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Primary Energy Recycling Corporation

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(In thousands of U.S. dollars)

(Unaudited)
ASSETS June 30, 2011 December 31, 2010
Current assets:
Cash and cash equivalents $ 22459 $ 22,405
Accounts receivable 7,458 7,836
Inventory, net 1,040 1,005
Other current assets 840 1,247
Total current assets 31,797 32,493
Non-current assets:
Property, plant and equipment, net (Note 6) 180,172 180,503
Intangible assets, net (Note 7) 30,656 40,166
Restricted cash (Note 3) 2,444 2,991
Deferred tax asset, net (Note 15) 4,045 4,941
Investment in joint venture (Note 16) 65,277 66,721
Total assets $ 314,391 $ 327,815
LIABILITIES AND EQUITY
Current liabilities:
Accounts payable $ 1500 $ 361
Short-term debt (Note 8) 34,075 30,343
Due to affiliates (Note 18) 750 639
Accrued property taxes 1,081 1,965
Accrued expenses 3,058 2,068
Total current liabilities 40,464 35,376
Non-current liabilities:
Long-term debt (Note 8) 22,240 37,796
Asset retirement obligations (Note 10) 2,699 2,604
Total liabilities 65,403 75,776
Equity
Equity attributable to equity owners of the Company
Common stock: no par value, unlimited shares authorized;
44,706,187 issued and outstanding at June 30, 2011
and 134,118,561 outstanding at December 31, 2010 274,479 274,479
Contributed surplus 3,316 3,316
Accumulated shareholders' deficit (109,065) (107,784)
Total equity attributable to equity owners of the Company 168,730 170,011
Non-controlling interest (Note 12) 80,258 82,028
Total equity 248,988 252,039
Total liabilities and equity $ 314,391 $ 327,815

The accompanying notes are an integral part of these unaudited interim consolidated financial statements.
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Primary Energy Recycling Corporation
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In thousands of U.S. dollars, except share and per share amounts)
(Unaudited)

Revenue:
Capacity
Energy service

Expenses:
Operations and maintenance
General and administrative
Employee benefits (Note 22)
Depreciation and amortization
Total operating expenses

Equity in earnings of joint venture (Note 16)
Operating income

Other expense
Interest expense (Note 9)
Realized and unrealized loss on derivative
contracts (Note 17)
Loss on derecognition (Note 6)

Loss before income taxes
Income tax expense (Note 15)
Net loss and comprehensive loss

Net loss and comprehensive loss attributable to:
Owners of the Company

Non-controlling interest (Note 12)

Net loss per share attributable
to owners of the Company:

Weighted average number of shares outstanding - basic and diluted (Note 13)

Basic and diluted net loss per share attributable to owners of the Company (Note 14)

Three Months Ended June 30,

Six Months Ended June 30,

2011 2010 2011 2010
$ 9,018 9,018 18,036 18,036
4,295 4,223 8,059 8,465
13,313 13,241 26,095 26,501
4,123 3,297 6,866 5,354
2,148 2,312 4,479 4,636
606 357 1,166 923
6,246 7,566 13,804 15,132
13,123 13,532 26,315 26,045
1,003 966 2,104 1,801
1,283 675 1,884 2,257
(1,692) (2,564) (3,535) (5,372)
- (29) (4) (176)
- - (500) -
(409) (1,918) (2,155) (3,291)
(384) (910) (896) (1,225)
$ (793) (2,828) (3,051) (4,516)
$ - (1,820) (1,281) (2,590)
(793) (1,008) (1,770) (1,926)
$ (793) (2,828) (3,051) (4,516)
44,706,187 44,706,187 44,706,187 44,706,187
$ - (0.04) (0.03) (0.06)

The accompanying notes are an integral part of these unaudited interim consolidated financial statements.
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Primary Energy Recycling Corporation
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(In thousands of U.S. dollars)

Attributable to equity owners of the Company

(Unaudited)

Common Contributed Accumulated Non-controlling Total
stock surplus deficit Total interest equity
Balance - January 1, 2010 $ 274,479 (120,656) $ 153,823 $ 85,860 $ 239,683
Net loss and comprehensive loss for the
six months ended June 30, 2010 - (2,590) (2,590) (1,926) (4,516)
Balance — June 30, 2010 $ 274,479 (123,246) $ 151,233 $ 83,934 $ 235,167
Balance - January 1, 2011 $ 274,479 3,316 (107,784) $ 170,011 $ 82,028 $ 252,039
Net loss and comprehensive loss for the
six months ended June 30, 2011 - - (1,281) (1,281) (1,770) (3,051)
Balance — June 30, 2011 $ 274,479 3,316 (109,065) $ 168,730 _$ 80,258 $ 248,988

The accompanying notes are an integral part of these unaudited interim consolidated financial statements.
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Primary Energy Recycling Corporation
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands of U.S. dollars)

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss and comprehensive loss for the period $ (793) % (2,828) % (3,051) $ (4,516)
Adjustments for:
Depreciation and amortization 6,246 7,566 13,804 15,132
Loss on derecognition - - 500 -
Realized and unrealized loss on derivative contracts - 29 4 176
Equity in (earnings) of joint venture (1,093) (966) (2,104) (1,801)
Non-cash interest expense 640 1,012 1,330 2,120
Income tax expense 384 910 896 1,225
Distributions from investment in joint venture 2,012 1,985 3,547 4,056
7,396 7,708 14,926 16,392
Net change in non-cash working capital balances (505) (850) 1,672 (171)
Net cash provided by operating activities 6,891 6,858 16,598 16,221
CASH FLOWS FROM INVESTING ACTIVITIES:
Change in restricted cash 249 120 547 120
Capital expenditures (3,534) (490) (4,128) (490)
Net cash used in investing activities (3,285) (370) (3,581) (370)
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments of deferred financing costs - - - (319)
Payments for stock issuance costs associated with the Rights Offering - - - (285)
Payments of fees associated with the Recapitalization - - - 9)
Repayment of debt (5,732) (6,888) (12,963) (17,050)
Net cash used in financing activities (5,732) (6,888) (12,963) (17,663)
Net (decrease) increase in cash (2,126) (400) 54 (1,812)
Cash and cash equivalents - beginning of period 24,585 22,878 22,405 24,290
Cash and cash equivalents - end of period $ 22,459 $ 22,478  $ 22,459 $ 22,478
Supplemental disclosure of cash flow information:
Cash paid during the period for interest $ 1,053 $ 1,558 $ 2,213 $ 3,264
Cash paid during the period for income taxes $ 113 $ -8 113 $ -

The accompanying notes are an integral part of these unaudited interim consolidated financial statements.
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Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

1. General information

Primary Energy Recycling Corporation (“PERC” or the “Company”) was incorporated on June 10,
2005 under the laws of the Province of Ontario and continued under the laws of British Columbia,
and its head office is located at 2215 S. York Road, Oak Brook, lllinois 60523. The address of its
registered office is Suite 1600, Cathedral Place, 925 West Georgia Street, Vancouver, British
Columbia, Canada V6C 3L2. The Company initiated business activity on August 24, 2005 and
owns 85.7% of the common membership interests of Primary Energy Recycling Holdings LLC
(“PERH"). PERH, headquartered in Oak Brook, lllinois, indirectly owns and operates three
recycled energy projects, one clean heat and power project and a 50% interest in a pulverized
coal facility, all located in the United States (collectively, the “Projects”). The Projects have a
combined electrical generating capacity of 283 megawatts and a combined steam generating
capacity of 1.8 MMIbs/hour. PERH creates value for its customers by recycling recoverable heat
and byproduct fuels from industrial and electric generation processes and converting it into
reliable and economical electricity and thermal energy for resale back to its customers. For
additional information with respect to the business, please see the Company’s public filings
including its most recent annual information form available on SEDAR at www.sedar.com.

2. Basis of preparation and adoption of International Financial Reporting Standards
(“IFRS™)

These interim consolidated financial statements have been presented to comply with IFRS
applicable to interim financial statements, including IAS 34 and IFRS 1. Subject to certain
transition elections disclosed in note 4, the Company has consistently applied the same
accounting policies since the date of transition to IFRS at January 1, 2010 and throughout all
periods presented, as if these policies had always been in effect. Note 4 discloses the impact of
the transition to IFRS on the Company's reported financial position as of December 31, 2010 and
on financial performance and cash flows for the three month and six month periods ended June
30, 2010, including the nature and effect of significant changes in accounting policies from those
used in the Company’s consolidated financial statements.

The policies applied in these interim consolidated financial statements are based on IFRS issued
and outstanding as of August 3, 2011, the date the Board of Directors approved these
statements. Any subsequent changes to IFRS that are given effect in the Company’s annual
consolidated financial statements for the year ending December 31, 2011 could result in
restatement of these interim consolidated financial statements, including the transition
adjustments recognized on change-over to IFRS.

The comparative figures for 2010 and the Company’s statement of financial position as of
December 31, 2010 have been presented to comply with IFRS applicable to interim financial
statements. Note 4 provides reconciliations to IFRS from the previously published Canadian
generally accepted accounting principles (“Canadian GAAP”) financial statements.

The interim consolidated financial statements should be read in conjunction with the Company’s
Canadian GAAP annual financial statements for the year ended December 31, 2010 and its
interim financial statements for the quarter ended March 31, 2011 that have been presented to
comply with IFRS applicable to interim financial statements.



Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

3. Basis of measurement and significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are as follows:

Basis of measurement

These consolidated interim financial statements have been prepared under the historical cost
convention except for the revaluation of certain financial assets to fair value including derivative
instruments.

The preparation of financial statements in accordance with IAS 34 requires the use of certain
critical accounting estimates. It also requires management to exercise judgment in the process of
applying the Company’s accounting policies. Management bases its estimates on historical
experience and other assumptions, which it believes are reasonable. If actual amounts are
ultimately different from these estimates, the revisions are included in the Company’s results of
operations for the period in which the actual amounts become known.

Critical accounting estimates and judgments

The preparation of financial statements requires the Company to make estimates and
assumptions concerning the future that affect the reported amounts of assets and liabilities and
by definition will seldom equal actual results. The estimates and judgments that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below.

Property plant and equipment

Estimated useful lives

Management estimates the useful lives of property, plant and equipment based on the period
during which the assets are expected to be available for use. The amounts and timing of
recorded expenses for amortization of property, plant and equipment for any period are affected
by these estimated useful lives. The estimates are reviewed at least annually and are updated if
expectations change as a result of physical wear and tear, technical or commercial obsolescence
and legal or other limits to use. It is possible that changes in these factors may cause significant
changes in the estimated useful lives of the Company’s property, plant and equipment in the
future. (See note 6.)

Asset retirement obligations
Provisions for asset retirement obligations require the assessment of the amounts that the
Company will have to pay and assumptions in terms of timing and discount rate. (See note 10.)

Income taxes

Estimation of income taxes includes an evaluation of the recoverability of deferred tax assets
based on an assessment of the Company’s ability to utilize the underlying future tax deductions
against future taxable income before they expire. The Company’s assessment is based upon
existing tax laws and estimates of future taxable income. If the assessment of the Company’s
ability to utilize the underlying future tax deductions changes, the Company would be required to
recognize more or fewer of the tax deductions as assets, which would decrease or increase the
income tax expense in the period in which the determination is made. (See note 15.)

Consolidation

The financial statements of the Company consolidate the accounts of PERC and its subsidiaries.
Inter-company balances and unrealized gains on transactions between related companies are
eliminated.



Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

Subsidiaries are all entities over which the Company has the power to govern the financial and
operating policies, which is generally the case if the Company holds shares representing more
than one half of the voting rights. Subsidiaries are fully consolidated from the date on which
control is transferred to the Company. They are de-consolidated from the date on which the
Company ceases to control the entity.

Revenue recognition

The Company operates its facilities under certain tolling and operation and maintenance
agreements with its customers. These agreements with customers qualify as operating lease
arrangements for accounting purposes. Substantially all of the Company’s buildings and
equipment serve as rental property under these operating leases.

Revenue from these agreements consists of capacity revenue and energy service revenue.
Capacity revenue represents the fixed revenue amounts established in the tolling agreements
with the Company’s customers and is billed on a monthly basis. Energy service revenue
represents the revenue earned based on measurements of services performed and delivered
during each period. Energy services revenue is recorded as services are delivered. Revenue is
recorded on the accrual basis and may include estimates for services delivered.

Operating expenses

Operating expenses in the consolidated statement of comprehensive income have been
classified by their nature rather than their function as the Company believes it is more
representative of business operations. The categories of expenses are operations and
maintenance, general and administrative, employee benefits and depreciation and amortization.
Operations and maintenance expenses are comprised of costs incurred to operate the facilities
and include expenditures for water and boiler treatment chemicals, equipment rental and
calibration, contracted services, maintenance related expenditures related to cleaning and repair
as well as environmental costs. General and administrative expenses are comprised of
administrative support, insurance, professional fees, management fees, property taxes and other.
Employee benefit expenses are outlined in note 22.

Non-controlling interest

Non-controlling interest represents an equity interest in PERH owned by an outside party. The
share of net assets of PERH attributable to the non-controlling interest is presented as a
component of equity. Their respective share of net income and comprehensive income is
recognized directly in equity. Changes in the parent company’s ownership interest in subsidiaries
that do not result in a loss of control are accounted for as equity transactions.

Cash and cash equivalents
Cash and cash equivalents include cash on hand and other short-term highly liquid investments
with original maturities of three months or less.

Restricted cash

Restricted cash is segregated from cash balances for purposes of the consolidated statement of
cash flows and consolidated statement of financial position as the restricted cash balance is
required to be maintained separately under the terms of the Company’s debt agreement as a
debt service reserve and is not part of the Company’s cash management activities.

Inventory

The Company maintains a certain level of spare parts inventory at its facilities. This inventory is
stated at the lower of cost and net realizable value and is classified in current assets. Inventory
cost is determined using weighted average costing. Net realizable value is the estimated selling
price in the ordinary course of business, less applicable selling expenses. As spare parts are



Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

consumed the expense is recognized in profit and loss. Major spare parts and standby
equipment are capitalized in property, plant and equipment and depreciated.

Property, plant and equipment

Property, plant and equipment is stated at cost, less accumulated depreciation and any
accumulated impairment losses. The cost of an asset is comprised of its purchase price or
construction cost, any costs directly attributable to bringing the asset into operation, estimated
cost of any decommissioning obligation, if any, and, for qualifying assets, borrowing costs. The
purchase price or construction cost is the aggregate amount paid and the fair value of any other
consideration given to acquire the asset.

Expenditures for major overhauls and inspections are capitalized and depreciated over the
expected time horizon until the next overhaul. The carrying amount of the replaced part is de-
recognized. All other repairs and maintenance are charged to the consolidated statement of
comprehensive income during the financial period in which they are incurred.

Depreciation is charged so as to write off the cost or valuation of assets, other than land and
properties under construction, over their estimated useful lives, using the straight-line method, on
the following bases.

Buildings 28 years

Leasehold improvements Lesser of lease term or life of improvement
Machinery and equipment 28 years

Capitalized overhauls 4 to 10 years

Vehicles 3to5years

Office equipment 3to 7 years

Fixtures and fittings 3to 7 years

Intangible assets

The Company’s intangible assets consist of contract rights which represent the value assigned to
existing customer contracts at the date of their acquisition. They have a finite useful life and are
carried at cost less accumulated amortization which is calculated using the straight-line method
over their estimated useful lives. The expected useful lives of assets are reviewed on an annual
basis and, if necessary, changes in useful lives are accounted for prospectively.

Impairment of non-financial assets

Property, plant and equipment and intangible assets are tested for impairment when events or
changes in circumstances indicate that the carrying amount may not be recoverable. Long-lived
assets that are not amortized are subject to an annual impairment test. For the purpose of
measuring recoverable amounts, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units or CGUs). The recoverable amount is
the higher of an asset’s fair value less costs to sell and value in use (being the present value of
the expected future cash flows of the relevant asset or CGU). An impairment loss is recognized
for the amount by which the asset’s carrying amount exceeds its recoverable amount.

Foreign currency

The functional currency of the Company is the U.S. dollar and all amounts presented in these
financial statements and notes contained herein are presented in U.S. dollars, unless otherwise
specified.
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Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

Debt borrowings

Debt borrowings are recognized initially at fair value, net of transaction costs incurred. Debt
borrowings are subsequently stated at amortized cost; any difference between the proceeds (net
of transaction costs) and the redemption value is recognized in the consolidated statement of
comprehensive income over the period of the borrowings using the effective interest method.

Debt borrowings are classified as current liabilities unless the Company has an unconditional
right to defer settlement of the liability for at least 12 months after the financial position date.

Provisions

Provisions for environmental restoration, restructuring costs and legal claims are recognized
when: the Company has a present legal or constructive obligation as a result of past events, it is
probable that an outflow of resources will be required to settle the obligation and the amount can
be reliably estimated.

Provisions are measured using management’s best estimate required to settle the obligation at
the end of the reporting period and are discounted to present value where the effect is material.

Asset retirement obligations

Asset retirement obligations (“AROs") are recognized for all legal and constructive obligations to
retire or decommission an existing asset and remediate facilities. The fair value of estimated
asset retirement obligations is recognized in the consolidated statement of financial position when
identified and a reasonable estimate of fair value can be made. The asset retirement cost, equal
to the estimated initial fair value of the asset retirement obligation, is capitalized as part of the
cost of the related long-lived asset. The fair value of the asset retirement obligation depends on
the total undiscounted amount of the estimated cash flows required to settle the obligations and
the appropriate risk-adjusted discount rate used to discount the estimated cash flows to fair
value. The asset retirement costs are amortized over the asset’s estimated useful life and
included in depreciation expense on the consolidated statement of comprehensive income.
Increases in the asset retirement obligation resulting from the passage of time are recorded as
accretion of asset retirement obligation and are included in finance costs in the consolidated
statement of comprehensive income. Actual expenditures incurred are charged against the
accumulated obligation. The methods and assumptions used to determine the fair value of the
asset retirement obligation are evaluated at least on an annual basis. Any resulting changes in
fair value are recorded as of the financial position date and changes to the amount of future
accretion are recorded prospectively.

Income tax

Income tax comprises current and deferred tax. Income tax is recognized in the statement of
comprehensive income. Current tax is the expected tax payable on the taxable income for the
year, using tax rates enacted, or substantively enacted, at the end of the reporting period, and
any adjustment to tax payable in respect of previous years.

Deferred tax is recognized in respect of temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the consolidated financial statements.

Deferred income tax is determined on a non-discounted basis using tax rates and laws that have
been enacted or substantively enacted at the financial position date and are expected to apply
when the deferred tax asset or liability is settled. Deferred tax assets are recognized to the extent
that it is probable that the assets can be recovered. Valuation allowances are provided against
deferred tax assets where recovery is not considered probable. Deferred income tax assets and
liabilities are presented as non-current. Tax on income in interim periods is accrued using the tax
rate that would be applicable to expected total annual earnings.
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Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

Derivative financial instruments and hedging activities

Derivatives are carried at fair value and are reported as assets where they have a positive fair
value and liabilities where they have a negative fair value. Derivatives may be embedded in other
financial instruments or contracts. Derivatives embedded in other financial instruments are
valued as separate derivatives when their economic characteristics and risks are not clearly and
closely related to those of the host contract unless such contracts relate to normal course
operations and qualify for the normal purchase and sale exemption in accordance with
appropriate accounting standards.

Accounting for joint ventures

The Company’s interest in a jointly controlled entity is accounted for under the equity method.
Under the equity method, the investment in an associate is initially recognized at cost and the
carrying amount is increased or decreased to recognize the investor’s share of the profit or loss of
the investee after the date of acquisition. The investor’s share of the profit or loss of the investee
is recognized in the investor’s profit or loss. Distributions received from an investee reduce the
carrying amount of the investment. At the date of transition, and on an ongoing basis, the
Company evaluates for indicators of impairment of its investment in joint ventures. As of June 30,
2011, the Company has not identified any such indicators.

Financial instruments

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable
and payable, an interest rate cap contract and debt. The Company does not enter into financial
instruments for trading or speculative purposes. Financial assets are classified as available-for-
sale, held-to-maturity, loans and receivables. Initially, all financial assets and financial liabilities
must be recorded on the consolidated statement of financial position at fair value. Subsequent
measurement is determined by the classification of each financial asset and financial liability. At
each reporting date, the Company assesses whether there is objective evidence that a financial
asset is impaired. Impairment losses on financial assets carried at amortized cost are reversed in
subsequent periods if the amount of the loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized.

Accounts receivable

Trade receivables are stated at fair value as reduced by appropriate allowances for estimated
losses. Estimates for doubtful accounts are provided for as necessary based on the aging
category and specific knowledge of the customer’s ability to pay.

Accounts payable

Trade payables are obligations to pay for goods or services that have been acquired in the
ordinary course of business from suppliers. Accounts payable are recorded at fair value and are
classified as current liabilities if payment is due within one year or less. If not, they are presented
as non-current liabilities.

Leasing — lessor activities

The Company has certain tolling and operation and maintenance agreements with its customers
that are deemed to qualify as leases. The terms of the agreements do not transfer the risks and
rewards of ownership and are therefore classified as operating leases. The Company records the
fixed payments from these agreements as revenue on a straight-line basis over the term of the
relevant lease. Leases would be classified as finance leases whenever the terms of the lease
transfer substantially all the risks and rewards of ownership to the lessee.

Common Stock
Outstanding common shares of the Company (“Common Shares”) are classified as equity.

12



Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

Net loss per share attributable to owners of the Company

Basic loss per share attributable to owners of the Company is computed by dividing net loss
available to owners of the Company by the weighted average number of Common Shares
outstanding. Diluted loss per share is computed by dividing net loss available to owners of the
Company by the weighted average number of Common Shares outstanding adjusted to include
the potentially dilutive effect of outstanding stock options, if not anti-dilutive. Potential Common
Shares are calculated using the treasury stock method and represent incremental shares
issuable upon exercise of the Company’s outstanding stock options.

Stock-based compensation

The Company accounts for stock-based compensation using a fair value based method. The fair
value of options granted is determined at the date of grant using the Black-Scholes option pricing
model. Compensation expense is recorded over the vesting period or immediately upon grant
when options vest immediately.

New accounting standards issued but not yet effective

Certain new accounting standards and IFRS Interpretation Committee (IFRIC) interpretations
have been published that are mandatory for accounting periods beginning on or after January 1,
2011. The Company's assessment of the impact of these new standards and interpretations is
set out below.

IFRS 7, Financial Instruments — Disclosures (IFRS 7), has been amended and will be effective for
financial periods beginning on or after July 1, 2011. The amendments increase the disclosure
requirements for transactions involving transfers of financial assets, for example using
receivables, investments or equity to settle transactions. These amendments are intended to
provide greater transparency around risk exposures of transactions when a financial asset is
transferred and the transferor retains some level of continuing exposure in the asset. The
amendments also require disclosures where transfers of financial assets are not evenly
distributed throughout the period. It is not anticipated that these amendments to IFRS 7 will have
a significant effect on the Company’s disclosures as it is the Company’s practice to settle
transactions in cash. However, if the Company enters into other types of transfers of financial
assets in the future, disclosure regarding those transfers may be affected.

IFRS 9, Financial Instruments (IFRS 9), was issued by the IASB on November 12, 2009 and will
replace IAS 39, Financial Instruments: Recognition and Measurement. IFRS 9 is effective for
annual periods beginning on or after January 1, 2013. The Company is currently evaluating the
impact of IFRS 9; however it is not expected to have a material effect on the consolidated
financial statements of the Company.

On May 13, 2011, the IASB issued IFRS 10, Consolidated Financial Statements (IFRS10), IFRS
11, Joint Arrangements (IFRS 11) and IFRS 12, Disclosure of Interests in Other Entities (IFRS
12). IFRS 10 establishes principles for the presentation and preparation of consolidated financial
statements when an entity controls one or more other entities. IFRS 10 replaces IAS 27,
Consolidated and Separate Financial Statements and SIC-12, Consolidation — Special Purpose
Entities. IFRS 11 establishes principles for the financial reporting by parties to a joint
arrangement. IFRS 11 supersedes IAS 31, Interests in Joint Ventures and SIC-13, Jointly
Controlled Entities — Non-monetary Contributions by Venturers. IFRS 12 combines, enhances
and replaces the disclosure requirements for subsidiaries, joint arrangements, associates and
unconsolidated structured entities. As a consequence of these new standards, the IASB also
issued amended and retitled IAS 27, Separate Financial Statements and IAS 28, Investments in
Associates and Joint Ventures. The new requirements are effective for annual periods beginning
on or after January 1, 2013, with earlier application permitted. Management anticipates that
these standards will be adopted in the Company’s consolidated financial statements for the
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Primary Energy Recycling Corporation

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

relevant period, however these standards are not expected to have a material effect on the
consolidated financial statements of the Company.

In addition to the issuance of new standards as detailed above, there have also been
amendments to existing standards, including IAS 1, Presentation of Financial Statements (IAS 1)
and IAS 19, Employee Benefits (IAS 19). The amendments to IAS 1 will require that entities
group items presented in other comprehensive income (OCI) based on an assessment of whether
such items may, or may not, be reclassified to earnings at a subsequent date. Amendments to
IAS 1 are applicable to annual periods beginning on or after July 1, 2012, with early adoption
permitted. Amendments to IAS 19 eliminate an entity’s option to defer the recognition of certain
gains and losses related to postemployment benefits and require remeasurement of associated
assets and liabilities in OCl. Amendments to IAS 19 are applicable on a modified retrospective
basis to annual periods beginning on or after January 1, 2013, with early adoption permitted.
Management anticipates that these amended standards will be adopted in the Company’s
consolidated financial statements for the relevant period, however these standards are not
expected to have a material effect on the consolidated financial statements of the Company.

4. Transition to IFRS

Basis of transition to IFRS — application of IFRS

For all accounting periods prior to January 1, 2010, the Company prepared its financial
statements under Canadian GAAP. In accordance with IFRS 1 - First time adoption of IFRS,
certain disclosures related to the transition to IFRS are provided in this note and are prepared
under IFRS as set out in Note 2.

The following table provides a reconciliation of equity and comprehensive income as previously
reported under Canadian GAAP to IFRS:

Note December 31, 2010 June 30, 2010

Equity as reported under Canadian GAAP $ 170,730 $ 151,280
IFRS adjustments increase (decrease):
Restatement of property, plant and equipment

to reflect impact of IFRS requirements a (338) (72)
Impact of IFRS conversion on long-term incentive compensation h (35)
Impact of recognizing deferred tax in

accordance with IAS 12 [+ (399) 14
Pro-rata allocation of IFRS adjustments

to non-controlling interest d 53 11
Reclassification of non-controlling interests d 82,028 83,934
Total equity under IFRS $ 252,039 $ 235,167
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The following table provides a reconciliation of the Consolidated Statement of Financial Position
as previously reported under Canadian GAAP to IFRS:

ASSETS

Current assets

Cash and cash equivalents
Accounts receivable

Inventory, net

Current portion of future tax asset
Other current assets

Non-current assets

Property, plant and equipment, net

Intangible assets, net

Restricted cash

Long-term portion of interest rate swap contracts
Non-current deferred tax asset, net

Investment in joint venture

Other non-current assets

Total assets

LIABILITIES
Current liabilities
Accounts payable
Short-term debt

Due to affiliates
Accrued property taxes
Accrued expenses

Non-current liabilities

Long-term debt

Net long-term portion of future tax liability
Asset retirement obligations

Total liabilities

Non-controlling interests

EQUITY

Common stock

Contributed surplus

Accumulated shareholders' deficit
Non-controlling interest

Total equity

Total liabilities & equity

December 31, 2010

June 30, 2010

Cdn Cdn
Note GAAP Adjustment IFRS GAAP Adjustment IFRS
b $ 22,467 $ 62) $ 22,405 $ 22,508 $ (30) 22,478
b 9,330 (1,494) 7,836 9,678 (1,834) 7,844
1,005 - 1,005 976 - 976
c 745 (745) - 765 (765) -
b 1,243 - 1,243 1,028 (30) 998
34,790 (2,301) 32,489 34,955 (2,659) 32,296
a,b 209,935 (29,432) 180,503 214,613 (29,936) 184,677
b 76,754 (36,588) 40,166 88,859 (37,835) 51,024
2,991 - 2,991 3,609 - 3,609
4 - 4 10 - 10
c 4,595 346 4,941 - - -
b - 66,721 66,721 - 69,074 69,074
- - - 8 - 8
$ 329,069 $ (1,254) $ 327,815 $ 342,054 % (1,356) 340,698
$ 361 $ - $ 361 $ 461 $ - 461
g 32,672 (2,329) 30,343 36,714 (3,085) 33,629
h 604 35 639 151 - 151
b 2,083 (118) 1,965 2,178 (121) 2,057
b 2,467 (399) 2,068 2,828 (399) 2,429
38,187 (2,811) 35,376 42,332 (3,605) 38,727
g 35,467 2,329 37,796 46,472 3,085 49,557
c - - - 15,511 (779) 14,732
2,604 - 2,604 2,515 - 2,515
76,258 (482) 75,776 106,830 (1,299) 105,531
d 82,081 (82,081) - 83,944 (83,944) -
274,479 - 274,479 274,479 - 274,479
3,316 - 3,316 - - -
i (107,065) (719) (107,784) (123,199) (47) (123,246)
d - 82,028 82,028 - 83,934 83,934
170,730 81,309 252,039 151,280 83,887 235,167
$ 329,069 $ (1,254) $ 327,815 $ 342,054 $ (1,356) 340,698
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The following table provides a reconciliation of the Consolidated Statement of Comprehensive
Income for the three months and six months ended June 30, 2010 as previously reported under
Canadian GAAP to IFRS:

Three Months Ended Six Months Ended
Note June 30, 2010 June 30, 2010
Cdn Cdn
GAAP Adj IFRS GAAP Adj IFRS
Revenue
Capacity $ 9,018 $ - $ 9018 $ 18,036 $ - $ 18,036
Energy service b 6,443 (2,220) 4,223 12,766 (4,301) 8,465
15,461 (2,220) 13,241 30,802 (4,301) 26,501
Expenses
Operations and maintenance a,b,f,h 4,323 (1,026) 3,297 6,948 (1,594) 5,354
General and administrative b,e,f,h 2,611 (299) 2,312 5,215 (579) 4,636
Employee benefits expense f - 357 357 - 923 923
Depreciation and amortization a,b 8,428 (862) 7,566 16,856 (1,724) 15,132
Total operating expenses 15,362 (1,830) 13,532 29,019 (2,974) 26,045
Equity in earnings of joint venture b - 966 966 - 1,801 1,801
Operating income 99 576 675 1,783 474 2,257
Other (expense) income
Interest expense, net e (2,520) (44) (2,564) (5,283) (89) (5,372)
Realized and unrealized loss on
derivative hedge contracts (29) - (29) (176) - (176)
Loss before income taxes and non-controlling interest (2,450) 532 (1,918) (3,676) 385 (3,291)
Income tax expense c (703) (207) (910) (1,069) (156) (1,225)
(Loss) income before non-controlling interest (3,153) 325 (2,828) (4,745) 229 (4,516)
Non-controlling interest d 1,084 (1,084) - 1,981 (1,981) -
Net loss and comprehensive loss $ (2069 $ (759) $ (2828) $ (2,764) $ (1,752) $ (4,516)
Net loss and comprehensive loss attributable to:
Owners of the Company $ - $ - $ (1820 $ - 8 - $ (2,590)
Non-controlling interest - - (1,008) - - (1,926)
$ - $ - $ (2,828) % - 3 - $ (4516)

Explanation of the effect of the transition to IFRS:

The following explains the material adjustments to the consolidated statement of financial position

and consolidated statement of comprehensive income as a result of the transition to IFRS.

(a) Property, plant and equipment

Under IFRS, capitalization is required for significant parts of an item of property, plant and
equipment (including major inspections and overhaul expenditures) having significant cost and a
useful life and/or depreciation method for the respective component that is different from the
remainder of the asset. All significant components that have the same useful life and
depreciation method have been grouped together and depreciated to their residual values over
their useful lives.

IFRS requires that major overhaul and inspection costs be capitalized and depreciated to
expense (and the replaced element derecognized). Previously, these costs were expensed
under Canadian GAAP.

Under IFRS accounting methods for property, plant and equipment, depreciation expense for the
Company for the three months and six months ended June 30, 2010 decreased by $0.2 million
and $0.4 million, respectively. There were also corresponding decreases in equity as of
December 31, 2010 and June 30, 2010. In addition, during the second quarter of 2010 the
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Company capitalized $0.7 million of previously expensed overhaul costs. See investment in joint
venture (b) for additional depreciation adjustments for the respective periods.

(b) Investment in joint venture

The Company’s investment in PCl Associates (a joint venture) was previously accounted for
under the proportionate consolidation accounting method. Since the transition to IFRS, this
investment is accounted for under the equity method. Under the proportionate consolidation
accounting method, the financial position and comprehensive income line items of the joint
venture are consolidated into the same line items of the Company. Under the equity method, the
respective financial position amounts of the joint venture are netted into one total and reported as
a net investment (“Investment in Joint Venture”) in the long term assets section of the
consolidated statement of financial position. The consolidated statement of comprehensive
income activity is also netted into a single total and is reported as “Equity in Earnings of Joint
Venture” above the operating income (loss) line.

The reconciliation of the proportionate consolidation method of accounting to the equity method
for the Company'’s investment in PCI Associates is as follows:

June 30, 2010

December 31, 2010

Cash and cash equivalents $ 30 $ 62
Accounts receivable 1,834 1,494
Other current assets 30 -

Property, plant and equipment 29,865 29,094
Intangible assets, net 37,835 36,588
Accrued expenses (520) (517)
Investment in joint venture $ 69,074 $ 66,721

Three Months Ended Six Months Ended

June 30, 2010 June 30, 2010
Tolling Revenue $ 2,220 $ 4,301
Operations and maintenance expense (196) (385)
Real estate and personal property tax (33) (66)
Insurance expense (16) (31)
Depreciation and amortization (1,009) (2,018)
Equity in earnings of joint venture $ 966 $ 1,801

(c) Deferred tax assets (liabilities) classification under IFRS

Under IFRS, deferred income tax balances are required to be classified as non-current.
Accordingly, current deferred income tax reported under Canadian GAAP of $0.8 million at June
30, 2010 and $0.7 million at December 31, 2010, has been reclassified as non-current under
IFRS.

Additionally, the tax impact of other IFRS transition adjustments resulted in a tax expense impact

of $0.2 million in the consolidated statement of comprehensive income for each of the three
months and six months ended June 30, 2010.
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(d) Non-controlling interest

IAS 27 - Consolidated and Separate Financial Statements requires that non-controlling interests’ share
of the net assets of subsidiaries is included in equity and their share of the comprehensive income of
subsidiaries is allocated directly to equity. Under Canadian GAAP, non-controlling interests were
presented as a separate item between liabilities and equity in the statement of financial position and
the non-controlling interests’ share of income and other comprehensive income was deducted in
calculating net income and comprehensive income of the entity. Non-controlling interest of $83.9
million at June 30, 2010 and $82.1 million at December 31, 2010, as determined under Canadian
GAAP, has been reclassified to equity.

The consolidated statement of comprehensive income reflects an allocation of IFRS adjustments to the
non-controlling interest for the three months and six months ended June 30, 2010 totaling $0.08 million
and $0.06 million, respectively.

(e) Asset Retirement Obligations

Where discounting of asset retirement obligations is used, the carrying amount of a provision
increases in each period to reflect the passage of time. IFRS requires that this increase be recognized
as borrowing cost and recorded as interest expense in the consolidated statement of comprehensive
income. The Company previously recorded accretion of the liability as a general and administrative
expense. In accordance with IFRS, $0.05 million and $0.09 million has been reclassified from general
and administrative expenses to interest expense in the consolidated statement of comprehensive
income for the three months and six months ended June 30, 2010, respectively.

(f) Employee benefit expense

Expenses totaling $0.4 million and $0.9 million for the three months and six months ended June 30,
2010, respectively, have been separately stated representing employee benefit expenses for the
respective periods. For the three month period ended June 30, 2010, the following costs have been
reclassified representing employee benefit expenses: $0.2 million of operations and maintenance
expenses and $0.2 million of general and administrative expenses. For the six month period ended
June 30, 2010, the following costs have been reclassified representing employee benefit expenses:
$0.5 million of operations and maintenance expenses and $0.4 million of general and administrative
expenses.

(g) Debt
For all periods presented, the balances of long term debt and short term debt have been adjusted to
reclassify the portion of deferred financing fees that are deemed to be short term in nature.

(h) Long-term incentive compensation

Long-term incentive compensation has been adjusted by $0.04 million to reflect IFRS accounting
adjustments at December 31, 2010 in the consolidated statement of financial position.
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(i) Accumulated shareholders deficit
The following is a summary of transition adjustments to the Company’s accumulated shareholders’
deficit from Canadian GAAP to IFRS:

Note December 31, 2010 June 30, 2010

Accumulated shareholders' deficit as reported under Canadian GAAP $ (107,065) $ (123,199)
IFRS adjustments increase (decrease):
Restatement of property, plant and equipment

to reflect impact of IFRS requirements a (338) (72)
Impact of IFRS conversion on long-term incentive compensation h (35)
Impact of recognizing deferred tax in

accordance with IAS 12 c (399) 14
Pro-rata allocation of IFRS adjustments

to non-controlling interest d 53 11
Accumulated shareholders' deficit under IFRS $ (107,784) $ (123,246)

Adjustments to the statements of cash flows

The transition from Canadian GAAP to IFRS resulted in a change in total operating cash flows
and to total cash as a result of the change in accounting for the PCI Associates joint venture for
the comparative period ended June 30, 2010 as discussed in (b) investment in joint venture. In
addition, operating cash flows for the three months and six months ended June 30, 2010, were
impacted by the capitalization of previously expensed overhaul costs which were reflected as
capital expenditures in investing cash flows for the same period. There was no impact on cash
used in financing activities.

5. Financial risk management

Financial risk factors

The Company’s activities expose it to a variety of financial risks: market risk (interest rate risk), credit
risk, liquidity risk and capital risk. The Company’s overall risk management program focuses on the
unpredictability of financial markets and seeks to minimize potential adverse effects on the Company’s
financial performance. The Company uses derivative financial instruments to hedge certain risk
exposures.

Risk management is carried out by management under policies approved by the board of directors.
The audit committee evaluates and manages financial risks in close co-operation with the Company’s
management.

Market risk

The Company is subject to interest rate risks for debt that has variable interest rates. In conjunction
with the November 13, 2009 debt refinancing, the Company entered into an interest rate cap
transaction under the terms of the Credit Facility such that the borrowing rate is capped at rates
increasing from 2.25% to 5.00% during the last year of the three-year term of the interest rate cap.
The notional amount of the interest rate cap declines over the term of the Credit Facility to correspond
with the anticipated reduction in the amount of debt outstanding. The fair value of the interest rate cap
at June 30, 2011 and December 31, 2010 was a de minimis amount.

Credit risk

The Company’s financial assets that are exposed to credit risk consist primarily of cash and cash
equivalents and accounts receivable. The Company, in its normal course of business, is exposed to
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credit risk from its customers. Risks associated with concentrations of credit risk with respect to
accounts receivable are based on the credit rating of customers and the generally short payment
terms.

Liquidity risk

Management measures liquidity risk through its review of current financial ratios against financial
covenants contained in its debt agreements to determine if there are appropriate actions that can be
employed to mitigate liquidity issues. As discussed in Note 8, the Credit Facility matures on October
23, 2014.

Capital risk

The capital of the Company is comprised of debt and common stock. The capital requirements of the
Company are evaluated on an ongoing basis to determine what is required to support the Company’s
financial objectives and strategic plan. The Company carries an amount of cash on hand that is
reflective of working capital requirements and the principal and interest payment obligations under its
Credit Facility. The objectives for managing capital are to safeguard the Company’s ability to operate
as a going concern and to provide a return to shareholders.

The Company’s debt balances are subject to certain financial covenant ratios at a subsidiary level. The
level of equity and debt maintained by the Company has also been determined based on the
Company’s evaluation of existing and future operational results and the future plans for the Company.
The Company’s capital structure is monitored in relation to economic conditions and the risk
characteristics of the Company’s assets. In order to maintain or adjust the capital structure, the
Company may issue new Common Shares, obtain new or additional debt financing or sell assets to
pay down debt. Management expects that any significant acquisition or development opportunities
would most likely be financed by a combination of debt and equity.

Fair value estimation

The carrying values of cash and cash equivalents, trade and other receivables, trade and other
payables and other liabilities approximate their respective fair values due to their short maturity. The
fair value of bank debt approximates carrying value as the debt has a floating interest rate.

6. Property, plant and equipment

Property, plant and equipment consist of the following:

Plant
machinery &
Buildings equipment Total

Cost

at January 1, 2010 $ 21,746 $ 204,589 $ 226,335
Additions (Disposals), net - 769 769
at December 31, 2010 $ 21,746 $ 205,358 $ 227,104
Additions (Disposals), net - 3,463 3,463
at June 30, 2011 $ 21,746 $ 208,821 $ 230,567
Accumulated depreciation

at January 1, 2010 $ (2,940) % (35109) $ (38,049)
Charges for the period (1,204) (7,348) (8,552)
at December 31, 2010 $ (4,144 % (42,457) % (46,601)
Charges for the period (388) (3,406) (3,794)
at June 30, 2011 $ (4532) $  (45863) $  (50,395)
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Plant
machinery &
Buildings equipment Total

Net book value

At January 1, 2010 $ 18,806 $ 169,480 $ 188,286
At December 31, 2010 $ 17,602 $ 162,901 $ 180,503
At June 30, 2011 $ 17,214 $ 162,958 $ 180,172

For each of the three month periods ending June 30, 2011 and 2010, the Company recognized
depreciation expense of $2.2 million. For each of the six month periods ending June 30, 2011
and 2010, the Company recognized depreciation expense of $4.3 million. During the first quarter
of 2011, the Company completed an overhaul at North Lake with a total cost of $2.0 million. The
associated costs have been capitalized in property plant and equipment and will be depreciated
over an estimated time period coinciding with the next scheduled overhaul. The Company had
previously capitalized related overhaul costs of $1.0 million. The undepreciated balance of $0.5
million existing at March 31, 2011 was written off as a loss on derecognition in the consolidated
statement of comprehensive income for the period ended June 30, 2011, as the future economic
benefits associated with the prior overhaul can no longer be realized.

7. Intangible assets

Accumulated Net Book
Contract Rights Amortization Value

at January 1, 2010 $ 157,141 $ (95,260) $ 61,881
Amortization charges - (21,715) (21,715)
at December 31, 2010 $ 157,141 $ (116,975) $ 40,166
Write-offs (49,378) 49,378 -
Amortization charges - (9,510) (9,510)
at June 30, 2011 $ 107,763 $ (77,107)  $ 30,656

Contract rights represent the value assigned to existing customer contracts at the date of the
acquisition and are amortized on a straight line basis over a weighted average term of eight
years. For the three months ending June 30, 2011 and 2010, the Company recorded contract
value amortization of $4.1 million and $5.4 million, respectively. For the six months ending June
30, 2011 and 2010, the Company recorded contract value amortization of $9.5 million and $10.8
million, respectively. At June 30, 2011, the Company’s value of intangible assets has been
adjusted to remove the $49.4 million of fully amortized contract rights.

8. Debt

Long-term debt consists of the following:

Credit Facility

Deferred finance fees
Less:
Reclassification of debt

June 30, 2011

December 31, 2010

outstanding under the Credit Facility

to short-term debt
Reclassification of deferred
finance fees to short-term debt

Total long-term debt

$ 58,403 $ 71,366
(2,088) (3,227)
(35,771) (32,672)

1,696 2,329

$ 22,240 $ 37,796

21



Primary Energy Recycling Corporation
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS
(In thousands of U.S. dollars unless specified, except share and per share amounts)
(Unaudited)

Maturities of debt are based upon quarterly mandatory payments and projections of excess cash
flow, which are subject to change based on results of operations and other factors. The
estimated principal payments are as follows:

June 30, 2011 December 31, 2010
20010 oo 17,882 32,672
2012 oo 35,613 38,694
20013 L 4,908 -
Total v $ 58,403 $ 71,366

Credit facility

On October 23, 2009, PERH, through its subsidiary Primary Energy Operations LLC (“PEQ"),
entered into a $105.0 million secured term loan facility (the "Credit Facility"). On November 13,
2009, the Company borrowed the $105.0 million available under the Credit Facility. The net
proceeds of the Credit Facility together with a portion of the proceeds from the Company’s rights
offering were applied to fully retire the $131.0 million outstanding under its then existing credit
facility.

The Credit Facility has a five-year term and accrues interest at an interest rate equal to, at PEO’s
option, an adjusted LIBOR rate (subject to a 2.0% minimum) plus 4.5% or an alternate base rate
(subject to a 3.0% minimum) plus 3.5%. The loan is subject to 0.25% quarterly mandatory
amortization payments and quarterly mandatory prepayments of principal equal to 100% of
PEO'’s excess cash flow (as defined in the Credit Facility) for the period. The Company has
classified approximately $35.8 million, exclusive of $1.7 million of deferred finance fees, of
borrowings under the Credit Facility as short-term debt at June 30, 2011. This amount represents
approximately $0.5 million of required principal repayments and approximately $35.3 million of
estimated principal prepayments based upon anticipated excess cash flows (as defined in the
Credit Facility). The debt outstanding under the Credit Facility is guaranteed by PERH and
PEQO’s wholly-owned subsidiaries (collectively, the “Guarantors”) and secured by a pledge of
substantially all of PEO’s and the Guarantors’ real and personal property. The Credit Facility also
contains financial covenants requiring PEO to meet certain maximum leverage and minimum
fixed charge coverage ratios, as well as other covenants. These covenants may limit the
Company’s ability to, among other things, incur additional secured or unsecured debt, pay
dividends, make acquisitions or other investments, make capital expenditures, sell or otherwise
dispose of certain assets, enter into sale and leaseback transactions and enter into mergers or
consolidations. The cost of borrowing (including fees) for the Company is approximately 6.9%
based on current LIBOR. As of June 30, 2011, the Company was in compliance with its debt
covenants under the Credit Facility.

Deferred financing fees

The Company capitalizes costs associated with the issuance of debt instruments. These costs
are being amortized to interest expense over the estimated term of the debt using the effective
interest method. Financing costs totaling $7.4 million associated with debt issued on November
13, 2009 under the Credit Facility have been capitalized and are being amortized over the term of
the Credit Facility using the effective interest method, which reflects anticipated debt repayment
activity. For the three months ended June 30, 2011 and 2010, the Company amortized $0.6
million and $1.0 million, respectively, of deferred financing fees. For the six months ended June
30, 2011 and 2010, the Company amortized $1.2 million and $2.0 million, respectively, of
deferred financing fees.
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9. Interest expense

Interest expense for the three and six months ending June 30, 2011 and 2010 is comprised of the
following:

Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010
Interest expense:
Credit Facility $ 1,052 $ 1,552 $ 2,205 $ 3,252
Amortization of deferred financing fees 593 968 1,235 2,031
Accretion of asset retirement obligations 47 44 95 89
Interest expense $ 1,692 $ 2,564 $ 3,535 $ 5,372

10. Asset retirement obligations

Certain of the Company’s subsidiaries have contractual obligations to remove all buildings and
equipment associated with the ground leases related to their facilities. The Company initially
estimated these liabilities based upon an independent valuation. Management has evaluated the
methods and assumptions used to measure the fair value of recorded obligations and determined
that they are reasonable as of June 30, 2011. The total undiscounted cash flows required to
satisfy the legal obligations are estimated to be $13.2 million and are expected to be incurred in
2033. These amounts were discounted by a risk-adjusted borrowing rate of 7.32%. For the three
months ended June 30, 2011 and 2010, the Company recognized accretion expense of $0.05
million and $0.04 million, respectively, and depreciation expense of $0.01 million and $0.01
million, respectively. For each of the six month periods ended June 30, 2011 and 2010, the
Company recognized accretion expense of $0.1 million and $0.09 million, respectively, and
depreciation expense of $0.02 million and $0.02 million, respectively. As of June 30, 2011 and
December 31, 2010, the balance of the asset retirement obligation liability was $2.7 million and
$2.6 million, respectively, and the balance of the related asset was $0.5 million and $0.5 million,
respectively.

11. Commitments and contingencies

Environmental Matters

The Company’s operations are subject to a number of federal, state and local laws and
regulations relating to the protection of the environment and the safety and health of personnel
and the public. Some of the Company’s operations require environmental permits and controls to
prevent and reduce air and water pollution, and these permits are subject to modification, renewal
and revocation by issuing authorities. These requirements relate to a broad range of activities,
including:

» discharge of pollutants into the air, water and soil;

* identification, generation, storage, handling, transportation, disposal, record keeping,
labeling and reporting of, and the emergency response in connection with, hazardous and
toxic materials and wastes including asbestos;

» safety and health standards, practices and procedures that apply to the workplace and the
operation of facilities; and

» appropriate hazard assessment with associated emergency preparedness and response
capabilities.

In June of 2010, the Company’s Cokenergy facility received a Notice of Violation and Finding of

Violation (“NOV/FOV”) from the United States Environmental Protection Agency (“USEPA”)
contending violations of Cokenergy'’s Title V permit under the Clean Air Act. The Title V permit
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outlines, among other things, emission limits and reporting requirements for sulfur dioxide (“SO2")
and opacity. The NOV/FOV alleges that Cokenergy has exceeded limits set under its Title V
permit for SO2 emissions and opacity at certain times. The Company has evaluated the
USEPA'’s allegations and found substantially all of them to be due to malfunctions or emergency
occurrences that were also reported and resolved under an agreed order with the Indiana
Department of Environmental Management in September 2008. The Company has met with the
USEPA and presented supporting compliance information. The Company, at the USEPA'’s
request, subsequently prepared and submitted further documentation supporting its position, and
is awaiting their response. While management does not anticipate that this matter will have a
significant adverse impact to the Company, the ultimate outcome cannot be predicted.

Purchase commitments
As of June 30, 2011, the Company has outstanding commitments of $8.3 million to purchase
equipment/services in support of the North Lake upgrade.

12. Non-controlling interest

CPI USA Holdings LLC, a wholly-owned subsidiary of CPl USA Ventures LLC (the “Manager”)
holds approximately 14.3% of the common membership interests of PERH and the Company
holds approximately 85.7% of the common membership interest of PERH. With the exception of
special distributions from PERH to the Company to fund certain ongoing public company and
corporate expenses and costs, all holders of common membership interests of PERH are entitled
to receive distributions on a pro rata basis when and if declared by the board of managers of
PERH. Each common membership interest of PERH is entitled to one vote.

13. Common stock

On May 5, 2011, the Company announced a three-to-one Common Share consolidation (the
“Share Consolidation”). Under the Share Consolidation, the Company consolidated all of its
outstanding Common Shares on the basis of one post-consolidation Common Share for three
existing Common Shares and all resulting fractional Common Shares were cancelled.
Accordingly, the 134,118,561 Common Shares previously issued and outstanding were
consolidated into 44,706,187 Common Shares. All Common Share and per share amounts have
been retrospectively restated to give effect to the Share Consolidation in the accompanying
consolidated financial statements. The post-consolidation Common Shares began trading on the
Toronto Stock Exchange (the “TSX") on May 19, 2011. The number of Common Shares reserved
for issuance under the Company's stock option plan and the number of Common Shares into
which the outstanding options will be exercisable has been proportionally reduced to reflect the
three-to-one consolidation ratio and the applicable exercise price has been proportionally
increased (see note 21).

14. Basic and diluted net loss per share attributable to owners of the Company

Basic net loss per share is computed by dividing the net loss for the period attributable to the
owners of the Company by the weighted average number of Common Shares outstanding during
the period. Diluted net loss per share is computed by dividing the net loss for the period, by the
weighted average humber of Common Shares outstanding and, when dilutive, adjusted for the
effect of all potentially dilutive shares, including stock options, on an as-if-converted basis.
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The following table sets forth the computation for basic and diluted net loss per share:

Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010
Numerator:
Net loss attributable to owners of the Company $ - $ (1,820) $ (1,281) $ (2,590)
Denominator:
Denominator for basic and diluted - weighted average
number of Common Shares outstanding (i) 44,706,187 44,706,187 44,706,187 44,706,187
Basic and diluted loss per share:
Basic and diluted net loss per share (i) $ - $ (0.04) $ 0.03) $ (0.06)

(i) All Common Share and per share amounts have been retrospectively restated to give effect to the Share Consolidation in the accompanying
consolidated financial statements.

Options to purchase 1,833,332 Common Shares were outstanding at the end of the period ending

June 30, 2011. For the three months and six months ended June 30, 2011 and 2010, there were
no differences in the weighted average number of Common Shares outstanding used for basic
and diluted net loss per share as the effect of all potentially dilutive Common Shares outstanding
was anti-dilutive.

15. Income tax

Income tax expense is recognized based on management’s best estimate of the weighted
average annual income tax rate expected for the full financial year. The estimated average
annual rate (federal and state) used for each of the three month and six month periods ended
June 30, 2011 and June 30, 2010 was 40.5%.

Income tax expense consists of the following:

Three Months Ended June 30, Six Months Ended June 30,

2011 2010 2011 2010
Current tax provision:
Federal $ 2 $ 13) $ - $ -
State - - - -
Total current tax 2 (13) - -
Deferred tax provision:
Federal 354 729 757 968
State 32 194 139 257
Total deferred tax 386 923 896 1,225
Total tax expense $ 384  $ 910  $ 896  $ 1,225
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The principal items which cause the Company’s effective tax rate to be different than the
Canadian statutory tax rate of 28.5% for 2011 and 31.0% for 2010 are the effect of the inclusion
of the U.S. federal and state income taxes that are greater than the Canadian statutory tax rate
and the recognition of deferred tax assets associated with the Company’s future net operating
losses. These items are summarized as follows:

Three Months Ended June 30, Six Months Ended June 30,

2011 2010 2011 2010

Income tax at

Canadian statutory rate: $ $ 327 % 783
Additional tax from

operations in countries with

different income tax rates 87 208
Re-measurement of deferred tax asset 524 262
Other (28) (28)
Total tax expense $ $ 910 _$ 1,225
Significant components of the deferred tax assets and (liabilities) are as follows:

As of June 30, 2011 As of December 31, 2010

Deferred tax assets

Accrued expenses 442 $ 745

Asset retirement obligation 937 904

Intangible assets 10,795 9,886

Stock-based compensation 854 784

Tax credit carryforwards 11 11

Other 366 352

Net operating loss 19,874 19,792
Total deferred tax assets 33,279 32,474
Deferred tax liabilities

Property, plant and equipment (22,763) (21,372)

Investment in PCI Associates (6,471) (6,161)
Total deferred tax liabilities (29,234) (27,533)
Net deferred tax asset 4,045 $ 4,941

As of June 30, 2011, the Company has recorded a deferred tax asset relating to its U.S. net
operating loss carryforward of approximately $49.1 million that will start to expire in 2026. As of
December 31, 2010 the Company increased the value of its deferred tax asset related to its U.S.
net operating losses as it is more likely than not that the tax benefit of the net operating loss
carryforward will be utilized. The increase was primarily based on the expectation of future
taxable income due to the reduction in interest expense as a result of the Company’s
recapitalization in 2009.

Additionally, during 2010, the Company determined that $32.6 million of income recognized upon
the cancellation of debt in 2009 is not taxable for U.S. purposes. This determination served to
increase the Company’s net operating loss carryforward by $32.6 million. However, the
Company has not recorded a corresponding deferred tax asset as it is not probable that the asset
would be realized.

In addition, the Company has net operating losses of approximately Cdn$47.0 million for
Canadian tax purposes that will begin to expire in 2028. A deferred tax asset associated with
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these net operating losses has not been recognized as the Company does not anticipate realizing
a benefit.

At June 30, 2011 and December 31, 2010, the net long-term deferred tax asset balance was $4.1
million and $4.9 million, respectively.

16. Investment in joint venture

The Company has an indirect ownership interest in a joint venture through PERH’s wholly-owned
subsidiary Harbor Coal LLC (“Harbor Coal”). Harbor Coal owns a 50% interest in PCI Associates,
a partnership that operates a pulverized coal facility. The investment is accounted for using the
equity method. The carrying value of Harbor Coal's interest in PCI Associates reflects a
purchase price allocation to adjust the values ascribed to long-term assets to fair value as of the
Company'’s initial public offering date of August 24, 2005. The excess purchase price allocated to
property, plant and equipment and intangible assets has been recorded in the books of Harbor
Coal. The consolidated financial statements for each of the three month and six month periods
ended June 30, 2011 and 2010 include $0.8 million and $1.6 million, respectively, of related
depreciation and amortization which is reflected in equity in earnings of joint venture. At June 30,
2011 and December 31, 2010, the Company’s investment in joint venture was $65.3 million and
$66.7 million, respectively.

PCI Associates provides services to one customer. Under the agreement with this customer,
except for certain defined shared expenses (property taxes, insurance and depreciation),
operating expenses are assumed by the site host subject to specified thresholds. Operating
expenses above the specified thresholds were formerly shared ratably. Effective October 1,
2010, Harbor Coal’s share of the revenue of PCI Associates, which is based on tons of coal
consumed multiplied by a fixed rate per ton, was reduced by two dollars per ton. In exchange, all
operation and maintenance expenses subsequent to July 1, 2010 were assumed by the site host.

For each of the three month and six month periods ended June 30, 2011 and 2010, Harbor Coal’s
recorded share of PCI Associates depreciation was $0.2 million and $0.4 million, respectively.

For the three months and six months ended June 30, 2010, Harbor Coal’'s share of excess
operating expenses of PCI Associates was $0.2 million and $0.4 million, respectively.

The financial information for Harbor Coal’s 50% share of PCI Associates is as follows:

June 30, 2011 December 31, 2010 June 30, 2010
Current assets $ 2,119 $ 1,556 $ 1,895
Non-current assets 10,599 10,973 11,347
Current liabilities 506 518 521
Non-current liabilities - - -

Three Months Ended June 30, Six Months Ended June 30,
2011 2010 2011 2010

Revenue $ 2,143 % 2220 $ 4,202 $ 4,301
Operations and maintenance expenses - 196 - 386
Property taxes, insurance and depreciation expenses 228 235 454 470
Net income 1,915 1,788 3,748 3,445
Cash flows provided by operating activities $ 2,059 % 1912 % 3,566 $ 3,840
Cash flows used in investing activities - - - -
Cash flows used in financing activities (2,012) (1,985) (3,547) (4,056)
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17. Derivative instruments and hedging activities

The Company has historically utilized certain derivative instruments to enhance its ability to
manage financial risk relating to interest rate exposure. Derivative instruments are entered into
for periods consistent with the related underlying exposure.

On November 12, 2009 the Company entered into an interest rate cap transaction pursuant to
provisions of the Credit Facility for $0.3 million. The interest rate cap has a three-year term. The
interest rate cap transaction establishes a series of quarterly interest rate caps with the notional
amount of each quarterly cap based upon the amount of anticipated debt outstanding under the
Credit Facility. The quarterly interest rate increases from the 2.25% to 5.00% during the last year
of the three-year term of the interest rate cap. The notional amounts reduce over time based
upon anticipated debt reductions. The contract does not qualify as a cash flow hedge for
accounting purposes and the change in fair value is recorded in income. As of June 30, 2011
and December 31, 2010, the fair value of the interest rate cap was a de minimus amount.

18. Related party transactions

The Company has a management agreement in place with the Manager (the “Management
Agreement”) with an initial term ending in 2025. The Manager provides various accounting, tax,
administrative and operational services to the Company and its subsidiaries under terms of the
Management Agreement. For 2011 the annual management fee is $3.2 million, subject to annual
adjustment for inflation. For the three months and six months ended June 30, 2011, the
Company recorded management fees of $0.8 and $1.7 million, respectively, in connection with
the Management Agreement. For the three months and six months ended June 30, 2010, the
Company recorded management fees of $0.8 and $1.5 million, respectively, in connection with
the Management Agreement. In addition, there are certain costs paid by the Manager that the
Company manages. If the amount of these costs exceeds $1.3 million, subject to annual
adjustments for inflation, any excess costs are to be incurred by the Company.

As of June 30, 2011 and December 31, 2010, the Company had a net payable due to the
Manager and its affiliates of $0.7 million and $0.6 million, respectively. The outstanding balances
were subsequently settled.

19. Compensation of key management

Key management includes the company’s directors and members of executive management.
Compensation awarded to key management included:

Three Months Ended June 30, Six Months Ended June 30, Year Ended
2011 2010 2011 2010 December 31, 2010
Salaries and employee benefits $ 98 $ 71 $ 198 $ 137 $ 319
Director compensation 91 86 166 171 369
Share-based payments - - - - 3,316
Total compensation of key management $ 189 $ 157 $ 364 $ 308 $ 4,004

Under terms of the Management Agreement, compensation costs associated with certain
dedicated employees of the Manager and the Company’s CEO (along with certain other costs)
are subject to reimbursement from the Manager up to an annual limit of $1.3 million (adjusted
annually for inflation). Amounts incurred in excess of the reimbursement threshold are the
responsibility of the Company and are reflected in the table above. The ratable share of
estimated annual excess cost is accrued on a quarterly basis.
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20. Segment reporting

The Company owns and operates facilities designed to recycle waste energy under one operating
segment. The Company serves as a single source of supply for its customers’ related
requirements. The Company’s operations are located in the United States. All sales revenue is
generated from the same geographic area.

21. Stock- based compensation

On August 24, 2010, the Company established a stock option plan (the “Stock Option Plan”) that
was approved by the Company’s shareholders on October 15, 2010. The number of Common
Shares reserved for issuance under the Company's Stock Option Plan and the number of
Common Shares into which the outstanding options will be exercisable has been proportionally
reduced to reflect the three-to-one consolidation ratio of the Share Consolidation and the
applicable exercise price of the options has been proportionally increased (see note 13). The
plan is administered by the Company’s Board of Directors which has the authority to determine:
the number of options awarded (subject to the maximum allowed of 1,833,332); to whom the
options are awarded; the exercise price and the term and vesting conditions of the options.
Under the Stock Option Plan, options can only be granted to eligible officers and employees of
the Company and each option provides the holder with the right to acquire one Common Share.
The exercise price of an option may not be lower than the closing price of the Common Shares
on the TSX on the trading day immediately preceding the award date. The term of an option may
not exceed 10 years from the date of the award.

On August 24, 2010, the Board of Directors awarded a total of 5,500,000 options to Mr. John
Prunkl, the President and Chief Executive Officer of the Company, subject to approval of the
Stock Option Plan by the Company’s shareholders. The Company’s shareholders approved the
plan on October 15, 2010. All of the options granted to Mr. Prunkl vested immediately and are
defined as incentive stock options for U.S. tax purposes. The stock price at date of award was
Cdn$0.94 (Cdn$2.82 after applying the effects of the Share Consolidation). The exercise price of
the first option to acquire 5,000,000 Common Shares was Cdn$1.00 with a fair value at the date
of measurement of $0.61. The exercise price of the second option to acquire 500,000 Common
Shares was Cdn$1.20 with a fair value at the date of measurement of $0.56. For the year ended
December 31, 2010, the Company recognized a total of $3.3 million in non-cash stock based
compensation expense associated with the grants issued under the Stock Option Plan, based on
the estimated fair value of the options on the grant date. Upon completion of the Share
Consolidation, Mr. Prunkl’s 5,500,000 options have been consolidated into 1,833,332 options with
the respective exercise price increasing by three times. As a result, the first option is to acquire
1,666,666 Common Shares at an exercise price of Cdn$3.00. The second option is to acquire
166,666 Common Shares at an exercise price of Cdn$3.60. At June 30, 2011 there were
1,833,332 options currently exercisable with a weighted average exercise price of $3.03.

As of the grant date, the options had a weighted average fair value measurement of $0.61. The
fair value of the respective options was determined by the Black-Scholes option pricing model
using the assumptions noted in the following table.

Stock price at date of fair value measurement Cdn$1.09
Volatility 40%
Risk-free rate 2.79%
Expected term (in years) 10
Dividend yield 0%
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Annualized volatility was based upon volatility of comparable stocks with a longer trading history.
As of June 30, 2011, all options available under the plan have been granted. Shareholder
approval will be required to increase the number of Common Shares available under the plan.

22. Employee benefits expense

Three Months Ended June 30, Six Months Ended June 30, Year Ended

2011 2010 2011 2010 December 31, 2010
Salaries and employee benefits $ 433 $ 228 $ 842 $ 657 $ 1,381
Medical benefit expenses 29 24 63 49
Retirement benefit expenses 52 19 94 46
Director compensation 92 86 167 171
Share-based payments - - - - 3,316
Employee benefits expense $ 606 $ 357 $ 1,166 $ 923 $ 5,421

Under the terms of the Management Agreement, executive management functions of the
Company are provided by the President and Chief Executive Officer of the Company (who is
employed by the Company) and certain employees of the Manager who are solely dedicated to
the Company’s activities and who report to the President and Chief Executive Officer. The
associated compensation costs along with certain other management costs are subject to
reimbursement from the Manager up to an annual limit of $1.3 million (adjusted annually for
inflation). Amounts incurred in excess of the annual limit are the responsibility of the Company.
The ratable share of estimated annual excess cost is accrued on a quarterly basis. For the three
month and six month periods ended June 30, 2011, the Company recorded $0.2 million and $0.4
million, respectively, of costs in excess of the reimbursement limit. For the three month and six
month periods ended June 30, 2010, the Company recorded $0.1 million and $0.3 million,
respectively, of costs in excess of the reimbursement limit. For the year ended December 31,
2010, the Company recorded $0.6 million of costs in excess of the reimbursement limit.
Additionally, the Company pays an annual management fee to the Manager for providing certain
accounting, tax, administrative and operational services (see note 18).
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