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Non-Consolidated Financial Statements of 

 

E.L.K. ENERGY INC. 
 
Year ended December 31, 2004 



 

 

 

 

 

 

 

AUDITORS’ REPORT TO THE DIRECTORS 

We have audited the non-consolidated balance sheet of E.L.K. Energy Inc. as at December 31, 2004 
and the non-consolidated statements of earnings, retained earnings and cash flows for the year then 
ended.  These non-consolidated financial statements have been prepared for tax return filing 
purposes.  These non-consolidated 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 non-consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at December 31, 2004 and the results of its operations and its 
cash flows for the year then ended in accordance the basis of accounting described in note 1 to the 
non-consolidated financial statements. 

These non-consolidated financial statements, which have not been, and were not intended to be, 
prepared in accordance with Canadian generally accepted accounting principles, are intended for the 
information and use of the Directors of E.L.K. Energy Inc. and the federal and provincial income tax 
authorities for income tax purposes.  The non-consolidated financial statements are not intended to be 
and should not be used by anyone other than the specified users or for any other purpose. 

 

 

Chartered Accountants 

 

Windsor, Canada 

March 9, 2005



 

E.L.K. ENERGY INC. 
Non-Consolidated Balance Sheet 
 
December 31, 2004, with comparative figures for 2003 
 
  2004 2003 
    

Assets 
 
Current assets: 

Cash: 
Unrestricted $ 6,202,997 $ 6,552,279 
Restricted 926,286 926,286 

Accounts receivable  1,686,887 1,746,664 
Work in process 21,738 55,950 
Prepaid expenses 73,547 37,200 
Unbilled revenue 2,753,894 2,530,295 
Inventories 338,326 251,137 
  12,003,675 12,099,811 

 
Capital assets, at cost (note 3)  18,102,055 17,686,266  
Less accumulated amortization 10,388,863 9,780,954 
  7,713,192 7,905,312 
 
Regulatory assets (note 4) 46,502 569,174 
 
Future payments in lieu of income taxes (note 12) 990,000 572,000 
 
Investment in subsidiary – E.L.K. Solutions Inc. 100 100 
 
  $ 20,753,469 $ 21,146,397 
 



 

 
 
 
 
 
  2004 2003 
    

Liabilities and Shareholders’ Equity 
 
Current liabilities: 

Accounts payable and accrued liabilities $ 2,561,458 $ 3,313,941 
Payment in lieu of income taxes payable 360,515 648,908 
Current portion of customer deposits 340,419 377,665 
Shareholders’ promissory notes (note 5) 5,200,000 5,850,000 
  8,462,392 10,190,514 

 
Long-term liabilities: 

Customer deposits 248,996 210,371  
Employee future benefits (note 6) 653,229 644,766 
  902,225 855,137 

 
Shareholders’ equity: 

Share capital (note 7) 100 100 
Retained earnings 6,986,379 5,698,273 
Contributed surplus 4,402,373 4,402,373 
  11,388,852 10,100,746 

 
Contingency (note 8) 
 
  $ 20,753,469 $ 21,146,397 
 
 
See accompanying notes to non-consolidated financial statements.



 

E.L.K. ENERGY INC. 
Non-Consolidated Statement of Earnings 
 
Year ended December 31, 2004, with comparative figures for 2003 
 
  2004 2003 
   
Service revenue $ 16,227,060 $ 17,454,657 
 
Service revenue adjustment 223,599 (416,330)  
  16,450,659 17,038,327  
 
Cost of electricity 12,574,922 11,940,399  
 
Gross margin on service revenue 3,875,737 5,097,928  
 
Other operating revenue: 

Interest and other 445,719 495,693  
Late payment charges 67,219 88,454  
  512,938 584,147  

  4,388,675 5,682,075  
 
Expenditures: 

Administration 705,839 679,507  
Billing and collecting 521,215 523,212 
Amortization 607,909 617,177 
Interest 428,047 465,762 
Operations and maintenance 447,559 638,970 
  2,710,569 2,924,628 

 
Income before payments in lieu of income taxes  1,678,106 2,757,447 
 
Payments in lieu of income taxes: 

Current 808,000 683,000 
Future (418,000) – 
  390,000 683,000  

 
Net earnings $ 1,288,106 $ 2,074,447 

 
 
See accompanying notes to non-consolidated financial statements. 
 



 

E.L.K. ENERGY INC. 
Non-Consolidated Statement of Retained Earnings  
 
Year ended December 31, 2004, with comparative figures for 2003 
 
  2004 2003 
    
Balance, beginning of year $ 5,698,273 $ 3,623,826 
 
Net earnings  1,288,106 2,074,447 
 
Balance, end of year $ 6,986,379 $ 5,698,273 
 
 
See accompanying notes to non-consolidated financial statements. 
 



 

E.L.K. ENERGY INC. 
Non-Consolidated Statement of Cash Flows 
 
Year ended December 31, 2004, with comparative figures for 2003 
 
  2004 2003 
    
Cash provided by (used in): 
 
Operations: 

Net earnings  $ 1,288,106 $ 2,074,447 
Items not involving cash: 

Amortization of capital assets 607,909 617,177 
Increase in employee future benefits 8,463 5,661 
Future payments in lieu of income taxes (418,000) – 

Changes in non-cash operating working capital (1,331,268) 954,246 
  155,210 3,651,531 

 
Financing: 

Decrease in shareholders’ promissory notes (650,000) (650,000)  
Increase (decrease) in long-term customer deposits 38,625 (41,957) 
  (611,375) (691,957) 

 
Investing: 

Capital assets additions, net (415,789) (220,810) 
Decrease in regulatory assets 522,672 297,532 
  106,883 76,722 

 
Increase (decrease) in cash (349,282) 3,036,296  
 
Cash, beginning of year 7,478,565 4,442,269  
 
Cash, end of year $ 7,129,283 $ 7,478,565 
   
   
See accompanying notes to non-consolidated financial statements.



 

 

E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements 
 
Year ended December 31, 2004 
 
 

E.L.K. Energy Inc. supplies and distributes electric power and maintains electrical distribution systems 
in the following communities:  Essex, Harrow, Belle River, Comber, Kingsville, and Cottam. 

E.L.K. Energy Inc. also performs the billing function for the Municipality of the Town of Essex Water 
Department. 

1. Basis of presentation: 

The non-consolidated financial statements have been prepared in accordance with the 
significant accounting policies set out below.  These non-consolidated financial statements 
materially differ from Canadian generally accepted accounting principles because they are non-
consolidated.  The Company’s investment in its wholly-owned subsidiary, E.L.K. Solutions Inc., 
is accounted for using the cost method.  Earnings from the investment are recognized only to 
the extent dividends are received or receivable.  Consolidated financial statements are available 
for distribution. 

2. Significant accounting policies: 

(a) Restricted cash: 

Included within the cash balance is an amount of $926,286 which consists of an irrevocable 
standby letter of credit issued in favour of the Independent Electricity Market Operator 
(‘IMO”) as collateral in support of the Company’s purchase of electricity. 

(b) Inventories: 

Inventories are valued at the lower of cost and market. 

(c) Capital assets: 

Capital assets are stated at cost.  Buildings, plant and equipment and the transmission and 
distribution system are amortized on the straight-line basis at rates suggested by the 
Ontario Energy Board.  These rates of amortization range from 2% to 25%. 

 

 

 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

2. Significant accounting policies: (continued) 

(d) Revenue recognition: 

Revenue from the sale of electrical energy is recognized when power is delivered to 
customers.  Billings from the last meter reading date prior to December 31 are adjusted 
based on a number of factors to reflect estimated usage to the year end date.  These 
estimates are reflected on the balance sheet as unbilled revenue.  Unbilled revenue is the 
amount of electricity that has been shipped to customers but not billed by the end of the 
year. 

(e) Employee future benefits: 

The Company provides post retirement benefits for employees who retire from active 
employment.  The Company measures the costs of its obligation based on its best estimate. 

The Company accrues its obligations under employee benefit plans as the employees 
render the services necessary to earn employee future benefits. 

The cost of retirement benefits earned by employees is actuarially determined using the 
projected cost method pro rated on service and the actuary’s best estimate of expected 
plan investment performance, salary escalation, retirement ages of employees and 
expected health care costs. 

Past service costs from plan amendments are amortized on a straight-line basis over the 
average remaining service period of employees active at the date of amendment. 

(f) Payments in lieu of taxes (“PILs”): 

The Company is currently exempt from taxes under the Income Tax Act (Canada) (“ITA”) 
and the Ontario Corporations Tax Act (“OCTA”). 

Pursuant to the Electricity Act, the Company is required to compute taxes under the ITA and 
OCTA and remit such amounts thereunder computed to the Ministry of Finance (Ontario).  
These amounts, referred to as PILs under the Electricity Act, are applied to reduce certain 
debt obligations of the former Ontario Hydro continuing as Ontario Electricity Financial 
Corporation.  

The Company provides for amounts in lieu of corporate income taxes using the asset and 
liability method. Under the asset and liability method, future tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial 
statement carrying amounts of existing assets and liabilities and their respective tax bases.   



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

2. Significant accounting policies: (continued) 

(f) Payments in lieu of taxes (“PILs”): (continued) 

Future tax assets and liabilities are measured using enacted or substantively enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences 
are expected to be recovered or settled.  The effect on future tax assets and liabilities of a 
change in tax rates is recognized in income in the period that includes the date of 
enactment or substantive enactment. 

(g) Pension plan: 

The Company provides a pension plan for its employees through the Ontario Municipal 
Employees Retirement System (“OMERS”).  OMERS is a multi-employer pension plan 
which operates as the Ontario Municipal Employees Retirement Fund (“the Fund”), and 
provides pensions for employees of Ontario municipalities, local boards, public utilities and 
school boards.  The Fund is a contributory defined benefit pension plan. 

(h) Customer deposits: 

Customer deposits comprise cash collections from electricity customers which are applied 
against any unpaid portion of individual customer accounts.  Customer deposits in excess 
of unpaid account balances are refundable to individuals upon termination of their electricity 
service. 

(i) Use of estimates: 

The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the 
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of 
contingent assets and liabilities at the date of the financial statements. Certain estimates 
are also required as regulations, which will ultimately determine the actual results, have yet 
to be finalized and are dependent on the completion of regulatory proceedings or decisions.  
Due to these uncertainties, actual results reported in future periods might differ from those 
estimates. 

 

 

 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

3. Capital assets: 

 
 2004 2003 
  Accumulated Net book Net book 
  Cost amortization value value 
 
Land $ 156,387 $ – $ 156,387 $ 156,387 
Building, plant and  

equipment 2,960,271 2,162,535 797,736 836,013 
Transmission and  

distribution system 14,985,397 8,226,328 6,759,069 6,912,912 
 
 $ 18,102,055 $ 10,388,863 $ 7,713,192 $ 7,905,312 
 

4. Regulatory assets: 

 
  2004 2003 
 
Transition costs $ 255,488 $ 425,180 
Post-market opening retail settlement  

variances (208,986) 143,994 
 
  $ 46,502 $ 569,174 
 

Regulatory assets represent costs incurred by the Company for the purpose of supporting the 
deregulation of the electricity industry in Ontario.  These amounts have been accumulated 
pursuant to regulation underlying the Electricity Act (“EA”) and deferred in anticipation of their 
future recovery in electricity distribution charges. 

Transition costs represent specific and incremental costs to the Company for systems and 
process changes to support the opening of the competitive electricity market in Ontario on May 
1, 2003 (“Market Opening”).  These costs have been deferred pursuant to regulation underlying 
the Electricity Act and are subject to review and approval for recovery by the OEB.  
Expenditures determined to be ineligible for recovery will be expensed in the period of such 
determination. 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

4. Regulatory assets: (continued) 

Post-market opening retail settlement variances represent amounts that have accumulated 
since Market Opening and comprise: 

a) variances between amounts charged by the Independent Electricity Market Operator 
(“IMO”) for the operation of the wholesale electricity market and grid, various 
wholesale market settlement charges and transmission charges, and the amounts 
billed to customers by the Company based on the OEB approved market service rate; 
and, 

b) variances between the amounts charged by the IMO to allow for purchases of 
imported electricity and the amounts billed to customers by the Company based on 
the OEB approved rates. 

Restructuring of the electricity industry in Ontario 

The Ontario Energy Board Act, 1998 (Ontario) (“OEBA”), conferred on the OEB increased 
powers and responsibilities to regulate the electricity industry.  These powers and 
responsibilities include the power to approve or fix rates for the transmission and distribution of 
electricity, the power to provide continued rate protection for rural and remote electricity 
consumers, and the responsibility for ensuring the distribution companies fulfill obligations to 
connect and service customers.  The OEB may also prescribe license requirements and 
conditions to electricity distributors which may include, among other things, specified accounting 
records, regulatory accounting principles, separation of accounts for distinct business and filing 
and processing requirements for rate setting purposes.  In its capacity to approve or set rates, 
the OEB has the authority to specify regulatory treatments that may result in accounting 
treatments that differ from Canadian generally accepted accounting principles for enterprises 
operating in a non-rate regulated environment. 

Under the OEBA, electricity distributors must receive approval of the Ministry of Energy to apply 
to the OEB for a change in the rates they may charge.  On December 19, 2003, the Minister of 
Energy notified all distributors in Ontario advising them to apply to the OEB for recovery of 
deferred costs referred to as regulatory assets.  It is the government’s intention that regulatory 
assets be recovered over a four-year period.  The Board’s intention is to provide for recovery of 
25% of the regulatory assets as at December 31, 2002 on amended rate schedules, to be 
issued April 1, 2004, with a March 1, 2004 effective date.  During 2004, the Company has 
recovered $169,692 of deferred costs. 

 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

5. Shareholders’ promissory notes: 

The shareholders’ promissory notes are payable on demand, accrue interest at 7.25% payable 
annually, and are secured by a general security agreement. 

6. Employee future benefits: 

E.L.K. Energy Inc. pays certain benefits on behalf of its retired employees.   

The Corporation measures its accrued benefit obligation for accounting purposes as at 
December 31 each year.  A valuation date of December 31, 2002 has been used with the initial 
valuation period 12 months ended December 31, 2003.  Extrapolations from the initial 
calculations are performed for subsequent periods.  Management intends to obtain the next 
valuation in 2006. 

Information about E.L.K. Energy Inc.’s defined benefit plans, which are unfunded, is as follows: 

 
  2004 2003 
    
Accrued benefit obligation, beginning of year $ 644,766 $ 639,105 
Service cost 5,038 4,753 
Interest cost 37,806 37,394 
Benefits paid (34,381) (36,486) 
 
Projected accrued benefit obligation, end of year, 

as determined by actuarial valuation $ 653,229 $ 644,766 
 

The main actuarial assumptions employed for the valuations are as follows: 

 
  2004 2003 
 
Discount rate 5.75% 6% 
Rate of compensation increase 3% 3% 
 
Medical trend rate: 

Initial 9.4% 10% 
Ultimate 4% 4% 
 

 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

6. Employee future benefits (continued): 

The approximate impact of a 1% change in health insurance trend rates is as follows: 

 
 
Change in obligation for 1% increase in trend rates   $ 57,000 
Change in obligation for 1% decrease in trend rates  (49,000) 
 
 

7. Share capital:  

The authorized and issued share capital is as follows: 

 
  2004 2003 
 
Authorized: 

Unlimited common shares 
Issued: 

10,000 common shares $ 100 $ 100 
 

 

The common shares were issued as follows: 

 
  # of Common Amount 
  shares paid 
 
Town of Essex  3,800 $ 38 
Town of Lakeshore  2,400 24 
Town of Kingsville  3,800 38 
 
   10,000 $ 100 
 

8. Contingency: 

The Company belongs to the Municipal Electrical Association Reciprocal Insurance Exchange 
(“Exchange”).  This is a pooling of the public liability insurance risks of many Ontario electrical 
distribution utilities.  All members of the pool are subject to assessment for losses experienced 
by the pool for the years in which they were members on a pro rata basis based on the total of 
their respective service revenues.  It is anticipated that should such an assessment occur, it 
would be funded over a period of up to five years.  Since joining the Exchange, the Company 
has not been subject to any assessments for loss experiences. 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

9. Pension costs: 

The Company makes contributions to the Ontario Municipal Employees Retirement Fund 
(“OMERS”) which is a multi-employer plan, on behalf of 20 members of its staff.  The plan is a 
defined benefit plan which specifies the amount of the retirement benefit to be received by the 
employees based on the length of service and rates of pay.  

The amount contributed to OMERS for 2004 was $85,432 (2003 – $44,523) for current service 
and is included as an expense on the statement of earnings. 

In 2004 the contribution rates were 6.0% for employees earnings below the year’s maximum 
pensionable earnings and 8.8% thereafter.  The contribution rates remain the same for 2005. 

10. Supplemental cash flow information: 

 
  2004 2003 
 
Cash paid during the year for: 

Interest $ 428,047 $ 465,762 
Payments in lieu of income taxes  1,133,393 52,588 

 
Cash received during the year for: 

Interest  181,467 142,447 
Payments in lieu of income taxes – 45,777 

 
 

11. Related party transactions: 

The amounts due to/from shareholders and subsidiary are as follows: 

 
  2004 2003 
 
Due to shareholders, included in accounts payable $ 386,694 $ 257,596 
Due from shareholders, included in accounts receivable 1,750 23,260 
Due from subsidiary, included in accounts receivable 588,447 331,737 
 
 

These amounts are measured at the exchange amount, which is the amount of consideration 
paid or received as established and agreed to by the related parties. 



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2004 
 
 

 

12. Future payments in lieu of income taxes: 

Future income taxes reflect the net tax effects of temporary differences between the carrying 
amounts of assets and liabilities for financial reporting purposes and the amounts used for 
income tax purposes.  Significant components of the Company’s future tax liabilities and assets 
are as follows: 

 
  2004 2003 
 
Future tax liabilities: 

Regulatory assets $ 127,000 $ 128,000 
Investment  11,000 9,000 
 

Total future tax liabilities $ 138,000 $ 137,000 
 
Future tax assets: 

Capital assets $ 658,000 $ 636,000 
Employee future benefits 236,000 233,000 
Intangible assets 234,000 252,000 
Total future tax assets before valuation allowance   1,128,000 1,121,000 

 
Valuation allowance for future tax assets – (412,000) 
Total future tax assets 1,128,000 709,000 
 

Net future tax assets $ 990,000 $ 572,000 
 

13. Fair value of financial assets and liabilities: 

The fair value of the Company’s cash, accounts receivable, accounts payable and accrued 
liabilities, customer deposits and shareholders’ promissory notes approximate their carrying 
values. 

It is not practical to determine the fair value of the investment in subsidiary as it is not publicly 
traded. 

Financial assets held by the Company expose it to credit risk.  As at December 31, 2004, there 
were no significant concentrations of credit risk with respect to any class of financial assets. 

The Company earns its revenue from a broad base of customers located principally in the towns 
of Essex, Lakeshore, and Kingsville.  No single customer would account for revenue or an 
accounts receivable balance in excess of 10% of the respective reported balances. 
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Non-Consolidated Financial Statements of 

 

E.L.K. ENERGY INC. 
 
Year ended December 31, 2005 



 

 

 

 

 

 

 

AUDITORS’ REPORT TO THE DIRECTORS 

We have audited the non-consolidated balance sheet of E.L.K. Energy Inc. as at December 31, 2005 
and the non-consolidated statements of earnings, retained earnings and cash flows for the year then 
ended.  These non-consolidated financial statements have been prepared for tax return filing 
purposes.  These non-consolidated 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 non-consolidated 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 its 
cash flows for the year then ended in accordance the basis of accounting described in note 1 to the 
non-consolidated financial statements. 

These non-consolidated financial statements, which have not been, and were not intended to be, 
prepared in accordance with Canadian generally accepted accounting principles, are intended for the 
information and use of the Directors of E.L.K. Energy Inc. and the federal and provincial income tax 
authorities for income tax purposes.  The non-consolidated financial statements are not intended to be 
and should not be used by anyone other than the specified users or for any other purpose. 

 

 

Chartered Accountants 

 

Windsor, Canada 

March 8, 2006



E.L.K. ENERGY INC.
Non-Consolidated Balance Sheet

December 31, 2005, with comparative figures for 2004

2005 2004

Assets
Current assets:

Cash:
Unrestricted $ 7,792,116    $ 6,202,997        
Restricted 926,286       926,286           

Accounts receivable 1,030,932    1,686,887        
Work in process 38,633         21,738             
Prepaid expenses 101,518       73,547             
Unbilled revenue 3,483,315    2,753,894        
Inventories 311,357       338,326           
Payments in lieu of income taxes 510,210       -                      

14,194,367  12,003,675      

Capital assets, at cost (note 3) 18,928,303  18,102,055      
Less accumulated amortization 11,035,676  10,388,863      

7,892,627    7,713,192        

Regulatory assets (note 4) 635,024 46,502

Future payments in lieu of income taxes (note 12) 1,128,000 990,000

Investment in subsidiary - E.L.K. Solutions Inc. 100              100                  

$ 23,850,118  $ 20,753,469      



2005 2004

Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable and accrued liabilities $ 4,362,018    $ 2,561,458        
Payment in lieu of income taxes payable -                   360,515           
Current portion of customer deposits 1,517,733    340,419           
Shareholders’ promissory notes (note 5) 4,550,000 5,200,000

10,429,751  8,462,392

Long-term liabilities:
Customer deposits 239,692 248,996
Employee future benefits (note 6) 650,037 653,229

889,729       902,225           

Shareholders’ equity:
Share capital (note7) 100 100
Retained earnings 8,128,165 6,986,379
Contributed surplus 4,402,373 4,402,373

12,530,638  11,388,852      

Contingency (note 8)

$ 23,850,118  $ 20,753,469

See accompanying notes to non-consolidated financial statements.



E.L.K. ENERGY INC.
Non-Consolidated Statement of Earnings

Year ended December 31, 2005, with comparative figures for 2004

2005 2004

Service revenue $ 19,668,758 $ 16,227,060

Service revenue adjustment 729,421       223,599           
20,398,179  16,450,659      

Cost of electricity 16,965,467  12,574,922      

Gross margin on service revenue 3,432,712    3,875,737        

Other operating revenue:
Interest and other 552,379 445,719
Late payment charges 62,366 67,219

614,745       512,938           
4,047,457    4,388,675        

Expenditures:
Administration 626,995       705,839           
Billing and collecting 481,419       521,215           
Amortization 646,813       607,909           
Interest 387,319       428,047           
Operations and maintenance 601,125       447,559           

2,743,671    2,710,569        

Income before payments in lieu of income taxes 1,303,786    1,678,106        

Payments in lieu of income taxes:
Current 300,000       808,000           
Future (138,000)      (418,000)         

162,000       390,000           

Net revenue $ 1,141,786    $ 1,288,106        

See accompanying notes to non-consolidated financial statements.



E.L.K. ENERGY INC.
Non-Consolidated Statement of Retained Earnings

Year ended December 31, 2005, with comparative figures for 2004

2005 2004

Balance, beginning of year $ 6,986,379 $ 5,698,273

Net earnings 1,141,786 1,288,106

Balance, end of year $ 8,128,165     $ 6,986,379      

See accompanying notes to non-consoldiated financial statements.



E.L.K. ENERGY INC.
Non-Consolidated Statement of Cash Flows

Year ended December 31, 2005, with comparative figures for 2004

2005 2004

Cash provided by (used in):

Operations:
Net earnings $ 1,141,786 $ 1,288,106
Items not involving cash:

Amortization of capital assets 646,813 607,909
Increase (decrease) in employee future benefits (3,192) 8,463
Future payments in lieu of income taxes (138,000)      (418,000)

Changes in non-cash operating working capital 2,015,786 (1,331,268)
3,663,193     155,210         

Financing:
Decrease in shareholders’ promissory notes (650,000) (650,000)
Increase (decrease) in long-term customer deposits (9,304) 38,625

(659,304)      (611,375)        

Investing:
Capital assets additions, net (826,248) (415,789)
Decrease (increase) in regulatory assets (588,522) 522,672

(1,414,770)   106,883         

Increase (decrease) in cash 1,589,119     (349,282)        

Cash, beginning of year 7,129,283 7,478,565

Cash, end of year $ 8,718,402     $ 7,129,283      

See accompanying notes to non-consolidated financial statements.



 

 

E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements 
 
Year ended December 31, 2005 
 
 

E.L.K. Energy Inc. supplies and distributes electric power and maintains electrical distribution systems 
in the following communities:  Essex, Harrow, Belle River, Comber, Kingsville, and Cottam. 

E.L.K. Energy Inc. also performs the billing function for the Municipality of the Town of Essex Water 
Department. 

1. Basis of presentation: 

The non-consolidated financial statements have been prepared in accordance with the 
significant accounting policies set out below.  These non-consolidated financial statements 
materially differ from Canadian generally accepted accounting principles because they are non-
consolidated.  The Company’s investment in its wholly-owned subsidiary, E.L.K. Solutions Inc., 
is accounted for using the cost method.  Earnings from the investment are recognized only to 
the extent dividends are received or receivable.  Consolidated financial statements are available 
for distribution. 

2. Significant accounting policies: 

(a) Restricted cash: 

Restricted cash of $926,286 consists of an irrevocable standby letter of credit issued in 
favour of the Independent Electricity System Operator (“IESO”) as collateral in support of 
the Company’s purchase of electricity. 

(b) Inventories: 

Inventories are valued at the lower of cost and market. 

(c) Capital assets: 

Capital assets are stated at cost.  Buildings, plant and equipment and the transmission and 
distribution system are amortized on the straight-line basis at rates suggested by the 
Ontario Energy Board.  These rates of amortization range from 2% to 25%. 
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2. Significant accounting policies (continued): 

(d) Revenue recognition: 

Revenue from the sale of electrical energy is recognized when power is delivered to 
customers.  Billings from the last meter reading date prior to December 31 are adjusted 
based on a number of factors to reflect estimated usage to the year end date.  These 
estimates are reflected on the balance sheet as unbilled revenue.  Unbilled revenue is the 
amount of electricity that has been shipped to customers but not billed by the end of the 
year. 

(e) Employee future benefits: 

The Company provides post retirement benefits for employees who retire from active 
employment.  The Company measures the costs of its obligation based on its best estimate. 

The Company accrues its obligations under employee benefit plans as the employees 
render the services necessary to earn employee future benefits. 

The cost of retirement benefits earned by employees is actuarially determined using the 
projected cost method pro rated on service and the actuary’s best estimate of expected 
plan investment performance, salary escalation, retirement ages of employees and 
expected health care costs. 

Past service costs from plan amendments are amortized on a straight-line basis over the 
average remaining service period of employees active at the date of amendment. 

(f) Payments in lieu of taxes (“PILs”): 

The Company is currently exempt from taxes under the Income Tax Act (Canada) (“ITA”) 
and the Ontario Corporations Tax Act (“OCTA”). 

Pursuant to the Electricity Act, the Company is required to compute taxes under the ITA and 
OCTA and remit such amounts thereunder computed to the Ministry of Finance (Ontario).  
These amounts, referred to as PILs under the Electricity Act, are applied to reduce certain 
debt obligations of the former Ontario Hydro continuing as Ontario Electricity Financial 
Corporation.  

The Company provides for amounts in lieu of corporate income taxes using the asset and 
liability method. Under the asset and liability method, future tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial 
statement carrying amounts of existing assets and liabilities and their respective tax bases.   
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2. Significant accounting policies (continued): 

(f) Payments in lieu of taxes (“PILs”) (continued): 

Future tax assets and liabilities are measured using enacted or substantively enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences 
are expected to be recovered or settled.  The effect on future tax assets and liabilities of a 
change in tax rates is recognized in income in the period that includes the date of 
enactment or substantive enactment. 

(g) Pension plan: 

The Company provides a pension plan for its employees through the Ontario Municipal 
Employees Retirement System (“OMERS”).  OMERS is a multi-employer pension plan 
which operates as the Ontario Municipal Employees Retirement Fund (“the Fund”), and 
provides pensions for employees of Ontario municipalities, local boards, public utilities and 
school boards.  The Fund is a contributory defined benefit pension plan. 

(h) Customer deposits: 

Customer deposits comprise cash collections from electricity customers which are applied 
against any unpaid portion of individual customer accounts.  Customer deposits in excess 
of unpaid account balances are refundable to individuals upon termination of their electricity 
service. 

(i) Use of estimates: 

The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the 
reported amounts of assets, liabilities, revenues and expenses, as well as the disclosure of 
contingent assets and liabilities at the date of the financial statements. Certain estimates 
are also required as regulations, which will ultimately determine the actual results, have yet 
to be finalized and are dependent on the completion of regulatory proceedings or decisions.  
Due to these uncertainties, actual results reported in future periods might differ from those 
estimates. 
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3. Capital assets: 

 
 2005 2004 
  Accumulated Net book Net book 
  Cost amortization value value 
 
Land $ 156,387 $ – $ 156,387 $ 156,387 
Building, plant and  

equipment 3,048,815 2,262,221 786,594 797,736 
Transmission and  

distribution system 15,723,101 8,773,455 6,949,646 6,759,069 
 
 $ 18,928,303 $ 11,035,676 $ 7,892,627 $ 7,713,192 
 

4. Regulatory assets: 

Regulatory assets and liabilities arise as a result of the rate regulating process.  The Company 
has recorded the following regulatory asset and liabilities: 

 
  2005 2004 
 
Regulatory assets: 

Deferred payments in lieu of tax $ 527,889 $ – 
Retail settlement variances 286,537 – 
Transition costs 191,356 255,488 
Other regulatory assets  143,594  3,969 
Miscellaneous deferred debits 25,132 – 
 

Regulatory liabilities: 
Retail settlement variances (539,484) (212,955) 
 

  $ 635,024 $ 46,502 
 

(a) Deferred payments in lieu of tax 

Deferred payments in lieu of taxes represent the OEB approved PILs methodology for 
determining the deferral account allowance. 

(b) Retail settlement variances 

E.L.K. has deferred certain retail settlement variances amounts under the provisions of 
Article 490 of the OEB’s Accounting Procedures Handbook.   



E.L.K. ENERGY INC. 
Notes to Non-Consolidated Financial Statements (continued) 
 
Year ended December 31, 2005 
 
 

 

4. Regulatory assets (continued): 

 (b) Retail settlement variances (continued) 

These variances represent amounts that have accumulated since Market Opening and 
comprise: 

(i) variances between amounts charged by the Independent Electricity System Operator 
(“IESO”) for the operation of the wholesale electricity market and grid, various 
wholesale market settlement charges, amounts charged to allow for the purchase of 
imported electricity and transmission charges, and the amounts billed to customers by 
the Company based on the OEB approved market service rate; and 

(ii) amounts allocated to the Company and approved by the OEB for the recovery of 
regulatory assets incurred by Hydro One including low voltage tariffs.  The Hydro One 
recovery of these charges commenced on April 1, 2005 and these costs will be passed 
through to customers during the rate making process. 

(c) Transition costs 

Transition costs represent specific and incremental costs to the Company for systems and 
process changes to support the opening of the competitive electricity market in Ontario on 
May 1, 2002 (“Market Opening”).  These costs have been deferred pursuant to regulation 
underlying the Electricity Act and are subject to review and approval for recovery by the 
OEB.  Expenditures determined to be ineligible for recovery will be expensed in the period 
of such determination. 

During the year, the Company elected to file a minimum review application for regulatory 
assets.  As a result of this election, the Company was required to write down 10% of the 
costs incurred. 

(d) Other regulatory assets 

On December 20, 2004, the OEB issued a letter on the accounting treatment of OEB 
assessments.  The OEB clearly identifies that it is their intent to allow electricity LDC’s to 
record their OEB cost assessments for the Board’s fiscal year 2004 and subsequent year(s) 
in order that these costs may be given consideration for rate recovery in the future.  It is 
anticipated that rate recovery will commence May 1, 2006. 
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4. Regulatory assets (continued):  

(d) Other regulatory assets (continued) 

On February 15, 2005, the OEB issued a letter instructing the deferral of cash pension 
contributions made to the Ontario Municipal Employees Retirement System (“OMERS”) for 
2005 and subsequent years.  The ultimate disposition of these balances, and their eligibility 
for recovery through rates, will be the subject of a future OEB proceeding. 

(e) Miscellaneous deferred debits 

On December 13, 2005, the OEB issued a letter on the accounting treatment of costs 
related to Ontario Price Credit (“OPC”).  Costs related to the payment of OPC should be 
deferred.  The disposition of these accounts will be considered by the OEB when setting 
rates for 2007. 

(f) Electricity industry in Ontario 

The Ontario Energy Board Act, 1988 (Ontario) (“OEBA”), conferred on the OEB increased 
powers and responsibilities to regulate the electricity industry.  These powers and 
responsibilities include the power to approve or fix rates for the transmission and distribution 
of electricity, the power to provide continued rate protection for rural and remote electricity 
consumers, and the responsibility for ensuring the distribution companies fulfill obligations 
to connect and service customers.  The OEB may also prescribe license requirements and 
records, regulatory accounting principles, separation of accounts for distinct business and 
filing and processing requirements for rate setting purposes.  In its capacity to approve or 
set rates, the OEB has the authority to specify regulatory treatments that may result in 
accounting treatments that differ from Canadian generally accepted accounting principles 
for enterprises operating in a non-rate regulated environment.   

5. Shareholders’ promissory notes: 

The shareholders’ promissory notes are payable on demand, accrue interest at 7.25% payable 
annually, and are secured by a general security agreement. 
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6. Employee future benefits: 

E.L.K. Energy Inc. pays certain benefits on behalf of its retired employees.   

The Corporation measures its accrued benefit obligation for accounting purposes as at 
December 31 each year.  A valuation date of December 31, 2004 has been used with the initial 
valuation period 12 months ended December 31, 2005.  Extrapolations from the initial 
calculations are performed for subsequent periods.  Management intends to obtain the next 
valuation in 2006. 

Information about E.L.K. Energy Inc.’s defined benefit plans, which are unfunded, is as follows: 

 
  2005 2004 
    
Accrued benefit obligation, beginning of year $ 653,229 $ 644,766 
Service cost 5,571 5,038 
Interest cost 33,032 37,806 
Benefits paid (41,795) (34,381) 
 
Projected accrued benefit obligation, end of year, 

as determined by actuarial valuation $ 650,037 $ 653,229 
 

The main actuarial assumptions employed for the valuations are as follows: 

 
  2005 2004 
 
Discount rate 5.75% 5.75% 
Rate of compensation increase 3% 3% 
 
Medical trend rate: 

Initial 9.4% 9.4% 
Ultimate 4% 4% 
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6. Employee future benefits (continued): 

The approximate impact of a 1% change in health insurance trend rates is as follows: 

 
 
Change in obligation for 1% increase in trend rates   $ 57,000 
Change in obligation for 1% decrease in trend rates  (49,000) 
 
 

7. Share capital:  

The authorized and issued share capital is as follows: 

 
  2005 2004 
 
Authorized: 

Unlimited common shares 
Issued: 

10,000 common shares $ 100 $ 100 
 

 

The common shares were issued as follows: 

 
  # of Common Amount 
  shares paid 
 
Town of Essex  3,800 $ 38 
Town of Lakeshore  2,400 24 
Town of Kingsville  3,800 38 
 
   10,000 $ 100 
 

8. Contingency: 

The Company belongs to the Municipal Electrical Association Reciprocal Insurance Exchange 
(“Exchange”).  This is a pooling of the public liability insurance risks of many Ontario electrical 
distribution utilities.  All members of the pool are subject to assessment for losses experienced 
by the pool for the years in which they were members on a pro rata basis based on the total of 
their respective service revenues.  It is anticipated that should such an assessment occur, it 
would be funded over a period of up to five years.  Since joining the Exchange, the Company 
has not been subject to any assessments for loss experiences. 
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9. Pension costs: 

The Company makes contributions to the Ontario Municipal Employees Retirement Fund 
(“OMERS”) which is a multi-employer plan, on behalf of 20 members of its staff.  The plan is a 
defined benefit plan which specifies the amount of the retirement benefit to be received by the 
employees based on the length of service and rates of pay.  

The amount contributed to OMERS for 2005 was $81,732 (2004 – $85,432) for current service 
and is included as a regulatory asset in 2005 and as an expenditure on the statement of 
earnings in 2004. 

In 2005 the contribution rates were 6.0% for employees earnings below the year’s maximum 
pensionable earnings and 8.8% thereafter.  The contribution rates will increase to 6.5% and 
9.6% respectively for 2006. 

10. Supplemental cash flow information: 

 
  2005 2004 
 
Cash paid during the year for: 

Interest $ 387,319 $ 428,047 
Payments in lieu of income taxes  1,200,725 1,133,393 

 
Cash received during the year for: 

Interest  213,712 181,467 
 

 

11. Related party transactions: 

The amounts due to/from shareholders and subsidiary are as follows: 

 
  2005 2004 
 
Due to shareholders, included in accounts payable $ 354,414 $ 386,694 
Due from shareholders, included in accounts receivable – 1,750 
Due from subsidiary, included in accounts receivable 285,813 588,447 
 
 

These amounts are measured at the exchange amount, which is the amount of consideration 
paid or received as established and agreed to by the related parties. 
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12. Future payments in lieu of income taxes: 

Future income taxes reflect the net tax effects of temporary differences between the carrying 
amounts of assets and liabilities for financial reporting purposes and the amounts used for 
income tax purposes.  Significant components of the Company’s future tax liabilities and assets 
are as follows: 

 
  2005 2004 
 
Future tax liabilities: 

Regulatory assets $ 7,000 $ 127,000 
Investment  12,000 11,000 
 

Total future tax liabilities $ 19,000 $ 138,000 
 
Future tax assets: 

Capital assets $ 694,000 $ 658,000 
Employee future benefits 235,000 236,000 
Intangible assets 218,000 234,000 
Total future tax assets 1,147,000   1,128,000 
 

Net future tax assets $ 1,128,000 $ 990,000 
 

13. Fair value of financial assets and liabilities: 

The fair value of the Company’s cash, accounts receivable, accounts payable and accrued 
liabilities, customer deposits and shareholders’ promissory notes approximate their carrying 
values due to the relative short-term maturity of these financial instruments. 

It is not practical to determine the fair value of the investment in subsidiary as it is not publicly 
traded. 

Financial assets held by the Company expose it to credit risk.  As at December 31, 2005, there 
were no significant concentrations of credit risk with respect to any class of financial assets. 

The Company earns its revenue from a broad base of customers located principally in the towns 
of Essex, Lakeshore, and Kingsville.  No single customer would account for revenue or an 
accounts receivable balance in excess of 10% of the respective reported balances. 
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