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REPORT OF INDEPENDENT AUDITORS 
 
 
TO THE DIRECTORS OF 
DETROIT THERMAL, LLC 
 
We have audited the accompanying balance sheet of Detroit Thermal, LLC as of December 31, 
2008 and 2007, and the related statements of income, member's equity, and cash flows for the 
years then ended.  These financial statements are the responsibility of the Company's 
management.  Our responsibility is to express an opinion on these financial statements based on 
our audits. 
 
We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements.  An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of Detroit Thermal, LLC as of December 31, 2008 and 2007, and the results 
of its operations and its cash flows for the years then ended in conformity with accounting 
principles generally accepted in the United States of America. 
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Youngstown, Ohio 
April 30, 2009 



Detroit Thermal, LLC
BALANCE SHEET

 

ASSETS December 31,
2008 2007

CURRENT ASSETS
Cash 2,158,180$       1,066,558$       
Accounts receivable--trade, net allowance for doubtful accounts
 of $217,000 in 2008 and 2007 6,955,289 6,505,478
Unbilled revenue 181,808 753,440            
Inventories -                        176
Accounts receivable--other 1,325,943 1,036,669
Prepaid expenses 566,741 373,420

TOTAL CURRENT ASSETS 11,187,961       9,735,741         

PROPERTY AND EQUIPMENT (at cost)

Land 1,000,000 1,000,000
Structure improvements 146,041 146,041
Transportation equipment 121,073 121,073
Furniture and fixtures 635,501 615,806
Machinery and equipment 33,367,693 31,018,790

PROPERTY AND EQUIPMENT 35,270,308       32,901,710       
Less accumulated depreciation 5,769,495 4,058,740

29,500,813       28,842,970       
Construction in progress 10,132              -                        

NET PROPERTY AND EQUIPMENT 29,510,945       28,842,970       

TOTAL ASSETS 40,698,906$    38,578,711$    

The accompanying notes are an integral part of these financial statements.



 
 

 

LIABILITIES AND MEMBER'S EQUITY December 31,
2008 2007

CURRENT LIABILITIES
Accounts payable--trade 8,441,176$     19,208,173$    
Current portion of long-term debt 1,302,000       12,500,000
Regulatory liability 1,638,417 2,217,162
Accrued expenses 4,502 32,512
Accrued payroll and related expenses 42,234 320,978
Accrued state and local taxes 362,940 116,597
Accrued interest 196,329 1,404,447

TOTAL CURRENT LIABILITIES 11,987,598     35,799,869      

LONG-TERM LIABILITIES
Long-term debt--Bank (less payments due within one year) - See Note D 11,198,000 -                      
Subordinated long-term debt--Detroit Edison - See Note D 12,500,000 -                      

TOTAL LONG-TERM LIABILITIES 23,698,000     -                      
TOTAL LIABILITIES 35,685,598     35,799,869      

MEMBER'S EQUITY 5,013,308 2,778,842

TOTAL LIABILITIES AND MEMBER'S EQUITY 40,698,906$  38,578,711$   

-3-  



Detroit Thermal, LLC
STATEMENT OF INCOME

2008 % 2007 %
NET STEAM SALES 40,406,626$     99.12 43,069,452$     98.36
NON-STEAM REVENUE 360,000 0.88      720,215 1.64      
TOTAL NET SALES 40,766,626 100.00  43,789,667 100.00  

COST OF SALES 24,861,804       60.99    29,261,385       66.82    
GROSS PROFIT 15,904,822       39.01    14,528,282       33.18    

OPERATING EXPENSES
Salaries and wages 4,273,354         10.48    5,067,596         11.57
Payroll taxes 425,320            1.04      503,369            1.15
Taxes--other 1,534,927         3.77      957,840            2.19
Insurance--property 421,669            1.03      512,805            1.17
Employee benefits 908,111            2.23      1,108,639         2.53
Supplies 491,867            1.21      564,500            1.29
Professional fees 1,291,193         3.17      1,222,645         2.79
Contracted services 753,550            1.85      632,695            1.44
Office expense 90,619              0.22      152,218            0.35
Repairs and maintenance 224,929            0.55      511,454            1.17
Travel and entertainment 85,290              0.21      55,370              0.13
Utilities 274,854            0.67      180,488            0.41
Rent 120,975            0.30      58,569              0.13
Depreciation 1,710,754         4.20      1,560,252         3.56
Contributions 1,350                -       17,675              0.04
Miscellaneous expense 412,783            1.01      469,870            1.07
Vehicle expense 60,080              0.15      51,038              0.12
Bad debt expense 186,456            0.46      36,418              0.08
Dues and subscriptions 26,146              0.06      15,606              0.04
Licenses and permits 40,024              0.10      30,291              0.07
Training & seminars 34,429              0.08      8,031                0.02

TOTAL OPERATING EXPENSES 13,368,680       32.79    13,717,369       31.32    
INCOME FROM OPERATIONS 2,536,142         6.22      810,913            1.86      

OTHER INCOME (EXPENSE)
Miscellaneous income 2,130,575         5.23      32,445 0.07
Interest income 81,894            0.20    77,936             0.18
Corporate support (1,000,000)        (2.45)    (1,000,000)        (2.28)
Interest expense (1,514,145)        (3.71)    (2,489,339)        (5.68)
Debt forgiveness - See Note D -                        -       8,573,965         19.58    

NET OTHER (EXPENSE) INCOME (301,676)           (0.73)    5,195,007         11.87    

NET INCOME 2,234,466$      5.49    6,005,920$       13.73  

Years ended
December 31,

The accompanying notes are an integral part of these financial statements. -4-



Detroit Thermal, LLC
STATEMENT OF MEMBER'S EQUITY 

 
Years ended

December 31,
2008 2007

BALANCE--beginning of year 2,778,842$       (3,227,078)$      

Net income 2,234,466         6,005,920

BALANCE--end of year 5,013,308$       2,778,842$      

The accompanying notes are and integral part of these financial statements. -5-



Detroit Thermal, LLC
STATEMENT OF CASH FLOWS

Years ended
December 31,

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES

Net income 2,234,466$       6,005,920$       
Adjustments to reconcile net income to net cash provided by 

operating activities:
Forgiveness of debt -                    (8,573,965)        
Depreciation and amortization 1,710,754         1,560,252
Change in the allowance for losses on accounts receivable 289                   (415,289)           
Increase (decrease) in cash due to changes in:

Accounts receivable (739,374)          (1,514,331)
Unbilled revenue 571,632            (753,440)           
Regulatory asset -                        450,495            
Inventories 176 1,174,744       
Prepaid expenses (193,321)           (230,667)           
Accounts payable 1,733,003         3,258,033         
Regulatory liability (578,745)           1,420,393         
Accrued expenses (1,268,529)        1,174,668         

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,470,351         3,556,813         

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment (2,368,597)        (3,269,445)        
Investment in construction in progress (10,132)             -                    

NET CASH (USED IN) INVESTING ACTIVITIES (2,378,729)        (3,269,445)        

NET INCREASE IN CASH 1,091,622         287,368            

CASH--BEGINNING OF YEAR 1,066,558         779,190

CASH--END OF YEAR 2,158,180$       1,066,558$      

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid during the year for interest 2,722,263$       1,277,165$      
Refinance of Detroit Edison payable to long-term Debt (Note D and L) 12,500,000$     -$                  
Principal amount - long-term debt forgiven (Note D) -$                      7,700,000$       
Accrued interest forgiven (Note D) -$                      873,965$          

The accompanying notes are an integral part of these financial statements. -6-



Detroit Thermal, LLC 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
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NOTE A--NATURE OF BUSINESS 
 
Detroit Thermal, LLC, an Ohio limited liability company 
(the Company) is engaged in the business of providing 
and/or maintaining steam heat in Detroit, Michigan and 
surrounding areas. 
 
 
NOTE B--SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES 
 
Regulation 
The Company is a registered public utility company 
subject to regulation under federal and state regulatory 
commissions.  The Company has been granted a 
default tariff rate by the Michigan Public Service 
Commission (MPSC).  The Company is subject to the 
provisions of SFAS 71 "Accounting for the Effects of 
Certain Types of Regulation," which provides that rate-
regulated public utilities record certain costs and 
credits allowed in the rate making process in different 
periods than for non-regulated entities.  These are 
deferred as regulatory assets or accrued as regulatory 
liabilities and are recognized at the time they are 
reflected in the rates.  Regulatory liabilities resulted 
from refunds due to customers which will be recovered 
over the next year by a decrease in customer 
revenues.   
 
Cash and Cash Equivalents 
Cash and cash equivalents consist of cash on hand, in 
banks and cash equivalents with maturities of three 
months or less when purchased.   
 
Accounts Receivable 
The Company establishes an allowance for 
uncollectible accounts receivable based on historical 
experience and any specific customer collection issues 
that the Company has identified.  Uncollectible 
accounts receivable are written off when a settlement 
is reached for an amount that is less than the 
outstanding balance or when the Company has 
determined the balance will not be collected.  See 
estimate footnote for details related to the refund 
calculation offsetting accounts receivable. 
 
Unbilled Revenue 
Unbilled revenue represents income earned on 
contracts for which billings have not been presented to 
customers.  When billed, these amounts are included 
in accounts receivable. 

Inventory 
Inventories are stated at the lower of cost or market 
value with cost determined using the first-in, first-out 
method. 
 
Property and Equipment 
The cost of property and equipment is depreciated 
over the estimated useful lives of the related assets.  
Depreciation is computed on the straight line method. 
 
Use of Estimates 
The preparation of financial statements in conformity 
with generally accepted accounting principles requires 
management to make estimates and assumptions that 
affect the reported amounts and disclosures at the 
date of the financial statements and during the 
reporting period.  Actual results could differ from those 
estimates. 
 
In September 2005, the Michigan Public Service 
Commission (MPSC) approved a tariff rate effective 
immediately.  As part of the MPSC order, the 
Company is required to issue refunds for the difference 
in billings of the original rate billed beginning in 
November 2003 as compared to the September 2005 
tariff rate.  The Company is required to include interest 
on these refunds at 12% per annum.  The amount of 
refund is offset against accounts receivable – trade.  
The refund liability at December 31, 2008 and 2007 is 
$94,071 and $615,441, respectively.  The interest due 
on these refunds has been accrued in the amount of 
$10,000 and $12,000 at December 31, 2008 and 2007, 
respectively.   
 
Recent Accounting Pronouncements 
The Financial Accounting Standards Board (FASB) 
Interpretation No. 48 (FIN 48), “Accounting for 
Uncertainty in Income Taxes”, provides detailed 
guidance for financial statement recognition, 
measurement and disclosure of uncertain tax positions 
recognized in a company’s financial statements.  With 
the issuance of FSP FIN 48-3, FIN 48 is effective for 
periods beginning after December 15, 2008 for private 
companies.  Accordingly, the company will follow the 
requirements of FAS No. 5, “Accounting for 
Contingencies”, until it adopts FIN 48.  The company 
does not expect that the adoption of FIN 48 will have a 
material effect on its financial statements. 
 
 
 



Detroit Thermal, LLC 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
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NOTE C--ACCOUNTS RECEIVABLE – 
OTHER 
 
Accounts receivable – other includes amounts due 
from the City of Detroit and Wayne County for refunds 
of real property taxes due as a result of negotiations 
with the City of Detroit from protests filed with the 
Michigan Tax Tribunal over values assessed for Tax 
years 2004 through 2007.  On March 10, 2009 the 
Michigan Tax Tribunal issued an order approving the 
stipulated values agreed to by the City of Detroit and 
ordered that refunds be issued for all real and personal 
property assessments collected for tax years 2004 
through 2008.  The receivable at December 31, 2008 
relates to the case noted above.  The receivable at 
December 31, 2007 relates to property taxes that were 
paid in amounts in excess of the invoice totals and 
thus, were overpaid.  As of December 31, 2008 and 
2007 the total amount owed to the Company from 
Wayne County was $ 1,285,273 and $902,140, 
respectively.  See Note H. 
   
Additionally, accounts receivable – other includes 
amounts related to settlement agreements between 
customers and the Company reached during 2006.  
The amounts owed at December 31, 2008 and 2007 
were $-0- and $87,880, respectively.   
 
The remaining receivables are miscellaneous 
receivables due from employees.  The amounts owed 
at December 31, 2008 and 2007 were $40,670 and 
$46,649, respectively. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

NOTE D--LONG-TERM DEBT 
 
Following is a summary of long-term debt at December 
31: 
 
             2008 2007 

  
  
  

Term loan—bank.  Floating 
interest rate, unpaid principal  
and interest due January 30, 
2012, secured by all business 
assets. (See Note L) $12,500,000 $12,500,000
           
Subordinated debt–Detroit 
Edison.  Increasing scale 
interest rate, 3.5% beginning 
January 30, 2009, unpaid 
principal and interest due 
December 1, 2012. (See Note 
L) 

    
12,500,000 - 

 25,000,000 12,500,000

Less current portion     1,302,000 
 

12,500,000 
 LONG-TERM PORTION  $23,698,000 $        - 

 
Current maturities of long-term debt for each of the 
five years succeeding December 31, 2008 are as 
follows: 
 

Years ended    
December 31,    Amount 

 2009     $    1,302,000
 2010     2,803,000
 2011     2,803,000
 2012     18,092,000
       $  25,000,000

 
The 2006 long-term portion of the debt payable to The 
Detroit Edison Company was forgiven during 2007 as 
fully described in the Purchase and Sale Agreement by 
and between The Detroit Edison Company and Detroit 
Thermal, LLC and Thermal Ventures II, L.P. dated 
January 24, 2003. (see below.) 
 
The Company's current reducing credit loan is due 
January 30, 2009; however, prepayments may be 
made at the Company's discretion and their cash flow 
ability.  See Note L. 
 
The Company's reducing credit loan contains various 
restrictions and covenants.  The total amount available 
and outstanding is $12,500,000 at December 31, 
2008.  These funds are to be used solely for approved  
 



Detroit Thermal, LLC 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
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NOTE D--LONG-TERM DEBT (con't.) 
 
capital expenditures as defined by the Purchase and 
Sale Agreement by and between The Detroit Edison 
Company and Detroit Thermal, LLC and Thermal 
Ventures II, L.P. (the Company's sole member) dated 
January 24, 2003.  The Company has an option of 
having interest calculated based on various indices 
(including Prime and LIBOR) with various adjustments.  
The Company may elect to convert a loan, or a portion 
thereof, from one rate to another.  At December 31, 
2008 and 2007, the interest rates were 2.98125% and 
6.3125%, respectively.  See Note L. 
 
On January 24, 2003, Detroit Thermal, LLC and 
Thermal Ventures II, L.P. (the Company’s sole 
member) purchased the steam assets of The Detroit 
Edison Company (Seller). In accordance with the 
terms of the Purchase and Sale Agreement, the 
Company was required to pay to the seller an amount 
equal to 3.5 times the Company’s EBITDA for the 
calendar year (“contingent consideration”) by April 
2007.  The agreement provides that the contingent 
consideration payment be applied first to retire the 
bank debt, second to retire The Detroit Edison 
Company debt and third to the account of The Detroit 
Edison Company.  Additionally, if the contingent 
consideration is not sufficient to satisfy and retire all 
outstanding amounts of the bank debt and The Detroit 
Edison Company debt, any unpaid balance of The 
Detroit Edison Company debt shall be discharged.  
Given the 2006 EBITDA, the Company was not 
required to make the contingent consideration 
payment and the unpaid balance of $7,700,000 due to 
The Detroit Edison Company was discharged and 
recognized in income during 2007.  Additionally, 
interest accrued on the debt of $7,700,000 in the 
amount of $873,965 was also discharged and 
recognized in income during 2007. 
 
 
NOTE E--INCOME TAXES  
 
As a single member limited liability company, the 
Company is treated as a disregarded entity for federal 
income tax purposes.  The Company's results of 
operations are included on the income tax return of 
Thermal Ventures II, LP, its sole member.  
Accordingly, no provision for income taxes is included 
in the financial statements. 
 
 

NOTE F--LEASES 
 
The Company leases office and warehouse facilities in 
Detroit, Michigan.  The lease is a non-cancellable 
operating lease, which expired in February 2006.  The 
lease calls for minimum annual rental of $33,600 and 
$33,556 in 2008 and 2007, respectively.  Beginning in 
February of 2007, the company operates on a month 
to month lease with monthly rental of $2,800. 
 
All other rent expense is for equipment held on a 
month to month basis.  Rental expense for facilities 
and equipment charged to operations during the years 
ended December 31, 2008 and 2007 was $120,975 
and $58,569, respectively. 
 
 
NOTE G--PENSION PLAN 
 
The Company participates in a 401(k) plan covering all 
of its employees.  Participants may contribute a 
percentage of compensation, limited to the maximum 
allowable under the Internal Revenue Code.  The plan 
provides for a partial matching contribution by the 
Company, which amounted to $66,720 in 2008 and 
$75,867 in 2007. 
 
 
NOTE H--COMMITMENTS, 
CONTINGENCIES, AND 
UNCERTAINTIES 
 
In 2008, the Company protested the values placed 
upon its real and personal property for property tax 
purposes for the 2004-2008 tax years and sought 
refunds of excess taxes paid before the Michigan Tax 
Tribunal.  On March 10, 2009, the Tribunal entered the 
parties’ proposed consent judgment in the Valuation 
Cases.  On March 26, 2009, Wayne County paid 
$1,285,274 in refunds on the overvalued real property 
for tax years 2004-2007.  These amounts were 
recorded as miscellaneous income in 2008.  Additional 
refunds of real property tax for the tax year 2008 are 
presently not determined.  Substantial refunds for 
personal property assessments included in the order 
are due from the City of Detroit by May 10, 2009 
without interest, but are presently undetermined by the 
City of Detroit. 
 
 
 



Detroit Thermal, LLC 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
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NOTE H--COMMITMENTS, 
CONTINGENCIES, AND 
UNCERTAINTIES (continued) 
 
In addition to the above case, the Company has 
protested a specific property, called the Phantom 
Property.  The Company has filed for full refunds 
based on the argument that this particular parcel of  
 
property does not exist.  The Company case has been 
filed before the Michigan Tax Tribunal, however, no 
decision has been made and thus, no income has 
been recorded in 2008 related to the Phantom 
Property. 
 
The Company is involved in various lawsuits, claims, 
and proceedings incidental to its business, some of 
which allege monetary damages.  Management 
believes that the outcome of such matters will not have 
a material adverse effect on the Company's financial 
position.   
 
 
NOTE I--RELATED PARTY 
TRANSACTIONS 
 
The Company paid management fees of $1,000,000 to 
its sole member during 2008 and 2007.  The sole 
member is in a position to influence the profits of the 
Company. 
 
 
NOTE J--COLLECTIVE BARGAINING 
AGREEMENT 
 
The Company has a collective bargaining agreement 
with a union representing approximately 70% of 
employees.  The contract will expire July 2009. 
 
 
NOTE K--CONCENTRATIONS 
 
The Company maintains its cash balances in various 
financial institutions.  The balances are insured by the 
Federal Deposit Insurance Corporation up to 
$250,000.  The Company's cash balances typically 
exceed the insured limit. 
 

During 2008, sales to three customers individually 
exceeded more than 10% of the Company’s total.  
Sales to these customers were approximately   
 
$16,575,911 during the year ended December 31, 
2008.  At December 31, 2008, approximate amounts 
due from these customers included in accounts 
receivable were $2,740,150.   
 
In 2007, sales to four customers individually exceeded 
more than 10% of the Company’s total.  Sales to those 
customers were approximately $22,000,000 during the 
year ended December 31, 2007.  At December 31, 
2007, approximate amounts due from these customers 
included in accounts receivable were $3,488,000.   
 
During the year ended December 31, 2008 and 2007, 
approximately 65% and 61% of the Company's 
purchases were from two suppliers.  As of December 
31, 2008 and 2007, the amounts due to these 
suppliers that are included in accounts payable were 
$17,170,000 and $16,730,000, respectively.   
 
 
NOTE L—SUBSEQUENT EVENTS 
 
The Company had $25,000,000 of debt outstanding at 
December 31, 2008 that was due currently, but has 
been partially classified as non-current in accordance 
with Statement of Financial Accounting Standards 
(SFAS) No. 6 “Classification of short-term debt 
obligations expected to be refinanced.” 
 
Effective January 30, 2009, the Company entered into 
a new financing arrangement with a bank.  The new 
agreement includes a $3,000,000 revolving credit 
facility and a refinance of the $12,500,000 bank debt to 
a three year term loan with a one time payment on 
June 30, 2009 of $260,417 and quarterly principal 
payments of $520,834 beginning in September 2009 
through December 2011.  The final principal payment 
is due January 30, 2012. The Company has an option 
of having interest calculated based on various indices 
(including Prime and LIBOR) with various adjustments.  
Detroit Edison is a guarantor on this debt.  (see below) 
 
In connection with the refinancing of the bank debt, 
Detroit Edison agreed to refinance $12,500,000 of the 
steam payables owed to them by the Company.  The 
agreement is part of a subordination agreement.  The 
principal balance is due December 1, 2012.  Interest  
 



Detroit Thermal, LLC 
NOTES TO FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
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NOTE L—SUBSEQUENT EVENTS 
(con't.) 
 
 
payments are required monthly and the interest rate is 
based on an increasing scale, beginning January 
2009, the interest rate is 3.5% and increases by .5%  
bi-annually.  If at a future date, Detroit Edison is 
released from its guarantee of the bank debt, they 
have agreed to forgive the remaining principal balance, 
on a sliding scale.  If released by June 30, 2009, the 
entire balance will be forgiven.  This percentage is 
reduced by 10% bi-annually. 
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