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MESSAGE FROM THE PRESIDENT

2005 was a time of putting our house in order and planning for our future. For much of the year, Yukon Energy was
involved in a Yukon Utilities Board hearing that allowed for a general review of our revenue requirements. A week of
public hearings took place in April and the Board rendered its decision in October. We did not seek an increase in
our firm rates nor were we directed to raise our rates for firm customers. Key elements of the decision are outlined
further on in this report.

A great deal of our time was spent in 2005 preparing a 20-year resource initiative that will guide us in making

sound strategic and long-term decisions regarding our major assets and infrastructure. The plan considers the current
state of Yukon Energy’s core assets and identifies the reinvestment needed to ensure their best use. It assesses our
long-term energy requirements and identifies options for meeting those future needs. We expect to present this plan
to the Yukon Utilities Board in 2006.

Included in our 20-year resource plan is a proposal to extend our Whitehorse/Aishihik/Faro grid
from Carmacks to Stewart Crossing. This would connect Yukon Energy’s two grids and give more
flexibility in terms of power availability. It would also provide hydro power to new mining customers
in the Central Yukon. In 2005 we began some preliminary work looking into the possibility of
building a Carmacks to Stewart transmission line. This project will require meaningful consultation
with First Nations and a recommendation from the Yukon Utilities Board.

Work continued this year on a new corporate structure for Yukon Energy, our parent company
Yukon Development Corporation and our sibling the Energy Solutions Centre. This has led to greater
accountability, transparency and simplicity of organizational structure.

2004 was a bargaining year at Yukon Energy and in 2005 a new three-year contract was implemented
with our approximately 50 unionized employees.

In 2005 we became part of a national program aimed at eliminating workplace injuries and deaths

among young Canadians. The Passport to Safety Program supports and encourages education and

workplace-specific safety training for young people. Yukon Energy is promoting this program during
WORK CONTINUED THIS YEAR ON the hiring process, and completion of the on-line test is an asset to young people applying for a job
A NEW CORPORATE STRUCTURE at our company.
FOR YUKON ENERGY, OUR PARENT
COMPANY YUKON DEVELOPMENT
CORPORATION AND OUR SIBLING
THE ENERGY SOLUTIONS CENTRE.
THIS HAS LED TO GREATER

ACCOUNTABILITY, TRANSPARENCY ) iy
AND SIMPLICITY OF ORGANIZA- As part of our commitment to the people and communities we serve, Yukon Energy awarded

scholarships to ten outstanding post-secondary students in 2005. We completed the first full year of
an apprenticeship and training benefits funding agreement with the Nacho Nyak Dun and Tr'ondék
Hwéch'in First Nations, as part of an agreement made while building the Mayo/Dawson City
transmission line. We also made corporate donations worth more than $72,000 to a wide variety of
Yukon non-profit groups.

For the fifth year in a row, Yukon Energy was recognized nationally for our efforts to reduce
greenhouse gas emissions. We received a Gold Champion Level Reporter Award from the
Canadian GHG Challenge Registry (formerly Canada’s Climate Change Voluntary Challenge and
Registry Incorporation), a non-profit partnership between industry and governments across Canada.
We share this honour with only about 150 other Canadian companies.

TIONAL STRUCTURE.

I would like to take this opportunity to thank our customers for their business and continued support.
Thank you as well to the dedicated and hard-working staff at Yukon Energy.

David Morrison
President and CEQ

e Message from the President



“THE YUKON IS A GOOD PLACE TO CALL HOME
THE LONG DAYS OF SUMMER AND THES
IN WINTER FOR PLAYING IN THE

— Clint Kelland, Power Line Technician, Mayo

OVERVIEW

Established in 1987, Yukon Energy is a publicly-owned electrical utility
that operates as a business, at arms length from the Yukon government.
We are the main generator and transmitter of electrical energy in the
Yukon and we work with our parent company Yukon Development
Corporation to provide Yukoners with a sufficient supply of safe, reliable
electricity and related energy services.

There are almost 15,000 electricity consumers in the territory. Yukon
Energy directly serves about 1,700 of these customers, most of whom
live in and around Dawson City, Mayo and Faro. Indirectly, we provide
power to many other Yukon communities (including Whitehorse,
Carcross, Carmacks, Haines Junction, Ross River and Teslin) through
distribution to the Yukon Electrical Company Limited. Yukon Electric
buys wholesale power from Yukon Energy and sells it to retail
customers in the territory.

Yukon Energy has the capacity to generate 116 megawatts of power.
Seventy five megawatts of that are provided by our hydro facilities in
Whitehorse, Mayo and Aishihik Lake (40 megawatts at Whitehorse,
30 megawatts at Aishihik and 5 megawatts at Mayo), 39 megawatts
by diesel generators (which we currently only use as back-up) and
0.8 megawatts by two wind turbines located on Haeckel Hill near
Whitehorse.

Yukon Energy is regulated by the Business Corporations Act, the Public
Utilities Act and the Yukon Water's Act.

Our headquarters are located near the Whitehorse Rapids hydro plant
in Whitehorse, with community offices in Mayo, Faro and Dawson City.

VISION
Yukon Energy provides reliable and cost-effective energy services for
customers throughout the Yukon.

MISSION

Provide a sufficient supply of safe, reliable electricity and related energy
services to customers throughout the Yukon, while following sound business
practices and demonstrating leadership in protecting the environment.

We undertake to:
* be responsive to our customers and their changing needs and
expectations;

* commit to the safety and development of our employees;

* be cost-effective in the utilization and investment of resources,
always remembering that we are spending the customer’s money
and making long-term decisions;

* place priority on the fundamentals; that is, safe and reliable
electrical services;

* demonstrate the value of Yukon-based public ownership and
management;

¢ act ethically and honestly treating employees, customers and others
with fairness, dignity and respect; and

* build enduring relations with Yukon First Nations.

VALUES

Our actions and activities are guided by our core values:

e Commitment e Learning, Growth and Development

* |ntegrity * Respect

* Effective Service ¢ Teamwork

» Safety  Accountability

Overiew



JKON ENERGY TODAY...
AND YUKON ENERGY TOMORROW.”
OUR EMPLOYEES

— Ron Kirkwood (father), Plant Operator and
Calvin Kirkwood (son), summer student and
future linesman

Yukon Energy employs approximately 68 highly skilled and

dedicated people in Whitehorse, Faro, Mayo and Dawson City.

Yukon Energy invested generously in employee development in 2005,
with 88 percent of our workforce receiving training opportunities.

Yukon Energy completed and ratified a new three-year collective
agreement with our approximately 50 unionized employees. The
agreement saw wage increases of 8.5 per cent over three years.
Other elements of the deal include additional RRSP contributions
by the company, increased location allowance and an increase
in shift premiums.

25 YEARS
Cassandra Crayford
Gary Jones

Extensive work was done again this year on a new job
classification plan. All union positions were re-classified in 2005
using an alternative system that's being utilized elsewhere in
Canada and abroad. No employee will suffer any loss of pay as a 20 YEARS
result of this exercise.

John Greer
It is important to Yukon Energy that we celebrate the
achievements of our employees. We would like to congratulate 15 YEARS
our 12 employees who received Long Service Awards this year. John Aldrich

Bob Burrell
Ron Gee
Al Hammond

5 YEARS
Nick Balderas

Peggy Chippett

Sulem Darani

Pat Peirson

Roxanne Schofield-Wray

o Our Employees




SUMMARY OF UTILITY OPERATIONS

2005 2004 2003 2002 2001
Generating Capacity (in MW)
Hydro 75 75 75 75 75
Diesel 36 36 40 40 40
Wind 1 1 1 1 1
Total 112 112 116 116 116
Peak Demand (in MW)
WAF System 56 57 51 47 51
\WEW) 4 4 3 3 3
Dawson 0 0 3 3 3
Total 60 61 59 53 57
Generation (in GWh)
Whitehorse Rapids 202 206 208 169 141
Aishihik 81 Al 61 86 107
Mayo 25 24 13 7 8
Wind 1 0 1 1 1
WAF Diesel 0 0 0 1 0
Other Diesel 0 1 1 15 15
309 {17} 294 219 272
Electric Sales (in $000)
Residential 1,397 1,395 1,370 1,359 1,288
General Service 2,838 2,216 2,104 2,094 1,963
Industrial - 20 36 74 129
Wholesale 20,925 20,773 20,232 19,929 18,576
Secondary Sales 767 369 315 180 110
Other 292 131 142 150 176
26,298 24,904 24,199 23,786 22,242
Electric Sales (MWh)
Residential 10,169 10,199 10,001 9,662 9,564
General Service 18,438 14,016 13,375 12,829 12,547
Industrial - 247 452 884 2,128
Wholesale 237,419 235,982 229,971 220,927 217,365
Secondary Sales 18,933 16,517 13,621 8,397 5,805
284,958 276,961 267,420 252,698 247,409
Cents Per kWh (Note 1)
Residential 13.74 13.68 13.70 14.07 13.46
General Service 15.39 15.81 15.73 16.32 15.64
Industrial - 8.04 8.05 8.39 6.07
Wholesale 8.81 8.80 8.80 9.02 8.55
Secondary Sales 4.05 2.23 231 2.14 1.89

Note 1 The revenue amount included in the Cents per kWh calculation includes the customer rate schedule revenues and related revenues from Rider J — Revenue Shortfall Rider in

decision 1998-05 and subsequently amended in Order 2003-02.

Summary of Utility Operations



“I LOVE MY JOB AT YUKON ENERGY BECAUSE
OF THE VARIETY OF WORK AND THE PRIVILEGE
OF WORKING WITH A TEAM OF HIGHLY SKILLED
TRADES PEOPLE. MY ADVICE FOR ANYONE
WANTING EMPLOYMENT HERE IS TO ACHIEVE
THE NECESSARY QUALIFICATIONS AND PROPE
TRAINING AND THEN, WELCOME TO THE TEAM.

— Jim Petelski, Plant Operator

YUKON UTILITIES
BOARD APPLICATION

The Yukon Utilities Board is the quasi-legal
body that regulates utilities in the territory.
In December 2004, Yukon Energy applied to
the Utilities Board for a general review of
our revenue requirements for 2005. A week
of public hearings took place in April 2005
and the Board rendered its decision in
October. Key elements of the decision are
listed here:

* More information about the Board
decision can be found in Note #3 of
this report’s financial statements.

Yukon Utilities Board Application

APPLICATION ELEMENTS
1. No general rate increase

2. To fund its 2005 short-fall, Yukon Energy
asked approval to create an interest earning
trust fund — to be called the Income
Stabilization Trust Account (IST) — and to
transfer the balance in the Diesel Contingency
Fund and the Faro Mine de-watering deferral
account to that IST.

3. Re-classify the Faro mine rate to normal
General Service — Government Rate.

4. The Secondary Sales Rate be set at
70 percent of the price of fuel oil, and the
rates be adjusted quarterly to reflect the
current price of fuel.

5. Permission to raise the allowed maximum the
utilities can spend on new residential customer
hook-ups. For new general service customers,
investment maximums would increase from
$180 per kilowatt of load to $400 per kilowatt.

6. For the purposes of setting rates, the Yukon
Utilities board must determine an allowed
return on equity (ROE) for Yukon Energy.
Yukon Energy proposed a ROE of 9.05 percent.

7. Allow $29.789 million of the Mayo/Dawson
Transmission Line costs to be put in rate base.

DECISION

Request approved
IST denied, but Yukon Energy can fund its
2005 revenue shortfall from the Faro Mine de-

watering deferral account. Also, the Diesel
Contingency Fund remains largely intact.

Request approved.

The Secondary Sales Rate set at 66.7 percent of
the price of fuel oil. The request for a quarterly
rate-setting mechanism is approved.

Request approved.

Request approved.

Allowed rate base cost of $28.996 million.

A financial review of Yukon Energy is
necessary. The timing and scope will be
determined later.

Reduce training by $47,000 and Board of
Directors expense by $102,000.



KEY ACTIVITIES

ELECTRICITY RATES

Yukon Energy was once again able to avoid increasing our firm
rates in 2005. This is the ninth consecutive year that firm rates have
remained stable.

Governments have over the years supported and even paid for a series
of rate relief programs. These programs have been funded by government
contributions or at times directly by the Yukon Development Corporation.
In recent years the territorial government provided a $10 million
contribution to fund the Rate Stabilization program. This fund has now
been depleted and the program is being operated from internal funds
provided by the Yukon Development Corporation. The rate relief program
has been extended until April 2007. The annual cost of the Rate
Stabilization Fund is approximately $3.6 million.

20-YEAR RESOURCE PLAN

A great deal of time was also spent in 2005 on a 20-year resource plan,
which will guide Yukon Energy in making sound strategic and long-term
decisions regarding our major assets and infrastructure. The plan, when
complete, will consider the current state of Yukon Energy’s core assets,
how they are being maintained, and will identify the reinvestment
needed to ensure their best use. It will assess our long-term (20 year)
requirements and identify options for maintenance, life extension and
replacement of existing facilities, and construction of new ones.

It will, for example, outline the possibilities for additional water
storage in the Southern Lakes system, which could include raising the
water level in Marsh Lake. It will look at whether it makes more
economic sense to replace Yukon Energy’s aging diesel turbines with
new diesels, or instead to adopt other generating options, such as
installing a third hydro unit at Aishihik. It will examine choices for
supplying Whitehorse with electricity in the event of a failure on the
Aishihik transmission line, from which we get most of our winter power.

Once completed in 2006, we will hold public consultation with Yukoners
on the range of options under consideration. We will also request that
the Yukon Utilities Board conduct a full review of the plan.

CARMACKS TO STEWART TRANSMISSION LINE PROJECT
Included in our 20-year Resource Plan is a proposal to extend our
Whitehorse/Aishihik/Faro grid from Carmacks to Stewart Crossing.
This would connect Yukon Energy’s two grids and give more flexibility
in terms of power availability. It would also provide hydro power to
new mining customers in the Central Yukon. There are strong
indications that both Minto and Western Silver will begin mining
operations in the Pelly Crossing area within the next couple of years.
With this in mind, Yukon Energy sought financial support in 2005 from
the Yukon government to do planning and permitting work for a new
transmission line from Carmacks to Pelly Crossing. Our hope is that
the line would eventually extend to Stewart Crossing.

Yukon Energy if collaborating with the government to cover initial project
planning. Yukon Energy expects to go back to the government for more
funding in 2006. We believe the total bill for planning and permitting

will be about $3 million. This project will only go ahead after meaningful
consultation with First Nations and only on the recommendation of the

Yukon Utilities Board. All environmental permits must be obtained
before the transmission line is constructed. As well, this project will
only move forward if Yukon government infrastructure funding ensures
no adverse impact on ratepayers.

MAYO/DAWSON TRANSMISSION LINE

The Mayo to Dawson City transmission line, which has operated since
the fall of 2003, involved building a 232 kilometre long transmission
line and related infrastructure to connect the City of Dawson to the
Mayo hydroelectric station. It has allowed Yukon Energy to supply Dawson
with clean surplus hydro electricity (Dawson’s diesel generators are now
only used as emergency back-up) and has reduced greenhouse gas by
10,000 tonnes a year.

The project is a good one that will save Yukon electrical customers
more than $20 million over the life of the line. However it is significantly
over its original budget estimate of $27.2 million. The final cost of the
line is expected to be about $36.2 million. As a result we asked the
Auditor General to conduct an audit, which was completed early in 2005.
The audit identified a number of weaknesses in our internal operations
and in general found that we did not apply good project management
practices in the case of the Mayo/Dawson line construction.

Even before the audit was done, Yukon Energy recognized that changes
needed to be made internally. We have as a result improved our capital
project processes. A committee now reviews all capital project plans
and makes recommendations to senior management for approval.
Projects have detailed descriptions of scope and forecasted costs. We
will now seek prior approval from the Yukon Utilities Board for all projects
worth more than $3 million.

Yukon Energy has developed new contracting policies and guidelines
that have been approved by the Board of Directors.

We are still working to resolve a number of significant project-related
legal disputes and claims with the general contractor.

On a related note, Yukon Energy fulfilled its training agreements with
the First Nation of Nacho Nyak Dun and the Tr'ondék Hwéch'in First
Nation, as part of the Mayo to Dawson Transmission Line Benefits
Agreement. Through this agreement, we provide each of the two
First Nations up to $15,000 a year for apprenticeship and training
opportunities. The agreement is for 20 years with an option to renew
for a further five years. We believe this is going a long way in helping
the Tr'ondék Hwéch'in and Nacho Nyak Dun achieve their training
needs and is assisting members of the two First Nations to find
meaningful employment.

STEWART TIE-IN

Yukon Energy, in cooperation with Yukon Electrical Company Limited,
completed a project in the summer of 2005 to connect Stewart
Crossing residents to the Mayo/Dawson transmission line. This tie-in
with the Mayo/Dawson transmission line has allowed Stewart residents
to switch to environmentally-friendly hydro power, thus displacing
about 148,000 litres of fuel per year and reducing greenhouse gas
emissions by 420 tonnes annually.

Key Activities
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AISHIHIK BOAT LAUNCH/HERITAGE PROJECT

Yukon Energy is obligated to carry out certain activities each year
to fulfill our water licenses. In 2005 we made improvements to the
Aishihik Power Canal and built a board launch at the north end of
Aishihik Lake. We also filed an updated heritage mitigation plan
for the Aishihik area and a water license amendment regarding
our Aishihik Lake control structure, to reflect Canadian Dam
Safety guidelines.

WHITEHORSE GENERATOR REFURBISHING

Over the last few years we have allotted money to overhaul one
hydro generator each year. In 2005 one of our four Whitehorse
hydro turbines was refurbished. The refurbished unit was back on
line by late July, two months after the work began. In 2006, one of
our Aishihik hydro generators will receive an overhaul.

WIND ENERGY

To assess the potential for commercial wind generated power,
Yukon Energy typically operates a few monitoring stations per year
throughout the territory. In 2005, Yukon Energy had two stations
on Ferry Hill near Stewart Crossing and a summertime-only station
on Dawson City's East Dome. If there are encouraging results
from Dawson City we will look at installing a year-round monitoring
station there in the near future.

SECONDARY SALES

Currently Yukon Energy has the ability to produce more hydro-generated
electricity than it needs for its customers. To take advantage of
the economic and environmental benefits of this surplus power,
the Corporation developed a Secondary Sales Program.

This program gives eligible Yukon businesses the option of using
hydro power to heat their facilities instead of diesel fuel or propane,
both of which are more expensive. However, there are some
stipulations: the service is limited and is fully interruptible, and the
business" existing heating system must be maintained and fully
operational so that it can be re-activated on 24 hours notice. A
second electrically fired heating system must be added in order to
utilize the secondary sales electricity as a heating source. The
business must also be located in an area that is served by
hydro-generated power.

Yukon Energy received final approval from the Yukon Utilities

Board effective January 1, 2005 to change the retail rate charged for
secondary power to 66.7 percent of the cost of heating with diesel
fuel (up from approximately 42 percent). The rate is also subject to
a quarterly adjustment based on the actual Whitehorse cost of diesel
fuel. In 2005 secondary energy sales increased by 14.6 percent from
2004, accounting for 6.6 percent of Yukon Energy's total energy sales.

Key Activities

FLEX-TERM NOTE

Yukon Energy's longstanding dispute with Indian and Northern Affairs
Canada (INAC) regarding the interpretation of secondary sales under a
flexible term note was resolved in 2005, through a buy-out of the note
by the Yukon Development Corporation. This buy-out means the Yukon
now has complete ownership of the power assets previously owned by
the Northern Canada Power Commission. It also means that Yukon
Energy can lock in the benefits of a very favourable financing deal for
the long-term benefit of ratepayers.

GOVERNANCE

In terms of governance initiatives, Yukon Energy and our parent the
Yukon Development Corporation (YDC) implemented a number of
measures as part of improvements to our day-to-day business. A new
Letter of Expectations was negotiated with the Minister that outlines
specific priorities and performance expectations regarding the two
corporations. As well, new protocols were established that clearly lay
out the role of YDC as the sole shareholder of Yukon Energy. The
Minister was also provided with the corporations’ business plans and
quarterly progress reports.



“WE BECAME A PASS
SAFETY EMPLOYER BE
IN OUR BUSINESS, SAFE
HAS TO BE A PART OF EVERY
DECISION WE MAKE AND
EVERY ACTION WE TAKE.”

— Ken Sawyer, Coordinator of

Property and Projects with summer
student Shawn Sederberg

HEALTH AND SAFETY

SAFETY REVIEWS

Safety is a top priority at Yukon Energy. Safety reviews of all our
dams were conducted in 2005, the results of which indicate our
dams are in good shape. There are some minor improvements that
we will look at addressing in the coming months. We also had an
analysis done of our health and safety system. This analysis will
help in identifying any weaknesses in our practices and procedures.

“YUKON ENERGY IS PROBABLY
ONE OF THE BEST KEPT SECRETS
IN TERMS OF REWARDING
EMPLOYMENT. THE WORK IS
VARIED, CHALLENGING AND
SATISFYING, AND THE STAFF
ARE GREAT TO WORK WITH.
| THINK THIS IS THE BEST JOB
I'VE EVER HAD!"

— Janet Patterson,
Supervisor of Communications

PASSPORT TO SAFETY

In 2005 Yukon Energy became part of a national program aimed at
eliminating workplace injuries and deaths among young Canadians.
The Passport to Safety Program supports and encourages education
and workplace-specific safety training for young people. It offers an
on-line test to help make teenagers and young adults aware of their
rights and responsibilities regarding health and safety, and therefore
better prepares them to keep safe while at work.

Yukon Energy is promoting this program during the hiring process,
and completion of the on-line test is an asset to young people
applying for a job at our company.

Health and Safety o



ENVIRONMENTAL STEWARDSHIP

GREENHOUSE GAS EMISSION REDUCTIONS

For the fifth consecutive year, Yukon Energy has been awarded the
Gold Level Reporter award for tracking, reporting and reducing carbon
dioxide emissions. This is an honor we share with only about 150
other companies across Canada. This award is from the Canadian GHG
Challenge Registry (formerly the National Voluntary Climate Change
Registry), a non-profit industry/government national partnership that
works to address climate change.

WHITEHORSE RAPIDS FISHWAY

The Whitehorse Fishway, built at the same time as the dam (1958) to
help migrating salmon bypass the dam to reach their spawning grounds,
had another successful season this year. The fishway is owned by
Yukon Energy and operated by the Yukon Fish and Game Association,
and is one of the Yukon's most popular tourist attractions. Almost
30,000 visitors came to view the salmon this summer.

The facility was made even more enjoyable and educational this year
with the addition of new interpretive panels and brochures, interactive
games for children, and evening presentations organized by the Yukon
government’s Department of the Environment. For the second year in a
row, First Nation elders were on hand twice a week in our interpretive
tent to answer questions from the public, and the display material in
the tent was expanded from last year. The tent and elders are proving
to be a very popular addition to the facility.

There was a concerted effort this year to hire bilingual staff (English
and French or English and German). It was the first time in the history
of the fishladder that all the attendants were fluent in two languages.

As a pilot project this year, we produced a family season’s pass for
sale to the public. This was quite popular with local residents and we
will offer the pass again next year.

In 2005, 2,632 salmon went through the fish ladder, compared with
1,992 last year

WHITEHORSE RAPIDS FISH HATCHERY

The Whitehorse Rapids Fish Hatchery began operating in 1984 to
counteract the numbers of migrating Chinook salmon fry being affected
by our power plant. In 1996 the hatchery was expanded to accommodate
the Yukon government's fresh water fisheries program. Freshwater fish
such as arctic char, lake trout, rainbow trout and bull trout are raised to
stock pothole lakes in the southern Yukon, including Hidden, Long and
Gloria Lakes among others.

Under a funding agreement with the Yukon government’s Department
of Environment, Yukon Energy and the government jointly and equally
share the operating and maintenance costs of the hatchery, which in
2005 totalled approximately $173,450.00.

R & D Environmental administers, manages and operates the facility
year round by way of a contract with Yukon Energy.

Environmental Stewardship

“BEING A GUIDE AT THE WHITEHORSE
RAPIDS FISHWAY IS A REALLY GREAT
WORKING EXPERIENCE. | HAVE
LEARNED SO MUCH AND HAVE HAD THE
OPPORTUNITY TO MEET INTERESTING
PEOPLE FROM ALL OVER THE WORLD.”

— Veronique Saint-Onge, Fishway summer student

In 2005 the freshwater component of the hatchery reared and released
65,696 kokanee salmon, 899 bull trout fry, 3,268 Arctic char, and 4,607
lake trout juveniles. In addition, 815 rainbow trout, 886 bull trout and
500 kokanee salmon juveniles were held at the hatchery for future
stocking and/or for the brood stock program.

Alevins (baby fish) from the freshwater fall egg takes are as follows:
24,784 bull trout, 3,883 kokanee salmon, and 476 Arctic char. These
fish will be moved into round tanks during the first two months of 2006.

The developed freshwater brood stock program consists of 49 bull
trout adults, and 64 rainbow trout adults, which are being raised for
future egg takes.

The chinook salmon component of the Whitehorse Rapids Fish Hatchery
released 112,839 chinook fry into the upper drainage of the Yukon River
above the Whitehorse dam. As of December 31, 2005 the hatchery
was incubating an estimated 161, 843 chinook alevins which should be
moved to tanks in February 2006.

FISH HABITAT PROTECTION

2005 was the sixth consecutive year of a long-term juvenile whitefish
monitoring program at Aishihik Lake. This program was initiated in
1999 with the goal of preserving the lake whitefish population of
Aishihik Lake and ensuring that no significant adverse effects to the
lake whitefish fishery result from the operation of the Aishihik Hydro
generating facility. A management regime is now in place to respond
to any significant changes attributable to the hydro operations, at an
early enough stage to minimize effects on the fishery.



CORPORATE CITIZENSHIP

ROTARY CENTENNIAL BRIDGE AND MILLENNIUM TRAIL

Yukon Energy has been a major supporter of the Millennium Trail — a
paved walkway that stretches on either side of the Yukon River in the
vicinity of the Corporation’s Whitehorse hydro operation. It is the first
trail in Whitehorse that is accessible to people in wheelchairs and has
been used by hundreds of visitors and residents since it opened this year.
In 2005 work was completed on a bridge that spans the Yukon River and
joins the two sections of the trail to make a continuous loop. Yukon Energy
has contributed approximately $100,000 towards the trail and bridge.

OPPORTUNITIES NORTH CONFERENCE

Yukon Energy was a major sponsor in Opportunities North 2005, a pan
northern business and investment conference designed to showcase
the territory’s economic potential and to foster economic partnerships.
Government, First Nations and business delegates shared information
concerning infrastructure and resource development. It was one of the
largest business and investment conferences ever held in the Yukon.

FINANCIAL CONTRIBUTIONS TO NON-PROFIT GROUPS

Yukon Energy continues our tradition of sponsoring the good work of
non-profit organizations throughout the territory. Through our corporate
contributions program, we donated more than $72,000 to 70 community
groups in 2005. The list covered everything from sports and recreation,
the arts, tourism, education, and health and social services. Here are a
few examples of how we have helped community groups this year.. ..

“A sincere thank you to Yukon Energy for your financial contribution

to the 5th Annual Young Women Exploring Trades conference.
Thank you as well for allowing one of your staff members to
participate as a workshop volunteer. This kind of support from
the Yukon’s business community is what makes it possible for
us to continue to promote the trades to our young people.”

— Betty Irwin, Coordinator of Yukon Women in Trades and Technology

“For over a decade, Yukon Energy's corporate sponsorship of
the Yukon Quest has helped our organization maintain a vital
connection to traditional travel by dog team. Yukon Energy
staff also work closely with Yukon Quest organizers to ensure
a safe race trail is maintained on the Yukon River below the
Whitehorse power dam.”

— Stephen Reynolds, Manager, Yukon Quest International (Canada)

SCHOLARSHIPS

Yukon Energy, in conjunction with Yukon Development Corporation
and the Yukon government’s Bureau of French Language Services,
continued our strong support for Yukon students. In 2005 the three
entities provided scholarships worth $15,100 to 10 deserving young
adults. These scholarships are a significant investment in our
communities and symbolize our ongoing belief in the potential of the
young people in the territory. As well as offering general scholarships,
members of the First Nation of Nacho Nyak Dun and the Tr'ondék
Hweéch'in First Nation are eligible to be considered for scholarships as
part of our Mayo/Dawson Transmission Line Benefits Agreement.

COMMUNITY INVOLVEMENT

It is important to Yukon Energy that we participate actively in the
communities we serve. In 2005, Yukon Energy took part in a Student
Career Fair in the rural community of Haines Junction. The event drew
students, parents and members of the general public from several
Yukon communities.

One of our staff assisted with an electrical workshop at a Young
Women Exploring Trades Conference that exposed about 120 grade
eight girls to various trade-related career options.

Our employees are also very giving of themselves in their free time.
Many staff members volunteer for a large variety of community
organizations and events.

“LIVING IN THE YUROLLISS

GREAT BECAUSE OF THE
MAGICAL ATMOSPHERE
AND CLOSE COMMUNITY
SPIRIT, AND VOLUNTEERING
ALLOWS ME TO BE A PART
OF THAT SPIRIT.”

— Rick Rondeau, Assistant Buyer

Corporate Citizenship

1)




“FISH ARE MY INSPIRATION. THEY
LIVE, GROW, DIE AND ALL THE
WHILE THEY GIVE MUCH MORE
THAN THEY TAKE. THEY ARE ONE
OF THE FEW LIVING CREATURES
| KNOW OF THAT NURTURE AND
FEED ALL OTHERS WHO SHARE
THEIR ENVIRONMENT. | FEEL VERY
FORTUNATE BEING ABLE TO
SHARE WITH OTHERS THE STORY
OF THEIR AMAZING LIFE CYCLE.”

— Lawrence Vano, Operations Manager,
Whitehorse Rapids Fish Hatchery

BOARD OF DIRECTORS

There were some changes at the board level in 2005. Board
member Shirley Abercrombie left because of work commitments
and was replaced by Greg Hakonson of Dawson City. The
appointment of Board Chair Willard Phelps was extended for
another year. Training for board members was a priority in 2005,
with members enhancing their skills in corporate governance

and financial literacy.

Willard Phelps, Chair
Martin Allen

Fred Blanchard

Carl Charlie

Greg Hakonson
Paul Hunter
Pat Irvin

Barb Joe

@ Board of Directors, Senior Management

SENIOR MANAGEMENT

David Morrison,
President and C.E.O.

Les Boisvert,
Manager Operations,
Health & Safety

Hector Campbell,
Director, Resource Planning
& Chief Information Officer

Wendy Fendrick,
A/Chief Financial Officer

Linda Greer,
Director,

Human Resources

& Corporate Services

Alex Love,
Director,
Technical Services

Dave Wray,
Director, Operations



FINANCIAL SUMMARY
(in $000s)

Revenue

Sales of power

Recovery of costs (Note 1)
Qther

Expenses

Administration

Insurance

Operations and Maintenance

Fuel

Fecoverable costs (MNaote 1)

Amartization

Finance charges

Interest income and Allowance for funds
used during construction

Net Income

Capital Assets
At cost (net of contributions)

less: accumulated amortization
Net Book Value

Utility Return on Equily achieved

Utility Return cn Equity allowed

Mote 1 Recovered costs are from the corporation’s parent, sister company, and as part of an insurance claim,

2005 2004 2003 2002 2001
26,298 24,004 24,199 23,786 22242
406 507 488 539 513
185 281 152 270 190
26,889 25,782 24,838 24,585 22,845
6,641 5,249 5,057 4,723 4,079
8049 o84 1,226 1,166 748
5,206 4431 4,285 4,036 3871
137 210 080 1,269 1,337
406 587 488 539 B13
5,383 6,347 5,866 5,536 5,249
4,500 2,026 3,675 3,823 4,376
(206) {158 (904) (318) (475)
3,823 5,196 4,166 3831 3,247
208,168 206,150 201 488 193,874 167,966
61,951 58,800 53,919 49,453 44,920
146,217 147260 147,560 144421 123 045
9.46% B.7T1% B.T8% B.79% T.87%
8.05% 9.14% REL A 9.14% LRELY

Financial Summary

®
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AUDITOR’S REPORT

Tao the Board of Directors of Yukon Energy Corporation

1 have andited the balance sheet of Yukon Energy Corporation as at December 31, 2005
and the statements of income and retained earnings and cash fows for the year then
ended. These financial staternents are the responsibility of the Corporation’s
management. My responsibility is to express &n opinion on these financial statements
based on my audit,

I conducted my audit in accordance with Canadian generally aceepted auditing
standards. Those standards require that I plan and perform an andit to obtain reazonable
assurance whether the financial statements are free of material misstatement. An andit
includes examining, on a test basis, evidence supporting the amounts and disclosures in
the finencial 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 iy opinion, these financial statements present fairly, in all material respects, the
financial position of the Corporation as at December 31, 2005 and the results of its
operations and its cash flows for the year then ended in accordance with Canadian
generlly accepted accounting principles.

Further, in my opinion, proper books of account have been kept by the Corporation and
the financial statements are in agreement therewith and the transactions of the
Corporation that have come to my notice during my audit of the financial statements
have, in all significant respects, been in accordance with the Public Utilities Act and
regulations, the Business Corporations Aot end regulations, and the articles and the
bylaws of the Corporation.

M':SML

Sheila Fraser, FCA
Aunditor General of Canada

Ottawa, Canada
March 24, 2006

A SECTION OF A
CONTROL PANEL AT
YUKON ENERGY'S
MAYO FACILITY

Auditor's Report

15)
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LYNDA HARLOW,
ADMINISTRATIVE
ASSISTANT

Management's Responsibility for Financial Reporting

MANAGEMENT’'S RESPONSIBILITY
FOR FINANCIAL REPORTING

Management is responsible for the preparation of the financial statements and all other
financial information relating to the Corporation contained in this annoal report. The
financial statements have been prepared in conformity with Canadian generally accepted
accounting principles using methods sppropriate for the industry in which the
Corporation operates and necessarily include some amounts that are based on informed
judgments and best estimates of management. The financial information contained
elsewhere in the annual report is consistent with that in the financial statements.

Management has established internal accounting control systems to meet its
responsibilities for reliable and sccurate reporting. These systems include policies and
procedures, the careful selection and training of qualified personnel and an organizational
structure that provides for the appropriate delegation of authority and segregation of
responsibilities,

The Board of Directors, through its Audit Committee, oversees management's
responsibilities for financial reporting. The Audit Committes meets regularly with
munagement and the independent auditor to discuss auditing and financial matters to
assure that management is carrying oul its responsibilities and to review the financial
statermnents, The auditors have full and free access to the Audit Committes and
TRENAZEMENt.

. fp&(ﬁﬂ_‘
| F@—W #
David Morrison Wendy Fendrick

President & CEQ Acting Chief Financial Officer

Whitehorse, Yukon
March 24, 2006



BALANCE SHEET

(in thousands of dollars)

As at December 31, 2006 2004
Assots
Current
Cash and cash equivalents 5 4,068 5 1,718
Accounis receivable [Motes 4 and 16} 4,018 4,480
Materials and supplies 2,099 2,651
Prepaid expenses Fali a3a
10,402 6,698
Diesel contingency fund [Notes 3 and 5) 799 72 ONE OF THE CONTROL
Property, plant and equipment (Note &) 158,016 158,800 STRUCTURES AT THE
Deferred water licenging costs (Note T) 5871 5,453
Resarve for uninsured losses (Note 11) - TaT AISHIHIK FACILITY
Deferred charges (Note 8) 2,328 1,384
§ ATT.408 5 176804
Liabilities
Current
Accounls payable (Mote 18) 3,266 4072
Currant portion of long-term debt (Notes 13 and 16) 1.454 1.340
Regulatory ksbdities [Mote ) 1,778 2,811
6,485 B.223
Deferred revenue (Mote 10) B,188 B4ST
Reserve for uninsured losses (Note 11) 33 -
Contributions in ald of construction (Note 12) 11,788 11,540
Ragulatory provision for future removal and site restoration costs 5618 5757
Diesel contingency fund (Motes 3 and 5) 791 772
Long-term debt (Notes 13 and 16) BE, 114 B4, 757
118,026 119,506
Shareholder's Equity
Share capital
Authorized: UnEmited number of a single class of shares with no par valua
|sswed: 3,900 shares 39,000 39,000
Retained earnings 19,382 18,288
58,382 57,588

§ 177408 % 175,804

Confingencies and Commitments [Motes 18 and 19)
The accompanying nobes are an integral part of tha financial statemants.

App

Chair Director

Balance Sheet 0



STATEMENTS OF INCOME AND RETAINED EARNINGS

(in thousands of dollars)

For the year ended December 31, 2005 2004
Revenue (Nole 16)
Sales of power 5 26,258 5 24004
Other 591 878
26,889 25,782
Operating expenses
Administration (Mote 14) 7,658 6. 7ED
HIDDEN VALLEY SCHOOL Operations and maintenance (Nobe 15) 5433 4641
STUDENTS ON A TOUR Amortization of property, plant and equipment ] 6,115
Amorlization of delemed charges and waler icensing costs BER 531
OF THE WHITEHORSE
FACILITIES 18,687 18,087
Income from operations 8,002 T.718
Other income
Allowance for funds used duning consiruction 102 115
Amortization of capdal assistance 216 299
Intarest incomea 104 43
421 457
Other expenses
Interest on long-tarm dabt (Nobe 16) 4,500 2.528
Provision for uninsured losses (Note 11) 100 50
4,600 2076
Mat income 3,823 5,196
Retained eamings, beginning of year 18,258 16,851
Dividend (2,838) {3,648
Retalned eamnings, end of year § 18,382 § 16,398

The accampanying nales ane an inbagral part of the fnancial statements.

@ Statements of Income and Retained Earnings



STATEMENTS OF CASH FLOWS

(in thousands of dollars)

For the year ended December 31, 2005 2004

Cash provided from Operations

Cash receipts from cusiomers ¥ Iram 5 25518
Cash paid to employees and suppliers (15,467} {11,773}
Interest paid (4, 5000 (2.528)
Intarast recaived 104 43
7458 10,850
WIND TURBINES
Repayment of long-term debd (1, 368) {1.326)
Contributions in aid of constructon TTE BS0
Dividend paad bo parent - [3.444)
(682) (3.920)
Cash used for Investmant

Additions to propery, plant and equiprient {4,808) [6,225)
Proceeds on disposal of proparty, plant & equipmant 52 36
4,557) (6,189)

Net increase In cash and cash equivalents 2,349 751
Cash and cash equivalents, beginning of year 1,719 868
Cash and cash equivalents, end of year 5 4,068 5 1,719

Cash and cash equivalents consist of:
Bank balances 4 058 1,718

4,058 1,18

The accompanying nobes are an imegral pan of the inancial sistemeants.

Statement of Cash Flows @
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DARRYEL COLLINS,
WAREHOUSE
ADMINISTRATOR

Notes to Financial Statements

NOTES TO FINANCIAL STATEMENTS  oecember 31, 2005

(tabular amounts in thousands of dollars)

. MATURE OF OPERATIONS

Yukon Enengy Corporation (the "Utility") was incorporated under the Yukon Business Corporations Act and
Is & wholly-owned subsidiary of Yukon Development Corporation, a corporation owned by the Government
of Yukon Yukon Energy Corporation generates, transmits, distributes and eslis electrical energy In the
Yukon. The Utty is not subject to income texes.

The Litity is subject to overall regulation by the Yukon LHilites Board ("YUB") and specific regulation by he
Yukon Territony Water Board. Both boards are independent fram the LiEity,

Rate Regulation

All operations of the Utility are regulated by the YUB pursuant to the Public Uitiities Act There is no
minimum requirement for the Ukity 1o appear before the YUB to review rates. Howewver, the Ublity is not
permitted o charge amy rate for the supply of power that is not approved by an Order of the YUB. The Ltility
Is subject o @ cost of service regulatory mechanism under which the YUB establishes the revenues
requirad (i) to recover the forecast operating costs, including deprecigton and amortzation, of providing the
requiated service, and (ii) to provide a fair and reasonable retum on ulility invesiment on rate base.
Whereas actual operating condifions may vary from forecast, actual returns achiewed can differ from
approved ratunms.

The regulatory hearing process used to establish or change rates fypically beging when the Utlity makes an
appécation for its proposed electricity rate changes over the next one or bwio forecast years, The YUB must
ensure thal s decision, which fixes eleciricity rates, complies with all relevant legisiation including the
Public Uities Acf and directives issued by the Yukon Government through Orders-In-Council that specity
how the interests of the customer and Utility are o be balanced

The YUB typically foliows a two-stage decision process. In the first stage, the iotal costs that the Litiity will

incur to provide electriclty to s custormers over the immediate future are approved. The approval of thess

costs determines the total revenues the Utilty is allowed fo collect from ite customers. It is the responsibility

of the Y'UB to examinse the legitimacy of three classes of costs;

= the costs to the Lty to run its operations and malntain its equipment (perscnned and materials);

= the cost associated with the amaortization of all capital equipment; and

»  ihe return on rate base (the costs related 1o borrowing that portion of rate base which is financed with
debt, and the costs to provide @ reasonable rate of retumn on that portien of rate base which & financed
with ]

As well, in the first stage, the YUB reviews the addition of costs 1o rale base and assesses these costs to

ensure they are prudent.

In he second stage, the YUB approves how the revenua will be raised. This stage essentfially determines
the alactricity rates for the various customer classes in the Yukon: residential, government, commerncia and
Industrial. This process Is guided mainky by requiremnents of Yukon Government Order-in-Council 198590
and can include a cost-of-sanvice study which allocates the overall utility's cost of service to the venous
customer ciasses on the basis of appropriste costing principles

Mormally, the Utility applies for retes in advance of the applicable years. The lest rate application was for the
2005 year. Inberim hearings may be used bebveen rate applications to deal with unforesesn circumstances
whiich could result in the use of interim rates or niders untll the next rate application when rates are reviewed
and set as final.



pecemver 31,200 NOTES TO FINANCIAL STATEMENTS

(tabular amounts in thousands of dollars)

Water Regulation

The Yukon Territory Water Board pursuant to the Yukon Walers Act decides if and for how long the Litlity
will have a water license for the purposes of operating hydro generation stations in the Yukon, The licenses
will Blao indicate terms and condilions for the operation of these faciities.

Capital Structure

The Utiity's policy is 1o maintain a relatively constant capital structure of 60% debt and 40% equity. Annual
dividands are paid to the parent and typically lnaned back in order to maintain this ratio

. SIGNIFICANT ACCOUNTING POLICIES
Financial Staterment Presentation
Effective December 31, 20045, the Utility retroactively sdopted the Canadian Institute of Charterad
Accountant's guideline 19 periaining to the disclosure and presentation of information by entities subject to
rale requiation, This change n presentation had no effect on the Utility's currant or prior year net income of
retained samings. Impacts of accounting for rate regulated operations are further described n Nobe 3,

The financial statements of the Utility have bean prepared by management. They conform to Canadian
generally accepied accountng principles ("GAAFY) and take Into account generally accepbed mathods and
practices of reguistory bodies. The reguisiory acoounting policies adopbed by the Uility may differ from the
acoounting policies otherwise expected using GAAP. In particular, the timing of the Lhility's recognilion af
cartain assets, kabdties, revenues and expenses &3 & resull of regulation may differ from that of a non-
reguiated enerprise ($ee Note 3). Conseguently, the significant accounting policies have been clasaified
accordingly in the notes balow:

Rate regulated accounting policies

Proparty, plant and equipment

The Utility capitalizes an allowance for funds used during construction ("AFUDC™) at the weighted average
cost of capital.  Upon retirement or disposal, any gain or less ks charged to Income In the current year for
assels depreciated on an individual basis, or charged to accumulated depreciation for assets depreciated
on a pooled basis

Regulatory liabilities
Regulatory liabilities represent amounts ordered by the YUB to be heid by the LRility on behatf of ratepayers.

Typleally these amounts are ether refunded 1o the customers or applied to ratepayer deficits through the
rate setting process.

Reserve for uninsured losses

As a means of selfinsurance, the Utility maintsina a reserve for uninsured losses, The resere is
maintained through an annual provision approved by the YUB and collected through customer rates.
Variances betwean the approved annual provision and actual costs incurred are deferred wndil the following

general rate application or until & specific application i made to the YUB requesting recovery from or
refund ko cusiomers

PLANT OPERATOR

JIM PETELSKI WORKING
ON ONE OF THE
AISHIHIK TURBINES

Notes to Financial Statements
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PLANT OPERATOR RON
KIRKWOOD ANSWERS A
STUDENT'S QUESTION
DURING A PLANT TOUR

Notes to Financial Statements

NOTES TO FINANCIAL STATEMENTS  oecember 31, 2005

(tabular amounts in thousands of dollars)

Deferred charges
Deferred charges are recorded at cost lees sccumulated amarization,

Cost of feasibility studies and infrastructure planning are emostized on a straight-line basis over five and ten
WEEMS respectivaly.

Regulatory hearing costs are amortized on 8 straight-line basis over three years

Other deferred charges are amortized to eamnings on a straight-line basis over various terms approved by
the Yukon Utilities Board.

Regulatory provision for future removal and site restoration costs

The Utility maintains a reserve for the fulure remaoval of property, plant and eguipment and the costs of site
restoration relsled lo those assets. The costs of demolishing., dismantiing, tearing down, or obherwyiss
disposing of the asset and site restoration, net of actual recoveres, are deducted Trom this account when
they do not relate 1o an asset relirement abligation,

Deferred revenue

Deferred revenue represents a gain an fire insurance proceeds received related to a fire at the Whitehorss
Rapids Genarating Stabion in 1887, The gain is being amortized to incorme at the same rale as the
replacement aEseats.

Diesel contingency fund
The Utility maintains a trust asset and an offselting trust liability on behalf of ratepayers. The trust is used
o reimburse the Uty for costs associated with diesal generation reguired when there = not sullicent

water for hydraulic generation to meet demand. The Wility & required to file an annual repon with the YUB
on the fund's activity,

Generally Accepted Accounting Principles
Cash equivalents
Cash equivalents represant short-term highly liquid investments and are camied at cost

Ravenue recognition
All revenues are recognized in the period earned, Revenue from the sale of power is recognized based on
cyclical meter readings, Sales of power includes an accrual for electricity defiveries not yet billed.

Materlals and supplies
Digsel fuel, materials and supplies ame recorded st average cost. Obsolete materials and supplies are
recorded at salvage value in the period when obsolescence s detarmined,

Property, plant and equipmeant

Property, plant and equipmenl & staled at cost which includes materials, direct labour, a proportionate
share of direclly attfibutable adminisiration owerhead, and finance charges capitalized during construction,
less sccumulsted amortization,



pecember 31,200 NOTES TO FINANCIAL STATEMENTS

(tabular amounts in thousands of dollars)

Amaortization i5 based on the straight-line method over the estimated economic life of the assets as follows:

Generaton

Hydro-alectric plants 30 to 65 years

Digssd plants 25 1o 45 years

‘Wind Turbines 30 years
Transmission A0 to 50 years
Distritation 25 bo 40 years
Buildings 20 to 40 years
Transportation B to 31 years
Other equiprment 5 to 20 years

Aszel retirement obligations

On an annual basis, the Utility identifies legal obligations associated with the retirement of tangible long-
lived Besets. Where a reasonable estimate of the fair value of theae oblgations can be determined, the
otal retirement costs ame o be recorded as a lisbilty al fair value, with a comesponding increase o
proparty, plant and equipmeant

The LAility has determined thal it has tangible long-lived assels with associated fulure legal obligations for
retirement. As the Uity anbcipates using the asests for an indefinite period, the date of removal of thease
asgets cannot be ressonably determined, and therefore an @sset refirement obligation has not been
recorded, When the timing and amownt of the refiremant can be reasonably estimated, an assat retirament
obligation and the corresponding incresse in property, plant and eguipment asset will be recognized,

Contributions in aid of construction

Certain property, piant and equipment additions are made with the assistance of cash contributions from
cusiormers of capital assistance from the LIty's parent. These conbributions are amortized to incoma on
the same basis as the assets to which they relate. Amortization of contributions from customers is netted on
the statement of Income against amoriization expense while amorization of capltal assistance from the
parent s disclosed separately under Othes incoma

Deferred water licensing costs

Costs related to obtaining water license renewals are deferred and amortized to earnings on a straight-line
besis over the term of the license, The Utility operstes (s hydro generation facities under three separate
walef licenses, with terms ranging frem 17 ta 26 years

Employee pension plan

The Utilty has a defined benefit pansion plan which provides for pensions based on length of service and
final average eamings. The cost of pension benefits s ectuarially determined using the projected bensfits
mathod, prorated on service, and reflects management's best estmates of investment refurns, wage and
salary increases, and age at retrement.  Adjustments resulting from the plan enhancements, actuarial
paing and losses, and changes in assumplions ane amortized over the expectied average remaining senvice
period of active employess. Pension costs include the cument cost of service and amortization of past
service benefits and plan enhancements, and actuarial gains and losses, Amortization is on & straight-ine
basis aver the expected average remaining service period of active amployees. which is currenlly 14 years,
The transitional asset that aroee when this policy wes first applied i amortized over the everage remeining
service period of active employees expected 1o receive benefils under the benefit plan as of January 1,
2000.

THE WHITEHORSE
RAPIDS DAM

Notes to Financial Statements

®
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AL PORTER,
ELECTRICIAN

Notes to Financial Statements

NOTES TO FINANCIAL STATEMENTS  oecember 31, 2005

(tabular amounts in thousands of dollars)

Measuremant uncertainty

The preparation of financial statements in accordance with Canadian GAAP requires managemeant to make
estimates and assumptions that affect the reported amounts of asseis and labilites and disclosure of
contingent assets and liabllites at the date of the financial statements and the reported amounts of
revenues and expenses during the reporing pencd. This mainly affects revenue, accounts receivable,
property, plant and equipment, asset retirerment obligations, and employes pension obligations.  Actual
results could differ by a significant ameunt from these estimates.

Management's estimates and assumptions, especially those alfecting the reported amounts of assets and
thie Ulility's ability 1o recover the cost of these assets through future rates, are subject to decisions of the
Yukon Utities Board &s described in Mote 3,

. FINANCIAL STATEMENT EFFECTS OF RATE REGULATION

Cestain tems in these financial stalements are accounted for differantly than they would be in the absenca of
rate ragulation.

Wherne requlatory decisions dictate, the Uity defers cartain costs or revenues as assats or liabilities on the
balance sheet and records them as expenses or revenues in the statement of income as # collests of refunds
amounts through future customer rates, Any adjustments to these deferred amounts are recognized in
marmings in the period that the YLB renders a subsequent decision.

Regulatory assets represent fulure revenues associated with cartain costs, incurred in the current penod or in
prior penods, which are expected to be recoversd from customers in future periods through the rale-setling
process, Reguiatory liabllities represent fulure reductions or limilations of increases in revenues associated
wilh amounts that ane expecied to be refunded fo customers as a result of the rate-sstting process.



pecember 31,200 NOTES TO FINANCIAL STATEMENTS

(tabular amounts in thousands of dollars)

The following describes each of the circumstances in which rate regulstion affects the accounting for a

transaction of event
For 2005:
Esxpecied In the absencs of
remaining Raie Regulation tha
FRER Utiity's Ml Incama
settement ‘would have increased
2005 2004 {poars) [ o} by
Ragdalory Assets:
Dedermed charges (Note 8), nel book value
Feasbiity studies 5 1488 5 BEE 4 e 10 1 E3E)
Daowmeizing cosls 119 167 2 48
Haaring ooats 2 aos 2 297
Oam sadety review =] i) Fhod 53]
Diassd contirgency Tund (Mole 5) T e Indelarminabe [NE]]
3118 158 [5855)
liabiimes:
Anyll Rangs Ming dewabe revanua (Mote 5) 1,775 2087 Irastesmingia 282)
Irmirancs progssds held on bebalf of ralepayers (Mobe ) - Tad . -
Disdmmed gaon on fire Insurance procesds (Hote 100 8,155 85435 30 (20
Fesarve bor uninsured kesas (Nobe 11)] i TaT} Ieckadsrmmingle B
Fagulabory peaviaion ki fulure removal and sis
msioration costs 5,618 5,757 Incketminain {1389}
Diesal confingency tund (Mote 5] i)l 77 Irechamningte 18
16,383 16,979 L] {E98)
Hel impect § {13,264) 3 {14,823 5 (1.885
(a) Deferred charges

Deferred charges represent costs which have been deferred and are being amortized over various periods.
In the absence of rate reguistion, GAAF would require such costs to be recognized in the year Incurned

Foasibility studies

The costs of determining the feasib@ty of future capital projects that did not resull in a capital project
are deferred and amortized over five years as approved in the Utiik's 1991/82 General Rate
Application and re-confirmed in YUB Order 2005-12. Infrastructure plenning costs are amorized over
ten years as approved by YUB order 2006-12, In the absence of rabe regulation, expenses in 2005

would have bean $532,000 higher.
Downsizing costs

Costs incurred to assst in downsizing the Utility's workforce are capitelzed and amortized (o expense
OVET SEVEN Years as approved in the Uys 198394 General Rabe Application and reconfirmed in
YUB Order 2005-12. In the absence of rate regulation, expenses in 2005 would heve been 348,000

lower,

WIND MONITORING
FACILITY ON FERRY HILL

Notes to Financial Statements
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PAT MARCOFF,
INSTRUMENT
ELECTRICIAN

Notes to Financial Statements

NOTES TO FINANCIAL STATEMENTS oeccemter 31, 2005

(tabular amounts in thousands of dollars)

Hearing costs

The Utility incrred $1,133,000 in costs associated with the YUB regulatory proceedings held In 2005
These costs consist primanily of legal and consulling costs mcurred by the Lty of $851,000 and
reimbursemnent of YUB and intervener costs of $262,000. YUB Order 2005-16 directed the Utdty to
reimburse the YUB and interveners for costs they incurred in the amount of $282,000, YUB Ordaer
2005-17 disallowed $200,000 of the $851,000 of costs incurred by the Utity. The disallowed amount
has been recorded as Administration expensas in the current year. YUB Order 2005-12 directed the
Utility to defer and amortize the approved hearing costs of $833.000 over 3 years commencing
January 1, 2005. In the absence of rate regulation, expenses in 2005 would hawe been 5207000
higher,

Dam safety review

The Liility has a program of conducting reviews of the safety of ks dams in accordance with slandards
521 by the Canadian Dam Association, Extemnal consultants are hired every five years with inbesmittent
costs incurred in the nterim periods. These costs are amortized over five years &3 approved by the
Litility's 1881/42 General Rate Application and reconfirmed in YUB Order 2005-12, In the absenca of
rabe regulation, expenses in 2005 would have bean 563,000 higher.

b} Diesel contingency fund

The Diesel contingency fund ("DCF) was estabished by YUB Order 1886-6 through the Negotated
Satlement process. The DCF is administered by the Utility on behalf of the YUB, and as such s recorded as
a frust asset and & trust liability. The DCF altracts interest based upon short-berm bond rates in which the
Wility imvests the funds held in trust  Any negstive balance attracts interest at the lowest short-term
borrowing rate available to the Utility through its line of credit. Pursuant 1o YUB arder 1996-6, the Uity from
time o time s required bo transfer amounts o or from the trust it maintains on behalf of ratepayers to
reimburse tha LHility for costs associated with diesel generation required when there is not sufficient water for
hydraulic generation to mest demand, As directed by Board Order 2002-3, the cumment balance of the DCF
consists of the fire insurance gain of $744,000, realzed as part of the settlemant of the insurance claim
arising from the fire at the Whitehoree Rapids Generating Station, plus interest eamed on the funds held in
frust. In the asbsence of regulation, GAAP would have required the amounts transferred to and from the DCF,
and anmy interest samed or inourred o be included in the Utility's net income in the year in which they
occurred.  In the absence of rate regulation, the Utlity's net income In 2006 would have been higher by
$19,000 from interest eamed on the DCF

(¢} Regulatory llabllities

Anvil Range Mine dewater revenue

As directed by YUB Order 1998-5, all revenues, less any incremental costs to provide the searvice,
collected from Anvil Range Mine under Rate Schedule 34 (Faro Mine Firm Shutdown Power) prior to
December 31, 2004, wera deferred for the benefit of ratepayers pending direction from the YUB. YUB
Orger 2005-12 confirmed that effective January 1, 2005 the Anvil Range minesite would be charged
the General Service-Govarnment rate so there will be no further increases to dewstering revenue, This
onder also enables the Utility to drew down on the Anvil Range dewater revenue io fund is approved
2005 revenue shortfall. YUB Ovder 2005-17 set the approved 2005 revenue shortfall at 292,000 In
the absence of rate regulation, GAAF would have required only the recognition of actusl sales earmed
during the year, As a resull, the UtERy's sales of power in 2005 would have bean 282,000 lower. The
period over which the remaining lability will be recognized as revenus for the benefit of ratepayers |s
dependent on future YUB Board orders and, therafore, cannol be estimated
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(tabular amounts in thousands of dollars)

Insurance proceeds held for ratepayers

Insurance proceads held on behalf of ratepayers represents the residual bafance of insurance
proceeds after allocation against all reconsiruction and operation and maintenance costa related fo a
fire @t the Whitehorse Rapids Generating Station in 1887, pursuant to Board Order 2002-3, As
directed by YUB Order 2005-12, the insurance procesds of 3744000 were applied to the resanve for
uninsured losses deficlt during the year, In the absence of rate reguiation, the insuwrance procesds
would have been included in mcome in the year recelved. The mpact an curment year nat incoma
would b= 50.

{d) Deferred revenue

The deferred gain on fire Ingurance proceeds relates o a fire at the Whitehorse Rapids Generating Station in
1987 which, pursuant to Board Order 2000-3, s being amortized 1o income al the same rale as the
replacement assets. In the absence of rate reguiation, GAAP would have required the gain to have been
completely recognized as intome i the year received. As a result, the Utility's curment year net incorme would
hawe been lower by the amount of the amortization of $270,000.

2] Reserve For uninsured losses

The YUB has approved the use of a resarve for uninsured damages and injuries as a means of self-
insurance. The reserve s maintained through an annual provision approved by the YUB. In order o
eliminate the deficit rate payers held as a result of uninsured losses, the Uility was directed by YUB Order
2005-12 to transfer the insurance proceeds being held on behalf of rate payers of 3744,000 to the reserve for
uninaured loss, and increase the annual provision from $50,000 to $100,000 for the years 2008 to 2007, The
annual provision will revert back to 550,000 unless the YUB subsequently crders otherwise. |n the absance
of rate regulation, GAAP would require costs 1o be expensed as incurred and, therefore, expenses in 2005
would have been lower by 388,000, The pencd over which the reserve will be recovered |s dependent on tha
magnitude of future actusl losses incurred and cannot be estimaled,

T} Regulatory provision for future removal and site restoration costs

Pursuant to depreciation rates approved by the YUB in the LAility's previous general rate applications, undar
section 23(14b) of the Public LHilites Act, the WHility has maintained a reserve for future removal and sile
restoration costs. As a result of the YUB Order 2005-12, effective January 1 2005, the ity & required to
maintain this reserve as a regulatory provision in addition to any asset retirement cbligations. The provision
is not o exceed the cumutative value of the provision at Decamber 31, 2004 of §5,757.000, In the absence
of rate regulation, GAAP would have required the Utility to reverse the reserve to retained eamings in 2004,
YUB Order 2005-12 atso directs the Ltility to notify interveners and interested parties when the balance of the
provision reaches 52,000,000, Costs of dismantling capitel assets, mcluding site remediation, will be appiad
o this reguistory lisbiity if they do not otherwise retale to an asset retirement obligation. In a non-regulated
Industry, future rernoval and site restoration costs would be limited to asset reirement obligations, and the
removal and sile restoration costs would be expensad in the year incurred if they did not relabe to an asset
retirement cbdgation, In the absence of rate regulation, the Utity's 2005 esxpense would have been higher by
ther amount of actual removal and site restoration costs incumred In the year of 5130,000. The period over
which the provision will be settled is dependent an the future costs of demolishing, dismantiing, tearing down,
or otherwise disposing of the assel, and site restoration net of sctusl recoveries, and s, therefore,
indeterminata.

YUKON ENERGY'S
MAYO HYDRO FACILITY

Notes to Financial Statements
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NOTES TO FINANCIAL STATEMENTS  oecomber 31, 2005

(tabular amounts in thousands of dollars)

Other items affected by rate regulation

The Uity is reguired under the Public Uhililes Act o obtsin prior approvel from the YUB before making
changes 1o deprecialion, amorization, and depletion rates and methods. The YUB parrmits an allowance for
funds used during construction ("AFLIDC"), based on the Utdity's weighted average cost of capitsl, to be
Included in the rate bass. AFUDC i also ncluded in the cost of property, ptant and equipmen fof financial
reporting purposes, and is depreciated over future pariods as part of the fotal cost of the related asset, based
on the expectation that depreciation expense, including the AFUDC component, will be approved for inclusion
In future customer rates. Since AFUDC Incudes not only an interest component, but also a cost-of-aquity
companent, it exceads the amount allowed to be capitalized in similar circumstances in the absence of rate
regulation.

It is the Utilty's policy to charge o income, in the year of disposal, any pein or loss upon retirement or
dizposal of land or vehicles. As approved by the YUB, the gain or loss on all other property, ptant and
equipmant is charged to accumulated depreciation and deferred and amortized over the expected fife of the
remaining pool of similar essets. In the sbsence of rate regulstion, GAAF would require the gain or Ioss on
the disposal or retirement of all property, plant and equipment 1o be included in income in the period of
disposal or ratiremant.

YUB Order 2005-12 disafiowed capital costs relabed to the Mayo-Dawsan transmission fing in axcess of
520,686,000, As a result of the YUB order, the LHility wrote down the value of property, plant and equipment
related to the Mayo-Dawson transmission Bne by 31,224,000 In 2005, $554,000 refated to costs mourred o
correct deficiencies and have been recorded as Operations and maintenance costs (Wne and substation
coste). B571,000 related to legal costs mcurred to pursue claims and counter claims against the general
contractor and have been recorded as Administration (General office and governance costs). In the absence
of rate regulation, net mcome would not change a5 GAAP would also require the Utility to record the write-
down. Additionally, YUB Order 2005-12 disallows the Utlity from eaming & return on any additional costs
mcurred with respect o the Mayo Diwson ling as @ resull of pursuing any ciaims or counter claims against
the general contractor and directs the Utility to record any recoveries from the general contractor o &n
merest beaning deferred account for future review and disposibon by the YUB,

The UHility's policy of maintaining & constant capital structure of 60% debt and 40% equity is reviewsed by the
YUB as part of the rate setling process and in the determination of the refurn on rate base, In the absence of
rate ragulation, the Utility would determine the appropriate capital structure solely based on decisions by the
Board of Directors of the LHility, which may differ from the current policy.

All amounts maintained &s regulstory assets and liabilities are expected to be recoversd or settlied owver the
periods noled above, However, there are risks and uncerlainties assoclated with the recovery or settiernent
related to pobential future decisions of the reguiator.
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(tabular amounts in thousands of dollars)

Rate decision

On October 18, 2005, the YUB issusd YUB Order 2005-12 related to the Uility's revenue requiremeants
application dabed Dwcamber 13, 2004 which includes the Utility's 2005 fiscal year. The Uiliy's applicalion
requested changes to certain regulsted accounts: the rate charged for Rate Schedule 32 (Secondary
Energy); and the efmination of Rale Schedule 34 (Faro Mine Firm Shutdown Power). As B result of YUB
Order 2005-12 and related follow-up decisions, effective January 1, 2005, the Wity |s entiled o a rabe of
relurn on commaon equity of 8.05%, The major ilems contained in these decisions ans:

(B) to set rates for residential and commerclal cusiomers as permanent effective Jamneary 1, 2008,
(b) 1o appdy amounts curendly recorded as regulatory liabilities in the Anvil Range Mine dewster
revanua deferral account, to offsst 2005 revenue shorifalls totaling $282 000, Additonal amounts

up bo 3292 000 per year can be ordered by the YUB for 2006 and 2007: CHINOOK SALMON
(e} to apply the 5744,000 balance of the regulatory liability recorded as insurance procesds held for

ratepayers against the resene for uninsured losses deficit; ATTHE WHITEHORSE
{d) to increass the annual appropriation to the reserve for uninswred losses o $100,000 for each of the RAPIDS FISHWAY

2005, 2006 and 2007 years,

(e) implementation of new depreclabion rates with the cumulative prior years impact of the rate change
amorlized 1o income over the average remaining life of the assats;

(f) discontinue the annual provision for future removal and site restoration, and notify Interveners and
Intereated parties when the batance reaches $2,000,000;

(g) limd the nclusion of Mayo Dawson transmission line costs in the Wility's rate base to $28_ 608,000,

{h) to disallow any further costs incurred on the Mayo Dawson line related to claims and counter claims
between the general contracior and the LRility;

il b record recoverias recaived with respect to claims and counterclaims betwesen the utility and the
general contractor in an interest bearing deferral sccount with the future dsposition of the balance
in the account io be delermined by the YUB,

(i) to defer $G50,000 of the $851,000 direct costs incurred by the Utility related to the hearing costs
account (s forecas? in the November 17, 2005 compllance filing submitied to the YUB) and
amortize equally over 3 years commaencing January 1, 2005;

(k) to pay $282.000 to the ¥UB and interveners for their coats incurred to paricipste in the hearing, and
to include this amount in the defered hearing costs account 1o be amortized equally over three
years commancing January 1, 2005;

{I} elimingtion of rate schedule 34 (Faro Mine Shuldown Firm Power);

[m} approval of an automatic quarterly rate setting mechanism for rate schedule 32 (Secondary Energy),
whereby the Uty sets the rate on a quanterly basis at 66.7% of the avoided price of fuel oll and is
required to provide the YLB with notifcation of e quartery rale change; and

{n} to refund to secondary energy customers the difference of 545,000 between the interim and
permanent rates, plus interest of $1,000.

Notes to Financial Statements @
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(tabular amounts in thousands of dollars)

4. ACCOUNTS RECEIVABLE

2005 2004

‘Wholesale energy sales 5 2,666 5 2480
Retail enargy sales 1008 500
Ditiar 344 1,420
5 4,018 3 4,450

Wholesale energy sales are made io Yukon Electrical Company Limied, an wrrelsted company also
regulated by the Yukon Lhilitkes Board. Wholesale power energy in 2005 were approximately $16,977,000
(2004 - 516,493,000,

5. DIESEL CONTINGENCY FUND

2005 200
Opaening balance § T2 B 755
Interast 18 i7
Closing balance § ™ § 7Tr2
6. PROPERTY, FLANT AND EQUIPMENT

2005 2004
Accumulated Net book Mel book

Cost Amaorlizalion Value Valua

Generation § 135571 3 4351 3§ 92050 $ 83754
Transmission 53,845 10,194 43,451 43,785
Basiidings and other equipment 14,288 5,087 9,201 B,080
Distribution 13,575 4,825 8,760 8,261
Transportation 1,504 473 1121 04
Land and land rights 1,074 - 1,074 1,078
Conslruclion-in-progress 2,568 = 2,369 1,840
H 222 118 3 84,100 % 168,016 % 158,600

@ Notes to Financial Statements
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(tabular amounts in thousands of dollars)

1. DEFERRED WATER LICENSING COSTS

2008 2004
Accumulabed Met book Nat book
Cost Amortization ‘alug Value
Daferred water licensing costs $ 8,014 5 2,143 5 54871 5 5,453
Amortization booked In 2005 was $3509,000 (2004 - $336,000)
8. DEFERRED CHARGES
2005 2004 SUBSTATION
Accumulated Wit book MNet book
Cost Amorization ‘Valus ‘alug ELECTRICIAN
ED CHAPLIN (LEFT)
Feasibilty studies and AND MAINTENANCE
infrastructure planning 5 4813 5 3,215 5 1,488 3 866
Hearing costs 633 an 622 325 ELECTRICIAN
Deownsizing costs 34 215 118 167 NICK BALDERAS (RIGHT)
Dam saf i 231 142 1] 28
sen e MAKE REPAIRS TO A
§ 6,311 ] 3,963 5 2,318 ] 1,384 SUBSTATION
9. REGULATORY LIABILITIES
2005 2004
Insurance procesds held on behall of ratepayers
Opening balance 5 Tad 5 Tdd
Applied to Reserve for uninsured losses {Motes 3 and 11) (7a4) -
Closing balanca - Tdd
Anvil Range Mine dewaler revenus
Opening balance 2,067 2,067
Applied to revenue shortfall YUB Order 2005-17 (Note 3) 1292} =
Closing balance 1,776 2,067

5 1,775 3 2,811

Notes to Financial Statements @
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(tabular amounts in thousands of dollars)

. DEFERRED REVENUE

2005 2004

Deferred gain on fire insurance proceeds - capital assets
(met of amortization and adjustments of 53,438,000 (2004 - $3,168,000)) 1 8166 3 8,436
Oither 20 21

] 8,186 3 8,457

- RESERVE FOR UNINSURED LOSSES

2008 2004
Opening balance 3 (77 5 &9
Proviaion 100 50
Transfer from Regulatory liabilities (Notes 3 and &) Tad 5 -
Losses incured
Asgsel replacements 14 [168)
Closing balance $ 33 5 (7T
. CONTRIBUTIONS IN AID OF CONSTRUCTION
2005 2004
Acoumulaied
Gross  Amortizstion M=t Met
Capital assistance Irom parent since 1993 $ 8855 ¥ 1061 $ T.704 § B8ma
Caontributions from cusiomers since 1558 3,354 23 3123 2,804
Pre-1998 contributions 1,738 &7 HE2 B26

§ 13948 £ 2143 $ 11,788 3 11,540

The sources of contributions received prior to 1888 were not recorded separataly.
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(tabular amounts in thousands of dollars)

13. LONG-TERM DEBT
The Litility's bong-termn debt s summarized as Tollows:

2008 2004
Governmaent of Canada
F40,000,000 flexible term note bearing interest &t %
repayable in annual instaliments of up o 51,000,000
principal, plus accrued interast and secured by morigage
over specific asests $ - 5 28278

Yukon Development Corporation
£40,000,000 flexible tarrn nole bearing interest at 7% AISHIHIK HYDRO
repanfable in annual installments of up to $1,000.000 TURBINES
principal, plus accrued interest and secured by morpage
over specific assets 27,857

527,313,651 term note bearing interest 8t 5. 88%, payable monthly,
and semi-annual principal payments commancing June 30, 2007
and anding Dacembar 31, 2023. The note is unsecurad 27,314 27,314

516,000,000 flewdtie berm note related to the Mayao to Dawson
Transmission Line project bearing interest at 8.55%
repayable in annual Instaliments of $450,000 principal, plus
atorued mterest with the balance of 307,000 due December 31,
2043, The note is unsscured. 16,857 17,407

Unsacured advance bearing interest at §.03%, due one year after demand 3,649 3,649

Unsecuned advance bearing interest at 5.403%, due one year after demand 2,838

TD Canada Trust

$12,400,000 tarm note bearing interest at 7.81% payabds in monthly
installments of $102,000 nterest and principa), with the balance due

Septemper 30, 2011, The nobe is guaranteed by the Yukon Government B,942 449
87,568 B5,007
Less current portion 1,454 1,340

5 86,114 $  B4.TET

£40,000,000 Flexible term note

Tha Govemment of Canada flexible term note was purchased by Yukon Development Corporation {the
Utility's parent) on March 30, 2005 with all existing terms and conditions remaining the same. The terms of
the: Pexible lerm note provide for payments of principal and interest to be deferred and abated, respectively, if
power salas on the Whitehorse-Alshihik-Faro electrical power distribulion system are less than specified
amounts, After adjusting for abated interest, the effective interest rate on this instrument for 2005 s 2.90%
(2004 - 2,.88%)

Notes to Financial Statements @
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(tabular amounts in thousands of dollars)

Mayo - Dawson Transmission Line Financing

The Uity obtained financing from its parent in the amount of $18 million for a tfransmission line from the
Mayo hydro generating station to Dawson City. The financing was obtsined effective September 8, 2003, the
date the transmission ine came inlo service. The financing was made under tarms that ensure that
rabepinyars ang nob paying mone in any year than they would otherwise have paid if the transmisslon line had
not been built and Dawson City had continued to be served by diesel generation, The maximem interest
payable on the note in any year is determined by a formula which compares the costs and benefis of
operating the line. For example, the costs mclude depreciation, retum on equity, and cperating and
maintenance expense. The benefits include diesel fuel costs not incurred, As per the agreement, total costs,
Inchuding Interes!, cannol exceed the benefils.

If the costs of oparating the line exceed the benefits in any year, Yukon Development Corporation will pay
Yukon Energy Corporation the difference on or bafiore March 31 of the next calendar year.

In 2005, benefs excesded costs, which resulled in 51,140,000 in interest paid to Yukon Dewelopment
Caorporation. (In 2004, costs axceaded benefits by 241,000 and YDC was required to pay this amaunt b the
ILHility. )

Long -term debt repayment
Scheduled repayments for all knag-1erm debl are &8 follows:
2008

5 1,454
2007 3,127
2008 3,190
2009 3,270
2040 3,349
Thereafter 73,178

$ 67,568

Fair value

Falr valee at December 31, 2005 of 3101 million (2004 - $38.2 million) for all long-term debt was estimated
using discounted cash flows based on an estimate of the Utility's current borrowing rate for similar barrewing
Smangements.

14. ADMINISTRATION EXPENSES

2005 2004
‘Wages, benefils and staff recruiting 5 3207 5 2,961
Consulting and legal senvices 1,165 266
General office and governance costs (Note 3) 1.075 T24
Insurance 09 a4
Data and bill processaing 54 500
Relmbursed and miscallansous costs ] 1,007
Communications and corporate contributions 232 178
Environmental and safely managerment 228 183

@ Notes to Financial Statements
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(tabular amounts in thousands of dollars)

15. OPERATIONS AND MAINTEMANCE EXPENSES

2008 2004
Wages and benefits 2,829 2662
Maintenance
- lines and substations (Mote 3) 1,058 630
- hydro, digssd and wind G581 &7B
- building and vehice 585 470
Water level measurement 183 162
Fuel 137 210
£ 5,433 3 4641 SENIOR POWERLINE
TECHNICIAN
CLINT KELLAND AND
16. RELATED PARTY TRANSACTIONS PLANT OPERATOR
Esacspt as disclosad alsewhere, the following table summarizes the WHility's related party transactions for the BOB GRINGAS
IN THE MAYO PLANT
2005 2004
Revenue
Sales of service to:
- direct parent company 5 244 5 AGG
- wholly-owned subsidiary of parent company 147 136
5§ 3 5 605
Rate Stablizaton Fund revenue fram
- direct parant company 5 58 5 338
Expense
Payment of interast on long-term & short tarm debs to;
- direct parent company S 3,780 3 1,365
Payment for Financial information systemn usage bo
- direct parent company 17 177
Other receipts
Rural Electrification Support Program funding
= direct parent company 5 - 3 B0
Other payments
Payment on contribution sgreements to;
- direct parent company 5 34 5 35
- whally-owned subsidiary of parant company 50 60

Notes to Financial Statements @
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NOTES TO FINANCIAL STATEMENTS  oecember 31, 2005

(tabular amounts in thousands of dollars)

The transactions are in the normal course of operations and ane measured al the exchange amount, which is
the amount of consideration estabished and agreed to by the related parties.

Revenue from related parties i reported as OMher revenue on the statement of income. The corresponding
cost of providing these sendces is reported as part of administration expense on the stetement of income,

Fate stabdization fund revenues are received from the parent in accondance with terms established by the
Gowernmant of Yukon, which established the fund to protect cerain ratepayers by minimizing the impact of
rate increases. These revenues are reported on the stalement of income as a compenant of sales of power.
Intarast on long-term debt is included on the income statement under Dther expenses,

Rural Electrification Support Program funds are received from the parent and are recorded as an offsel 1o the
capitalized cost of the respective project.

At the and of the year, the amounts receivable from and due to related entities are 8 follows:

2005 2004

Direct parent company

Acoounts receivable ] 136 L] 574

Accounts payabie -] 5 ] B

Current portion of long-term debl 5 Bl 5 450

Lang-tarm debt $ TR § 47920
Wihelly-cwned subsidiary of parent company

Acoounts receivable ] 40 5 [ix]

Accounts payable 5 B 5 5

These balancas are non-interest bearing and payable on demand except for long-term debt (Mote 13)

PEMNSION COSTS AND OBLIGATIONS

The Utiity sponsors a defined benefit pansion plan which provides benefits based on length of senice and

final average eamings as follows:

= years of pensionable sendce;

= bhe average annual sarnings during any 5 consecutive years of pensionable service where earnings are
the highest; and

=  the average of the years maxdmum pensionable earnings (Canada Pension Plan) for the same S-year
pariod

Anmual cost of living increases o a maxmum of 3.00% are provided to pensioners. The Utility contributes

amounts 85 recommended by an independant actiary,

Employess make contributions to the plan as follows;
= 3.5% of eamings up to the year's maximum pensionable eamings
= 5.0% of gamings in eecess of year's maximum pensionable eamings to 8 maximum of $2,500 per year
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(tabular amounts in thousands of dollars)

The Lty has contracted with external organizalions to provide services of trustee, administrator and
investmant managers for the pansion plan.

An actuaral valuabon for funding purposes was parformed as of January 1, 2004 by the consulting actuarial
firm AON Censulting Inc. The naxt valuation for funding purposes will be conducted as of January 1, 2007,
The pension costs and obigations were based on the data used in the January 1, 2004 funding valeation and
hawve baan projected to December 31, 2005 in accordance with generally eccepted actuarial standards

Thie faér value of the plan assets is based on market values as reported by Royal Trust, the plan's custodian
as at December 31, 2005. The plan aesets are invested in a8 pooled balanced fund. The distribution of assats
by major asset class (s as follows

December 31, 2005 Decamber 31, 2004
Equities G2 4% 60.5%
Finad Income Sacurities 5% 30,1%
Short Term Securites and Cash 3.0% B4

Information about the Utity's defined benefit plan as &t December 31, In aggregate, is as follows:

2005 D004
Digcount rate-accrued benelit obligation 5.25% B.00%
Discount rate-benafit costs 6,00% B.50%
Expected long-term rate of return on plan assels B6.50% B.50%
Assumed rabe of salary escalation 3.00% 3.00%
Assumead rate of pension indexing 2.500% 2.50%
Expected average remaining service period of active employees 14 years 14 years
Banefit obligation determined by sctuarial valuation 3 8269 3 6262
Falr value of plan assels 6,144 5,311
Flan deficit ] 2,126 5 811
Unrecognised amount
- transitional asest 203 220
- nel acluarial losses 11,807) (T41)
Accrued benafit liability ] 421 5 380
Pension expense 5 337 ] 288
Employer conlributions 5 06 5 320
Employes contributions 5 110 H 132
Benefits pald 5 37 5 284

The accrued benefit lability hes been recorded on the Ulility's books of account and is included in accounts
payable on the balance sheet

Notes to Financial Statements
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NOTES TO FINANCIAL STATEMENTS  oecember 31, 2005

(tabular amounts in thousands of dollars)

Employees joining the Utiity after January 1, 2002 are not eligible to participate in the defined bensfit plan,
Tha UHility makes confributions to & Repistered Retrement Savings Plan ("RRSP") on behalf of thess
employees and employees hired before January 1, 2002 who belonged to the defined benefit plan and
elected to opt out of that plan. The RRSP is a defined contribution plan. The costs recognized for the period
are equal to the Utiity's contribution to the plan. During 2005, these ware 5122 000 {2004 - $105,000).

Total cash payments for employee future benefits for 2008, consisting of cash contributed by the Utility to its
funded defined benef pension plan and cash contributed directly to the RRSP were 3428000 (2004 -
$425,000),

As al December 31, 2006, the Utiity's defined pension plan had 40 members (2004 - 41}, and the RRSP had
33 members (2004 - 34).

CONTINGEMNCIES

(a) Mayo to Dawson City transmission line project

As discussed in Note §, the LHility completed the construction of the Mayo o Dawson City Transmission Line
project during 2003, Subsequent to energization of the ling, the Utiity and the general contractor notified each
ather that they have numerous claims ansing out of the agreement and the construction of the line, These
claims total sevaral million dollars on & net basis. To date, no legal action has commenced

In Agpel 2005, the contractor provided the Utility with some additional information. Management i reviewing
this information and anticipates further documentation will be required before claims can be fully assessed.
Onee the documentation stage is complete, the parties will meat to select an appropriats legal process 1o
resolve the outstanding issues. To date, the Ulility hes not received sufficient information 1o assess the
Litility's expoEune.

(b) Federal transfer agreament

Most of the assets of the Lty were purchased under a Manch 31, 1987 Agreament of Purchase and Sale
bebaeen the Government of Canada ("Canada"), Yukon Energy Corporation, the Governmem of Yukon
("™YTG") and Northern Caneda Power Commission ("NCPC) (the "Transfer Agresment”). Thene are several
claims that the LRility has againgt Canada under the Transfer Agreement. The various claims are descrbed
el

Yukon Energy Corporation claims against Canada
(i} Claim against Canada Arising from Requirement to Obtain a Fish Authorization in Relation
to the Aishihik Facility

In January, 2004, the Utility filed a Writ of Summons against Canada for damages caused by a breach
of the Transfer Agreemant arising frorm Canada's notification of the Utility in May, 1899 that the Alshihik
Faciity required an authorization under the Fishenes Act. The Utility alleges the requirement Tor & fish
authorization was contrary 1o Canada's representations and warranties under the Transfer Agreement.
Maore parlicularly it alleges it reasonably relied on warranties and representations given by Canada under
the Transfer Agreement to the effect that the Utility had all avthorizations necessary for the generation of
electricity from the Aishihik Facility, As a result, the Utity incurred significant costs and expenses in
negofiating and obtaining a Fisheries Act authorization for the Alshihik Facility and further, its abiity to
use the Aishihlk Facilty has been restricted by the terms of the authorization. It is expected that a legal
process will be inttiabed i 2006, resulting in demages being ewarded to the Utility which can not be
reasonably estimated at this time.
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(tabular amounts in thousands of dollars)

{ii} Soil Contamination at the Whitehorse Facility

The Litiity has notified Canada of a ciaim & has for indemnification for expendilures it incurred on site
restoration at the Whitehorse Raplds Dam sile for hydrocarbon contamination caused by a diesel fusl
aplll which ocourmed when Canada owned the facility. This contamination was discovened n 1955 and
was rectified in 2000. In addition, further testing in 2004 revealed one addifional area of contamination
caused during Canada's ownership of the site. The Uilit's claim of approximately $260.000 for
ndemnification arises under the Transfer Agreement. |t is expected that this miatber will ba rescbved in
2006,

19. COMMITMENTS
(&) Alshihik Water Licence
Thi Yukon Territory Water Board issued a water use license In 2002, valid until December 31, 2018, for the
Uility's Asshihik Lake faclity. In addition to maintaining a minimum and maximumn water level, this license
commits the Lty 1o meat a number of future requirements including;

&) annusl payments of 326,000 until 2011 for the purpose of construction and maindenance of a
heritage camp and delvery of programe at the camp;

b} a Heritage Mitigation Plan. The Utility spent approximataly 535,000 in 2005 on heritage projects,
expects o spend up to 550,000 in 2006 and 330,000 in 2007 on heritage projects, and the balance
which has not yat been determined in the fulure; and

c) annusl fish monitoring programs.,

Fish maonitoring programs are also required under an authorization provided by Canada Department of
Fisheries and Oceans walid until December 31, 2019. The costs of mesting these requirements are
accountid for as waber licence costs in the year they are paid

{b) Financial Information System Lease

The Utility leasas a financial information system from the parent. Minimum lease paymeants for the remaining
four years are as follows:

2008 ] 177
2007 177
2008 177
2008 147
Total § 678

() Mayo - Dawson Apprenticeship Benefits Agreament

Under this agreement, the Utiity is obligated to annual payments of $15,000, adusted by the percentage
change in the Canadian consumer price index, o both The Triondek Hwech'in and the First Nation of Macho
Nyak Dun. The agreement came Into effect July 1, 2004 and expires June 30, 2024, The costs of meeting
these requirernents are expensed to Administration in the year to which they relate.
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{d) Mayo - Dawson Transmission Line Option Agreement

The Uity has provided an option to two Yukon First nations to acguire up to 8 $14,470,000 “indirec nberest”
in the Mayc-Dawson transmission line system progect. The opltion agreement provides for issuance by the
Lhility of a long-tesm dabt instrumeant repayable over forly years, bearing interest equal to the Lhility's blended
cost of capital, incleding & component limited o the Utility's reallzed return on equity, The option expires on
January 4, 2007, The option has not been exercised {o date.

ENVIRONMENTAL LIABILITIES

The UHility's actvities are subject to various federal and temiorial laws and regulations governing the
protection of the environment ar b minimize any adverse impact thereon. The Utiity conducts its operations
50 as bo probect public health and the environment and believes its operationa are materially In compliance
with all applicable laws and regulations. Liabilities will b2 recorded when the occurrence of an environmental
expendilure, relaled o present or past activities of the Utility, is considered probable and the costs can be
reasonably estimated. To date, no such speciic liabilites have been recorded In the Utility's accounts

RISK MANAGEMENT AND FINANCIAL INSTRUMENTS

The fair value of cash and cash equivalents, accounts receivable, diesel contingency fund, and accounts
payable approximate the carrying amount of these instruments due to the short period 1o maturily. The fair
walue of long-term debt is described in Note 13. The Utiity also has acoess to a 510 milion fine of cradit. The
renewal dale on the ling of credit i Oclober 31, 2008, The account accrues interest on withdrewals &t prime
rate. The facility was not drawn on at year end.

The LHility is nod exposed fo significant interest rate risk due to its long-term debt having fixed interest rates,
The Utity's credit risk is minimal in that its primary customer |s & regulated wility,

. COMPARATIVE FIGURES

Certain 2004 figures have been reclassified fo confiorm with the current year's presentation.
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