBITDA was higher by $99 million, primarily as a result of the one-time receipt of $157 million for the
termination of the Sundance Units B & C PPAs and higher EBITDA from Hydro.  

Net loss attributable to common shareholders during the second quarter of 2018 and the first half of the year was higher by $87 million
and $22 million, respectively, compared to the same periods in 2017, due to lower comparable EBITDA and lower finance lease income
related to the sale of the Solomon facility.

TRANSALTA CORPORATION M3



Segmented Cash Flow Generated by the Business
Segmented cash flows generated by the business, shown in the table below, measures the net cash generated by each of our segments
after sustaining and productivity capital expenditures, reclamation costs, and provisions. It also excludes non-cash mark-to-market
gains or losses. This is the cash flow available to: pay our interest and cash taxes, make distributions to our non-controlling partners
and dividends to our preferred shareholders, grow the business, pay down debt and return capital to our shareholders.

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Segmented cash inflow (outflow)

   Canadian Coal(1) 24 54 232 110

   US Coal 13 (4) 31 (1)

   Canadian Gas(2) 54 31 114 114

   Australian Gas 31 30 62 60

   Wind and Solar 48 41 113 106

   Hydro 47 26 63 38

Generation cash inflow 217 178 615 427

   Energy Marketing 9 5 (9) 9

   Corporate (23) (30) (48) (56)

Total comparable cash inflow 203 153 558 380

(1)  Includes $157 million received from the Balancing Pool for the early termination of Sundance B and C PPAs in the first quarter of 2018.
(2) Includes $17 million (TransAlta's share) from the OEFC relating to the settlement of a prior years indexation dispute during 2017.

Significant Events
Our strategic focus continues to be reducing our corporate debt, improving our operating performance, and transitioning to clean
power generation. We made the following progress throughout the period:
▪ On Aug. 2, 2018, the Corporation redeemed all of the outstanding  principal $400 million, 6.40 per cent debentures, due Nov. 18,

2019 for approximately $425 million,l including accrued and unpaid interest. See the Significant and Subsequent Events section
of this MD&A for further details.

▪ On July 20, 2018, the Corporation closed an approximate $345 million bond offering at a rate of 4.509 per cent per annum, payable
semi-annually and maturing on Aug. 5, 2030. See the Significant and Subsequent Events section of this MD&A for further details.

▪ On July 19, 2018, the Corporation's Board approved the retirement of Sundance Unit 2 effective July 31, 2018. See the Significant
and Subsequent Events section of this MD&A for further details.

▪ On May 31, 2018, TransAlta Renewables acquired an economic interest in the 50 MW Lakeswind Wind Farm and 21 MW of solar
projects located in the US ("Mass Solar"), from TransAlta and TransAlta Renewables acquired ownership of the 20 MW Kent
Breeze Wind Farm located in Ontario. The total purchase price for the three assets was approximately $166 million, including
the assumption of $62 million of tax equity obligations and project debt. On June 28, 2018, TransAlta Renewables subscribed for
an additional $33 million (US$25 million) of tracking preferred shares of a subsidiary of the Corporation related to Mass Solar in
order to fund the repayment of Mass Solar's project debt.

▪ On June 22, 2018, TransAlta Renewables closed a bought deal offering of 11,860,000 common shares through a syndicate of
underwriters. The shares were issued at a price of $12.65 per share for gross proceeds of approximately $150 million.

▪ On Feb. 20, 2018, TransAlta Renewables entered into an arrangement to acquire two  construction-ready wind projects in the
Northeast United States. The wind development projects consist of:  (i) a 90 Megawatt ("MW") project located in Pennsylvania
which has a 15-year PPA and (ii) a 29 MW project located in New Hampshire with two 20-year PPAs (the "US Wind Projects"). All
three counterparties have Standard & Poor's credit ratings of A+ or better.  On April 20, 2018, TransAlta Renewables acquired
an economic interest in the projects. See the Significant and Subsequent Events section of this MD&A for further details.

▪ On March 15, 2018, we redeemed the outstanding 6.650 per cent US $500 million Senior Notes due May 15, 2018. The redemption
price for the Notes was approximately $617 million (US$516 million). Repayment of the US Senior notes was funded by cash on
hand and our credit facility. See the Significant and Subsequent Events section of this MD&A for further details.

▪ During the first half of the year, we purchased and cancelled 587,300 common shares at an average price of $6.77 per common
share through our NCIB program. See the Significant and Subsequent Events section of this MD&A for further details.

▪ On March 31, 2018, we received approximately $157 million in compensation for the termination of the Sundance B and C PPAs
from the Balancing Pool. See the Significant  and Subsequent Events section of this MD&A for further details.

▪ On Jan. 1, 2018, we permanently shutdown Sundance Unit 1 and mothballed Sundance Unit 2. On April 1, 2018, we mothballed
Sundance Unit 3 and Sundance Unit 5.
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Adjusted Availability and Production
Adjusted availability for the three and six months ended June 30, 2018 was 85.8 per cent and 90.1 per cent, respectively, compared
to 84.0 per cent and 86.2 per cent for the same periods in 2017. The increases were mainly due to lower unplanned outages at Canadian
and US Coal and Canadian Gas. 

Production for the three and six months ended June 30, 2018 was 5,198 gigawatt hours ("GWh") and 12,370 GWh, respectively,
compared to 7,707 GWh and 16,758 GWh for the same periods in 2017. The lower production is primarily due to certain Sundance
units becoming merchant effective April 1, 2018, which resulted is less dispatching. 

Electricity Prices
The average spot electricity prices in Alberta for the three and six months ended June 30, 2018 increased significantly compared to
2017 due to higher carbon compliance costs which have increased the marginal cost of production.    Alberta has also experienced
weather-adjusted load growth in 2018 of approximately 3 per cent.

Natural gas prices were lower in the Pacific Northwest in the second quarter of 2018 compared to last year. For the six month period,
lower hydro generation resulted in higher spot electricity prices compared to the same period as last year.
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Discussion of Consolidated Financial Results
We evaluate our performance and the performance of our business segments using a variety of measures. Comparable figures are not
defined under IFRS. Those discussed below, and elsewhere in this MD&A, are not defined under IFRS and, therefore, should not be
considered in isolation or as an alternative to or to be more meaningful than net earnings attributable to common shareholders or
cash flow from operating activities, as determined in accordance with IFRS, when assessing our financial performance or liquidity.
These measures are not necessarily comparable to a similarly titled measure of another company. Each business segment assumes
responsibility for its operating results measured to comparable EBITDA and cash flows generated by the business. Gross margin is
also a useful measure as it provides management and investors with a measurement of operating performance that is readily
comparable from period to period. 



Comparable EBITDA
EBITDA is a widely adopted valuation metric and an important metric for management that represents our core business profitability.
Interest, taxes, and depreciation and amortization are not included, as differences in accounting treatments may distort our core
business results. In addition, we reclassify certain transactions to facilitate the discussion on the performance of our business: 
(i) Certain assets we own in Canada and Australia are fully contracted and recorded as finance leases under IFRS. We believe it is

more appropriate to reflect the payments we receive under the contracts as a capacity payment in our revenues instead of as
finance lease income and a decrease in finance lease receivables. We depreciate these assets over their expected lives; 

(ii) We also reclassify the depreciation on our mining equipment from fuel and purchased power to reflect the actual cash cost of
our business in our comparable EBITDA; 

(iii) In December 2016, we agreed to terminate our existing arrangement with the Independent Electricity System Operator (“IESO”)
relating to our Mississauga cogeneration facility in Ontario and entered into a new Non-Utility Generator (“NUG”) Enhanced
Dispatch Contract (the “NUG Contract”) effective Jan. 1, 2017. Under the new NUG Contract, we receive fixed monthly payments
until Dec. 31, 2018 with no delivery obligations. Under IFRS, for our reported results in 2016, as a result of the NUG Contract,
we recognized a receivable of $207 million (discounted), a pre-tax gain of approximately $191 million net of costs to mothball
the units, and accelerated depreciation of $46 million. In 2017 and 2018, on a comparable basis, we record the payments we
receive as revenues as a proxy for operating income, and continue to depreciate the facility until Dec. 31, 2018; and

(iv) On commissioning the South Hedland Power Station, we prepaid approximately $74 million of electricity transmission and
distribution costs. Interest income is recorded on the prepaid funds. We reclassify this interest income as a reduction in the
transmission and distribution costs expensed each period to reflect the net cost to the business. 

A reconciliation of net earnings (loss) attributable to common shareholders to comparable EBITDA results is set out below:

3 months ended June 30, 6 months ended June 30,

2018 2017(1) 2018 2017(1)

Net loss attributable to common shareholders (105) (18) (40) (18)

      Net earnings attributable to non-controlling interests 28 12 56 44

      Preferred share dividends 10 10 20 10

Net earnings (loss) (67) 4 36 36

Adjustments to reconcile net income to comparable EBITDA

      Depreciation and amortization 146 154 276 297

      Foreign exchange (gain) loss 5 (2) 7 (1)

      Other income — (2) — (2)

      Net interest expense 59 59 127 121

      Income tax expense (recovery) (6) (19) 31 (36)

Comparable reclassifications

      Decrease in finance lease receivables 14 15 29 30

      Mine depreciation included in fuel cost 37 19 68 36

      Australian interest income 1 — 2 —

Adjustments to earnings to arrive at comparable EBITDA

      Impacts to revenue associated with certain de-designated and economic hedges — 2 — 2

      Impacts associated with Mississauga recontracting(2) 24 18 53 39

      Asset impairment charge 12 20 12 20

Comparable EBITDA 225 268 641 542

(1) During the fourth quarter of 2017, we revised the way in which comparable EBITDA is reconciled to net earnings. Accordingly, 2017 results have been revised.
(2)  Impacts associated with Mississauga recontracting for the six months ended June 30, 2018,  are as follows: revenue $54 million (2017 - $50 million), fuel and purchased power and
de-designated hedges $1 million (2017 - $8 million), and operations, maintenance, and administration nil (2017 - $3 million).

Funds from Operations and Free Cash Flow
FFO is an important metric as it provides a proxy for cash generated from operating activities before changes in working capital, and
provides the ability to evaluate cash flow trends in comparison with results from prior periods. FCF is an important metric as it
represents the amount of cash that is available to invest in growth initiatives, make scheduled principal repayments on debt, repay
maturing debt, pay common share dividends, or repurchase common shares. Changes in working capital are excluded so FFO and FCF
are not distorted by changes that we consider temporary in nature, reflecting, among other things, the impact of seasonal factors and
timing of receipts and payments. FFO per share and FCF per share are calculated using the weighted average number of common
shares outstanding during the period. 
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The table below reconciles our cash flow from operating activities to our FFO and FCF.

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Cash flow from operating activities 104 63 529 344

Change in non-cash operating working capital balances 69 109 (54) 14

Cash flow from operations before changes in working capital 173 172 475 358

Adjustment:

   Decrease in finance lease receivable 14 15 29 30

   Other 1 — 2 1

FFO 188 187 506 389

Deduct:

   Sustaining capital (39) (87) (63) (133)

   Productivity capital (2) (7) (6) (9)

   Dividends paid on preferred shares(1) (10) (10) (20) (20)

   Distributions paid to subsidiaries' non-controlling interests (40) (51) (81) (98)

   Other (1) (2) (2) (4)

FCF 96 30 334 125

Weighted average number of common shares outstanding in the year 288 288 288 288

FFO per share 0.65 0.65 1.76 1.35

FCF per share 0.33 0.10 1.16 0.43

(1) Dividends paid on preferred shares have been adjusted to include the July 3, 2018 payments.

FFO for the quarter was up slightly by $1 million over last year as the decrease in comparable EBITDA of $43 million was fully offset
by unrealized mark-to-market impacts. Comparable EBITDA included $25 million of unrealized mark-to-market losses during the
second quarter of 2018, including a $15 million unrealized mark-to-market loss attributed to our Wind and Solar segment, whereas
the second quarter of 2017 included $18 million of unrealized mark-to-market gains. FFO was down $40 million over the first 6 months
of 2018 (after adjusting for the one time receipt of $157 million for the termination of the Sundance B & C PPAs), mainly due to lower
comparable EBITDA of $58 million, partially offset by lower interest expense and lower cash settlement of decommissioning and
restoration costs. 

The increase in FCF in the second quarter and year-to-date periods of 2018 compared to the same periods in 2017 was due to lower
sustaining capital expenditures resulting from lower planned maintenance activities at Canadian Coal and Canadian Gas, the timing
of maintenance activities at US Coal, and lower distributions paid to subsidiaries' non-controlling interests. The increase in FCF in the
year-to-date period of 2018  was also positively impacted by the Sundance B and C PPAs termination payment of $157 million received
during the first quarter of 2018. 

The table below bridges our comparable EBITDA to our FFO and FCF.

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Comparable EBITDA 225 268 641 542

Interest expense (49) (55) (102) (110)

Provisions — — 5 —

Unrealized (gains) losses from risk management activities 25 (18) (6) (13)

Current income tax expense (10) (6) (19) (12)

Realized foreign exchange gain (loss) 3 1 6 2

Decommissioning and restoration costs settled (6) (3) (13) (7)

Other cash and non-cash items — — (6) (13)

FFO 188 187 506 389

Deduct:

   Sustaining capital (39) (87) (63) (133)

   Productivity capital (2) (7) (6) (9)

   Dividends paid on preferred shares (10) (10) (20) (20)

   Distributions paid to subsidiaries' non-controlling interests (40) (51) (81) (98)

   Other (1) (2) (2) (4)

FCF 96 30 334 125

(1) Dividends paid on preferred shares have been adjusted to include the July 3, 2018 payments.
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Segmented Comparable Results

TRANSALTA CORPORATION M8

Canadian Coal 

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Availability (%) 91.0 84.5 90.7 84.1

Contract production (GWh) 1,658 4,430 4,958 9,400

Merchant production (GWh) 1,265 920 2,173 1,923

Total production (GWh) 2,923 5,350 7,131 11,323

Gross installed capacity (MW)(1) 2,457 3,791 2,457 3,791

Revenues 179 248 448 498

Fuel, carbon, and purchased power 99 122 264 244

Comparable gross margin 80 126 184 254

Operations, maintenance, and administration 43 47 90 91

Taxes, other than income taxes 4 4 7 7

Net other operating income (10) (10) (178) (20)

Comparable EBITDA 43 85 265 176

Deduct:

  Sustaining capital:

     Routine capital 3 5 7 10

     Mine capital 9 3 11 6

     Finance leases 4 3 7 7

     Planned major maintenance 1 18 1 35

     Total sustaining capital expenditures 17 29 26 58

     Productivity capital 2 4 3 5

     Total sustaining and productivity capital expenditures 19 33 29 63

     Provisions 1 — (2) (1)

     Unrealized gains (losses) on risk management activities (4) (3) (3) 1

     Decommissioning and restoration costs settled 3 1 9 3

Canadian Coal cash flow 24 54 232 110

(1) On Jan. 1, 2018, 560 MW Sundance Units 1 and 2 were shut down and mothballed, respectively. On April 1, 2018, 774 MW Sundance Units 3 and 5 were mothballed.

Availability for the second quarter and year-to-date periods improved compared to 2017, mainly due to no planned outages in 2018
compared to one planned outage in the second quarter of 2017, and lower unplanned outages and de-rates in 2018.

Production for the three and six months ended June 30, 2018 decreased 2,427 GWh and 4,192 GWh, respectively, compared to the
same periods in 2017.  Lower production was due to Sundance units becoming merchant effective April 1, 2018, which resulted in  less
dispatching, partially offset by lower planned outages and derates.

In the second quarter of 2018, revenue per MWh of production rose to approximately $61 per MWh from $46 per MWh in 2017 as
PPA revenues from all six Sundance Units were replaced by merchant revenues from Sundance Units 4 and 6, and higher prices for
production at  Keephills 3 and Genesee 3. The higher prices partially offset higher mining costs and higher carbon compliance costs
both of which were anticipated. The PPA contracts remain in place for Keephills Units 1 and 2 and our share of the Sheerness units
until the end of 2020.

Fuel, carbon, and purchased power costs on per MWh were higher in 2018 compared to the same period in 2017. Coal costs were
higher due to higher mining costs. Pit development work underway at the Highvale mine is expected to result in lower cost coal later
in late 2018. Carbon costs were higher in 2018, reflecting the regulated increase in the carbon price and due to the fact that carbon
compliance costs are no longer recoverable on the Sundance units as the PPAs have been terminated. Both the fuel and carbon pricing
cost increases were as expected.

During the second quarter we increased the level of co-firing with natural gas at the merchant units. Co-firing lowers the carbon
compliance costs as the GHG emissions are lower. In addition, fuel costs can be lower by co-firing, depending on the market price for
natural gas. We expect this level of co-firing to be sustainable for the balance of 2018 and beyond.



OM&A costs were lower in both the second quarter and six months ended June 30, 2018 compared to 2017. There are certain fixed
and common costs that are required to maintain the remaining operational Sundance units and during the first half of the year, one-
time OM&A costs were incurred in association with mothballing of the three Sundance Units. We expect to see the full OM&A cost
benefits from mothballing the three Sundance units reflected through the balance of 2018, as initial mothball implementation costs
are non-recurring.

Comparable EBITDA for the six months ended June 30, 2018 was higher by $89 million, primarily as a result of the one-time receipt
of $157 million for the termination of the Sundance B and C PPAs. For the three months ended June 30, 2018, Comparable EBITDA
was down $42 million partially due to the 2017 results including the capacity payments for Sundance Units 3-6. The PPAs were
subsequently terminated and TransAlta received a one-time payment in the first quarter of 2018. 

Sustaining and productivity capital expenditures decreased $14 million and $34 million for the second quarter and year-to-date 2018
compared to the same periods in 2017, mainly due to lower planned outages, and mothballing of units. In 2017, one planned outage
was performed on Keephills Unit 2, while during the second quarter of 2018 there were no planned major outages. Overall, for 2018,
there are four fewer units in the fleet to maintain.
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US Coal 

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Availability (%) 25.9 18.8 32.2 36.7

Adjusted availability (%)(1) 63.5 67.1 81.5 76.8

Contract sales (GWh) 830 915 1,651 1,820

Merchant sales (GWh) 90 — 839 959

Purchased power (GWh) (836) (915) (1,688) (1,967)

Total production (GWh) 84 — 802 812

Gross installed capacity (MW) 1,340 1,340 1,340 1,340

Revenues 51 61 138 149

Fuel and purchased power 20 15 64 79

Comparable gross margin 31 46 74 70

Operations, maintenance, and administration 12 11 27 24

Taxes, other than income taxes 1 1 2 2

Comparable EBITDA 18 34 45 44

Deduct:

  Sustaining capital:

     Routine capital 2 2 2 2

     Finance leases 1 1 2 2

     Planned major maintenance 6 22 11 27

     Total sustaining capital expenditures 9 25 15 31

     Productivity capital — 2 — 3

     Total sustaining and productivity capital expenditures 9 27 15 34

     Unrealized gains (losses) on risk management activities (7) 9 (5) 7

     Decommissioning and restoration costs settled 3 2 4 4

US Coal cash flow 13 (4) 31 (1)

(1) Adjusted for economic dispatching.

Availability for the three months ended June 30, 2018 was up compared to 2017 but down year-to-date compared to 2017 due to a
forced outage on Centralia Unit 1 in January 2017 and the timing of economic dispatching. In 2017 and 2018, both Centralia Units
were taken out of service in February as a result of seasonally lower prices in the Pacific Northwest.  In 2017, we performed major
maintenance on both units during that time.  The lower availability year-to-date had a nominal impact on our results as our contractual
obligations were supplied with less expensive power purchased in the market.

Production for the second quarter of 2018 compared to 2017 was up 84 GWh due to higher merchant sales. Production was down
10 GWh during the first half of 2018 compared to 2017, due mainly to the timing of economic dispatching.



Comparable EBITDA was down by $16 million during the second quarter of 2018 compared to 2017, primarily due to unfavorable
impact of mark-to-market positions driven by higher power prices in the region. Some of our contracts for the sale of electricity are
classified as derivatives under accounting rules, requiring mark-to-market treatment. If these contracts do not qualify for hedge
accounting, the mark-to-market impacts are recognized in earnings.  Comparable EBITDA during the first half of 2018 was in line with
last year's results. The positive impacts in the first quarter of 2018 from purchased power at lower prices to fulfill our contract and
hedge obligations and favourable impacts of mark-to-market positions on contracts that do not qualify for hedge accounting were
mostly offset by the lower second quarter of 2018 results. Also positively impacting our comparable EBITDA is lower delivered cost
of coal. 

Sustaining and productivity capital expenditures for the three and six months ended June 30, 2018 decreased $18 million and $19
million respectively, due to planned outages executed during the second quarter of 2017.  Productivity capital relates to project
Greenlight, our Corporate transformation project, which is intended to provide long-term cost savings.  See the Strategic Growth and
Corporate Transformation section of this MD&A for further details.

US Coal's cash flows improved by $17 million and $32 million for the quarter and year-to-date 2018 periods, compared to the same
periods in 2017, due mainly to lower sustaining and productivity capital spend in both periods and the positive impact of mark-to-
market positions.  
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Canadian Gas

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Availability (%) 84.5 82.3 91.6 91.6

Contract production (GWh) 326 379 741 772

Merchant production (GWh) 33 5 71 50

Total production (GWh) 359 384 812 822

Gross installed capacity (MW) 953 953 953 953

Revenues 93 91 201 237

Fuel and purchased power 19 19 48 62

Comparable gross margin 74 72 153 175

Operations, maintenance, and administration 12 15 25 29

Taxes, other than income taxes — — 1 1

Net other operating income — — — —

Comparable EBITDA 62 57 127 145

Deduct:

  Sustaining capital:

     Routine capital 1 4 2 4

     Planned major maintenance 6 16 7 19

     Total sustaining capital expenditures 7 20 9 23

     Productivity capital — — 1 —

     Total sustaining and productivity capital expenditures 7 20 10 23

     Provisions — 1 (2) 2

     Unrealized gains (losses) on risk management activities 1 5 5 6

Canadian Gas cash flow 54 31 114 114

Availability for the three months ended June 30, 2018 increased compared to the same period in 2017, mainly due to the 2017 base
cycling conversion project at Windsor, an unplanned steam turbine outage at Windsor, and a planned major inspection at Sarnia.
Availability for the six months ended June 30, 2018 was consistent with the same period in 2017. 

Production for the three months ended June 30, 2018 decreased 25 GWh compared to the same period in 2017, mainly due to a major
overhaul at Fort Saskatchewan. For the six months ended June 30, 2018, production decreased 10 GWh, mainly due to lower merchant
production at Sarnia due to market conditions, partially offset by higher production at the Fort Saskatchewan, Ottawa, and Windsor
facilities. 

Comparable EBITDA for the three months ended June 30, 2018 increased by $5 million compared to the same period in 2017, mainly
due to positive impact from the Mississauga recontracting and cost reduction initiatives. For the six months ended June 30, 2018
comparable EBITDA decreased by  $18 million compared to the same period in 2017, mainly due to the retroactive contract indexation
dispute settlement received in 2017 ($34 million) offset by the positive impact from the Mississauga re-contracting and cost reduction



initiatives. The Mississauga, Ottawa, Windsor, and our 60 per cent share of Fort Saskatchewan, generating facilities are owned through
our 51 per cent interest in TransAlta Cogeneration L.P.

Sustaining and productivity capital for the three and six months ended June 30, 2018 decreased $13 million. In the second quarter of
2018 we completed a planned major maintenance at Sarnia. In 2017 we completed the base cycling conversion project at Windsor to
increase its flexibility to respond to market prices and the scheduled maintenance at Sarnia.

Cash flow at Canadian Gas improved  by $23 million in the second quarter of 2018 compared to 2017, due to cost reduction initiatives
and lower sustaining capital spend in 2018. In 2017, one-time sustaining capital expenditures were incurred for the Windsor base
cycling conversion project. 
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Australian Gas

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Availability (%) 93.9 93.9 92.8 91.9

Contract production (GWh) 473 472 913 870

Gross installed capacity (MW) 450 425 450 425

Revenues 41 42 82 82

Fuel and purchased power 1 4 2 6

Comparable gross margin 40 38 80 76

Operations, maintenance, and administration 9 6 18 13

Comparable EBITDA 31 32 62 63

Deduct:

  Sustaining capital:

     Routine capital — 2 — 2

     Planned major maintenance — — — 1

     Total sustaining capital expenditures — 2 — 3

Australian Gas cash flow 31 30 62 60

Production for both the three and six months ended June 30, 2018  increased by 1 GWh and 43 GWh, respectively, due largely to the
availability of the South Hedland Power Station, partially offset by FMG's repurchase of the Solomon Power Station. Our contracts in
Australia are capacity contracts, and our results are not directly impacted by generation. 

Comparable EBITDA for both the three and six months ended June 30, 2018 was in line with the same periods in 2017.  Comparable
EBITDA from  the South Hedland Power Station was largely offset by FMG's repurchase of the Solomon Power Station.

Wind and Solar

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Availability (%) 96.2 96.5 95.3 96.5

Contract production (GWh) 529 521 1,278 1,263

Merchant production (GWh) 222 254 502 567

Total production (GWh) 751 775 1,780 1,830

Gross installed capacity (MW) 1,363 1,363 1,363 1,363

Revenues 51 59 137 146

Fuel and purchased power 4 3 10 8

Comparable gross margin 47 56 127 138

Operations, maintenance, and administration 11 12 24 24

Taxes, other than income taxes 2 2 4 4

Comparable EBITDA 34 42 99 110

Deduct:

     Planned major maintenance 1 2 4 5

     Provisions — (1) — (1)

     Unrealized gains (losses) on risk management activities (15) — (18) —

Wind and Solar cash flow 48 41 113 106



Production for the three and six months ended June 30, 2018 decreased by 24 GWh and 50 GWh, respectively, compared to the same
periods in 2017, mainly due to lower wind resources across the  Canadian fleet combined with the sale of the Wintering Hills merchant
facility on March 1, 2017.

Comparable EBITDA for the three and six months ended June 30, 2018 decreased by $8 million and $11 million, respectively, compared
to the same periods in 2017, primarily due to the impact of the US non-cash mark-to-market losses, partially offset by favorable pricing
impacts.
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Hydro

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Contract production (GWh) 581 695 899 1,062

Merchant production (GWh) 27 31 33 39

Total production (GWh) 608 726 932 1,101

Gross installed capacity (MW) 926 926 926 926

Revenues 63 40 90 64

Fuel and purchased power 2 2 3 3

Comparable gross margin 61 38 87 61

Operations, maintenance, and administration 11 9 19 17

Taxes, other than income taxes 1 1 2 2

Comparable EBITDA 49 28 66 42

Deduct:

  Sustaining capital:

     Routine capital 1 2 1 3

     Planned major maintenance 1 1 2 2

     Total sustaining capital expenditures 2 3 3 5

     Unrealized gains (losses) on risk management activities — (1) — (1)

Hydro cash flow 47 26 63 38

Production for the three and six months ended June 30, 2018 decreased by 118 GWh and 169 GWh, respectively, compared to the
same periods in 2017, primarily due to lower water resources.

Comparable EBITDA for the three and six months ended June 30, 2018 increased by $21 million and $24 million, respectively,
compared to the same periods in 2017, as did Hydro cash flow for both periods, primarily due to higher revenue from Ancillary Services
at higher market prices, which more than offset the lower generation. 

Energy Marketing

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Revenues and gross margin 13 18 30 19

Operations, maintenance, and administration 5 6 13 11

Comparable EBITDA 8 12 17 8

Deduct:

     Provisions (1) (1) (1) (1)

     Unrealized gains (losses) on risk management activities — 8 27 —

Energy Marketing cash flow 9 5 (9) 9

For the three months ended June 30, 2018, comparable EBITDA was lower compared to the same period in 2017 due to less favourable
market dynamics. Year-to-date, comparable EBITDA was up $9 million compared to  2017 due to a return to a normal level during the
first quarter of 2018. 

Corporate
Our Corporate overhead costs of $20 million and $40 million for the second quarter of 2018 and first half of 2018 were $2 million
and $6 million lower compared to the same periods in 2017, respectively, due to lower incentive payments and cost reduction initiatives.



Key Financial Ratios
The methodologies and ratios used by rating agencies to assess our credit ratings are not publicly disclosed. We have developed our
own definitions of ratios and targets to help evaluate the strength of our financial position. These metrics and ratios are not defined
under IFRS, and may not be comparable to those used by other entities or by rating agencies. We are focused on strengthening our
financial position and flexibility and aim to meet all our target ranges by 2018. 

FFO Before Interest to Adjusted Interest Coverage

As at June 30, 2018(1) Dec. 31, 2017

FFO 921 804

Less: Early termination payment received on Sundance B and C PPAs (157) —

Add:  Interest on debt and finance leases, net of interest income and capitalized interest 197 205

FFO before interest 961 1,009

Interest on debt and finance leases, net of interest income 198 214

Add:  50 per cent of dividends paid on preferred shares 20 20

Adjusted interest 218 234

FFO before interest to adjusted interest coverage (times) 4.4 4.3

(1) Last 12 months. Our target range for FFO in 2018 is $750 million to $800 million. See the 2018 Financial Outlook for further details.

While both periods are within our target range, the ratio improved at June 30, 2018 compared to 2017, mainly due to lower adjusted
interest. Our target for FFO before interest to adjusted interest coverage is four to five times, and we expect this metric to improve
as we continue to execute on our deleveraging plan.

Adjusted Funds from Operations to Adjusted Net Debt

As at June 30, 2018 Dec. 31, 2017

FFO(1,2) 921 804

Less: Early termination payment received on Sundance B and C PPAs (157) —

Less:  50 per cent of dividends paid on preferred shares (20) (20)

Adjusted FFO 744 784

Period-end long-term debt(3) 3,147 3,707

Less:  Cash and cash equivalents (123) (314)

Add:  50 per cent of issued preferred shares 471 471

Fair value asset of hedging instruments on debt(4) (6) (30)

Adjusted net debt 3,489 3,834

Adjusted FFO to adjusted net debt (%) 21.3 20.4

(1) Last 12 months. 
(2) Our target range for FFO in 2018 is $750 million to $800 million. See the 2018 Financial Outlook for further details.
(3) Includes finance lease obligations and tax equity financing.
(4) Included in risk management assets and/or liabilities on the condensed consolidated financial statements as at June 30, 2018 and Dec. 31, 2017. 

Our adjusted FFO to adjusted net debt improved compared to 2017, mainly due to lower adjusted net debt at June 30, 2018. We
expect this metric to improve towards our targeted level of 20 to 25 per cent as we continue to execute on our deleveraging plan. 
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Adjusted Net Debt to Comparable EBITDA

As at June 30, 2018 Dec. 31, 2017

Period-end long-term debt(1) 3,147 3,707

Less:  Cash and cash equivalents (123) (314)

Add:  50 per cent of issued preferred shares 471 471

Fair value asset of hedging instruments on debt(2) (6) (30)

Adjusted net debt 3,489 3,834

Comparable EBITDA(3) 1,161 1,062

Less: Early termination payment received on Sundance B and C PPAs (157) —

Adjusted comparable EBITDA 1,004 1,062

Adjusted net debt to comparable EBITDA (times) 3.5 3.6

(1) Includes finance lease obligations and tax equity financing.
(2) Included in risk management assets and/or liabilities on the condensed consolidated financial statements as at June 30, 2018 and Dec. 31, 2017. 
(3) Last 12 months. 

Our adjusted net debt to comparable EBITDA ratio improved compared to 2017, mainly due to the significant reduction in our net
debt during the period. Our target for adjusted net debt to comparable EBITDA is 3.0 to 3.5 times.
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Strategic Growth and Corporate Transformation
Acquisition of Two US Wind Projects
On Feb. 20, 2018, TransAlta Renewables announced that it had entered into an arrangement to acquire two wind construction-ready
projects in the United States. Construction on one of the two projects has started. The two projects are fully contracted with credit
worthy counterparties. The acquisition of one of these wind farms remains subject to certain closing conditions including the receipt
of a favourable regulatory ruling. See the Significant and Subsequent Events section of this MD&A for further details.

Kent Hills Wind Project
During 2017, TransAlta Renewables entered into a long-term contract with the New Brunswick Power Corporation (“NB Power”) for
the sale of all power generated by an additional 17.25 MW of capacity from the Kent Hills wind project. The additional 17.25 MW at
Kent Hills is an expansion of our existing Kent Hills wind farms, increasing the total operating capacity of the Kent Hills wind farms to
approximately 167 MW. Our target completion date is the fourth quarter of 2018.

Brazeau Hydro Pumped Storage
The Brazeau Hydro Pumped Storage project will generate and support clean electricity in the Province of Alberta. It will store water
that can be used to both generate power when it is needed and store excess power supply when demand is low. The Brazeau Hydro
Pumped Storage project is a focus for us, as it has existing infrastructure that reduces the cost and environmental footprint of the
project, is situated close to existing transmission infrastructure, and allows for increased renewables development by balancing
intermittent generation from wind and solar. 

We are currently working to secure a path that will advance our investment in the project and secure a long-term contract for the
project. The Brazeau Hydro Pumped Storage project is expected to have new capacity up to 900 MW, bringing the total Brazeau facility
to 755 to 1,255 MW, post-completion. We estimate an investment in the range of $1.5 billion to $2.7 billion. During the first half of
2018, we invested approximately $2 million to advance the environmental study, work with stakeholders and execute geotechnical
work to help further our design and construction phase. Further advancement of the project is dependent on securing a long-term
contract.



Project Greenlight
Our transformation project is a top priority for us. Driven by engagement from all employees, the intent is to deliver ambitious
improvements in every part of the Corporation. Initiatives include increasing revenue, improving generation, reducing operating and
maintenance costs, reducing overhead costs and financing costs, and optimizing our capital spend. We expect Project Greenlight to
deliver sustainable pre-tax savings of approximately $50 million to $70 million annually in 2018. We are on track to achieve our
expected annual savings targets. Year-to-date, we have invested approximately $10 million in this program, with these the costs largely
offset by cost reductions and productivity gains. We expect to invest a further $9 million on this program throughout 2018 and also
expect to spend $20 million to $25 million related to productivity capital in 2018.

The following table outlines our generation comparable OM&A, including greenlight costs:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Generation comparable OM&A 98 100 203 198

Greenlight transformation costs included in OM&A

  Canadian Coal (1) (3) (5) (3)

  US Coal — — (1) —

  Gas and Renewables (1) — (4) —

Adjusted Generation comparable OM&A 96 97 193 195
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Significant and Subsequent Events

A. TransAlta Renewables Acquires Three Renewable Assets from the Corporation
On May 31, 2018, TransAlta Renewables acquired from the Corporation an economic interest in the 50 MW Lakeswind wind farm in
Minnesota and 21 MW of solar projects located in Massachusetts (collectively, "Mass Solar") through the subscription of tracking
preferred shares of a subsidiary of the Corporation. In addition, TransAlta Renewables acquired from the Corporation an ownership
of the 20 MW Kent Breeze wind farm located in Ontario. The total purchase price for the three assets, was approximately $166 million,
including the assumption of $62 million of tax equity obligations and project debt, for net cash consideration of $104 million in equity
value. We continue to operate these assets on behalf of TransAlta Renewables.

On June 28, 2018, TransAlta Renewables subscribed for an additional $33 million of tracking preferred shares of a subsidiary of the
Corporation related to Mass Solar, in order to fund the repayment of Mass Solar's project debt. 

B. TransAlta Renewables Closes $150 million Offering of Common Shares
On June 22, 2018, TransAlta Renewables closed a bought deal offering of 11,860,000 common shares through a syndicate of
underwriters (the "Offering").  The common shares were issued at a price of $12.65 per common share for gross proceeds of
approximately $150 million ($144 million net proceeds).

The net proceeds were used to partially repay drawn amounts under TransAlta Renewables' credit facility, which were drawn in order
to fund recent acquisitions. The additional liquidity under the credit facility is expected to be used for general corporate purposes,
including ongoing construction costs associated with the US wind development acquisitions.

TransAlta did not purchase any additional common shares under the Offering and, following the closing, owns 161 million common
shares, representing, approximately 61 per cent of the outstanding common shares of TransAlta Renewables. 

C. $345 Million Financing 
The Corporation monetized the OCA and on July 20, 2018, closed an approximate $345 million bond offering through its indirect
wholly-owned subsidiary, TransAlta OCP LP (the "Issuer") by way of private placement, which will be secured by, among other things,
a first ranking charge over the OCA payments payable by the Government of Alberta. The amortizing bonds bear interest from their
date of issuance at a rate of 4.509 per cent per annum, payable semi-annually and maturing on Aug. 5, 2030. The bonds have a
preliminary rating of BBB, with a Stable trend, by DBRS. Under the terms of the OCA, the Corporation receives annual cash payments
on or before July 31 of approximately $40 million ($37.3 million, net to the Corporation), commencing Jan. 1, 2017, and terminating
at the end of 2030.

The net proceeds were used to partially repay the Debentures, as described below.

D. Early Redemption of $400 Million of Debentures
On Aug. 2, 2018, the Corporation  early redeemed all of its outstanding 6.40 per cent debentures, due Nov. 18, 2019, for the principal
amount of $400 million . The redemption price was approximately $425 million in aggregate, including accrued and unpaid interest.



E. Sundance Unit 2 Retirement
On July 19, 2018, the Corporation's Board approved the retirement of Sundance Unit 2 effective July 31, 2018. The decision was
driven largely by Sundance Unit 2's age, size, and short useful life relative to other units, and the capital requirements needed to return
the unit to service. The retirement is consistent with our transition strategy to clean power by 2025. We expect an impairment charge
of $38 million ($28 million after-tax) in the third quarter of 2018.

F. TSX Acceptance of Normal Course Issuer Bid
In February we announced our intention to buy back up to a maximum of 14,000,000 Common Shares, representing approximately
4.86 per cent of issued and outstanding Common Shares as at March 2, 2018 through a NCIB. Purchases under the NCIB may be made
through open market transactions on the TSX and any alternative Canadian trading platforms on which the Common Shares are traded,
based on the prevailing market price. Any Common Shares purchased under the NCIB will be cancelled.

The period during which TransAlta is authorized to make purchases under the NCIB commenced on March 14, 2018 and ends on March
13, 2019  or such earlier date on which the maximum number of Common Shares are purchased under the NCIB or the NCIB is
terminated at the Company's election.  

Under TSX rules, not more than 102,039 Common Shares (being 25 per cent of the average daily trading volume on the TSX of 408,156
Common Shares for the six months ended February 28, 2018) can be purchased on the TSX on any single trading day under the NCIB,
with the exception that one block purchase in excess of the daily maximum is permitted per calendar week.

During the six months ended June 30, 2018, the Corporation purchased and cancelled 587,300 Common Shares at an average price
of $6.77 per Common Share. See Note 13 of the condensed consolidated financial statements for further details.

Further transactions under the NCIB will depend on market conditions. The Corporation retains discretion whether to make purchases
under the NCIB, and to determine the timing, amount and acceptable price of any such purchases, subject at all times to applicable
TSX and other regulatory requirements. 

G. Early Redemption of Senior Notes
On March 15, 2018, the Corporation early redeemed all of its outstanding 6.650 per cent US Senior Notes due May 15, 2018. The
redemption price for the Notes was approximately $617 million (US$516 million), including $14 million of accrued interest. An early
redemption premium was recognized in net interest expense for the three months ended March 31, 2018.

H. Balancing Pool Terminates the Alberta Sundance Power Purchase Arrangements 
On Sept. 18, 2017, we received formal notice from the Balancing Pool for the termination of the Sundance B and C PPAs effective
March 31, 2018.  This announcement was expected and we took steps to re-take dispatch control for the units effective March 31,
2018.  

Pursuant to a written agreement, the Balancing Pool paid us approximately $157 million on March 29, 2018. We are disputing the
termination payment received. The Balancing Pool excluded certain mining assets that we believe should be included in the net book
value calculation for an additional termination payment of $56 million, the claim for which is now subject to the PPA arbitration process.

I. Acquisition of Two US Wind Projects
On Feb. 20, 2018, TransAlta Renewables announced it had entered into an arrangement to acquire two construction-ready projects
in the Northeastern United States. The wind development projects consist of: (i) a 90 MW project located in Pennsylvania that has a
15-year PPA, and (ii) a 29 MW project located in New Hampshire with two 20-year PPAs. All three counterparties have Standard &
Poor's credit ratings of A+ or better.  The commercial operation date for both projects is expected during the second half of 2019.  A
subsidiary of TransAlta acquired the 90 MW project on Feb. 20, 2018, whereas the acquisition of the 29 MW project remains subject
to certain closing conditions, including the receipt of a favourable regulatory ruling. 

On April 20, 2018, TransAlta Renewables completed the acquisition of an economic interest in the US wind projects from a subsidiary
of TransAlta (“TA Power”) pursuant to the arrangement entered into with TransAlta on Feb. 20, 2018. Pursuant to the arrangement,
a TransAlta subsidiary will own the US wind projects directly and TA Power will issue to TransAlta Renewables  tracking preferred
shares that pay quarterly dividends based on the pre-tax net earnings of the US wind projects. The construction and acquisition costs
of the two US wind projects are to be funded by TransAlta Renewables and are estimated to be US$240 million. TransAlta Renewables
will fund these costs either by acquiring additional preferred shares issued by TA Power or by subscribing for interest bearing notes
issued by the subsidiary. The proceeds from the issuance of such preferred shares or notes shall be used exclusively in connection with
the acquisition and construction of the US wind projects.  TransAlta Renewables expects to fund these acquisition and construction
costs using its existing liquidity and tax equity.  

J. Management Change
Donald Tremblay, the former Chief Financial Officer ("CFO"), has left the Corporation, effective May 9, 2018, to return to eastern
Canada to be closer to his family. The Corporation has commenced a recruitment process for a new CFO. Brett Gellner, Chief Strategy
and Investment Officer, acts as Interim CFO, in addition to his current role, during the interim period. 
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Regulatory Updates
Refer to the Regional Regulation and Compliance discussion in our 2017 annual MD&A for further details that supplement the
recent developments as discussed below:

Canadian Federal Government
On Feb. 17, 2018, the Department of Environment and Climate Change Canada published the draft regulations for gas-fired electricity
generation, which include specific rules for coal-to-gas converted units.  Under the proposed regulations, TransAlta’s units are expected
to receive an additional 75 years of operating life.  Consultation on the draft regulations is expected to conclude in mid-2018 with
finalized regulations expected by the end of 2018.  

Alberta
On Jan. 1, 2018, the Alberta government transitioned from Specified Gas Emitters Regulation (“SGER”) to the Carbon Competitiveness
Incentive Regulation (“CCIR”).  Under the CCIR, the regulatory compliance moved from a facility-specific compliance standard to a
product/sectoral performance compliance standard. The carbon price remains set at $30/tCO2e from 2018 to 2020 after which it is
currently expected to follow the federal price increase to $40/tCO2e in 2021 and $50/tCO2e in 2022. The electricity sector
performance standard was set at 0.37tCO2e/MWh but will decline over time. All renewable assets that received crediting under the
SGER will continue to receive credits under CCIR on a one-to-one basis. All other renewable assets that did not receive credits under
SGER will now be able to opt into the CCIR and get carbon crediting up to the electricity sector performance standard in perpetuity.
Once the wind projects crediting standard under SGER ends, these renewable projects will also be able to opt into the CCIR and receive
crediting.

Ontario
The newly elected government, on July 3, 2018, revoked Ontario's cap and trade program and other green programs that were funded
by carbon-pricing. Further details have not yet been provided and there has been no indication that existing contracted facilities will
be negatively impacted.
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Capital Structure and Liquidity
Our capital structure consists of the following components as shown below:

June 30, 2018 Dec. 31, 2017

As at  $  %  $  %

TransAlta Corporation

   Recourse debt - CAD debentures 1,046 14 1,046 14

   Recourse debt - US senior notes 917 12 1,499 19

   Credit facilities 40 1 — —

   US tax equity financing 29 — 31 —

   Other 11 — 13 —

Less: cash and cash equivalents (99) (1) (294) (4)

Less: fair value asset of economic hedging 
  instruments on debt (6) — (30) —

   Net recourse debt 1,938 26 2,265 29

   Non-recourse debt 156 2 208 3

   Finance lease obligations 66 1 69 1

Total net debt - TransAlta Corporation 2,160 29 2,542 33

TransAlta Renewables

   Credit facility 91 1 27 —

Less: cash and cash equivalents (24) — (20) —

   Net recourse debt 67 1 7 —

   Non-recourse debt 791 11 814 11

Total net debt - TransAlta Renewables 858 12 821 11

Total consolidated net debt 3,018 41 3,363 44

Non-controlling interests 1,156 15 1,059 14

Equity attributable to shareholders

   Common shares 3,088 41 3,094 40

   Preferred shares 942 13 942 12

   Contributed surplus, deficit, and 
      accumulated other comprehensive income (734) (10) (710) (9)

Total capital 7,470 100 7,748 100

Through to Aug. 2, 2018, we have reduced our corporate debt by approximately $1.0 billion and enhanced shareholder value by:
▪ early redeeming our outstanding 6.650 per cent US$500 million Senior Notes due May 15, 2018, for approximately $617 million

(US$516 million) using proceeds from the Sundance B and C PPAs termination payment and existing liquidity.
▪ early redeeming our outstanding 6.40 per cent $400 million debenture due November 2019, for approximately $425 million. See

the Significant and Subsequent Events section of this MD&A for further details.
▪ purchased and cancelled 587,300 Common Shares at an average price of $6.77 under our NCIB program. See the Significant and

Subsequent Events section of this MD&A for further details. 

Overall, our total consolidated net debt was reduced by approximately $350 million during the first half of 2018.

During 2019 to 2020, we have approximately $541 million of additional debt maturing. We expect to continue our deleveraging
strategy by allocating a portion of our free cash flow over the next three years to debt reduction. 

On June 27, 2018, the Corporation paid out US$25 million non-recourse debt related to its Mass Solar projects.

During the second quarter of 2018, the Corporation's US$200 million committed facility was cancelled and the Corporation's
committed syndicated bank credit facility was increased by $250 million. 
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Our credit facilities provide us with significant liquidity. We have a total of $2.0 billion (Dec. 31, 2017 - $2.0 billion) of committed credit
facilities, comprised of our $1.3 billion committed syndicated bank credit facility, TransAlta Renewables’ committed syndicated bank
credit facility of $0.5 billion (Dec. 31, 2017 - $0.5 billion) and our $0.2 billion committed bilateral facilities. These facilities were renewed
during the second quarter and expire in 2022, 2022, and 2020 respectively. The $1.8 billion (Dec. 31, 2017 - $1.5 billion) committed
syndicated bank facilities are the primary source for short-term liquidity after the cash flow generated from the Corporation's business.

In total, $1.2 billion (Dec. 31, 2017 - $1.4 billion) is not drawn. At June 30, 2018, the $0.8 billion (Dec. 31, 2017 - $0.6 billion) of credit
utilized under these facilities was comprised of actual drawings of  $0.1 billion (Dec. 31, 2017 - $27 million) and letters of credit of
$0.7 billion (Dec. 31, 2017 - $0.6 billion). The Corporation is in compliance with the terms of the credit facilities and all undrawn amounts
are fully available.  In addition to the $1.2 billion available under the credit facilities, the Corporation also has $0.1 billion of available
cash and cash equivalents. 

The Corporation's subsidiaries have issued non-recourse bonds of $946 million (Dec. 31, 2017 - $1,021 million) that are subject to
customary financing conditions and covenants that may restrict our ability to access funds generated by the facilities’ operations. Upon
meeting certain distribution tests, typically performed once per quarter, the funds are able to be distributed by the subsidiary entities
to their respective parent entity. These conditions include meeting a debt service coverage ratio prior to distribution, which was met
by these entities in the second quarter. However, funds in these entities that have accumulated since the second quarter test will
remain there until the next debt service coverage ratio can be calculated in the third quarter of 2018. At June 30, 2018, $41 million
(Dec. 31, 2017 -$35 million) of cash was subject to these financial restrictions. In addition, we have $31 million of restricted cash
related to the Kent Hills project financing that are being held in a construction reserve account, which will be released upon certain
conditions, including commissioning, being met. 

Additionally, certain non-recourse bonds require that certain reserve accounts be established and funded through cash held on deposit
and/or by providing letters of credit. We have elected to use letters of credit as at June 30, 2018. 

The strengthening of the US dollar has increased our long-term debt balances by $49 million in 2018. Almost all our US-denominated
debt is hedged either through financial contracts or net investments in our US operations. During the period, these changes in our US-
denominated debt were offset as follows:

June 30, 2018 December 31,
2017

Effects of foreign exchange on carrying amounts of US operations
(net investment hedge) 38 (61)

Foreign currency economic cash flow hedges on debt 7 (45)

Unhedged 4 (7)

Total 49 (113)

Share Capital
The following tables outline the common and preferred shares issued and outstanding:

As at August 2, 2018 June 30, 2018 December 31,
2017

Number of shares (millions)

Common shares issued and outstanding, end of period 287.3 287.3 287.9

Preferred shares

Series A 10.2 10.2 10.2

Series B 1.8 1.8 1.8

Series C 11.0 11.0 11.0

Series E 9.0 9.0 9.0

Series G 6.6 6.6 6.6

Preferred shares issued and outstanding, end of period 38.6 38.6 38.6
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Non-Controlling Interests
As of June  30, 2018, we own 61.1 per cent (Dec. 31, 2017 – 64.0 per cent) of TransAlta Renewables. We remain committed to
maintaining our position as the majority shareholder and sponsor of TransAlta Renewables with a stated goal of maintaining our
interest between 60 to 80 per cent. On May31, 2018, TransAlta Renewables adopted a Dividend Reinvestment Plan ("DRIP"), with
the first issuance of shares being made on July 31, 2018. The participation of shareholders in TransAlta Renewables' DRIP has not had
a material dilutive impact in our ownership. 
 
We also own 50.01 per cent of TransAlta Cogeneration L.P (“TA Cogen”), which owns, operates, or has an interest in four natural-gas-
fired facilities (Mississauga, Ottawa, Windsor, and Fort Saskatchewan) and one coal-fired generating facility. 

Reported earnings attributable to non-controlling interests for the year-to-date and second quarter 2018 periods increased to $56
million and $28 million, respectively, from $12 million and $44 million, respectively, in the same periods of 2017. Earnings in both
periods were up at TransAlta Renewables in 2018 due to higher finance income from its investment in the Australian business, lower
foreign exchange losses in the second quarter of 2018, and a lower unrealized fair value change in the year-to-date 2018 period on
the Class B shares which were converted to common shares in August of 2017. Earnings from TA Cogen LP were consistent quarter
to quarter, but were lower in the year-to-date 2018 period mainly due to the settlement in 2017 of  the contract indexation dispute
with the OEFC relating to the Ottawa and Windsor facilities. 

Returns to Providers of Capital
Net Interest Expense
The components of net interest expense are shown below:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Interest on debt 45 55 98 111

Interest income (3) (2) (6) (3)

Capitalized interest — (4) — (8)

Loss on early redemption of US Senior Notes — — 5 —

Interest on finance lease obligations 1 1 2 2

Credit facility and bank charges 3 5 6 9

Other interest 7 (1) 10 —

Accretion of provisions 6 5 12 10

Net interest expense 59 59 127 121

Although interest on debt was down due to lower debt levels, net interest expense was higher period-over-period due to the $5 million
pre-payment premium relating to the early redemption of the US$500 million Senior Notes during the first quarter, $5 million of costs
were expensed in connection to a project level financing that is no longer practicable, and slightly offset by higher interest income and
interest on debt.
 
Dividends to Shareholders
 

The following are the common and preferred shares dividends declared up to Aug. 2, 2018:
 

Common Preferred Series dividends per share

Payable date dividends

Declaration date Common Shares Preferred Shares per share A B C E G

Feb. 2, 2018 April 1, 2018 March 31, 2018 0.04 0.16931 0.17889 0.25169 0.32463 0.33125

April 19, 2018 July 3, 2018 July 3, 2018 0.04 0.16931 0.19951 0.25169 0.32463 0.33125

July 19, 2018 Oct. 1, 2018 Sept. 30, 2018 0.04 0.16931 0.20984 0.25169 0.32463 0.33125
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Financial Position
 
The following table outlines significant changes in the Condensed Consolidated Statements of Financial Position from June 30, 2018,
to Dec. 31, 2017:
 

Increase/

Assets (decrease) Primary factors explaining change

Cash and cash equivalents (191) Timing of receipts and payments

Trade and other receivables (371) Timing of customer receipts and seasonality of revenue

Prepaid expenses 39 US Wind development project costs ($11 million), and annual property tax
and insurance payments ($22 million)

Inventory 62 Higher costs at our Canadian Coal operations and lower produced volumes at
both our Canadian and US Coal operations

Finance lease receivables (long term) (13) Scheduled receipts

Property, plant, and equipment, net (219) Depreciation for the period ($312 million) and revisions to decommissioning
and restoration costs ($10 million), partially offset by favourable changes in
foreign exchange rates ($29 million), and additions ($83 million)

Intangible assets (15) Amortization ($25 million), partially offset by additions ($10 million)

Risk management assets (current and long term) (47) Contract settlements, partially offset by favourable changes in foreign
exchange rates, favourable changes in market price movements, and new
contracts

Other assets 36 Project development costs related to the acquisition of two US Wind projects

Others 8

Total decrease in assets (711)

Increase/

Liabilities and equity (decrease Primary factors explaining change

Accounts payable and accrued liabilities (170) Timing of payments and accruals

Income taxes payable (50) Primarily due to the payment of taxes on FMG's repurchase of the Solomon
Power Station

Dividends payable 13 Timing of the declaration of preferred dividends

Credit facilities, long term debt, and finance lease
obligations (including current portion)

(560) Repayment of long-term debt ($725 million), partially offset by drawings on
the credit facility ($104 million) and unfavourable changes in foreign
exchange ($49 million)

Risk management liabilities (current and long term) (19) Contract settlements, partially offset by favourable changes in foreign
exchange rates, favourable changes in market price movements, and new
contracts

Equity attributable to shareholders (30) Net loss ($20 million), common share dividends ($23 million), preferred share
dividends ($20 million), impact of changes in our accounting policies ($14
million), partially offset by changes in non-controlling interests in TransAlta
Renewables ($24 million) and net other comprehensive income ($27 million)

Non-controlling interests 97 Net earnings ($56 million) and changes in non-controlling interests in
TransAlta Renewables from share issuance ($122 million), partially offset by
distributions paid and payable ($83 million)

Others 8

Total decrease in liabilities and equity (711)
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Cash Flows

The following tables outline significant changes in the Condensed Consolidated Statements of Cash Flows for the three and six months
ended June 30, 2018, compared to the same periods June 30, 2017: 

3 months ended June 30, 2018 2017
Increase/

(decrease) Primary factors explaining change

Cash and cash equivalents, beginning of period 329 504 (175)

Provided by (used in):

Operating activities 104 63 41 Favourable change in non-cash working capital

Investing activities (106) (74) (32) Unfavourable changes in non-cash investing working capital
balances ($69 million) partially offset by lower additions to
PP&E ($37 million)

Financing activities (205) (442) 237 Lower repayment of long-term debt ($508 million), and net
proceeds on issuance of TransAlta Renewables common
shares ($144 million), partially offset by higher repayments
of credit facilities ($322 million) and lower realized gains on
financial instruments ($108 million)

Translation of foreign currency cash 1 (1) 2

Cash and cash equivalents, end of period 123 50 73

6 months ended June 30, 2018 2017
Increase/

(decrease) Primary factors explaining change

Cash and cash equivalents, beginning of period 314 305 9

Provided by (used in):

Operating activities 529 344 185 Higher cash earnings ($117 million) and favourable change in
non-cash working capital ($68 million)

Investing activities (159) (69) (90) Lower proceeds on disposals ($60 million), higher project
development acquisitions ($30 million) and unfavourable
change in non-cash investing working capital balances ($76
million), partially offset by lower additions to PP&E ($74
million)

Financing activities (562) (530) (32) Higher repayments of long-term debt ($138 million) and
lower realized gains on financial instruments ($59 million),
partially offset by net proceeds on issuance of TransAlta
Renewables common shares ($144 million), lower
distributions paid to subsidiaries' non-controlling interests
($17 million), and lower dividends paid on preferred shares
($10 million)

Translation of foreign currency cash 1 — 1

Cash and cash equivalents, end of period 123 50 73
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Other Consolidated Analysis

Unconsolidated Structured Entities or Arrangements
Disclosure is required of all unconsolidated structured entities or arrangements such as transactions, agreements, or contractual
arrangements with unconsolidated entities, structured finance entities, special purpose entities, or variable interest entities that are
reasonably likely to materially affect liquidity or the availability of, or requirements for, capital resources. We currently have no such
unconsolidated structured entities or arrangements.
 
Guarantee Contracts
We have obligations to issue letters of credit and cash collateral to secure potential liabilities to certain parties, including those related
to potential environmental obligations, commodity risk management and hedging activities, construction projects, and purchase
obligations. At June 30, 2018, we provided letters of credit totalling $643 million (Dec. 31, 2017 - $677 million) and cash collateral of
$37 million (Dec. 31, 2017 - $67 million). These letters of credit and cash collateral secure certain amounts included on our  Condensed
Consolidated Statements of Financial Position under risk management liabilities and decommissioning and other provisions.
 



Contingencies

I. Line Loss Rule Proceeding
TransAlta has been participating in a line loss rule proceeding (the “LLRP”) before the Alberta Utilities Commission ("AUC"). The AUC
determined that it has the ability to retroactively adjust line loss charges going back to 2006 and directed the AESO to, among other
things, perform such retroactive calculations. The various decisions by the AUC are, however, subject to appeal and challenge.  A recent
decision by the AUC determined the methodology to be used retroactively and it is now possible to estimate the total potential
retroactive exposure faced by TransAlta for its non-PPA MWs.  The estimate of the maximum exposure is $15 million; however, if
TransAlta and others are successful on the appeal of legal and jurisdictional questions regarding retroactivity, the amount owing will
be nil; TransAlta accordingly recorded an appropriate provision in 2017.

II. FMG Disputes
The Corporation is currently engaged in two disputes with FMG.  The first arose as a result of FMG’s purported termination of the
South Hedland PPA.  TransAlta has sued FMG, seeking payment of amounts invoiced and not paid under the  South Hedland PPA, as
well as a declaration that the PPA is valid and in force.  FMG, on the other hand, seeks a declaration that the PPA was lawfully terminated.

The second matter involves FMG’s claims against TransAlta related to the transfer of the Solomon Power Station to FMG.  FMG claims
certain amounts related to the condition of the facility while TransAlta claims certain outstanding costs that should be reimbursed.

III. Balancing Pool Dispute
Pursuant to a written agreement, the Balancing Pool paid the Corporation approximately $157 million on March 29, 2018 as part of
the net book value payment required on termination of the Sundance B and C PPAs. The Balancing Pool, however, excluded certain
mining and corporate assets that the Corporation believes should be included in the net book value calculation, which amounts to an
additional $56 million. The parties are resolving the dispute through arbitration.
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Financial Instruments
 
Refer to Note 13 of the notes to the audited annual consolidated financial statements within our 2017 Annual Integrated Report and
Note 9 of our unaudited interim condensed consolidated financial statements as at and for the six months ended June 30, 2018 for
details on Financial Instruments. Refer to the Governance and Risk Management section of our 2017 Annual Integrated Report and
Note 10 of our unaudited interim condensed consolidated financial statements for further details on our risks and how we manage
them. Refer to the Accounting Changes section of this MD&A for further details on the adoption of IFRS 9 Financial Instruments effective
Jan. 1, 2018. Our risk management profile and practices have not changed materially from Dec. 31, 2017. 

We may enter into commodity transactions involving non-standard features for which observable market data is not available. These
are defined under IFRS as Level III financial instruments. Level III financial instruments are not traded in an active market and fair value
is, therefore, developed using valuation models based upon internally developed assumptions or inputs. Our Level III fair values are
determined using data such as unit availability, transmission congestion, or demand profiles. Fair values are validated on a quarterly
basis by using reasonably possible alternative assumptions as inputs to valuation techniques, and any material differences are disclosed
in the notes to the financial statements.

As at June 30, 2018, total Level III financial instruments had a net asset carrying value of $730 million (Dec. 31, 2017 - $771 million
net asset). The decrease during the period is primarily due to the settlement of contracts, market price changes in value of the long-
term power sale contract designated as an all-in-one cash flow hedge for which changes in fair value are recognized in other
comprehensive income, partially offset by favourable foreign exchange rates.



2018 Financial Outlook
 
As a result of our strong performance during our first quarter, we revised our targets during the first quarter. The following table
outlines our expectation on key financial targets for 2018:

Measure Original Target Revised Target

Comparable EBITDA $950 million to $1,050 million $1,000 million to $1,050 million

FFO $725 million to $800 million $750 million to $800 million

FCF $275 million to $350 million $300 million to $350 million

Canadian Coal capacity factor 65 to 75 per cent Unchanged

Dividend $0.16 per share annualized, 
 13 to 17 per cent payout of FCF

$0.16 per share annualized, 
 13 to 15 per cent payout of FCF

Operations
Availability
Total availability of our Canadian coal fleet is expected to be in the range of 87 to 89 per cent in 2018.  Availability of our other generating
assets (gas, renewables) is expected to be in the range of 95 per cent in 2018. We will be accelerating our transition to gas and
renewables generation, and have retired Sundance Unit 1 effective Jan. 1, 2018, retired Sundance Unit 2 effective July 31, 2018, and
temporarily mothballed Sundance Unit 3 and Sundance Unit 5 effective April 1, 2018. 

Market Hedging Strategy
The objective of our portfolio management strategy is to deliver a high confidence for annual FCF which also provides for positive
exposure to price volatility in Alberta. Given our cash operating costs, we can be more or less hedged in a given period, and we expect
to realize our annual FCF targets through a combination of forward hedging and selling generation into the spot market.

Fuel Costs
In Alberta, we expect our cash fuel costs per tonne to be higher compared to 2017 due to lower produced volumes. Pre-development
work at our Highvale mine will see lower cost coal become available in late 2018.

In the Pacific Northwest, our US Coal mine, adjacent to our power plant, is in the reclamation stage. Fuel at US Coal has been purchased
primarily from external suppliers in the Powder River Basin and delivered by rail.  In 2017 we amended our fuel and rail contract such
that our costs fluctuate partly with gas prices. This should allow us to generate more electricity and increase profits.

Most of our generation from gas is sold under contract with pass-through provisions for fuel. For gas generation with no pass-through
provision, we purchase natural gas from outside companies coincident with production, thereby minimizing our risk to changes in
prices.

We closely monitor the risks associated with changes in electricity and input fuel prices on our future operations and, where we consider
it appropriate, use various physical and financial instruments to hedge our assets and operations from such price risks.

Energy Marketing
Comparable EBITDA from our Energy Marketing segment is affected by prices and volatility in the market, overall strategies adopted,
and changes in regulation and legislation. We continuously monitor both the market and our exposure to maximize earnings while still
maintaining an acceptable risk profile. Our 2018 objective for Energy Marketing is for the segment to contribute between $70 million
to $80 million in gross margin for the year.
 
Exposure to Fluctuations in Foreign Currencies
Our strategy is to minimize the impact of fluctuations in the Canadian dollar against the US dollar and Australian dollar by offsetting
foreign-denominated assets with foreign-denominated liabilities and by entering into foreign exchange contracts.   We also have
foreign-denominated expenses, including interest charges, which largely offset our net foreign-denominated revenues.

We expect to spend approximately US$240 million to construct and commission the two US wind development projects. We will use
foreign exchange contracts to manage the foreign exchange exposure created by these projects. See the Significant and Subsequent
Events section of this MD&A for further details. 
 
Net Interest Expense
Net interest expense for 2018 is expected to be lower than in 2017 largely due to lower levels of debt.  However, changes in interest
rates and in the value of the Canadian dollar relative to the US dollar can affect the amount of net interest expense incurred.

Net Debt, Liquidity, and Capital Resources
We expect to maintain adequate available liquidity under our committed credit facilities. We currently have access to approximately
$1.2 billion  under our committed facilities and more than $100 million in cash. Our continued focus will be toward repositioning our
capital structure and we expect to be well positioned to address the upcoming debt maturities through to 2020.
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Growth Expenditures
Our growth projects are focused on sustaining our current operations and supporting our growth strategy in our renewables platform.

A summary of the significant growth and major projects that are in progress is outlined below:
 

Total Project 2018(2) Target

Estimated
spend

Spent to
date(1)

Estimated
spend

completion
date Details

Project

Kent Hills 3 Wind Expansion(3) 36 23 13 Q4 2018 17.25 MW expansion project on our existing Kent
Hills wind farms

Pennsylvania wind development
project(4)

164 37 74 Q3 2019 90 MW wind project with a 15-year PPA

New Hampshire wind development
project(4, 5)

76 — 40 Q3 2019 29 MW wind project with two 20-year PPAs

Total

(1) Represents amounts spent as of June 30, 2018. 
(2) Remainder of year.
(3) Our 17 per cent partner on the existing Kent Hills facilities is participating in the expansion project and also owns a 17 per cent interest. They will be funding their share of the
total project costs. 
(4) Denominated in United States dollars. TransAlta Renewables will fund the acquisition and construction costs using its existing liquidity and tax equity. 
(5) Project remains subject to certain closing conditions, including the receipt of a favourable regulatory ruling. 

Sustaining and Productivity Capital Expenditures
A significant portion of our sustaining and productivity capital is planned major maintenance, which includes inspection, repair and
maintenance of existing components, and the replacement of existing components. Planned major maintenance costs are capitalized
as part of PP&E and are amortized on a straight-line basis over the term until the next major maintenance event. It excludes amounts
for day-to-day routine maintenance, unplanned maintenance activities, and minor inspections and overhauls, which are expensed as
incurred.
 
Our estimate for total sustaining and productivity capital is allocated among the following:

Category Description
Spent to 

date (1)
Expected

spend in 2018

Routine capital Capital required to maintain our existing generating capacity 18 71 - 74

Planned major maintenance Regularly scheduled major maintenance 25 71 - 74

Mine capital Capital related to mining equipment and land purchases 11 32 - 34

Finance leases Payments on finance leases 9 23 - 25

Total sustaining capital 63 195 - 205

Productivity capital
Projects to improve power production efficiency and
corporate improvement initiatives 6 20 - 30

Total sustaining and productivity capital 69 215 - 235

(1) As at June 30, 2018.

 
Significant planned major outages for the remainder of 2018 include a major outage in our Canadian Coal segment during the fourth
quarter to a unit operated by our partner.

Lost production as a result of planned major maintenance, excluding planned major maintenance for US Coal, which is scheduled
during a period of economic dispatching, is estimated as follows for 2018:

Canadian 
Coal

Gas and
Renewables Total Lost to date(1)

 

GWh lost
 

130 - 170 200 - 300 330 -  470 200

(1) As at June 30, 2018. 

Funding of Capital Expenditures
Funding for these planned capital expenditures is expected to be provided by cash flow from operating activities, existing liquidity,
and capital raised from our contracted cash flows. We have access to approximately $1.3 billion in liquidity. The funds required for
committed growth, sustaining capital, and productivity projects are not expected to be significantly impacted by the current economic
environment. 

TRANSALTA CORPORATION M25



Accounting Changes
 

A. Current Accounting Changes
 

I. IFRS 15 Revenue from Contracts with Customers
 

The Corporation has adopted IFRS 15 Revenue from Contracts with Customers (IFRS 15) with an initial adoption date of Jan. 1, 2018. 

The Corporation has elected to adopt IFRS 15 retrospectively with the modified retrospective method of transition practical expedient.
Under this method, the comparative period presented in the condensed consolidated financial statements as at and for the six months
ended June 30, 2018 will not be restated and is reported under IAS 18 Revenue. Instead, the Corporation recognized the cumulative
impact of the initial application of the standard in Deficit as at Jan. 1, 2018, as follows: Applying the significant financing component
requirements to a specific contract resulted in an increase to the contract liability of $17 million, a decrease in deferred income tax
liabilities of $4 million, and an increase to Deficit of $13 million.  

IFRS 15 requires that, in determining the transaction price, the promised amount of consideration is to be adjusted for the effects of
the time value of money if the timing of payments specified in a contract provides either party with a significant benefit of financing
the transfer of goods or services to the customer (“significant financing component”). The objective when adjusting the promised
amount of consideration for a significant financing component is to recognize revenue at an amount that reflects the price that the
customer would have paid, had they paid cash in the future when the goods or services are transferred to them. The application of the
significant financing component requirements results in the recognition of interest expense over the financing period and a higher
amount of revenue. 

Additionally, the Corporation no longer recognizes revenue (or fuel costs) related to non-cash consideration for natural gas supplied
by a customer at one of its gas plants , as it was determined under IFRS 15 that the Corporation does not obtain control of the customer-
supplied natural gas. This change had no impact on the cumulative impact of initial adoption as recognized in Deficit as Jan. 1, 2018.

Refer to Note 2 of the Corporation's condensed consolidated financial statements for a more detailed discussion of the Corporation's
accounting policies under IFRS 15. 

II. IFRS 9 Financial Instruments
 

Effective Jan. 1, 2018, the Corporation adopted IFRS 9, which introduces new requirements for:
1) The classification and measurement of financial assets and liabilities
2) The recognition and measurement of impairment of financial assets
3) General hedge accounting

In accordance with the transition provisions of the standard, the Corporation has elected to not restate prior periods. 

Under the new classification and measurement requirements, financial assets must be classified and measured at either amortized
cost, at fair value through profit or loss, or through OCI. The classification and measurement depends on the contractual cash flow
characteristics of the financial asset and the entity’s business model for managing the financial asset. The classification requirements
for financial liabilities are largely unchanged from IAS 39.  While the Corporation had no direct impact of adopting the IFRS 9
classification and measurement requirements, a $1 million increase in deficit resulted from the increase in equity attributable to non-
controlling interests due to IFRS 9 classification and measurement impacts at TransAlta Renewables. 

IFRS 9 introduces a new impairment model for financial assets measured at amortized cost. The expected credit loss model requires
entities to account for expected credit losses on financial assets at the date of initial recognition, and to account for changes in expected
credit losses at each reporting date to reflect changes in credit risk. The loss allowance for a financial asset is measured at an amount
equal to the lifetime expected credit loss if its credit risk has increased significantly since initial recognition. If the credit risk on a
financial asset has not increased significantly since initial recognition, its loss allowance is measured at an amount equal to the 12-
month expected credit loss.  The Corporation’s management reviewed and assessed its existing financial assets for impairment using
reasonable and supportable information in accordance with the requirements of IFRS 9 to determine the credit risk of the respective
items at the date they were initially recognized, and compared that to the credit risk as at Jan. 1, 2018. There were no significant
increases in credit risk determined upon application of IFRS 9.

The new general hedge accounting model is intended to be simpler and more closely focused on how an entity manages its risks,
replaces the IAS 39 effectiveness testing requirements with the principle of an economic relationship, and eliminates the requirement
for retrospective assessment of hedge effectiveness. The Corporation’s qualifying hedging relationships under IAS 39 in place as at
Jan. 1, 2018 also qualified for hedge accounting in accordance with IFRS 9, and were therefore regarded as continuing hedging
relationships. No rebalancing of any of the hedging relationships was necessary on Jan. 1, 2018. 

Refer to Note 2 of the Corporation's condensed consolidated financial statements for a more detailed discussion of the Corporation's
accounting policies under IFRS 9. 
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III. Change in Estimates - Useful Lives
 

As a result of the Off-Coal Agreement ("OCA") with the Government of Alberta described in Note 4(H) of our most recent annual
consolidated financial statements, the Corporation has adjusted the useful lives of some of its Sunhills mine assets to align with the
Corporation's coal-to-gas conversion plans. As a result, depreciation expense included in fuel and purchased power for the six months
ended June 30, 2018 increased by approximately $20 million and the full year depreciation expense is expected to increase be
approximately $38 million. The useful lives may be revised or extended in compliance with the Corporation's accounting policies,
dependent upon future operating decisions and events.

B.  Future Accounting Changes
 

Accounting standards that have been previously issued by the IASB but are not yet effective, and have not been applied by the
Corporation, include  IFRS 16 Leases. Refer to Note 3 of the Corporation’s most recent annual consolidated financial statements for
information regarding the requirements of IFRS 16. The Corporation has prepared a detailed project plan and continues to complete
its scoping activities and has begun some contract assessment under IFRS 16. The Corporation anticipates that most of the effort
under the implementation plan will occur in mid-to-late 2018. It is not yet possible to make reliable estimates of the potential impact
of IFRS 16 on our financial statements and disclosures.
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Selected Quarterly Information
 
Our results are seasonal due to the nature of the electricity market and related fuel costs. Higher maintenance costs are usually incurred
in the spring and fall when electricity prices are expected to be lower, as electricity prices generally increase in the peak winter and
summer months in our main markets due to increased heating and cooling loads. Margins are also typically impacted in the second
quarter due to the volume of hydro production resulting from spring runoff and rainfall in the Pacific Northwest, which impacts
production at US Coal. Typically, hydro facilities generate most of their electricity and revenues during the spring months when melting
snow starts feeding watersheds and rivers. Inversely, wind speeds are historically greater during the cold winter months and lower in
the warm summer months. 

Q3 2017 Q4 2017 Q1 2018 Q2 2018

Revenues 588 638 588 446

Comparable EBITDA 245 275 416 225

FFO 196 219 318 188

Net earnings (loss) attributable to common shareholders (27) (145) 65 (105)

Net earnings (loss) per share attributable to common shareholders, basic and diluted(1) (0.09) (0.50) 0.23 (0.36)

Q3 2016 Q4 2016 Q1 2017 Q2 2017

Revenues 620 717 578 503

Comparable EBITDA 243 374 274 268

FFO 163 228 202 187

Net earnings (loss) attributable to common shareholders (12) 61 — (18)

Net earnings (loss) per share attributable to common shareholders, basic and diluted(1) (0.04) 0.21 — (0.06)
(1) Basic and diluted earnings per share attributable to common shares are calculated each period using the weighted average number of common shares outstanding during the
period. As a result, the sum of the earnings per share for the four quarters making up the calendar year may sometimes differ from the annual earnings per share. 

Reported net earnings, comparable EBITDA and FFO are generally higher in the first and fourth quarters due to higher demand
associated with winter cold in the markets in which we operate and lower planned outages.  

Net earnings attributable to common shareholders has also been impacted by the following variations and events:
▪ effects of the impairment charge during the second quarter of 2018;
▪ recognition of the $157 million early termination payment received regarding Sundance PPAs during the first quarter of 2018;
▪ a recovery of a writedown of deferred tax assets in the first and second quarters of 2016, and the second quarter of 2017;
▪ change in income tax rates in US in the fourth quarter of 2017;
▪ effects of non-comparable unrealized losses on intercompany financial instruments that are attributable only to the 

non-controlling interests in the first, second, and third quarters of 2016, and unrealized gains in the first quarter of 2017;
▪ effects of the Keephills 1 outage provision in the fourth quarter of 2016; 
▪ effects of the Wintering Hills impairment charge during the fourth quarter of 2016, and the Sundance Unit 1 impairment charge

during the second quarter of 2017;
▪ effects of the Mississauga facility recontracting during the fourth quarter of 2016; 
▪ effects of changes in useful lives of certain Canadian Coal assets during the first, second, and third quarters of 2017; and
▪ effects of an impairment of $137 million in 2017 on intercompany financial instruments that is attributable only to the non-

controlling interests.
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TransAlta Corporation
Condensed Consolidated Statements of Earnings (Loss)
 (in millions of Canadian dollars except per share amounts)

3 months ended June 30, 6 months ended June 30,

Unaudited 2018 2017 2018 2017

Revenues (Note 4) 446 503 1,034 1,081

Fuel, carbon, and purchased power 179 180 456 430

Gross margin 267 323 578 651

Operations, maintenance, and administration 123 127 256 252

Depreciation and amortization 146 154 276 297

Asset impairment charge (Note 3) 12 20 12 20

Taxes, other than income taxes 8 8 16 16

Net other operating income (Note 5) (10) (10) (178) (20)

Operating income (loss) (12) 24 196 86

Finance lease income 3 16 5 32

Net interest expense (Note 6) (59) (59) (127) (121)

Foreign exchange gain (loss) (5) 2 (7) 1

Other income — 2 — 2

Earnings (loss) before income taxes (73) (15) 67 —

Income tax expense (recovery) (Note 7) (6) (19) 31 (36)

Net earnings (loss) (67) 4 36 36

Net earnings (loss) attributable to:

TransAlta shareholders (95) (8) (20) (8)

Non-controlling interests (Note 8) 28 12 56 44

(67) 4 36 36

Net loss attributable to TransAlta shareholders (95) (8) (20) (8)

Preferred share dividends (Note 14) 10 10 20 10

Net loss attributable to common shareholders (105) (18) (40) (18)

Weighted average number of common shares 
  outstanding in the period (millions) 288 288 288 288

Net loss per share attributable to common shareholders, 
  basic and diluted (Note 13) (0.36) (0.06) (0.14) (0.06)

See accompanying notes.

 



TransAlta Corporation
Condensed Consolidated Statements of Comprehensive Income (Loss)
 (in millions of Canadian dollars)
 

3 months ended June 30, 6 months ended June 30,

Unaudited 2018 2017 2018 2017

Net earnings (loss) (67) 4 36 36

Other comprehensive income (loss)

Net actuarial gains (losses) on defined benefit plans, net of tax(1) 15 (13) 18 (12)

Losses on derivatives designated as cash flow hedges, net of tax(2) (1) — — —

Total items that will not be reclassified subsequently to net earnings 14 (13) 18 (12)

Gains (losses) on translating net assets of foreign operations, net of tax(3) 27 (28) 60 (34)

Reclassification of translation gains on net assets of divested foreign 
  operations(4) — (9) — (9)

Gains (losses) on financial instruments designated as hedges of foreign 
  operations, net of tax(5) (12) 10 (24) 23

Reclassification of losses on financial instruments designated as hedges of 
  divested foreign operations, net of tax(6) — 14 — 14

Gains on derivatives designated as cash flow hedges, net of tax(7) 22 48 28 77

Reclassification of gains on derivatives designated as cash flow hedges to 
  net earnings, net of tax(8) (31) (39) (54) (45)

Total items that will be reclassified subsequently to net earnings 6 (4) 10 26

Other comprehensive income (loss) 20 (17) 28 14

Total comprehensive income (loss) (47) (13) 64 50

Total comprehensive income (loss) attributable to:

TransAlta shareholders (75) (39) 7 (13)

Non-controlling interests (Note 8) 28 26 57 63

(47) (13) 64 50
 

(1) Net of income tax expense of 5 and 6 for the three and six months ended June 30, 2018 (2017 - 4  and 4 recovery).
(2) Net of income tax expense of nil for the three and six months ended June 30, 2018 (2017 - nil).
(3) Net of income tax expense of nil for the three and six months ended June 30, 2018 (2017 - nil and 1recovery).
(4) Net of income tax expense of nil for the three and six months  ended June 30, 2018 (2017 - 11 expense), respectively.
(5) Net of income tax recovery of 1  and 2 for three months and six months ended June 30, 2018 (2017 - 1 and 2 expense).
(6) Net of income tax expense of nil  for three months and six months ended June 30, 2018 (2017 - 2 expense), respectively.
(7) Net of income tax expense of 6 and 7  for three months and six months ended June 30, 2018 (2017 - 29 and 51 expense).
(8) Net of reclassification of  income tax expense of 8 and 15 for the three and six months ended June 30, 2018 (2017 - 21 and 31 expense).

See accompanying notes.
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TransAlta Corporation
Condensed Consolidated Statements of Financial Position
 (in millions of Canadian dollars)

Unaudited June 30, 2018 Dec. 31, 2017
Cash and cash equivalents 123 314
Trade and other receivables 562 933
Prepaid expenses 63 24
Risk management assets (Notes 9 and 10) 166 219
Inventory 281 219
Assets held for sale 1 —

1,196 1,709
Restricted cash (Note 12) 31 30
Long-term portion of finance lease receivables 202 215
Property, plant, and equipment (Note 11)
Cost 13,089 12,973
Accumulated depreciation (6,730) (6,395)

6,359 6,578

Goodwill 464 463
Intangible assets 349 364
Deferred income tax assets 29 24
Risk management assets (Notes 9 and 10) 690 684
Other assets 273 237
Total assets 9,593 10,304

Accounts payable and accrued liabilities 425 595
Current portion of decommissioning and other provisions 77 67
Risk management liabilities (Notes 9 and 10) 74 101
Income taxes payable 14 64
Dividends payable (Note 13) 47 34
Current portion of long-term debt and finance lease obligations (Note 12) 103 747

740 1,608
Credit facilities, long-term debt, and finance lease obligations (Note 12) 3,044 2,960
Decommissioning and other provisions 399 403
Deferred income tax liabilities 554 549
Risk management liabilities (Notes 9 and 10) 48 40
Defined benefit obligation and other long-term liabilities 356 359
Equity

Common shares (Note 13) 3,088 3,094
Preferred shares (Note 14) 942 942
Contributed surplus 11 10
Deficit (1,265) (1,209)
Accumulated other comprehensive income 520 489

Equity attributable to shareholders 3,296 3,326
Non-controlling interests (Note 8) 1,156 1,059
Total equity 4,452 4,385
Total liabilities and equity 9,593 10,304

 

Commitments and contingencies (Note 15)
 

Subsequent events (Note 17)

 See accompanying notes.
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TransAlta Corporation
Condensed Consolidated Statements of Changes in Equity
(in millions of Canadian dollars)

Unaudited

6 months ended June 30, 2018

Common
shares

Preferred
shares

Contributed
surplus Deficit

Accumulated
other

comprehensive
income

Attributable
to

shareholders

Attributable 
to non-

controlling
interests Total

Balance, Dec 31, 2017 3,094 942 10 (1,209) 489 3,326 1,059 4,385

Impact of changes in accounting 
  policy (Note 2) — — — (14) — (14) 1 (13)

Adjusted balance as at Jan. 1, 2018 3,094 942 10 (1,223) 489 3,312 1,060 4,372

Net earnings (loss) — — — (20) — (20) 56 36

Other comprehensive income (loss):

Net gains on translating net 
  assets of foreign operations, 
  net of hedges and of tax — — — — 36 36 — 36

Net losses on derivatives 
  designated as cash flow hedges, 
  net of tax — — — — (26) (26) — (26)

Net actuarial gains on 
  defined benefits plans, net of tax — — — — 18 18 — 18

Intercompany fair value through 
  OCI investments — — — — (1) (1) 1 —

Total comprehensive income (loss) (20) 27 7 57 64

Common share dividends — — — (23) — (23) — (23)

Preferred share dividends — — — (20) — (20) — (20)

Shares purchased under NCIB 
  (Note 13) (6) — — 2 — (4) — (4)

Changes in non-controlling
interests in TransAlta Renewables
(Note 3) — — — 19 4 23 122 145

Effect of share-based payment 
  plans — — 1 — — 1 — 1

Distributions paid, and payable, to 
  non-controlling interests (Note 8) — — — — — — (83) (83)

Balance, Jun 30, 2018 3,088 942 11 (1,265) 520 3,296 1,156 4,452

See accompanying notes.

6 months ended June 30, 2017
Common

shares
Preferred

shares
Contributed

surplus Deficit

Accumulated
other

comprehensive
income

Attributable to
shareholders

Attributable 
to non-

controlling
interests Total

Balance, Dec 31, 2016 3,094 942 9 (933) 399 3,511 1,152 4,663

Net earnings (loss) — — — (8) — (8) 44 36

Other comprehensive income (loss)

Net losses on translating net 
  assets of foreign operations, 
  net of hedges and of tax — — — — (6) (6) — (6)

Net gains on derivatives 
  designated as cash flow hedges, 
  net of tax — — — — 32 32 — 32

Net actuarial losses on 
  defined benefits plans, net of tax — — — — (12) (12) — (12)

Intercompany available-for-sale 
  investments — — — — (19) (19) 19 —

Total comprehensive income (loss) (8) (5) (13) 63 50

Common share dividends — — — (12) — (12) — (12)

Preferred share dividends — — — (10) — (10) — (10)

Distributions paid, and payable, to 
  non-controlling interests (Note 8) — — — — — — (91) (91)

Balance, Jun 30, 2017 3,094 942 9 (963) 394 3,476 1,124 4,600

See accompanying notes.
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TransAlta Corporation
Condensed Consolidated Statements of Cash Flows
(in millions of Canadian dollars)

3 months ended June 30, 6 months ended June 30,

Unaudited 2018 2017 2018 2017

Operating activities

Net earnings (loss) (67) 4 36 36

Depreciation and amortization (Note 16) 182 173 343 333

Accretion of provisions (Note 6) 6 5 12 11

Decommissioning and restoration costs settled (6) (3) (13) (7)

Deferred income tax expense (recovery) (Note 7) (16) (25) 12 (48)

Unrealized (gain) loss from risk management activities 21 (28) — (33)

Unrealized foreign exchange (gains) losses 7 (1) 17 1

Provisions — — 5 —

Asset impairment charges (Note 3) 12 20 12 20

Other non-cash items 34 27 51 45

Cash flow from operations before changes in working capital 173 172 475 358

Change in non-cash operating working capital balances (69) (109) 54 (14)

Cash flow from operating activities 104 63 529 344

Investing activities

Additions to property, plant, and equipment (Note 11) (60) (97) (83) (157)

Additions to intangibles (5) (6) (10) (10)

Acquisition of renewable energy development projects (Note 3) — — (30) —

Proceeds on sale of property, plant, and equipment — — 1 —

Proceeds on sale of Wintering Hills facility — — — 61

Decrease in finance lease receivable 14 15 29 30

Other — — 1 (2)

Change in non-cash investing working capital balances (55) 14 (67) 9

Cash flow from (used in) investing activities (106) (74) (159) (69)

Financing activities

Net increase (repayment) in borrowings under credit facilities (Note 12) (222) 100 104 100

Repayment of long-term debt (Note 12) (65) (573) (725) (587)

Dividends paid on common shares (Note 13) (11) (11) (23) (23)

Dividends paid on preferred shares (Note 14) — (10) (10) (20)

Net proceeds on sale of non-controlling interest in subsidiary (Notes 3 and 13) 144 — 144 —

Repurchase of common shares under NCIB (Note 13) (3) — (4) —

Realized gains (losses) on financial instruments (2) 107 48 107

Distributions paid to subsidiaries’ non-controlling interests (Note 8) (40) (51) (81) (98)

Decrease in finance lease obligations (Note 12) (4) (5) (8) (9)

Other (2) 1 (7) —

Cash flow used in financing activities (205) (442) (562) (530)

Cash flow from operating, investing, and financing activities (207) (453) (192) (255)

Effect of translation on foreign currency cash 1 (1) 1 —

Decrease in cash and cash equivalents (206) (454) (191) (255)

Cash and cash equivalents, beginning of period 329 504 314 305

Cash and cash equivalents, end of period 123 50 123 50

Cash income taxes paid 63 4 75 6

Cash interest paid 67 96 104 118
 

See accompanying notes.
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Notes to Condensed Consolidated Financial Statements
 

(Unaudited)
(Tabular amounts in millions of Canadian dollars, except as otherwise noted)

F6 TRANSALTA CORPORATION

1. Accounting Policies

A. Basis of Preparation

These unaudited interim condensed consolidated financial statements have been prepared in accordance with
International Accounting Standard (“IAS”) 34 Interim Financial Reporting using the same accounting policies as those used
in TransAlta Corporation’s (“TransAlta” or the “Corporation”) most recent annual consolidated financial statements, except
as outlined in Note 2(A). These unaudited interim condensed consolidated financial statements do not include all of the
disclosures included in the Corporation’s annual consolidated financial statements. Accordingly, they should be read in
conjunction with the Corporation’s most recent annual consolidated financial statements which are available on SEDAR
at www.sedar.com and on EDGAR at www.sec.gov.

The unaudited interim condensed consolidated financial statements include the accounts of the Corporation and the
subsidiaries that it controls. 

The unaudited interim condensed consolidated financial statements have been prepared on a historical cost basis, except
for certain financial instruments, which are stated at fair value. 

These unaudited interim condensed consolidated financial statements reflect all adjustments which consist of normal
recurring adjustments and accruals that are, in the opinion of management, necessary for a fair presentation of results.
TransAlta’s results are partly seasonal due to the nature of the electricity market and related fuel costs. Higher maintenance
costs are ordinarily incurred in the second and third quarters when electricity prices are expected to be lower, as electricity
prices generally increase in the winter months in the Canadian market.

These unaudited interim condensed consolidated financial statements were authorized for issue by the Audit and Risk
Committee on behalf of the Board of Directors on August 2, 2018.

B. Use of Estimates and Significant Judgments

The preparation of these unaudited interim condensed consolidated financial statements in accordance with IAS 34
requires management to use judgment and make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses, and disclosures of contingent assets and liabilities. These estimates are subject to
uncertainty. Actual results could differ from these estimates due to factors such as fluctuations in interest rates, foreign
exchange rates, inflation and commodity prices, and changes in economic conditions, legislation, and regulations. Refer to
Note 2(Z) of the Corporation’s most recent annual consolidated financial statements and to Note 2 for information
regarding judgments and estimates. 



2. Significant Accounting Policies

A. Current Accounting Changes

I. IFRS 15 Revenue from Contracts with Customers
 

The Corporation has adopted IFRS 15 Revenue from Contracts with Customers (IFRS 15) with an initial adoption date of Jan.
1, 2018. As a result, the Corporation has changed its accounting policy for revenue recognition, which is outlined below.

The Corporation has elected to adopt IFRS 15 retrospectively with the modified retrospective method of transition
practical expedient and has elected to apply IFRS 15 only to contracts that are not completed contracts at the date of initial
application. Comparative information has not been restated and is reported under IAS 18 Revenue (IAS 18). Refer to the
Corporation's most recent annual report for information on its prior accounting policy.  

The Corporation recognized the cumulative impact of the initial application of the standard in Deficit as at Jan. 1, 2018.
Applying the significant financing component requirements to a specific contract resulted in an increase to the contract
liability of $17 million, a decrease in deferred income tax liabilities of $4 million, and an increase to Deficit of $13 million.
IFRS 15 requires that, in determining the transaction price, the promised amount of consideration is to be adjusted for the
effects of the time value of money if the timing of payments specified in a contract provides either party with a significant
benefit of financing the transfer of goods or services to the customer (“significant financing component”). The objective
when adjusting the promised amount of consideration for a significant financing component is to recognize revenue at an
amount that reflects the price that the customer would have paid, had they paid cash in the future when the goods or
services are transferred to them. The application of the significant financing component requirements results in the
recognition of interest expense over the financing period and a higher amount of revenue. 

Additionally, the Corporation no longer recognizes revenue (or fuel costs) related to non-cash consideration for natural
gas supplied by a customer at one of its gas plants , as it was determined under IFRS 15 that the Corporation does not obtain
control of the customer-supplied natural gas.

Refer to the discussion below, and to Note 4 for a breakdown, of the Corporation's revenues from contracts with customers
and revenues from other sources.  

The following tables summarize the financial statement line items impacted by adopting IFRS 15 as at and for the three
and six months ended June 30, 2018.

Condensed Consolidated Statement of Earnings (Loss)

3 months ended June 30, 2018
Reported in accordance

with IAS 18 and IAS 11 Adjustments As reported under IFRS 15

Revenues 446 — 446

Fuel, carbon, and purchased power 181 2 179

Net interest expense (57) (2) (59)

Net earnings impact (67) — (67)

6 months ended June 30, 2018
Reported in accordance

with IAS 18 and IAS 11 Adjustments As reported under IFRS 15

Revenues 1,035 (1) 1,034

Fuel, carbon, and purchased power 460 4 456

Net interest expense (124) (3) (127)

Net earnings impact 36 — 36
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Condensed Consolidated Statements of Financial Position

As at June 30, 2018
Reported in accordance

with IAS 18 and IAS 11 Adjustments As reported under IFRS 15

Deferred income tax liabilities 558 (4) 554

Defined benefit obligation and other long-
term liabilities (contract liability) 339 17 356

Deficit (1,252) 13 (1,265)

There were no impacts to the statement of cash flows as a result of adopting IFRS 15.

i) Revenue from Contracts with Customers 

The majority of the Corporation’s revenues from contracts with customers are derived from the sale of generation capacity,
electricity, thermal energy, renewable attributes and byproducts of power generation. The Corporation evaluates whether
the contracts it enters into meet the definition of a contract with a customer at the inception of the contract and on an
ongoing basis if there is an indication of significant changes in facts and circumstances. Revenue is measured based on the
transaction price specified in a contract with a customer.  Revenue is recognized when control of the good or services is
transferred to the customer.  For certain contracts, revenue may be recognized at the invoiced amount, as permitted using
the invoice practical expedient, if such amount corresponds directly with the Corporation’s performance to date. The
Corporation excludes amounts collected on behalf of third parties from revenue.

Performance Obligations
The majority of the Corporation’s revenues from contracts with customers are derived from the sale of generation capacity,
electricity, thermal energy, renewable attributes and byproducts of power generation. Each promised good or service is
accounted for separately as a performance obligation if it is distinct. The Corporation’s contracts may contain more than
one performance obligation.

Transaction Price
The Corporation allocates the transaction price in the contract to each performance obligation. Transaction price allocated
to performance obligations may include variable consideration.  Variable consideration is included in the transaction price
for each performance obligation when it is highly probable that a significant reversal of the cumulative variable revenue
will not occur.  Variable consideration includes both variability in quantity and pricing.  The consideration contained in some
of the Corporation’s contracts with customers is primarily variable.  Variable consideration is assessed at each reporting
period to determine whether the constraint is lifted.

When multiple performance obligations are present in a contract, transaction price is allocated to each performance
obligation in an amount that depicts the consideration the Corporation expects to be entitled to in exchange for transferring
the good or service. The Corporation estimates the amount of the transaction price to allocate to individual performance
obligations based on their relative standalone selling prices, which is primarily estimated based on the amounts that would
be charged to customers under similar market conditions.
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Recognition
The nature, timing of recognition of satisfied performance obligations, and payment terms for the Corporation’s  goods
and services are described below:

Good or Service Description
Capacity Capacity refers to the availability of an asset to deliver goods or services.  Customers typically

pay for capacity for each defined time period (i.e., monthly) in an amount representative of
availability of the asset for the defined time period.  Obligation to deliver capacity are
satisfied over time and revenue is recognized using a time based measure.  Contracts for
capacity are typically long term in nature. Payments are typically received from customers
on a monthly basis.

Contract Power The sale of contract power refers to the delivery of units of electricity to a customer under
the terms of a contract.  Customers pay a contractually specified price for the output at the
end of predefined contractual periods (i.e., monthly).  Obligations to deliver electricity are
satisfied over time and revenue is recognized using a units based output measure (i.e.,
megawatt hours).  Contracts for power are typically long term in nature and payments are
typically received on a monthly basis.

Thermal Energy Thermal energy refers to the delivery of units of steam to a customer under the terms of a
contract. Customers pay a contractually specified price for the output at the end of
predefined contractual periods (i.e., monthly).  Obligations to deliver steam are satisfied over
time and revenue is recognized using a units based output measure (i.e., gigajoules).
Contracts for thermal energy are typically long term in nature. Payments are typically
received from customers on a monthly basis.

Renewable Attributes Renewable attributes refers to the delivery of renewable energy certificates, green
attributes and other similar items. Customers may contract for renewable attributes in
conjunction with the purchase of power in which case the customer pays for the attributes
in the month subsequent to the delivery of the power. Alternatively, customers pay upon
delivery of the renewable attributes. Obligations to deliver renewable attributes are
satisfied at a point in time, generally upon delivery of the item.

Generation byproducts Generation byproducts refers to the sale of byproducts from the use of coal in the
Corporation’s Canadian and US coal operations, and the sale of coal to third parties.
Obligations to deliver byproducts are satisfied at a point in time, generally upon delivery of
the item. Payments are received upon satisfaction of delivery of the byproducts.

The Corporation recognizes a contract asset or contract liability for contracts where either party has performed. A contract
liability is recorded when the Corporation receives consideration before the performance obligations have been satisfied.
A contract asset is recorded when the Corporation has rights to consideration for the completion of a performance
obligations before it has invoiced the customer. The Corporation recognizes unconditional rights to consideration
separately as a receivable. Contract assets and receivables are evaluated at each reporting period to determine whether
there is any objective evidence that they are impaired.

The Corporation recognizes a significant financing component where the timing of payment from the customer differs
from the Corporation’s performance under the contract and where that difference is the result of the Corporation financing
the transfer of goods and services.

Significant Judgments
Identification of performance obligations
Where contracts contain multiple promises for goods or services, management exercises judgement in determining
whether goods or services constitute distinct goods or services or a series of distinct goods that are substantially the same
and that have the same pattern of transfer to the customer. The determination of a performance obligation affects whether
the transaction price is recognized at a point in time or over time. Management considers both the mechanics of the contract
and the economic and operating environment of the contract in determining whether the goods or services in a contract
are distinct. 

Transaction price
In determining the transaction price and estimates of variable consideration, management considers past history of
customer usage and capacity requirements, in estimating the goods and services to be provided to the customer. The
Corporation also considers the historical production levels and operating conditions for its variable generating assets. 
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Allocation of transaction price to performance obligations
The Corporation’s contracts generally outline a specific amount to be invoiced to a customer associated with each
performance obligation in the contract. Where contracts do not specify amounts for individual performance obligations,
the Corporation estimates the amount of the transaction price to allocate to individual performance obligations based on
their standalone selling price, which is primarily estimated based on the amounts that would be charged to customers under
similar market conditions. 

Satisfaction of performance obligations
The satisfaction of performance obligations requires management to make judgment as to when control of the underlying
good or service transfers to the customer. Determining when a performance obligation is satisfied affects the timing of
revenue recognition. Management considers both customer acceptance of the good or service, and the impact of laws and
regulations such as certification requirements, in determining when this transfer occurs. Management also applies
judgment in determining whether the invoice practical expedient can be relied upon in measuring progress toward complete
satisfaction of performance obligations. The invoice practical expedient permits recognition of revenue at the invoiced
amount, if that invoiced amount corresponds directly with the entity's performance to date.

ii) Revenue from Other Sources 
Lease revenue
In certain situations, a long-term electricity or thermal sales contract may contain, or be considered, a lease. Revenues
associated with non-lease elements are recognized as goods or services revenues as outlined above. Revenues associated
with leases are recognized as outlined in Note 2(R) of the Corporation's most recent annual report.

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

II. IFRS 9 Financial Instruments
 

Effective Jan. 1, 2018, the Corporation adopted IFRS 9, which introduces new requirements for:
1) The classification and measurement of financial assets and liabilities
2) The recognition and measurement of impairment of financial assets
3) General hedge accounting

In accordance with the transition provisions of the standard, the Corporation has elected to not restate prior periods. The
impact of adopting IFRS 9  was recognized in Deficit at Jan. 1, 2018. While the Corporation had no direct impact of adopting
IFRS 9, a $1 million increase in Deficit resulted from the increase in equity attributable to non-controlling interests due to
IFRS 9 impacts at TransAlta Renewables Inc. ("TransAlta Renewables"). 

The Corporation's accounting policies under IFRS 9 are outlined below. For more information on the Corporation's
accounting policies under IAS 39 for the period ended June 30, 2017, refer to Note 2 of the Corporation’s most recent
annual consolidated financial statements. 

a. Classification and Measurement
IFRS 9 introduces the requirement to classify and measure financial assets based on their contractual cash flow
characteristics and the Corporation’s business model for the financial asset. All financial assets and financial liabilities,
including derivatives, are recognized at fair value on the consolidated statements of financial position when the
Corporation becomes party to the contractual provisions of a financial instrument or non-financial derivative contract.
Financial assets must be classified and measured at either amortized cost, at fair value through profit or loss (“FVTPL”), or
at fair value through other comprehensive income (“FVTOCI”). 
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Financial assets with contractual cash flows arising on specified dates, consisting solely of principal and interest, and that
are held within a business model whose objective is to collect the contractual cash flows are subsequently measured at
amortized cost. Financial assets measured at FVTOCI are those which have contractual cash flows arising on specific dates,
consisting solely of principal and interest, and that are held within a business model whose objective is to collect the
contractual cash flows and to sell the financial asset. All other financial assets are subsequently measured at FVTPL.

Financial liabilities are classified as FVTPL when the financial liability is held for trading. All other financial liabilities are
subsequently measured at amortized cost.

The Corporation enters into a variety of derivative financial instruments to manage its exposure to commodity price risk,
interest rate risk, and foreign currency exchange risk, including fixed price financial swaps, long-term physical power sale
contracts, foreign exchange forward contracts and designating foreign currency debt as a hedge of net investments in
foreign operations. 

Derivatives are initially recognized at fair value at the date the derivative contracts are entered into and are subsequently
remeasured to their fair value at the end of each reporting period. The resulting gain or loss is recognized in net earnings
immediately, unless the derivative is designated and effective as a hedging instrument, in which case the timing of the
recognition in net earnings is dependent on the nature of the hedging relationship.

Derivatives embedded in non-derivative host contracts that are not financial assets within the scope of IFRS 9 (e.g. financial
liabilities) are treated as separate derivatives when they meet the definition of a derivative, their risks and characteristics
are not closely related to those of the host contracts and the host contracts are not measured at FVTPL. Derivatives
embedded in hybrid contracts that contain financial asset hosts within the scope of IFRS 9 are not separated and the entire
contract is measured at either FVTPL or amortized cost, as appropriate. 

The Corporation’s management reviewed and assessed the classifications of its existing financial instruments as at Jan. 1,
2018, based on the facts and circumstances that existed at that date, as shown below. None of the reclassifications had a
significant impact on the Corporation’s financial position, earnings (loss), other comprehensive income (loss) or total
comprehensive income (loss) after the date of initial application.

Financial instrument IAS 39 category IFRS 9 classification

Cash and cash equivalents Loans and receivables Amortized cost

Restricted cash Loans and receivables Amortized cost

Trade and other receivables Loans and receivables Amortized cost

Long-term portion of finance lease receivables Loans and receivables Amortized cost

Loan receivable (other assets) Loans and receivables Amortized cost

Risk management assets (current and long-term) - 
  derivatives held for trading Held for trading FVTPL

Risk management assets (current and long-term) - 
  derivatives designated as hedging instruments

Derivatives designated as
hedging instruments FVOCI

Accounts payable and accrued liabilities Other financial liabilities Amortized cost

Dividends payable Other financial liabilities Amortized cost

Risk management liabilities (current and long-term) - 
  derivatives held for trading Held for trading FVTPL

Risk management liabilities (current and long-term) - 
  derivatives designated as hedging instruments

Derivatives designated as
hedging instruments FVOCI

Credit facilities and long-term debt Other financial liabilities Amortized cost
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b. Impairment of Financial Assets
IFRS 9 introduces a new impairment model for financial assets measured at amortized cost as well as certain other
instruments. The expected credit loss model requires entities to account for expected credit losses on financial assets at
the date of initial recognition, and to account for changes in expected credit losses at each reporting date to reflect changes
in credit risk.

The loss allowance for a financial asset is measured at an amount equal to the lifetime expected credit loss if its credit risk
has increased significantly since initial recognition, or if the financial asset is a purchased or originated credit-impaired
financial asset. 

If the credit risk on a financial asset has not increased significantly since initial recognition, its loss allowance is measured
at an amount equal to the 12-month expected credit loss. 

IFRS 9 permits a simplified approach for measuring the loss allowance for trade receivables, contract assets and lease
receivables at an amount equal to lifetime expected credit losses under certain circumstances. The Corporation measures
its trade receivables, contract assets recognized under IFRS 15 using the simplified approach. The Corporation uses the
general approach to measure the expected credit loss for lease receivables.

The assessment of the expected credit loss is based on historical data, and adjusted by forward-looking information.
Forward-looking information utilized includes third-party default rates over time, dependent on credit ratings. 

The Corporation’s management reviewed and assessed its existing financial assets for impairment using reasonable and
supportable information in accordance with the requirements of IFRS 9 to determine the credit risk of the respective items
at the date they were initially recognized, and compared that to the credit risk as at Jan. 1, 2018. There were no significant
increases in credit risk determined upon application of IFRS 9 and no loss allowance was recognized.

c. General Hedge Accounting
IFRS 9 retains the three types of hedges from IAS 39 (fair value hedges, cash flow hedges and hedges of a net investment
in a foreign operation), but increases flexibility as to the types of transactions that are eligible for hedge accounting. 

The effectiveness test of IAS 39 is replaced by the principle of an “economic relationship”, which requires that the hedging
instrument and the hedged item have values that generally move in opposite direction because of the hedged risk.
Additionally, retrospective hedge effectiveness testing is no longer required under IFRS 9.

In accordance with IFRS 9’s transition provisions for hedge accounting, the Corporation has applied the IFRS 9 hedge
accounting requirements prospectively from the date of initial application on Jan. 1, 2018, and comparative figures have
not been restated. The Corporation’s qualifying hedging relationships under IAS 39 in place as at Jan. 1, 2018 also qualified
for hedge accounting in accordance with IFRS 9, and were therefore regarded as continuing hedging relationships. No
rebalancing of any of the hedging relationships was necessary on Jan. 1, 2018. As the critical terms of the hedging
instruments match those of their corresponding hedged items, all hedging relationships continue to be effective under
IFRS 9’s effectiveness assessment. The Corporation has not designated any hedging relationships under IFRS 9 that would
not have met the qualifying hedge accounting criteria under IAS 39. Further details of the Corporation's hedging activities
are disclosed in Notes 9 and 10.

The Corporation’s risk management objective and strategy, including risk management instruments and their key terms,
are detailed in Notes 10A and 10C.

In certain cases, the Corporation purchases non-financial items in a foreign currency, for which it may enter into forward
contracts to hedge foreign currency risk on the anticipated purchases. Both IAS 39 and IFRS 9 require hedging gains and
losses to be basis adjusted to the initial carrying amount of non-financial hedged items once recognized (such as PP&E),
but under IFRS 9, these adjustments are no longer considered reclassification adjustments and do not affect other
comprehensive income. Under IFRS 9, these amounts will be directly transferred to the asset and will be reflected in the
statement of changes in equity as a reclassification from accumulated other comprehensive income. 

The application of IFRS 9 hedge accounting requirements has no other impact on the results and financial position of the
Corporation for the current or prior years. 
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III. Change in Estimates - Useful Lives
 

As a result of the Off-Coal Agreement ("OCA") with the Government of Alberta described in Note 4(H) of our most recent
annual consolidated financial statements, the Corporation has adjusted the useful lives of some of its Sunhills mine assets
to align with the Corporation's coal-to-gas conversion plans. As a result, depreciation expense included in fuel and
purchased power for the six months ended June 30, 2018 increased by approximately $20 million and the full year
depreciation expense is expected to increase by approximately $38 million. The useful lives may be revised or extended in
compliance with the Corporation's accounting policies, dependent upon future operating decisions and events.

B.  Future Accounting Changes
 

Accounting standards that have been previously issued by the IASB but are not yet effective, and have not been applied
by the Corporation, include  IFRS 16 Leases. Refer to Note 3 of the Corporation’s most recent annual consolidated financial
statements for information regarding the requirements of IFRS 16. The Corporation has prepared a detailed project plan
and continues to complete its scoping activities and has begun some contract assessment under IFRS 16. The Corporation
anticipates that most of the effort under the implementation plan will occur in mid-to-late 2018. It is not yet possible to
make reliable estimates of the potential impact of IFRS 16 on our financial statements and disclosures.

C. Comparative Figures
 

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

A. TransAlta Renewables Acquires Three Renewable Assets from the Corporation

On May 31, 2018, TransAlta Renewables acquired from the Corporation an economic interest in the 50 MW Lakeswind
wind farm in Minnesota and 21 MW of solar projects located in Massachusetts through the subscription of tracking
preferred shares of a subsidiary of the Corporation. In addition, TransAlta Renewables acquired from the Corporation
ownership of the 20 MW Kent Breeze wind farm located in Ontario. The total purchase price for the three assets, was
approximately $166 million, including the assumption of $62 million of tax equity obligations and project debt, for net cash
consideration of $104 million in equity value.  The Corporation continues to operate these assets on behalf of TransAlta
Renewables.

On June 28, 2018, TransAlta Renewables subscribed for an additional $33 million of tracking preferred shares of a
subsidiary of the Corporation related to Mass Solar, in order to fund the repayment of Mass Solar's project debt. 

In connection with these acquisitions, the Corporation recorded a $12 million impairment charge, of which $11 million was
recorded against PP&E, and $1 million against intangibles.

B. TransAlta Renewables Closes $150 Million Offering of Common Shares

On June 22, 2018, TransAlta Renewables closed a bought deal offering of 11,860,000 common shares through a syndicate
of underwriters (the "Offering"). The common shares were issued at a price of $12.65 per common share for gross proceeds
of approximately $150 million ($144 million net proceeds).

The net proceeds were used to partially repay drawn amounts under TransAlta Renewables' credit facility, which were
drawn in order to fund recent acquisitions. The additional liquidity under the credit facility will be used for general corporate
purposes, including ongoing construction costs associated with the US wind development.

The Corporation did not purchase any additional common shares under the Offering and, following the closing, owns 161
million common shares, representing, approximately 61 per cent of the outstanding common shares of TransAlta
Renewables. 



C. Normal Course Issuer Bid 
On March 9, 2018 the Corporation announced that the Toronto Stock Exchange ("TSX") accepted the notice filed by the
Corporation to implement a normal course issuer bid ("NCIB") for a portion of its common shares ("Common
Shares").  Pursuant to the NCIB,  the Corporation  may repurchase up to a maximum of 14,000,000 Common Shares,
representing approximately 4.86 per cent of issued and outstanding Common Shares as at March 2, 2018. Purchases under
the NCIB may be made through open market transactions on the TSX and any alternative Canadian trading platforms on
which the Common Shares are traded, based on the prevailing market price. Any Common Shares purchased under the
NCIB will be cancelled.

The period during which TransAlta is authorized to make purchases under the NCIB commenced on March 14, 2018 and
ends on March 13, 2019 or such earlier date on which the maximum number of Common Shares are purchased under the
NCIB or the NCIB is terminated at the Company's election.  

Under TSX rules, not more than 102,039 Common Shares (being 25 per cent of the average daily trading volume on the
TSX of 408,156 Common Shares for the six months ended February 28, 2018) can be purchased on the TSX on any single
trading day under the NCIB, with the exception that one block purchase in excess of the daily maximum is permitted per
calendar week.

During the six months ended June 30, 2018, the Corporation purchased and cancelled 587,300 Common Shares at an
average price of $6.77 per Common Share. See Note 13 for further details. Further transactions under the NCIB will depend
on market conditions. The Corporation retains discretion whether to make purchases under the NCIB, and to determine
the timing, amount and acceptable price of any such purchases, subject at all times to applicable TSX and other regulatory
requirements. 

D. Early Redemption of Senior Notes
On March 15, 2018, the Corporation early redeemed all of its outstanding 6.650 per cent US $500 million Senior Notes
due May 15, 2018, for approximately $617 million (US$516 million). A $5 million early redemption premium was recognized
in net interest expense for the three months ended March 31, 2018. See Note 12 for further details.

E. Balancing Pool Terminates the Alberta Sundance Power Purchase Arrangements 
On Sept. 18, 2017, the Corporation received formal notice from the Balancing Pool for the termination of the Sundance B
and C Power Purchase Arrangements ("PPAs") effective March 31, 2018.   This announcement was expected and the
Corporation took steps to re-take dispatch control for the units effective March 31, 2018.  Pursuant to a written agreement,
the Balancing Pool paid the Corporation approximately $157 million on March 29, 2018. The Corporation is disputing the
termination payment it received. The Balancing Pool excludes certain mining assets that the Corporation believes should
be included in the net book value calculation for an additional termination payment of $56 million, the claim for which is
subject to the PPA arbitration process.

F. Acquisition of Two US Wind Projects
On Feb. 20, 2018, TransAlta Renewables announced it had entered into an arrangement to acquire two construction-ready
projects in the Northeastern United States. The wind development projects consist of: (i) a 90 MW project located in
Pennsylvania that has a 15-year PPA, and (ii) a 29 MW project located in New Hampshire with two 20-year PPAs. All three
counterparties have Standard & Poor's credit ratings of A+ or better.  The commercial operation date for both projects is
expected during the second half of 2019.  A subsidiary of TransAlta (“US HoldCo”) acquired the 90 MW project on Feb. 20,
2018, whereas the acquisition of the 29 MW project remains subject to certain closing conditions, including the receipt of
a favourable regulatory ruling. 

On April 20, 2018, TransAlta Renewables completed the acquisition of an economic interest in the US wind projects from
a subsidiary of TransAlta (“TA Power”) pursuant to the arrangement entered into with TransAlta on Feb. 20, 2018. Pursuant
to the arrangement, a TransAlta subsidiary will own the US wind projects directly and TA Power will issue to TransAlta
Renewables tracking preferred shares that pay quarterly dividends based on the pre-tax net earnings of the US wind
projects. The construction and acquisition costs of the two US wind projects are to be funded by TransAlta Renewables
and are estimated to be US$240 million.  TransAlta Renewables will fund these costs either by acquiring additional
preferred shares issued by TA Power or by subscribing for interest bearing notes issued by the subsidiary. The proceeds
from the issuance of such preferred shares or notes shall be used exclusively in connection with the acquisition and
construction of the US wind projects.  TransAlta Renewables expects to fund these acquisition and construction costs using
its existing liquidity and tax equity.  
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4. Revenue from Contracts with Customers

Disaggregation of Revenue from Contracts with Customers

The majority of the Corporation's revenues are derived from the sale of physical power, capacity and green attributes,
leasing of power facilities, and from energy marketing and trading activities, which the Corporation disaggregates into the
following groups for the purpose of determining how economic factors affect the recognition of revenue.

3 months ended June 30,
2018

Canadian
Coal

US
Coal

Canadian
Gas

Australian
Gas

Wind and
Solar Hydro

Energy
Marketing Corporate Total

Revenues from contracts with
customers 97 2 52 22 45 52 — — 270

Revenue from leases 17 — — 18 5 2 — — 42

Revenue from derivatives (16) 48 (1) — (16) — 13 — 28

Government incentives — — — — 5 — — — 5

Revenue from other(1) 81 1 — 1 12 9 — (3) 101

Total Revenue 179 51 51 41 51 63 13 (3) 446

Revenues from contracts with customers

Timing of revenue recognition

   At a point in time 11 2 — — 2 — — — 15

   Over time 86 — 52 22 43 52 — — 255

Total Revenue 97 2 52 22 45 52 — — 270

(1) Includes merchant revenue and other miscellaneous.

6 months ended June 30,
2018

Canadian
Coal

US
Coal

Canadian
Gas

Australian
Gas

Wind and
Solar Hydro

Energy
Marketing Corporate Total

Revenues from contracts with
customers 301 4 108 45 110 76 — — 644

Revenue from leases 34 — — 35 13 3 — — 85

Revenue from derivatives (5) 112 5 — (19) — 30 — 123

Government incentives — — — — 10 — — — 10

Revenue from other(1) 118 22 — 2 23 11 — (4) 172

Total Revenue 448 138 113 82 137 90 30 (4) 1,034

Revenues from contracts with customers

Timing of revenue recognition

   At a point in time 21 4 — — 6 — — — 31

   Over time 280 — 108 45 104 76 — — 613

Total Revenue 301 4 108 45 110 76 — — 644

(1) Includes merchant revenue and other miscellaneous.
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5. Net Other Operating Income
Net other operating (income) losses are comprised of the following:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Alberta Off-Coal Agreement (10) (10) (20) (20)

Termination of Sundance B and C PPAs — — (157) —

Insurance recoveries — — (1) —

Net other operating income (10) (10) (178) (20)

A. Alberta Off-Coal Agreement
The Corporation receives payments from the  Government of Alberta for the cessation of coal-fired emissions from the
Keephills 3, Genesee 3 and Sheerness coal-fired plants on or before Dec. 31, 2030. 

Under the terms of the OCA, the Corporation receives annual cash payments on or before July 31 of approximately $40
million ($37.3 million, net to the Corporation), commencing Jan. 1, 2017, and terminating at the end of 2030.   The
Corporation recognizes the off-coal payments evenly throughout the year. Receipt of the payments is subject to certain
terms and conditions.  The OCA’s main condition is the cessation of all coal-fired emissions on or before Dec. 31, 2030. The
affected plants are not, however, precluded from generating electricity at any time by any method, other than generation
resulting in coal-fired emissions after Dec. 31, 2030.

Subsequent to June 30, 2018, the Corporation obtained financing against the OCA Payments (See Note 17).

B. Termination of Sundance B and C PPAs
On Sept. 18, 2017, the Corporation received formal notice from the Balancing Pool for the termination of the Sundance B
and C PPAs effective March 31, 2018, and received $157 million during the first quarter of 2018. See Note 3 for further
details. 
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6. Net Interest Expense
The components of net interest expense are as follows: 

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Interest on debt 45 55 98 111

Interest income (3) (2) (6) (3)

Capitalized interest — (4) — (8)

Loss on early redemption of US Senior Notes (Note 12) — — 5 —

Interest on finance lease obligations 1 1 2 2

Credit facility fees and bank charges 3 5 6 9

Other interest and fees(1) 7 (1) 10 —

Accretion of provisions 6 5 12 10

Net interest expense 59 59 127 121

(1) During the three and six months ended June 30, 2018, approximately $5 million of costs were expensed due to project level financing that is no longer practicable.



7. Income Taxes
The components of income tax expense are as follows:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Current income tax expense 10 6 19 12

Deferred income tax expense related to the origination and reversal of
temporary differences (26) (4) (2) (21)

Deferred income tax expense (recovery) arising from the writedown 
  (reversal of writedown) of deferred income tax assets(1) 10 (21) 14 (27)

Income tax expense (recovery) (6) (19) 31 (36)

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Current income tax expense 10 6 19 12

Deferred income tax expense (recovery) (16) (25) 12 (48)

Income tax expense (recovery) (6) (19) 31 (36)
 

(1) During the three and six months ended June 30, 2018 , the Corporation recorded a writedown of deferred income tax assets of $10 million and $14 million (June
30, 2017 - $21 million and $27 million reversal), respectively. The deferred income tax assets mainly relate to the tax benefits of losses associated with the Corporation’s
directly owned US operations. The Corporation evaluates at each period end, whether it is probable that sufficient future taxable income would be available from the
Corporation’s directly owned US operations to utilize the underlying tax losses. Recognized other comprehensive income during the prior period has given rise to taxable
temporary differences, which forms the primary basis for utilization of some of the tax losses and the reversal of the writedown.
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8. Non-Controlling Interests
The Corporation’s subsidiaries with significant non-controlling interests are TransAlta Renewables and TransAlta
Cogeneration L.P. The net earnings, distributions, and equity attributable to TransAlta Renewables’ non-controlling
interests include the 17 per cent non-controlling interest in the Kent Hills Wind LP, which owns the 150 MW Kent Hills
wind farm and the 17.25 MW Kent Hills 3 expansion project located in New Brunswick.

The Corporation’s share of ownership and equity participation in TransAlta Renewables during the six months ended
June 30, 2018 and 2017 is as follows:

Period
Ownership and voting

rights percentage
Equity participation

percentage(1)

Jan. 6, 2016 to July 31, 2017 64.0 59.8

Aug. 1, 2017 to June 21, 2018 64.0 64.0

June 22, 2018 and thereafter(2) 61.1 61.1

(1) As the Class B shares issued to the Corporation in the sale of Australian assets were determined to constitute financial liabilities of TransAlta Renewables and did
not participate in earnings until commissioning of the South Hedland facility, they were excluded from the allocation of equity and earnings until converted to
common shares on Aug. 1, 2017.
(2) See Note 3 for further details on TransAlta Renewables common shares issuance that occurred during the second quarter of 2018.



Amounts attributable to non-controlling interests are as follows:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Net earnings 

   TransAlta Cogeneration L.P. 3 2 6 22

   TransAlta Renewables 25 10 50 22

28 12 56 44

Total comprehensive income

   TransAlta Cogeneration L.P. 3 3 6 22

   TransAlta Renewables 25 23 51 41

28 26 57 63

Distributions paid to non-controlling interests

   TransAlta Cogeneration L.P. 19 30 39 56

   TransAlta Renewables 21 21 42 42

40 51 81 98

As at June 30, 2018 Dec. 31, 2017

Equity attributable to non-controlling interests

   TransAlta Cogeneration L.P. 215 247

   TransAlta Renewables 941 812

1,156 1,059

Non-controlling interests per share (per cent)

   TransAlta Cogeneration L.P. 49.99 49.99

   TransAlta Renewables 38.9 36.0
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9. Financial Instruments

A. Financial Assets and Liabilities – Measurement
 

Financial assets and financial liabilities are measured on an ongoing basis at cost, fair value, or amortized cost.

B. Fair Value of Financial Instruments
 

I. Level I, II, and III Fair Value Measurements
 

The Level I, II, and III classifications in the fair value hierarchy utilized by the Corporation are defined below. The fair value
measurement of a financial instrument is included in only one of the three levels, the determination of which is based on
the lowest level input that is significant to the derivation of the fair value.

a. Level I
 

Fair values are determined using inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the Corporation has the ability to access at the measurement date. In determining Level I fair values, the Corporation
uses quoted prices for identically traded commodities obtained from active exchanges such as the New York Mercantile
Exchange.



b. Level II
 

Fair values are determined, directly or indirectly, using inputs that are observable for the asset or liability.

Fair values falling within the Level II category are determined through the use of quoted prices in active markets, which in
some cases are adjusted for factors specific to the asset or liability, such as basis, credit valuation, and location differentials.

The Corporation’s commodity risk management Level II financial instruments include over-the-counter derivatives with
values based on observable commodity futures curves and derivatives with inputs validated by broker quotes or other
publicly available market data providers. Level II fair values are also determined using valuation techniques, such as option
pricing models and regression or extrapolation formulas, where the inputs are readily observable, including commodity
prices for similar assets or liabilities in active markets, and implied volatilities for options.

In determining Level II fair values of other risk management assets and liabilities and long-term debt measured and carried
at fair value, the Corporation uses observable inputs other than unadjusted quoted prices that are observable for the asset
or liability, such as interest rate yield curves and currency rates. For certain financial instruments where insufficient trading
volume or lack of recent trades exists, the Corporation relies on similar interest or currency rate inputs and other third-
party information such as credit spreads.

c. Level III
 

Fair values are determined using inputs for the assets or liabilities that are not readily observable. 

The Corporation may enter into commodity transactions for which market-observable data is not available. In these cases,
Level III fair values are determined using valuation techniques such as the Black-Scholes, mark-to-forecast, and historical
bootstrap models with inputs that are based on historical data such as unit availability, transmission congestion, demand
profiles for individual non-standard deals and structured products, and/or volatilities and correlations between products
derived from historical prices.

The Corporation also has various commodity contracts with terms that extend beyond a liquid trading period. As forward
market prices are not available for the full period of these contracts, the value of these contracts is derived by reference
to a forecast that is based on a combination of external and internal fundamental modelling, including discounting. As a
result, these contracts are classified in Level III.

The Corporation has a Commodity Exposure Management Policy, which governs both the commodity transactions
undertaken in its proprietary trading business and those undertaken to manage commodity price exposures in its
generation business. This Policy defines and specifies the controls and management responsibilities associated with
commodity trading activities, as well as the nature and frequency of required reporting of such activities. 

Methodologies and procedures regarding commodity risk management Level III fair value measurements are determined
by the Corporation’s risk management department. Level III fair values are calculated within the Corporation’s energy
trading risk management system based on underlying contractual data as well as observable and non-observable inputs.
Development of non-observable inputs requires the use of judgment. To ensure reasonability, system-generated Level III
fair value measurements are reviewed and validated by the risk management and finance departments. Review occurs
formally on a quarterly basis or more frequently if daily review and monitoring procedures identify unexpected changes
to fair value or changes to key parameters.

Information on risk management contracts or groups of risk management contracts that are included in Level III
measurements and the related unobservable inputs and sensitivities, is as follows, and excludes the effects on fair value
of certain unobservable inputs such as liquidity and credit discount (described as “base fair values”), as well as inception
gains or losses. Sensitivity ranges for the base fair values are determined using reasonably possible alternative assumptions
for the key unobservable inputs, which may include forward commodity prices, commodity volatilities and correlations,
delivery volumes, and shapes.
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As at June 30, 2018 December 31, 2017

Description Base fair value Sensitivity Base fair value Sensitivity

Long-term power sale - US 837
+124
-124 853

+130
-130

Unit contingent power purchases 26
+6
-7 44

+7
-9

Structured products - Eastern US 10
+6
-6 17

+8
-7

Hydro Slice products - Western US —
+2
-2 (2)

+3
-3

Long-term wind energy sale - Eastern US (40)
+17
-17 — —

Others 6
+8
-8 6

+8
-8

i. Long-Term Power Sale - US
The Corporation has a long-term fixed price power sale contract in the US for delivery of power at the following capacity
levels: 380 MW through Dec. 31, 2024, and 300 MW through Dec. 31, 2025. The contract is designated as an all-in-one
cash flow hedge.

For periods beyond 2021, market forward power prices are not readily observable. For these periods, fundamental-based
forecasts and market indications have been used to determine proxies for base, high, and low power price scenarios. The
base price forecast has been developed by using fundamental-based forecasts (the provider is an independent and widely
accepted industry expert for scenario and planning views). Prior to the second quarter of 2018, the base price forecast was
developed using an additional independent industry forecast. Forward power price ranges per MWh used in determining
the Level III base fair value at June 30, 2018 are US$27 - US$36 (Dec. 31, 2017 - US$25 - US$34). The sensitivity analysis
has been prepared using the Corporation’s assessment that a US$6 (Dec. 31, 2017 - US$6) price increase or decrease in
the forward power prices is a reasonably possible change.

The contract is denominated in US dollars. With the strengthening of the US dollar relative to the Canadian dollar from
Dec. 31, 2017 to June 30, 2018, the base fair value and the sensitivity values have increased by approximately $42 million
and $4 million, respectively. 

ii. Unit Contingent Power Purchases
 

Under the unit contingent power purchase agreements, the Corporation has agreed to purchase power contingent upon
the actual generation of specific units owned and operated by third parties. Under these types of agreements, the purchaser
pays the supplier an agreed upon fixed price per MWh of output multiplied by the pro rata share of actual unit production
(nil if a plant outage occurs). The contracts are accounted for as at fair value through profit and loss.

The key unobservable inputs used in the valuations are delivered volume expectations and hourly shapes of production.
Hourly shaping of the production will result in realized prices that may be at a discount (or premium) relative to the average
settled power price. Reasonably possible alternative inputs were used to determine sensitivity on the fair value
measurements.

This analysis is based on historical production data of the generation units for available history. Price and volumetric
discount ranges per MWh used in the Level III base fair value measurement at June 30, 2018, are nil (Dec. 31, 2017 - nil)
and 2.2 per cent to 2.8 per cent (Dec. 31, 2017 – 2.20 per cent to 2.76 per cent), respectively.  The sensitivity analysis has
been prepared using the Corporation’s assessment of a reasonably possible change in price discount ranges of
approximately 1.07 per cent to 2.5 per cent (Dec. 31, 2017 - 1.1 per cent to 1.94 per cent) and a change in volumetric
discount rates of approximately 7.6 per cent to 12.8 per cent (Dec. 31, 2017 - 7.77 per cent to 10.46 per cent), which
approximate one standard deviation for each input.
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iii. Structured Products - Eastern US
 

The Corporation has fixed priced power and heat rate contracts in the eastern United States. Under the fixed priced power
contracts, the Corporation has agreed to buy or sell power at non-liquid locations, or during non-standard hours. The
Corporation has also bought and sold heat rate contracts at both liquid and non-liquid locations. Under a heat rate contract,
the buyer has the right to purchase power at times when the market heat rate is higher than the contractual heat rate. 

The key unobservable inputs in the valuation of the fixed priced power contracts are market forward spreads and non-
standard shape factors. A historical regression analysis has been performed to model the spreads between non-liquid and
liquid hubs. The non-standard shape factors have been determined using the historical data. Basis relationship and non-
standard shape factors used in the Level III base fair value measurement at June 30, 2018, are 80 per cent to 128 per cent
and 75 per cent to 121 per cent (Dec. 31, 2017 – 75 per cent to 159 per cent and 71 per cent to 88 per cent), respectively.
The sensitivity analysis has been prepared using the Corporation’s assessment of a reasonably possible change in market
forward spreads of approximately 2.7 per cent to  5 per cent (Dec. 31, 2017 - 7 per cent) and a change in non-standard
shape factors of approximately 3 per cent to 5 per cent (Dec. 31, 2017 - 6 per cent), which approximate one standard
deviation for each input.

The key unobservable inputs in the valuation of the heat rate contracts are implied volatilities and correlations. Implied
volatilities and correlations used in the Level III base fair value measurement at June 30, 2018, are 18 per cent to 39 per
cent and 70 per cent (Dec. 31, 2017 – 18 per cent to 54 per cent and 70 per cent), respectively. The sensitivity analysis has
been prepared using the Corporation’s assessment of a reasonably possible change in implied volatilities ranges and
correlations of approximately 22 per cent to 26 per cent and 30 per cent, respectively (Dec. 31, 2017 -27 per cent to 32
per cent and 10 per cent).

iv. Hydro Slice Products - Western US
The Corporation agreed to purchase power contingent upon the actual generation of specific hydro units owned and
operated by third parties. Under these types of agreements, the purchaser pays the supplier an agreed upon fixed capacity
payment. The contracts were accounted for as fair value through profit and loss.  

The key unobservable inputs used in the June 30, 2018  valuations are delivered volume expectations. Reasonably possible
alternative inputs were used to determine sensitivity on the fair value measurements. This analysis is based on historical
production of the generation units for available history. For the Level III base fair value measurement at June 30, 2018, the
volumes were assumed to be equal to the 50th percentile (Dec. 31, 2017 - 50th percentile) of the historical production.
The Corporation's assessment of a reasonably possible change in delivered volumes is 24 per cent (Dec. 31, 2017 - 24 per
cent), which approximate one standard deviation of historical production.

v. Long-Term Wind Energy Sale - Eastern US
In relation to the acquisition of the US wind project (See Note 3), the Corporation has a long-term contract for differences
whereby the Corporation receives a fixed price per MWh and pays the prevailing real-time energy market price per MWh
as well as the physical delivery of Renewable energy credits ("RECs") based on proxy generation.  Commercial operation
of the facility is expected to begin in September of 2019, with the contract extending for 15 years after commercial
commencement.  The contract is accounted for at fair value through profit or loss.

The key unobservable inputs used in the valuation of the contract are expected proxy generation volumes and forward
prices for power and RECs beyond 2023 and 2022, respectively.  Forward power and REC price ranges per MWh used in
determining the Level III base fair value at June  30, 2018 are US$38-US$65 and US$10, respectively.   The sensitivity
analysis has been prepared using the Corporation’s assessment that a change in expected proxy generation volumes of 10
per cent, a change in energy prices of US$5, and a change in REC prices of US$1 as reasonably possible changes.

II. Commodity Risk Management Assets and Liabilities
 

Commodity risk management assets and liabilities include risk management assets and liabilities that are used in the energy
marketing and generation businesses in relation to trading activities and certain contracting activities. To the extent
applicable, changes in net risk management assets and liabilities for non-hedge positions are reflected within earnings of
these businesses.
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Commodity risk management assets and liabilities classified by fair value levels as at June 30, 2018, are as follows: Level I
- $1 million net asset (Dec. 31, 2017 - $1 million net liability), Level II - $2 million net asset (Dec. 31, 2017 - $42 million net
liability), Level III - $730 million net asset (Dec. 31, 2017 - $771 million net asset). 

Significant changes in commodity net risk management assets (liabilities) during the six months ended June 30, 2018 are
primarily attributable to the settlement of contracts, unfavourable market price changes on existing contracts, partially
offset by favourable foreign exchange rates.

The following tables summarize the key factors impacting the fair value of the Level III commodity risk management assets
and liabilities during the six months ended June 30, 2018 and 2017, respectively:

6 months ended June 30, 2018 6 months ended June 30, 2017

Hedge Non-hedge Total Hedge Non-hedge Total

 Opening balance 719 52 771 726 32 758

 Changes attributable to:

   Market price changes on existing contracts 6 (7) (1) 97 1 98

   Market price changes on new contracts — (9) (9) — 6 6

   Contracts settled (40) (28) (68) (25) (2) (27)

   Change in foreign exchange rates 40 1 41 (27) (1) (28)

  Transfers into Level III — (4) (4) — — —

 Net risk management assets at end of period 725 5 730 771 36 807

 Additional Level III information:

   Gains recognized in other comprehensive income 46 — 46 70 — 70

  Total gains (losses) included in earnings before income
taxes 40 (15) 25 25 6 31

  Unrealized gains (losses) included in earnings before 
    income taxes relating to net assets held at period end — (43) (43) — 4 4

III. Other Risk Management Assets and Liabilities
 

Other risk management assets and liabilities primarily include risk management assets and liabilities that are used in
managing exposures on non-energy marketing transactions such as interest rates, the net investment in foreign operations,
and other foreign currency risks. Hedge accounting is not always applied. 

Other risk management assets and liabilities with a total net asset fair value of $1 million as at June 30, 2018 (Dec. 31,
2017 - $34 million net asset) are classified as Level II fair value measurements. The significant changes in other net risk
management assets during the six months ended June 30, 2018, are primarily attributable to the settlement of contracts.

IV. Other Financial Assets and Liabilities
 

The fair value of financial assets and liabilities measured at other than fair value is as follows:

Fair value
Total

carrying

Level I Level II Level III Total value

Long-term debt - June 30, 2018 — 3,114 — 3,114 3,081

Long-term debt - Dec. 31, 2017 — 3,708 — 3,708 3,638

The fair values of the Corporation’s debentures and senior notes are determined using prices observed in secondary
markets. Non-recourse and other long-term debt fair values are determined by calculating an implied price based on a
current assessment of the yield to maturity. 

The carrying amount of other short-term financial assets and liabilities (cash and cash equivalents, trade accounts
receivable, restricted cash, accounts payable and accrued liabilities, collateral received, and dividends payable)
approximates fair value due to the liquid nature of the asset or liability. The fair values of the Corporation's loan receivable
and the finance lease receivables approximate the carrying amounts.
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C. Inception Gains and Losses
 

The majority of derivatives traded by the Corporation are based on adjusted quoted prices on an active exchange or extend
beyond the time period for which exchange-based quotes are available. The fair values of these derivatives are determined
using inputs that are not readily observable. Refer to section B of this note for fair value Level III valuation techniques used.
In some instances, a difference may arise between the fair value of a financial instrument at initial recognition (the
“transaction price”) and the amount calculated through a valuation model. This unrealized gain or loss at inception is
recognized in net earnings (loss) only if the fair value of the instrument is evidenced by a quoted market price in an active
market, observable current market transactions that are substantially the same, or a valuation technique that uses
observable market inputs. Where these criteria are not met, the difference is deferred on the Condensed Consolidated
Statements of Financial Position in risk management assets or liabilities, and is recognized in net earnings (loss) over the
term of the related contract. The difference between the transaction price and the fair value determined using a valuation
model, yet to be recognized in net earnings, and a reconciliation of changes is as follows:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Unamortized net gain at beginning of period 84 143 105 148

New inception gain (loss) 2 (1) (14) 4

Change in foreign exchange rates 1 (2) 4 (4)

Amortization recorded in net earnings during the year (26) (27) (34) (35)

Unamortized net gain at end of period 61 113 61 113
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10. Risk Management Activities
A. Risk Management Strategy
The Corporation is exposed to market risk from changes in commodity prices, foreign exchange rates, interest rates, credit
risk and liquidity risk. These risks affect the Corporation’s earnings and the value of associated financial instruments that
the Corporation holds. In certain cases, the Corporation seeks to minimize the effects of these risks by using derivatives
to hedge its risk exposures. The Corporation’s risk management strategy, policies and controls are designed to ensure that
the risks it assumes comply with the Corporation’s internal objectives and its risk tolerance.

The Corporation has two primary streams of risk management activities: (i) financial exposure management and (ii)
commodity exposure management. Within these activities, risks identified for management include commodity risk,
interest rate risk, liquidity risk, equity price risk, and foreign currency risk.

The Corporation seeks to minimize the effects of commodity risk, interest rate risk and foreign currency risk by using
derivative financial instruments to hedge risk exposures. Of these derivatives, the Corporation applies hedge accounting
to those hedging commodity price risk and foreign currency risk.

The use of financial derivatives is governed by the Corporation’s policies approved by the Board, which provide written
principles on commodity risk, interest rate risk, liquidity risk, equity price risk and foreign currency risk, as well as the use
of financial derivatives and non-derivative financial instruments. 

Liquidity risk, credit risk and equity price risk are managed through means other than derivatives or hedge accounting.

The Corporation enters into various derivative transactions as well as other contracting activities that do not qualify for
hedge accounting or where a choice was made not to apply hedge accounting. As a result, the related assets and liabilities
are classified as derivatives at fair value through profit and loss . The net realized and unrealized gains or losses from changes
in the fair value of these derivatives are reported in net earnings in the period the change occurs.

The Corporation designates certain derivatives as hedging instruments to hedge commodity price risk, foreign currency
exchange risk in cash flow hedges and hedges of net investments in a foreign operations. Hedges of foreign exchange risk
on firm commitments are accounted for as cash flow hedges.



At the inception of the hedge relationship, the Corporation documents the relationship between the hedging instrument
and the hedged item, along with its risk management objectives and its strategy for undertaking various hedge transactions.
At the inception of the hedge and on an ongoing basis, the Corporation also documents whether the hedging instrument
is effective in offsetting changes in fair values or cash flows of the hedged item attributable to the hedged risk, which is
when the hedging relationships meet all of the following hedge effectiveness requirements:

▪ There is an economic relationship between the hedged item and the hedging instrument;
▪ The effect of credit risk does not dominate the value changes that result from that economic relationship; and
▪ The hedge ratio of the hedging relationship is the same as that resulting from the quantity of the hedged item that

the Corporation actually hedges and the quantity of the hedging instrument that the entity actually uses to hedge
that quantity of hedged item.

If a hedging relationship ceases to meet the hedge effectiveness requirement relating to the hedge ratio, but the risk
management objective for that designated hedging relationship remains the same, the Corporation adjusts the hedge ratio
of the hedging relationship so that it continues to meet the qualifying criteria.

B. Net Risk Management Assets and Liabilities
 

Aggregate net risk management assets and (liabilities) are as follows: 

As at June 30, 2018

Cash flow
hedges

Not
designated
as a hedge Total

Commodity risk management

Current 74 17 91

Long-term 634 8 642

Net commodity risk management assets 708 25 733

Other

Current — 1 1

Long-term — — —

Net other risk management assets (liabilities) — 1 1

Total net risk management assets 708 26 734

As at Dec. 31, 2017

Cash flow
hedges

Not
designated
as a hedge Total

Commodity risk management

Current 74 7 81

Long-term 636 11 647

Net commodity risk management assets 710 18 728

Other

Current — 37 37

Long-term — (3) (3)

Net other risk management assets (liabilities) — 34 34

Total net risk management assets (liabilities) 710 52 762
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C. Nature and Extent of Risks Arising from Financial Instruments
 

The following discussion is limited to the nature and extent of certain risks arising from financial instruments, which are
also more fully discussed in Note 14(b) of the Corporation's most recent annual consolidated financial statements.

I. Market Risk
 

a. Commodity Price Risk
 

The Corporation has exposure to movements in certain commodity prices in both its electricity generation and proprietary
trading businesses, including the market price of electricity and fuels used to produce electricity. Most of the Corporation’s
electricity generation and related fuel supply contracts are considered to be contracts for delivery or receipt of a non-
financial item in accordance with the Corporation’s expected own use requirements and are not considered to be financial
instruments. As such, the discussion related to commodity price risk is limited to the Corporation’s proprietary trading
business and commodity derivatives used in hedging relationships associated with the Corporation’s electricity generating
activities.

i. Commodity Price Risk – Proprietary Trading
 

The Corporation’s Energy Marketing segment conducts proprietary trading activities and uses a variety of instruments to
manage risk, earn trading revenue, and gain market information.

In compliance with the Commodity Exposure Management Policy, proprietary trading activities are subject to limits and
controls, including Value at Risk (“VaR”) limits. The Board approves the limit for total VaR from proprietary trading activities.
VaR is the most commonly used metric employed to track and manage the market risk associated with trading positions.
A VaR measure gives, for a specific confidence level, an estimated maximum pre-tax loss that could be incurred over a
specified period of time. VaR is used to determine the potential change in value of the Corporation’s proprietary trading
portfolio, over a three-day period within a 95 per cent confidence level, resulting from normal market fluctuations. VaR is
estimated using the historical variance/covariance approach.VaR is a measure that has certain inherent limitations. The
use of historical information in the estimate assumes that price movements in the past will be indicative of future market
risk. As such, it may only be meaningful under normal market conditions. Extreme market events are not addressed by this
risk measure. In addition, the use of a three-day measurement period implies that positions can be unwound or hedged
within three days, although this may not be possible if the market becomes illiquid.

Changes in market prices associated with proprietary trading activities affect net earnings in the period that the price
changes occur. VaR at June 30, 2018, associated with the Corporation’s proprietary trading activities was $3 million (Dec.
31, 2017 - $5 million ).

ii. Commodity Price Risk - Generation 

The generation segments utilize various commodity contracts to manage the commodity price risk associated with
electricity generation, fuel purchases, emissions, and byproducts, as considered appropriate. A Commodity Exposure
Management Policy is prepared and approved annually, which outlines the intended hedging strategies associated with
the Corporation’s generation assets and related commodity price risks. Controls also include restrictions on authorized
instruments, management reviews on individual portfolios, and approval of asset transactions that could add potential
volatility to the Corporation’s reported net earnings.

TransAlta has entered into various contracts with other parties whereby the other parties have agreed to pay a fixed price
for electricity to TransAlta. While not all of the contracts create an obligation for the physical delivery of electricity to other
parties, the Corporation has the intention and believes it has sufficient electrical generation available to satisfy these
contracts and, where able, has designated these as cash flow hedges for accounting purposes. As a result, changes in market
prices associated with these cash flow hedges do not affect net earnings in the period in which the price change occurs.
Instead, changes in fair value are deferred until settlement through AOCI, at which time the net gain or loss resulting from
the combination of the hedging instrument and hedged item affects net earnings.

VaR at June 30, 2018, associated with the Corporation’s commodity derivative instruments used in generation hedging
activities was $13 million (Dec. 31, 2017 - $16 million). For positions and economic hedges that do not meet hedge
accounting requirements or for short-term optimization transactions such as buybacks entered into to offset existing hedge
positions, these transactions are marked to the market value with changes in market prices associated with these
transactions affecting net earnings in the period in which the price change occurs. VaR at June 30, 2018, associated with
these transactions was $7 million (Dec. 31, 2017 - $5 million). 

TRANSALTA CORPORATION F25



b. Currency Rate Risk 

The Corporation has exposure to various currencies, such as the US dollar, the Japanese yen, the euro and the Australian
dollar (“AUD”), as a result of investments and operations in foreign jurisdictions, the net earnings from those operations,
the acquisition of equipment and services from foreign suppliers, and the US wind development projects. Further discussion
on Currency Rate Risk can be found in Note 14(B)(I)(c) of the Corporation's most recent annual consolidated financial
statements.

II. Credit Risk 

Credit risk is the risk that customers or counterparties will cause a financial loss for the Corporation by failing to discharge
their obligations, and the risk to the Corporation associated with changes in creditworthiness of entities with which
commercial exposures exist. The Corporation actively manages its exposure to credit risk by assessing the ability of
counterparties to fulfil their obligations under the related contracts prior to entering into such contracts. The Corporation
makes detailed assessments of the credit quality of all counterparties and, where appropriate, obtains corporate
guarantees, cash collateral, third-party credit insurance, and/or letters of credit to support the ultimate collection of these
receivables. For commodity trading and origination, the Corporation sets strict credit limits for each counterparty and
monitors exposures on a daily basis. TransAlta uses standard agreements that allow for the netting of exposures and often
include margining provisions. If credit limits are exceeded, TransAlta will request collateral from the counterparty or halt
trading activities with the counterparty. 

The Corporation uses external credit ratings, as well as internal ratings in circumstances where external ratings are not
available, to establish credit limits for customers and counterparties. The following table outlines the Corporation’s
maximum exposure to credit risk without taking into account collateral held, including the distribution of credit ratings, as
at June 30, 2018:

Investment grade
 (Per cent)

Non-investment grade
 (Per cent)

Total
 (Per cent)

Total
amount

Trade and other receivables(1) 87 13 100 562

Long-term finance lease receivables 98 2 100 202

Risk management assets(1) 99 1 100 856

Loan receivable(2) — 100 100 35

Total 1,655
 

(1) Letters of credit and cash and cash equivalents are generally the primary types of collateral held as security related to some of these amounts. 
(2) The counterparty has no external credit rating. Excludes $3 million current portion classified in trade and  other receivables. 

The maximum credit exposure to any one customer for commodity trading operations and hedging, including the fair value
of open trades, net of any collateral held, at June 30, 2018, was $16 million (Dec. 31, 2017 - $40 million).

III. Liquidity Risk
 

Liquidity risk relates to the Corporation’s ability to access capital to be used for proprietary trading activities, commodity
hedging, capital projects, debt refinancing, and general corporate purposes. As at June  30, 2018, TransAlta maintains
investment grade ratings from three credit rating agencies. TransAlta is focused on strengthening its financial position and
maintaining investment grade credit ratings with these major rating agencies.
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A maturity analysis of the Corporation’s financial liabilities is as follows:

2018 2019 2020 2021 2022
2023 and

thereafter Total

Accounts payable and accrued liabilities 425 — — — — — 425

Long-term debt(1) 56 463 465 67 731 1,327 3,109

Commodity risk management liabilities 45 113 106 117 108 244 733

Other risk management (assets) liabilities 1 (1) (2) (2) 5 — 1

Finance lease obligations 9 16 13 7 6 15 66

Interest on long-term debt and finance lease 
  obligations(2) 83 157 129 107 100 715 1,291

Dividends payable 47 — — — — — 47

Total 666 748 711 296 950 2,301 5,672
 

(1) Excludes impact of hedge accounting.
(2) Not recognized as a financial liability on the Condensed Consolidated Statements of Financial Position.

D. Collateral and Contingent Features in Derivative Instruments
 

Collateral is posted in the normal course of business based on the Corporation’s senior unsecured credit rating as
determined by certain major credit rating agencies. Certain of the Corporation’s derivative instruments contain financial
assurance provisions that require collateral to be posted only if a material adverse credit-related event occurs. If a material
adverse event resulted in the Corporation’s senior unsecured debt falling below investment grade, the counterparties to
such derivative instruments could request ongoing full collateralization.

As at June 30, 2018, the Corporation had posted collateral of $120 million (Dec. 31, 2017 - $131 million) in the form of
letters of credit on derivative instruments in a net liability position. Certain derivative agreements contain credit-risk-
contingent features, which if triggered could result in the Corporation having to post an additional $59 million (Dec. 31,
2017 - $96 million) of collateral to its counterparties.
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11. Property, Plant, and Equipment
A reconciliation of the changes in the carrying amount of PP&E is as follows:

Land
Coal

generation
Gas

generation
Renewable
generation

Mining property
and equipment

Assets under
construction

Capital spares
and other(1) Total

As at As at Dec. 31, 2017 95 2,457 910 2,191 602 95 228 6,578

Additions — — — (1) — 82 2 83

Additions - finance lease — — — — 3 — — 3

Acquisitions (Note 3) — — — — — 4 — 4

Asset impairment charges (Note 3) — — — (11) — — — (11)

Depreciation — (141) (40) (61) (62) — (8) (312)

Revisions and additions to
decommissioning and restoration
costs — (6) (1) — (3) — — (10)

Retirement of assets and (disposals) — (2) (1) (3) (1) — — (7)

Change in foreign exchange rates 1 14 (2) 13 2 — 1 29

Transfers — 20 12 6 8 (53) 9 2

As at June 30, 2018 96 2,342 878 2,134 549 128 232 6,359

(1) Includes major spare parts and stand-by equipment available, but not in service, and spare parts used for routine, preventive, or planned maintenance.



12. Credit Facilities, Long-Term Debt, and Finance Lease Obligations

A. Credit Facilities, Debt and Letters of Credit
 

The amounts outstanding are as follows:

As at June 30, 2018 Dec. 31, 2017

Carrying
value

Face
value Interest(1)

Carrying
value

Face
value Interest(1)

Credit facilities(2) 131 131 3.2% 27 27 2.8%

Debentures 1,046 1,051 6.0% 1,046 1,051 6.0%

Senior notes(3) 917 929 5.4% 1,499 1,510 6.0%

Non-recourse(4) 947 958 4.3% 1,022 1,032 4.3%

Other(5) 40 40 9.1% 44 44 9.2%

3,081 3,109 3,638 3,664

Finance lease obligations 66 69

3,147 3,707

Less: current portion of long-term debt (86) (729)

Less: current portion of finance lease obligations (17) (18)

Total current long-term debt and finance lease
obligations (103) (747)

Total credit facilities, long-term debt, and finance
lease obligations 3,044 2,960

 

(1) Interest is an average rate weighted by principal amounts outstanding before the effect of hedging.
(2) Composed of bankers’ acceptances and other commercial borrowings under long-term committed credit facilities.
(3) US face value at June 30, 2018 - US$0.7 billion (Dec. 31, 2017 - US$1.2 billion).
(4) Includes US$1 million at June 30, 2018 (Dec. 31, 2017 - US$27 million).
(5) Includes US$22 million at June 30, 2018 (Dec. 31, 2017 - US$24 million) of tax equity financing.

On March 15, 2018, the Corporation early redeemed its outstanding 6.650 per cent US $500 million Senior Notes due May
15, 2018. The repayment was hedged with foreign exchange forwards and cross currency swaps. The redemption price for
the notes was approximately $617 million (US$516 million), including a $5 million early redemption premium, recognized
in net interest expense, and $14 million in accrued and unpaid interest to the redemption date.

As a result of the Corporation's repayment of its US$500 million Senior Notes the Corporation now has US$380 million
(Dec. 31, 2017 - US$480 million) of US-dollar-denominated debt designated as hedges of its net investment in foreign
operations.

On June 27, 2018, the Corporation paid out the US$25 million non-recourse debt related to its Mass Solar projects. (See
Note 3).

During the second quarter of 2018, the Corporation's US$200 million committed facility was cancelled and the
Corporation's committed syndicated bank credit facility was increased by $250 million. 

The  Corporation has a total of $2.0 billion (Dec. 31, 2017 - $2.0 billion) of committed credit facilities, comprised of the
Corporation's $1.3 billion (Dec. 31, 2017 - $1.0 billion) committed syndicated bank credit facility, TransAlta Renewables’
committed syndicated bank credit facility of $0.5 billion (Dec. 31, 2017 - $0.5 billion), and the Corporation's $0.2 billion
committed bilateral facilities. These facilities were renewed during the second quarter and expire in 2022, 2022 and 2020
respectively. The $1.8 billion (Dec. 31, 2017 - $1.5 billion) committed syndicated bank facilities are the primary source for
short-term liquidity after the cash flow generated from the Corporation's business. 

In total, $1.2 billion (Dec. 31, 2017 - $1.4 billion) is not drawn. At June 30, 2018, the $0.8 billion (Dec. 31, 2017 - $0.6 billion)
of credit utilized under these facilities was comprised of actual drawings of  $0.1 billion (Dec. 31, 2017 - $27 million) and
letters of credit of $0.7 billion (Dec. 31, 2017 - $0.6 billion). The Corporation is in compliance with the terms of the credit
facilities and all undrawn amounts are fully available.  In addition to the $1.2 billion available under the credit facilities, the
Corporation also has $0.1 billion of available cash and cash equivalents. 
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The Corporation's total outstanding letters of credit as at June 30, 2018 were $643 million (Dec. 31, 2017 - $677 million),
including TransAlta Renewables outstanding letters of credit of $67 million (Dec. 31, 2017 - $69 million) with no (Dec. 31,
2017 - nil) amounts exercised by third parties under these arrangements.  The Corporation and TransAlta Renewables both
have an uncommitted $100 million demand letter of credit facility.

TransAlta’s debt has terms and conditions, including financial covenants, that are considered normal and customary. As at
June 30, 2018, the Corporation was in compliance with all debt covenants.

B. Restrictions on Non-Recourse Debt 
 

The Corporation's subsidiaries have issued non-recourse bonds of $946 million (Dec. 31, 2017 - $1,022 million) that are
subject to customary financing conditions and covenants that may restrict the Corporation’s ability to access funds
generated by the facilities’ operations. Upon meeting certain distribution tests, typically performed once per quarter, the
funds are able to be distributed by the subsidiary entities to their respective parent entity. These conditions include meeting
a debt service coverage ratio prior to distribution, which was met by these entities in the second quarter. However, funds
in these entities that have accumulated since the second quarter test will remain there until the next debt service coverage
ratio can be calculated in the third quarter of 2018. At June 30, 2018, $41 million (Dec. 31, 2017 -$35 million) of cash was
subject to these financial restrictions.

Additionally, certain non-recourse bonds require that certain reserve accounts be established and funded through cash
held on deposit and/or by providing letters of credit. The Corporation has elected to use letters of credit as at June 30,
2018. 

C. Security
Non-recourse debts of $791 million in total (Dec. 31, 2017 - $848 million) are each secured by a first ranking charge over
all of the respective assets of the Corporation’s subsidiaries that issued the bonds, which includes certain renewable
generation facilities with total carrying amounts of $1,028 million at June 30, 2018 (Dec. 31, 2017 - $1,107 million). At
June 30, 2018, a non-recourse bond of approximately $155 million (Dec. 31, 2017 - $174 million) is secured by a first
ranking charge over the equity interests of the issuer that issued the non-recourse bond. 

 

D. Restricted Cash
The Corporation has $31 million (Dec. 31, 2017 - $30 million) of restricted cash related to the Kent Hills project financing
which is held in a construction reserve account. The proceeds will be released from the construction reserve account upon
certain conditions being met, including commissioning of the Kent Hills 3 wind project.
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13. Common Shares

A. Issued and Outstanding
 TransAlta is authorized to issue an unlimited number of voting common shares without nominal or par value.

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Common
shares

 (millions) Amount

Common
shares

(millions) Amount

Common
shares

 (millions) Amount

Common
shares

(millions) Amount

Issued and outstanding, beginning of period 287.5 3,091 287.9 3,095 287.9 3,095 287.9 3,095

Shares purchased and retired under NCIB (0.2) (2) — — (0.6) (6) — —

287.3 3,089 287.9 3,095 287.3 3,089 287.9 3,095

Amounts receivable under Employee Share 
  Purchase Plan — (1) — (1) — (1) — (1)

Issued and outstanding, end of period 287.3 3,088 287.9 3,094 287.3 3,088 287.9 3,094

B. NCIB Program
Shares purchased by the Corporation under the NCIB are recognized as a reduction to share capital equal to the average
carrying value of the common shares. Any difference between the aggregate purchase price and the average carrying
value of the common shares is recorded in retained earnings.

The following are the effects of the Corporation's purchase and cancellation of the common shares during the six months
ended June 30, 2018:

As at June 30, 2018 Dec. 31, 2017

Total shares purchased 587,300 —

Average purchase price per share $ 6.77 —

Total cost 4 —

Weighted average book value of shares cancelled 6 —

Increase to retained earnings (2) —

C. Earnings per Share

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Net loss attributable to common shareholders (105) (18) (40) (18)

Basic and diluted weighted average number of common shareholders
outstanding (millions) 288 288 288 288

Net earnings (loss) per share attributable to common shareholders, 
  basic and diluted (0.36) (0.06) (0.14) (0.06)

D. Dividends 

On July 19, 2018, the Corporation declared a quarterly dividend of $0.04  per common share, payable on Oct. 1, 2018.

On April 19, 2018, the Corporation declared a quarterly dividend of $0.04 per common share, payable on July 3, 2018.

There have been no other transactions involving common shares between the reporting date and the date of completion
of these consolidated financial statements.
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E. Stock Options 

The stock options granted  to executive officers of the Corporation during the six months ended June 30, 2018 and 2017
are as follows:

Grant month

Number of
stock

options
granted

(millions)
Exercise 

price

Vesting 
period 
(years)

Expiration 
length 
(years)

March 2018 0.7 $ 7.45 3 7

March 2017 0.7 $ 7.25 3 7
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14. Preferred Shares

A. Issued and Outstanding
All preferred shares issued and outstanding are non-voting cumulative redeemable fixed rate first preferred shares, other
than the Series B preferred shares which are non-voting cumulative redeemable floating rate first preferred shares.

As at June 30, 2018 and Dec. 31, 2017, the Corporation had 10.2 million  Series A, 11.0 million Series C, 9.0 million Series
E, 6.6 million Series G Cumulative Redeemable Rate Rest First Preferred Shares issued and outstanding and 1.8 million
Series B Cumulative Redeemable Floating Rate First Preferred Shares issued and outstanding.

B. Dividends
The following summarizes the preferred share dividends declared within the three and six months ended June 30:

3 months ended June 30, 6 months ended June 30,

Series Quarterly amounts per share 2018 2017 2018 2017(1)

A 0.16931 1 2 3 2

B 0.19951(2)
1 — 1 —

C 0.25169 3 3 6 3

E 0.32463 3 3 6 3

G 0.33125 2 2 4 2

Total for period 10 10 20 10

(1) No dividends were declared in the first quarter of 2017 as on Dec. 19, 2016, the quarterly dividend related to the period covering the first quarter of 2017 was
declared.
(2) Series B Preferred Shares pay quarterly dividends at a floating rate based on the 90-day Government of Canada Treasury Bill rate, plus 2.03 per cent.
Approximately $300 thousand and $700 thousand of dividends were declared for the three and six months ended June 30, 2018, respectively.

On July 19, 2018 the Corporation declared a quarterly dividend of $0.16931 per share on the Series A preferred shares,
$0.20984 per share on the Series B preferred shares, $0.25169 per share on the Series C preferred shares, $0.32463 per
share on the Series E preferred shares, and $0.33125 per share on the Series G preferred shares, all payable on Sept.30,
2018.

On April 19, 2018 the Corporation declared a quarterly dividend of $0.16931 per share on the Series A preferred shares,
$0.19951 per share on the Series B preferred shares, $0.25169 per share on the Series C preferred shares, $0.32463 per
share on the Series E preferred shares, and $0.33125 per share on the Series G preferred shares, all payable on July 3,
2018.



15. Commitments and Contingencies

A. Contingencies 

TransAlta is occasionally named as a party in various claims and legal and regulatory proceedings that arise during the
normal course of its business. TransAlta reviews each of these claims, including the nature of the claim, the amount in
dispute or claimed, and the availability of insurance coverage.  Inquiries from regulatory bodies may also arise in the normal
course of business, to which the Corporation responds as required. There can be no assurance that any particular claim
will be resolved in the Corporation’s favour or that such claims may not have a material adverse effect on TransAlta. 

I. Line Loss Rule Proceeding 
The Corporation has been participating in a line loss rule proceeding (the “LLRP”) before the Alberta Utilities Commission
("AUC"). The AUC determined that it has the ability to retroactively adjust line loss charges going back to 2006 and directed
the Alberta Electric System Operator to, among other things, perform such retroactive calculations. The various decisions
by the AUC are, however, subject to appeal and challenge.  A recent decision by the AUC determined the methodology to
be used retroactively and it is now possible to estimate the total potential retroactive exposure faced by the Corporation
for its non-PPA MWs.  The estimate of the maximum exposure is $15 million; however, if the Corporation and others are
successful on the appeal of legal and jurisdictional questions regarding retroactivity, the amount owing will be nil. The
Corporation has recorded a provision of $7.5 million as at June 30, 2018 and Dec. 31, 2017.  

II. FMG Disputes
The Corporation is currently engaged in two disputes with Fortescue Metals Group Ltd. ("FMG").  The first arose as a result
of FMG’s purported termination of the South Hedland PPA.  TransAlta has sued FMG, seeking payment of amounts invoiced
and not paid under the South Hedland PPA, as well as a declaration that the PPA is valid and in force.  FMG, on the other
hand, seeks a declaration that the PPA was lawfully terminated.  

The second matter involves FMG’s claims against TransAlta related to the transfer of the Solomon Power Station to FMG.
FMG claims certain amounts related to the condition of the facility while TransAlta claims certain outstanding costs that
should be reimbursed.

III. Balancing Pool Dispute
Pursuant to a written agreement, the Balancing Pool paid the Corporation approximately $157 million on March 29, 2018
as part of the net book value payment required on termination of the Sundance B and C PPAs. The Balancing Pool, however,
excluded certain mining and corporate assets that the Corporation believes should be included in the net book value
calculation, which amounts to an additional $56 million. The parties are resolving the dispute through arbitration.
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16. Segment Disclosures

A. Reported Segment Earnings (Loss)
I. Earnings Information

3 months ended June 30, 2018
Canadian

Coal
US

Coal
Canadian

Gas
Australian

Gas
Wind and

Solar Hydro
Energy

Marketing Corporate Total

Revenues 179 51 51 41 51 63 13 (3) 446

Fuel, carbon, and purchased 
 power 136 20 18 2 4 2 — (3) 179

Gross margin(1) 43 31 33 39 47 61 13 — 267

Operations, maintenance, and 
  administration 43 12 12 9 11 11 5 20 123

Depreciation and amortization 64 16 10 12 29 7 1 7 146

Asset impairment charge — — — — 12 — — — 12

Taxes, other than income taxes 4 1 — — 2 1 — — 8

Net other operating income (10) — — — — — — — (10)

Operating income (loss) (58) 2 11 18 (7) 42 7 (27) (12)

Finance lease income — — 3 — — — — — 3

Net interest expense (59)

Foreign exchange loss (5)

Loss before income taxes (73)

(1) Corporate segment revenues and fuel and purchased power relates to intercompany elimination of profit in inventory on purchased emission credits. 

3 months ended June 30, 2017
Canadian

Coal
US

Coal
Canadian

Gas
Australian

Gas
Wind and

Solar Hydro
Energy

Marketing Corporate Total

Revenues 248 59 51 28 59 40 18 — 503

Fuel, carbon, and purchased 
 power 141 15 15 4 3 2 — — 180

Gross margin 107 44 36 24 56 38 18 — 323

Operations, maintenance, and 
  administration 47 11 14 6 12 9 6 22 127

Depreciation and amortization 77 16 9 7 28 9 1 7 154

Asset impairment charge 20 — — — — — — — 20

Taxes, other than income taxes 4 1 — — 2 1 — — 8

Net other operating income (10) — — — — — — — (10)

Operating income (loss) (31) 16 13 11 14 19 11 (29) 24

Finance lease income — — 3 13 — — — — 16

Net interest expense (59)

Foreign exchange gain 2

Loss before income taxes (15)
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6 months ended June 30, 2018
Canadian

Coal
US

Coal
Canadian

Gas
Australian

Gas
Wind and

Solar Hydro
Energy

Marketing Corporate Total

Revenues 448 138 113 82 137 90 30 (4) 1,034

Fuel, carbon, and purchased 
 power 332 64 47 4 10 3 — (4) 456

Gross margin(1) 116 74 66 78 127 87 30 — 578

Operations, maintenance, and
administration 90 27 25 18 24 19 13 40 256

Depreciation and amortization 114 32 21 24 56 15 1 13 276

Asset impairment — — — — 12 — — — 12

Taxes, other than income taxes 7 2 1 — 4 2 — — 16

Net other operating income (178) — — — — — — — (178)

Operating income (loss) 83 13 19 36 31 51 16 (53) 196

Finance lease income — — 5 — — — — — 5

Net interest expense (127)

Foreign exchange loss (7)

Earnings before income taxes 67

(1) Corporate segment revenues and fuel and purchased power relates to intercompany elimination of profit in inventory on purchased emission credits

6 months ended June 30, 2017
Canadian

Coal
US

Coal
Canadian

Gas
Australian

Gas
Wind and

Solar Hydro
Energy

Marketing Corporate Total

Revenues 498 147 153 54 146 64 19 — 1,081

Fuel, carbon, and purchased 
 power 280 79 54 6 8 3 — — 430

Gross margin 218 68 99 48 138 61 19 — 651

Operations, maintenance, and
administration 91 24 26 13 24 17 11 46 252

Depreciation and amortization 147 31 18 14 55 17 1 14 297

Asset impairment 20 — — — — — — — 20

Taxes, other than income taxes 7 2 1 — 4 2 — — 16

Net other operating income (20) — — — — — — — (20)

Operating income (loss) (27) 11 54 21 55 25 7 (60) 86

Finance lease income — — 6 26 — — — — 32

Net interest expense (121)

Foreign exchange gain 1

Other income 2

Loss before income taxes —
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B. Depreciation and Amortization on the Condensed Consolidated Statements of Cash Flows

The reconciliation between depreciation and amortization reported on the Condensed Consolidated Statements of
Earnings (Loss) and the Condensed Consolidated Statements of Cash Flows is presented below:

3 months ended June 30, 6 months ended June 30,

2018 2017 2018 2017

Depreciation and amortization expense on the Condensed Consolidated 
  Statements of Earnings 146 154 276 297

Depreciation included in fuel and purchased power 36 19 67 36

Depreciation and amortization on the Condensed Consolidated 
  Statements of Cash Flows 182 173 343 333
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17. Subsequent Events

A. $345 Million Financing
The Corporation monetized the OCA and on July 20, 2018, closed an approximate $345 million bond offering through its
indirect wholly-owned subsidiary, TransAlta OCP LP (the "Issuer") by way of private placement, which will be secured by,
among other things, a first ranking charge over the OCA payments payable by the Government of Alberta. The amortizing
bonds bear interest from their date of issuance at a rate of 4.509 per cent per annum, payable semi-annually and maturing
on Aug. 5, 2030. The bonds have a preliminary rating of BBB, with a Stable trend, by DBRS. Under the terms of the OCA,
the Corporation receives annual cash payments on or before July 31 of approximately $40 million ($37.3 million, net to
the Corporation), commencing Jan. 1, 2017, and terminating at the end of 2030.

The net proceeds will be used to partially repay the Debentures, as described below.

B. Early Redemption of $400 million of Debentures
On Aug. 2, 2018, the Corporation  early redeemed all of its outstanding 6.40 per cent debentures, due Nov. 18, 2019, for
the principal amount of $400 million . The redemption price was approximately $425 million in aggregate, including accrued
and unpaid interest.

C. Sundance Unit 2 Retirement
On July 19, 2018, the Corporation's Board approved the retirement of Sundance Unit 2 effective July 31, 2018. The decision
was driven largely by Sundance Unit 2's age, size, and short useful life relative to other units, and the capital requirements
needed to return the unit to service. The retirement is consistent with our transition strategy to clean power by 2025. The
Corporation expects to recognize an impairment charge of $38 million ($28 million after-tax) in the third quarter of 2018.



Exhibit 1 
(Unaudited)

The information set out below is referred to as “unaudited” as a means of clarifying that it is not covered by the audit opinion
of the independent registered public accounting firm that has audited and reported on the Condensed Consolidated
Financial Statements.

To the Financial Statements of TransAlta Corporation

EARNINGS COVERAGE RATIO

The following selected financial ratio is calculated for the period ended June 30, 2018:

Earnings coverage on long-term debt supporting the Corporation’s Shelf Prospectus

0.82 times

Earnings coverage on long-term debt on a net earnings to common shareholders basis is equal to net earnings before interest expense and income taxes, divided by
interest expense including capitalized interest.

TRANSALTA CORPORATION 



Disclosure Controls and Procedures
Management has evaluated, with the participation of our Chief Executive Officer and Interim Chief Financial Officer, the effectiveness
of our disclosure controls and procedures as of the end of the period covered by this report. Disclosure controls and procedures refer
to controls and other procedures designed to ensure that information required to be disclosed in the reports we file or submit under
the Securities Exchange Act of 1934, as amended (“Exchange Act”) are recorded, processed, summarized, and reported within the time
periods specified in the rules and forms of the U.S. Securities and Exchange Commission. Disclosure controls and procedures include,
without limitation, controls and procedures designed to ensure that information required to be disclosed by us in our reports that we
file or submit under the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer and
Interim Chief Financial Officer, as appropriate to allow timely decisions regarding our required disclosure. In designing and evaluating
our disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving the desired control objectives, and management is required to apply its
judgment in evaluating and implementing possible controls and procedures. 

There have been no other changes in our internal control over financial reporting during the period ended June 30, 2018, that have
materially affected, or are reasonably likely to materially affect our internal control over financial reporting. Based on the foregoing
evaluation, our Chief Executive Officer and Interim Chief Financial Officer have concluded that, as at June 30, 2018, the end of the
period covered by this report, our disclosure controls and procedures were effective. 

Supplemental Information
June 30, 2018 December 31,

2017

Closing market price (TSX) ($) 6.60 7.45

Price range for the last 12 months (TSX) ($) High 8.50 8.50

Low 6.31 6.88

FFO before interest to adjusted interest coverage(2)(times) 4.4 4.3

Adjusted FFO to adjusted net debt(2)(%) 21.3 20.4

Adjusted net debt to comparable EBITDA(1, 2) (times) 3.5 3.6

Adjusted net debt to invested capital(1) (%) 46.7 49.5

Return on equity attributable to common shareholders(2)(%) (11.6) (10.0)

Return on capital employed(2)(%) 3.1 2.1

Earnings coverage(2)(times) 0.9 0.6

Dividend payout ratio based on FFO(1, 2)(%) 5.0 4.3

Dividend coverage(2)(times) 18.2 14.1

Dividend yield(2)(%) 2.4 2.1

(1) These ratios incorporate items that are not defined under IFRS. None of these measurements should be used in isolation or as a substitute for the Corporation’s reported financial
performance or position as presented in accordance with IFRS. These ratios are useful complementary measurements for assessing the Corporation’s financial performance, efficiency,
and liquidity and are common in the reports of other companies but may differ by definition and application. For a reconciliation of the non-IFRS measures used in these calculations,
refer to the Discussion of Financial Results section of this MD&A.
(2) Last 12 months. 

Ratio Formulas

FFO before interest to adjusted interest coverage = FFO + interest on debt and finance lease obligations - interest income - capitalized 
interest / interest on debt and finance lease obligations + 50 per cent dividends paid on preferred shares - interest income

Adjusted FFO to adjusted net debt = FFO - 50 per cent dividends paid on preferred shares / period end long-term debt and finance 
lease obligations including fair value (asset) liability of hedging instruments on debt + 50 per cent issued preferred shares - cash and 
cash equivalents

Adjusted net debt to comparable EBITDA = long-term debt and finance lease obligations including current portion and fair value 
(asset) liability of hedging instruments on debt + 50 per cent issued preferred shares - cash and cash equivalents / comparable 
EBITDA

Adjusted net debt to invested capital = long-term debt and finance lease obligations including current portion and fair value (asset) 
liability of hedging instruments on debt + 50 per cent issued preferred shares - cash and cash equivalents / adjusted net debt + non-
controlling interests + equity attributable to shareholders - 50 per cent issued preferred shares 
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Return on equity attributable to common shareholders = net earnings attributable to common shareholders / equity attributable to
shareholders excluding AOCI - issued preferred shares

Return on capital employed = earnings before non-controlling interests and income taxes + net interest expense - earnings attributable
to non-controlling interests + net interest expense / invested capital excluding AOCI

Earnings coverage = net earnings attributable to shareholders + income taxes + net interest expense / interest on debt and finance
lease obligations + 50 per cent dividends paid on preferred shares - interest income

Dividend payout ratio = dividends declared on common shares / FFO - 50 per cent dividends paid on preferred shares

Dividend coverage ratio based on comparable FFO = FFO - 50 per cent dividends / cash dividends paid on common shares

Dividend yield = dividend paid per common share / current period’s closing market price
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Glossary of Key Terms
Availability - A measure of the time, expressed as a percentage of continuous operation 24 hours a day, 365 days a year that a generating
unit is capable of generating electricity, regardless of whether or not it is actually generating electricity.

Capacity - The rated continuous load-carrying ability, expressed in megawatts, of generation equipment.

Force Majeure - Literally means “greater force”. These clauses excuse a party from liability if some unforeseen event beyond the control
of that party prevents it from performing its obligations under the contract.

Gigawatt - A measure of electric power equal to 1,000 megawatts.

Gigawatt Hour (GWh) - A measure of electricity consumption equivalent to the use of 1,000 megawatts of power over a period of one
hour.

Greenhouse Gas (GHG) - Gases having potential to retain heat in the atmosphere, including water vapour, carbon dioxide, methane,
nitrous oxide, hydrofluorocarbons, and perfluorocarbons.

Megawatt (MW) - A measure of electric power equal to 1,000,000 watts.

Megawatt Hour (MWh) - A measure of electricity consumption equivalent to the use of 1,000,000 watts of power over a period of
one hour.

Power Purchase Arrangement (PPA) - A long-term arrangement established by regulation for the sale of electric energy from formerly
regulated generating units to buyers.

Unplanned Outage - The shut-down of a generating unit due to an unanticipated breakdown.
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