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Auditors' Report

To the Shareholder of
Sioux Lookout Hydro Inc.

We have audited the balance sheet of Sioux Lookout Hydro Inc. as at December 31, 2005 and the
statements of retained earnings, operations and cash flows for the year then ended. These
financial statements are the responsibility of the company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial
position of the company as at December 31, 2005 and the results of its operations and cash flows
for the year then ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants

Dryden, Ontario
March 16, 2006
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Sioux Lookout Hydro Inc.
Balance Sheet

December 31 2005 2004

Assets

Current
Cash and bank $ 1,310,441 $ 541,854
Accounts receivable 271,614 642,291
Unbilled revenue 1,070,610 1,093,732
Due from related parties (Note 2) 52,624 64,888
Inventory (Note 1) 54,038 118,691
Prepaid expenses 82,385 72,120

2,841,712 2,533,576

Regulatory assets (Note 3) - 12,956
Capital assets (Note 4) 4,889,766 4,920,343
Goodwill 300,979 300,979

$ 8,032,457 $ 7,767,854

Liabilities and Shareholder's Equity

Current
Bank indebtedness (Note 5) $ 1,761,667 $ 1,901,667
Accounts payable and accrued liabilities 1,155,029 893,893
Employee benefits payable (Note 6) 132,754 106,574
Taxes payable 3,286 33,037
Customer deposits 95,455 69,300
Due to related parties (Note 2) 286,487 264,447

3,434,678 3,268,918

Regulatory liabilities (Note 3) 172,156 -

3,606,834 3,268,918

Shareholder's equity
Share capital (Note 8) 4,016,312 4,016,312
Retained earnings 409,311 482,624

4,425,623 4,498,936

$ 8,032,457 $ 7,767,854

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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Sioux Lookout Hydro Inc.
Statement of Retained Earnings

For the year ended December 31 2005 2004

Retained earnings, beginning of year $ 482,624 $ 538,173

Excess of revenue over expenditures for the year 59,225 76,989
541,849 615,162

Dividends (132,538) (132,538)

Retained earnings, end of year $ 409,311 $ 482,624

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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Sioux Lookout Hydro Inc.
Statement of Operations

For the year ended December 31 2005 2004

Revenue
Sale of energy

Residential and general $ 7,038,193 99.7 % $ 6,776,827 96.5 %
Street lighting 44,235 0.6 % 39,823 0.6 %
Unbilled revenue adjustment (23,122) (0.3)% 201,163 2.9 %

7,059,306 100 % 7,017,813 100 %

Cost of bulk power purchased 5,779,463 81.9 % 5,772,596 82.3 %
Gross margin on energy sold 1,279,843 18.1 % 1,245,217 17.7 %

Other operating revenue (Note 10) 169,400 2.4 % 131,025 1.9 %

1,449,243 20.5 % 1,376,242 19.6 %

Expenditures
Administration 444,726 6.2 % 441,599 6.3 %
Amortization 234,042 3.3 % 224,897 3.2 %
Interest and bank charges 119,986 1.7 % 111,263 1.6 %
Operation maintenance 563,198 8.1 % 487,530 6.9 %

1,361,952 19.3 % 1,265,289 18.0 %
Excess of revenue over expenditures before
   payment in lieu of taxes 87,291 1.2 % 110,953 1.6 %

Payment in lieu of taxes
Payment in lieu of taxes 28,066 0.5 % 33,964 0.5 %

Excess of revenue over expenditures
   for the year $ 59,225 0.7 % $ 76,989 1.1 %

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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Sioux Lookout Hydro Inc.
Statement of Cash Flows

For the year ended December 31 2005 2004

Cash provided by (used in)

Operating activities
Excess of revenue over expenditures for the year $ 59,225 $ 76,989
Items not involving cash

Amortization of capital assets (Note 13) 305,504 292,170
Loss on disposal of capital assets 965 3,329

365,694 372,488

Changes in non-cash working capital balances
Accounts receivable 370,677 47,804
Unbilled revenue 23,122 (201,163)
Due to/from related parties 34,302 21,170
Inventory 64,653 11,065
Prepaid expenses (10,265) 309
Accounts payable and accrued liabilities 261,136 150,201
Employee benefits payable 26,180 15,724
Taxes payable (29,751) (118,770)
Customer deposits 26,155 4,850

1,131,903 303,678

Investing activities
Purchase of capital assets (279,586) (300,802)
Decrease in regulatory assets (liabilities) 185,112 123,940
Proceeds on sale of capital assets 3,696 -

(90,778) (176,862)

Financing activities
Decrease in bank indebtedness (140,000) (140,000)
Dividends (132,538) (132,538)

(272,538) (272,538)

Increase (decrease) in cash during the year 768,587 (145,722)

Cash, beginning of year 541,854 687,576

Cash, end of year $ 1,310,441 $ 541,854

The accompanying summary of significant accounting policies and notes are an integral part of these financial statements.
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Sioux Lookout Hydro Inc.
Summary of Significant Accounting Policies

December 31, 2005

Nature of Business The company is incorporated under the laws of Ontario and is
licenced by the Ontario Energy Board (OEB) as an electricity
distributor.

Inventory Inventory is stated at the lower of cost and net realizable
value.  Cost is generally determined on the average cost basis.

Capital Assets Capital assets are recorded at cost less accumulated
amortization. Amortization is provided on a straight line basis
over the assets estimated useful life.

Buildings - 25  years
Distribution system - overhead - 25 years
Distribution system - underground - 25 and 35 years
Distribution transformers - 25 and 35 years
Distribution meters - 25 and 35 years
Other equipment - various - from 4 to 10 years

Goodwill Goodwill being the excess of cost over assigned values of net
assets acquired, is stated at cost. No amortization is provided
for goodwill. The value of goodwill is regularly evaluated by
reviewing the returns of the related business, taking into
account the risk associated with the investment. Any
impairment in the value of the goodwill is written off against
earnings.

Customer Deposits Customer deposits are cash collections from customers to
guarantee the payment of energy bills.

Revenue Recognition Revenue from the sale of electricity is recorded on a basis of
cyclical billings and also includes unbilled revenue accrued in
respect of electricity delivered but not yet billed.

Capital Contributions Capital contributions are set up as a capital asset contra
account, Contributions and Grants. This account is amortized
on the same basis as the related capital assets.

Payment in Lieu of Taxes The company accounts for payment in lieu of taxes using the
tax payable method. Under this method, the company only
reports as an expense the cost of current payment in lieu of
taxes for the year, determined in accordance with the rules
established by the taxation authorities. Future payment in lieu
of taxes have not been reported as it is the opinion of
management that these taxes will be recovered from
customers in the future.
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Sioux Lookout Hydro Inc.
Summary of Significant Accounting Policies

December 31, 2005

Financial Instruments The company's financial instruments consist of cash, accounts
receivable, amounts due to/from related parties, bank
indebtedness and accounts payable. Unless otherwise noted, it
is management's opinion that the company is not exposed to
significant interest, currency or credit risks arising from these
financial instruments.

The fair values of these financial instruments approximate
their carrying values, unless otherwise noted.

Use of Estimates The preparation of financial statements in accordance with
accounting policies established for electric utilities in the
Province of Ontario requires management to make estimates
and assumptions that affect the reported amounts of assets
and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the
reporting period. Actual results could differ from
management's best estimates as additional information
becomes available in the future.
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

1. Inventory

2005 2004

Raw materials and supplies $ 45,679 $ 68,085
Work in progress 8,359 50,606

$ 54,038 $ 118,691

2. Due to/from Related Parties

At the end of the year, the amounts due to/from related parties are as follows:

2005 2004

Due to Shareholder:

  Corporation of the Municipality of Sioux Lookout $ 286,487 $ 264,447

Due from wholly owned subsidiary of shareholder:

  Sioux Hudson Energy Inc. $ 52,624 $ 64,888

These balances are interest free, payable on demand and have arisen from the transfer of
assets, dividends declared and provision of services referred to below.

The Corporation provides billing services to Corporation of the Municipality of Sioux Lookout
for sewer and water. At year end, the uncollected bills from customers was $131,908. As well,
there was a dividend declared and payable of $132,538. During the year, the company billed
electricity and services to the shareholder in the amount of $548,677.

The Corporation provides billing services to Sioux Hudson Energy Inc. for hot water tank
rentals.  When collected, amounts billed are forwarded to Sioux Hudson Energy Inc.

These transactions are in the normal course of operations and are measured at the exchange
value (the amount of consideration established and agreed to by the related parties), which
approximates the arm's length equivalent value for sales of product.
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

3. Regulatory Assets (Liabilities)

Under Bill 210, certain costs and variance account balances are deemed to be "regulatory
assets (liabilities)" in accordance with the OEB Accounting Procedures Handbook. These
assets are to be reflected on the Corporation's balance sheet. The OEB has granted the
Corporation permission to recover the regulatory assets when establishing it's distribtion
rates.  The manner and timing of the regulatory liabilities has not been determined by the
OEB.

2005 2004

Retail settlement variances $ 7,333 $ 2,668
Wholesale market service variances 170,486 86,086
Network charges variances 2,209 (6,177)
Connection charges variances (725,500) (770,328)
Power charges variances 374,488 449,379
Pre-market opening energy variance 276,745 276,745
Transitional costs 38,185 21,005
Less assets recovered through rates (316,102) (46,422)

$ (172,156) $ 12,956

4. Capital Assets

2005 2004

Accumulated Accumulated)
Cost Amortization Cost Amortization

Buildings $ 91,864 $ 18,974 $ 91,864 $ 15,300
Distribution system-overhead 3,591,695 672,630 3,404,097 528,962
Distribution system
   - underground 791,541 147,229 759,708 115,568
Distribution transformers 1,281,875 238,199 1,255,583 186,924
Distribution meters 284,580 51,388 288,839 41,912
Other equipment - various 600,964 289,422 550,266 223,304
Contributions and Grants (384,206) (49,295) (351,970) (33,926)

$ 6,258,313 $ 1,368,547 $ 5,998,387 $ 1,078,044

Net book value $ 4,889,766 $ 4,920,343
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

5. Bank Indebtedness

2005 2004

Demand instalment loan, repayable at $11,666 per
month plus interest at prime, secured by a general
security agreement covering all assets; due 2018 $ 1,761,667 $ 1,901,667

The bank operating loan is due on demand and bears interest at the bank's prime rate,
calculated and payable monthly. It is secured by a general security agreement covering all
assets.

The company has an unused operating line of credit of $175,000 with terms of due on
demand and bears interest at the bank's prime rate calculated and payable monthly.

6. Employee Benefits Payable

2005 2004

Vacation pay $ 5,457 $ 6,777
Vested sick leave 88,738 74,537
Banked overtime 5,581 3,388
Post employment benefits 32,978 21,872

$ 132,754 $ 106,574

7. Income Taxes

Future income taxes have not been recorded in the accounts as they are expected to be
reflected through future distribution revenues. As at December 31, 2005 a future income tax
asset of $63,358 has not been recorded on the balance sheet. A future income tax recovery
of $7,731 has not been reflected in the income tax provision for the year ended December
31, 2005.
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

8. Share Capital

The authorized class A preference share capital of the company is an unlimited number of
non-voting shares, with a stated value equal to the consideration received on issue,
redeemable and retractable at $1,000 per share, and entitled to a non-cumulative annual
dividend of 6%.

The authorized class B preference share capital of the company is an unlimited number of
non-voting shares, redeemable and retractable at $100 per share, and entitled to a non-
cumulative annual dividend of 6%.

The authorized class C preference share capital of the company is an unlimited number of
non-voting shares, redeemable and retractable at $1 per share, and entitled to a non-
cumulative annual dividend of 6%.

The authorized class D preference share capital of the company is an unlimited number of
voting shares, redeemable and retractable at $1 per share, and entitled to a non-cumulative
annual dividend of 6%.

The authorized common share capital of the company is an unlimited number of shares.

The issued share capital is as follows:

2005 2004

100 Common shares $ 4,016,312 $ 4,016,312

9. Financial Guarantees

Participants in the wholesale market for electricity that is administered by the Independent
Electricity Market Operator are required to satisfy prescribed prudential requirements.

During the year the Corporation was party to an irrevocable letter of credit with a Canadian
Chartered bank. The letter of credit amount was 2005 - $381,088 (2004 - $381,088).
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

10. Other Operating Revenue

2005 2004

Late payment charges $ 54,863 $ 50,516
Interest income 20,976 25,262
Pole rentals 37,198 19,408
Administration fees 5,528 7,272
Change in occupancy charges 7,648 7,119
Prior year variance adjustment 20,979 -
Sentinel light rental 9,027 7,989
Sundry 13,181 13,459

$ 169,400 $ 131,025

11. Pension Agreement

The Commission makes contributions to the Ontario Municipal Employers Retirement Fund
(OMERS), which is a multi-employer plan, on behalf of seven members of its staff. The plan
is a deferred benefit plan which specifies the amount of the retirement benefit to be received
by the employee based on the length of service and rate of pay.

The amount contributed to OMERS for 2005 was $25,120 (2004 - $23,093) for current service
which is normally included as an expenditure in the statement of revenue and expenditures.

12. Supplementary Cash Flow Information

2005 2004

Interest paid $ 119,986 $ 111,263
Income taxes paid 57,817 152,734

$ 177,803 $ 263,997
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Sioux Lookout Hydro Inc.
Notes to Financial Statements

December 31, 2005

13. Amortization of Capital Assets
2005 2004

Amortization of building and distribution equipment $ 241,937 $ 232,060
Amortization of office equipment 5,591 5,169
Amortization of Contributions and Grants (15,368) (14,079)

232,160 223,150
Amortization of other capital assets included in relevant

expense categories
Rolling stock 44,665 41,769
Operations and maintenance 26,798 25,505
Sentinel lights 1,881 1,746

$ 305,504 $ 292,170
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