Management’s Responsibility for Financial Reporting

The management of Marsulex Inc. is responsible for the integrity of the accompanying Consolidated Financial
Statements and all other information in the annual report including information determined by specialists. The
financial statements have been prepared by management in accordance with Canadian generally accepted accounting
principles applied on a consistent basis and which recognize the necessity of relying on best estimates and informed
judgements. The most significant of these accounting principles have been set out in Note 1 to the Consolidated
Financial Statements.

To discharge its responsibilities for financial reporting and safeguarding of assets, management depends on the
Company’s systems of internal accounting control. These systems are designed to provide reasonable and cost-
effective assurance that the financial records are reliable and form a proper basis for the timely and accurate
preparation of financial statements.

The Board of Directors oversees management’s responsibilities for financial statements primarily through the activities
of its Audit Committee, which is composed solely of Directors who are neither officers nor employees of the Company.
This Committee meets regularly with financial management and the independent auditors to discuss internal controls,
auditing matters and financial reporting issues. The Audit Committee reviews the Consolidated Financial Statements
and Management’s Discussion and Analysis prior to the Board of Directors’ approving them for inclusion in the Annual
Report. The Audit Committee also meets with the auditors without the presence of management, to discuss the results
of their audit and the quality of financial reporting.

The financial statements have been audited by KPMG LLP, Chartered Accountants. Their report outlines the scope of
their examinations and opinion on the Consolidated Financial Statements.

D)ﬁ“” / ‘7?‘“‘“ %/ Y
Laurie Tugman William Martin

President and Chief Executive Officer Chief Financial Officer

Toronto, Canada
February 16, 2007, except note 9 which is as at March 1, 2007

2006 Annual Report / Marsulex Inc. — Audited Financial Statements 1



Auditors’ Report to the Shareholders

We have audited the consolidated balance sheets of Marsulex Inc. as at December 31, 2006 and 2005 and the
consolidated statements of operations, retained earnings 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 Canadian generally accepted auditing standards. Those standards require
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of

the Company as at December 31, 2006 and 2005 and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.

Kins 44-
bl

Chartered Accountants

Toronto, Canada
February 16, 2007, except note 9 which is as at March 1, 2007
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Consolidated Balance Sheets
(In thousands of dollars)
December 31, 2006 and 2005

2006 2005
Assets
Current assets:
Cash and cash equivalents $ 40,039 $ 11,650
Cash held in trust 2,151 11,367
Accounts receivable 42,712 27,924
Inventories (note 4) 1,198 2,419
Future tax asset (note 13) 206 544
Prepaid expenses and other assets 5,204 4,056
91,510 57,960
Property, plant and equipment (note 5) 226,339 206,314
Deferred charges and other assets (note 7) 5,634 5,213
Intangible assets (note 8) 36,322 29,483
Goodwill 81,325 75,430
$ 441,130 $ 374,400
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 22,096 $ 16,921
Accrued liabilities 21,474 21,346
Income taxes payable 4,244 1,077
Interest payable 169 198
Current portion of deferred revenue 15,759 1,868
Current portion of Long-term debt (note 9) 1,765 1,641
65,507 43,051
Long-term debt (note 9) 206,815 177,126
Deferred revenue 13,111 5,814
Employee future benefits (note 11) 2,239 2,186
Other liabilities 9,879 9,795
Future tax liability (note 13) 30,657 29,537
Shareholders' equity:
Capital stock (note 10) 61,084 60,093
Retained earnings 51,691 44,611
Foreign currency translation adjustment 147 2,187
112,922 106,891
$ 441,130 $ 374,400
Subsequent events (notes 9, 10, and 12(a))
Commitments and contingencies (note 12)
See accompanying notes to consolidated financial statements.
On behalf of the Board:
John A. Rogers Lee C. Stewart
Director Director
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Consolidated Statements of Operations
(In thousands of dollars, except per share amounts)
Years ended December 31, 2006 and 2005

2006 2005
Revenue $ 249,595 $ 166,456
Cost of sales and services 160,610 105,459
Gross profit 88,985 60,997
Selling, general, administrative and other 30,115 21,116
Depreciation, amortization and impairment charge (notes 5, 7 and 8) 36,928 24,204
Unusual items (note 2) -- 1,718
Foreign exchange losses (gains) on monetary items 27) 118
Foreign exchange gain on Long-term debt ()] (555)
Interest expense - net (note 9(e)) 12,413 8,969
Earnings before income taxes 9,565 5,427
Income taxes (recovery) (note 13):
Current 4,342 577
Future (1,857) 3,429
2,485 4,006
Net earnings $ 7,080 $ 1,421
Earnings per share (note 14):
Basic $ 0.22 $ 0.04
Diluted 0.21 0.04
See accompanying notes to consolidated financial statements.
Consolidated Statements of Retained Earnings
(In thousands of dollars)
Years ended December 31, 2006 and 2005
2006 2005
Retained earnings, beginning of year $ 44,611 $ 43,190
Net earnings 7,080 1,421
Retained earnings, end of year $ 51,691 $ 44,611

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows
(In thousands of dollars)
Years ended December 31, 2006 and 2005

2006 2005
Cash provided by (used in):
Operating activities:
Net earnings $ 7,080 $ 1,421
Items not affecting cash:
Depreciation, amortization and impairment charge 36,928 24,204
Non-cash unusual items (note 2) -- 1,913
Foreign exchange gain on Long-term debt (©)) (555)
Future income taxes (1,857) 3,429
Accretion of asset retirement obligations (note 6) 79 89
Other non-cash items (114) (68)
Change in non-cash operating working capital (note 16) 19,809 (2,708)
Cash provided by operations 61,916 27,725
Financing activities:
Increase in Long-term debt 31,500 70,000
Repayment of Long-term debt (1,641) (1,526)
Issuance of common shares (note 10) 991 2,120
30,850 70,594
Investing activities:
Arbitration settlement (note 2(a)) -- 1,474
Additions to property, plant and equipment (40,948) (48,168)
Increase in deferred charges (3,444) (883)
Acquisitions, net of cash acquired (note 3) (29,076) (70,633)
Increase in deferred financing costs (503) (2,555)
Decrease in cash held in trust 9,216 2,530
Decrease in other assets -- 900
(64,755) (117,335)
Foreign exchange (gain) loss on cash held in foreign currency 378 (256)
Increase (decrease) in cash and cash equivalents 28,389 (19,272)
Cash and cash equivalents, beginning of year 11,650 30,922
Cash and cash equivalents, end of year $ 40,039 $ 11,650
Supplemental cash flow information:
Interest paid $ 16,158 $ 11,771
Income taxes paid, net of refunds 1,086 593
See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
(Tabular amounts in thousands of dollars except per share amounts)
Years ended December 31, 2006 and 2005

1.

@

(b)

©

Significant accounting policies:
Basis of presentation:

These consolidated financial statements include the accounts of Marsulex Inc. (the Company) and its subsidiaries
from their respective dates of acquisition. The consolidated financial statements have been prepared in accordance
with Canadian generally accepted accounting principles and are prepared in Canadian dollars. All intercompany
balances and transactions have been eliminated.

Use of estimates:

The preparation of financial statements in conformity with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and reported
amounts of revenue and expenses during the year. On an ongoing basis, the Company evaluates its estimates,
including those related to amounts recognized for or carrying values of revenues, bad debts, long-lived assets
including intangible assets, goodwill, income taxes, contingencies and litigation. The Company bases its estimates
on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances at the time they are made. Actual results could differ from those estimates.

Revenue recognition:

The Company provides industrial services, including the processing, removal, treatment and disposal of inorganic
hazardous waste; the distribution and sale of the by-products resulting from the customers’ environmental
compliance services; and selling of industrial and water treatment chemicals.

Generally, revenue is recognized when a contract has been executed by a customer, delivery has occurred, the
amount is fixed and determinable, the collection of the receivable is deemed reasonably assured and the Company
has no remaining performance obligations.

Where the Company enters into a multi-element contract, such as the provision of licenses bundled with project
management activities, the fees are allocated to each element based on the relative fair value of each element.
When the fair value of the undelivered element has not been established, revenue for the delivered element is
deferred until the earlier of when fair value is established or when all elements have been delivered. Any billings
or cash received in advance of services rendered under the contracts are recorded as deferred revenue and
recognized once the services are provided.

Revenue from processing activities, including the treatment and disposal of hazardous waste, is recognized as the
services are rendered and upon the completion of the Company’s obligation stipulated under its contractual
agreements or upon the transfer of title to the Company.

Revenue from the sale of industrial chemicals and other by-product chemicals is recognized at the time of
shipment and title having been transferred to the customer.

The revenue associated with the design and procurement of equipment is recognized on a percentage of
completion method using engineering estimates for costs to complete the project in order to determine the
percent complete. The effect of changes in total estimated income for each contract is recognized in the year in
which the determination is made.

Revenue from fees earned for the provision of licenses is recognized upon completion of the Company’s
obligations and when reasonable certainty of collection of the fees exists and is amortized over the term of the
agreement.

Revenue from engineering and project management activities is recognized when the services are rendered.
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Foreign currency translation:

The accounts of the Company's foreign operations that are considered to be self-sustaining are translated into
Canadian dollars using the current rate method. Assets and liabilities are translated at the rates in effect at the
balance sheet date and revenue and expenses are translated at average exchange rates for the year. Gains or
losses arising from the translation of the financial statements of self-sustaining foreign operations are deferred in
a "foreign currency translation adjustment™ account in shareholders' equity until there is a realized reduction in
the net investment.

Gains and losses on the translation of the U.S. dollar-denominated Senior Subordinated Notes (note 9) used for
the acquisition of the Company's self-sustaining foreign operations are considered to be a hedge of the net
investment in the self-sustaining operations and are offset against the exchange gains or losses arising on
translation of the financial statements of the foreign operation and are included in the foreign currency translation
adjustment.

Monetary assets and liabilities denominated in U.S. dollars of non self-sustaining operations are translated into
Canadian dollars at the rate of exchange in effect at the balance sheet date. All revenue and expenses
denominated in U.S. dollars are translated at average rates in effect during the year. Translation gains and losses
are included in the consolidated statements of operations.

Income taxes:

Future income tax assets and liabilities are recognized for the future income tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Future income tax assets and liabilities are measured using enacted or substantively enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. A valuation allowance is recorded against any future income tax asset if it is more likely than
not that the asset will not be realized. Income tax expense is the sum of the Company’s provision for current
income taxes and the difference between opening and ending balances of future income tax assets and liabilities.

Stock-based compensation:

The Company has provided compensation to certain employees, officers and directors in the form of stock options.
The Company records the fair value of the options over the vesting period as an expense. The offset for these
expenses is recorded in contributed surplus until the options are exercised.

The Company also provides compensation to certain employees, key persons, and directors in the form of
Deferred Share Units (DSUs) and Performance Share Units (PSUs). Upon settlement at the end of the vesting
period, PSUs automatically convert to DSUs, unless at the option of the holder, the units are converted to common
stock purchased on the open market. DSUs may be settled at retirement, termination, resignation or death, in
cash or common stock purchased on the open market. These awards are accounted for using the intrinsic value
method such that the value of the share units at vesting date, together with subsequent changes in the common
share price in relation to the share unit prices, are recorded as compensation expense over the vesting period.

Employee future benefit plans:

The Company accrues its obligations under employee benefit plans and the related costs net of plan assets and
has adopted the following policies:

i) The cost of pensions and other retirement benefits earned by employees is actuarially determined using the
projected benefit method prorated on service and management’s discount rate and best estimate of expected
plan investment performance, salary escalation, retirement ages of employees and expected health care
costs.

ii) For the purpose of calculating the expected return on plan assets, those assets are valued at fair value.

iii) The excess of the net actuarial gain (loss) over 10% of the greater of the accrued benefit obligation and the
fair value of plan assets at the beginning of the year is amortized over the average remaining service period
of active employees. The average remaining service period of the active employees covered by the pension
plans is between 11 and 14 years. The average remaining service period of the active employees covered by
the other retirement benefit plans is between 11 and 16 years.
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Earnings per share (EPS):

Basic EPS is calculated by dividing the net earnings available to common shareholders by the weighted average
number of common shares outstanding during the year. Diluted EPS is calculated using the treasury stock
method, which assumes that all outstanding stock options with an exercise price below the average market price
are exercised and the assumed proceeds are used to purchase common shares at the average market price during
the year.

Cash and cash equivalents:

Cash equivalents are comprised of highly liquid investments having remaining terms of maturity of 90 days or less
when acquired. They are valued at cost plus accrued interest, which approximates market value.

Inventories:

Inventories are valued at the lower of average cost and net realizable value, with cost including the purchase cost
of raw materials and the cost of production for work in process and finished goods.

Property, plant and equipment:

Property, plant and equipment is stated at cost. Depreciation is charged on a straight-line basis over the economic
useful lives of the related assets or, where applicable, the lower of the economic useful lives of the related assets
and the duration of the related customer contracts, which range from two to 25 years.

Costs related to facilities and equipment under construction are not depreciated until the facilities and equipment
are substantially completed and ready for commercial use.

The Company includes, as part of the cost of its plant and equipment, all interest costs incurred prior to the asset
becoming ready for operation.

Asset retirement obligations:

The Company recognizes the fair value of a future asset retirement as a liability in the period in which it incurs a
legal obligation associated with the retirement of tangible long-lived assets that results from the acquisition,
construction, development, and/or normal use of the assets. The Company concurrently recognizes a
corresponding increase in the carrying amount of the related long-lived asset that is depreciated over the life of
the asset. The fair value of the asset retirement obligation is estimated using the expected cash flow approach
that reflects a range of possible outcomes discounted at a credit-adjusted risk-free interest rate. Subsequent to
the initial measurement, the asset retirement obligation is adjusted at the end of each period to reflect the
passage of time and changes in the estimated future cash flows underlying the obligation. Changes in the
obligation due to the passage of time are recognized in income as an operating expense using the interest
method. Changes in the obligation due to changes in estimated cash flows are recognized as an adjustment of the
carrying amount of the related long-lived asset that is depreciated over the remaining economic useful life of the
asset.

(m) Intangible assets:

(n)

Intangibles include the estimated value at the date of acquisition of long-term contractual customer relationships,
technology, certificates and permits, a trade name and other intangible assets. These assets are amortized over a
period of 3 years to 13 years.

Impairment of long-lived assets:

Long-lived assets, including property, plant and equipment and intangibles are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to
estimated undiscounted future cash flows expected to be generated by the asset. If the carrying amount of an
asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the fair value of the asset.
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Goodwill:

Goodwill is initially recorded as the excess of the Company's cost over the fair value of the net identifiable assets
acquired in a business combination. The amount of the goodwill is assigned to the respective reporting unit. On an
annual basis, the Company assesses the carrying value of goodwill based upon the fair value of the related
reporting unit. If any impairment in the value of the reporting unit exists, the implied fair value of goodwill
allocated to that reporting unit is determined and compared to the carrying value of the goodwill. Any impairment
that exists following the assessment is recorded as a charge to the statement of operations as part of earnings
from operations at the time the impairment occurs.

Deferred charges:
Deferred charges primarily include deferred financing costs and placement cells.

Deferred financing costs represent expenditures incurred to obtain financing which have been deferred and are
amortized over the periods to maturity of the underlying arrangements.

Placement cells include expenditures relating to the excavation and related infrastructure costs of placement cells.
These costs are amortized based upon the volume of industrial waste processed for disposal, as these relate to the
remaining capacity of the placement cell.

Environmental obligations:

Liabilities are recorded when environmental claims or remedial efforts are probable and the costs can be
reasonably estimated. Environmental expenditures that relate to current operations are expensed or capitalized as
appropriate.

Comparative figures:

Certain of the 2005 comparative figures have been reclassified to conform to the financial statement presentation
adopted in 2006.

Unusual items:

Consolidated Statements of Operations

2006 2005
Loss on arbitration settlement (note 2(a)) $ - $ 1,913
Other unusual items -- (195)
Total unusual items $ - $ 1,718

During 2005 the arbitration with Holcim Inc. was settled. The Company was awarded U.S. $1,250,000
($1,474,000 Canadian) resulting in an unusual loss of $1,913,000.

Acquisitions:

On April 1, 2006 the Company completed the acquisition of Oxbow Industrial Services, LLC, a leading provider of
in-refinery petcoke cutting and bulk handling services to major oil refineries in the U.S. Gulf Coast and West Coast
and Venezuela, from Oxbow Carbon & Minerals LLC. The purchase price of the acquisition was U.S. $27,000,000
(approximately $31,100,000 Canadian), excluding transaction costs of approximately $700,000. The results of
operations have been consolidated from April 1, 2006, the effective date of acquisition.

The acquisition of Petcoke Services was funded substantially with additional advances under the Company’s Senior
Secured Term Loan (note 9(a)). The Company also recorded $500,000 in deferred charges relating to the
financing.

The acquisition has been accounted for using the purchase method of accounting. The following is the preliminary
purchase price allocation, including acquisition costs; a number of opening balances remain to be finalized pending
resolution with the vendor.
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Net working capital $ 5,834

Property, plant and equipment 8,263
Intangibles 12,757
Goodwill 5,916
Other long-term liabilities (10)
Future tax liability (960)
Total Purchase Price $ 31,800
Less: Cash assumed on acquisition (2,710)

Less: Expenses accrued not yet paid at December 31, 2006 14)
Total purchase price less cash assumed on acquisition $ 29,076

The value assigned to the intangible assets related to customer relationships having estimated useful lives of 10
years. Goodwill of $5,916,000, generated as a result of the acquisition, represents the excess of purchase price
consideration over the estimated fair value of the net assets acquired.

(b) On August 16, 2005 the Company acquired all of the outstanding shares of the holding company owning Stablex,
a Quebec-based business specializing in inorganic hazardous waste treatment and disposal. The purchase price
was $71,165,000 before acquisition costs of approximately $2,525,000 financed through amounts drawn on the
Senior Secured Term Loan (note 9). The results of operations have been consolidated from the date of acquisition.

The acquisition has been accounted for using the purchase method of accounting. The purchase price allocation,
including acquisition costs, is as follows:

Net working capital $ 1,506
Future tax assets 876
Property, plant and equipment 24,318
Placement cells 1,289
Intangibles 29,028
Goodwill 31,170
Other long-term liabilities (2,054)
Future tax liabilities (12,443)
Total Purchase Price $ 73,690
Less: Cash assumed on acquisition (1,878)
Less: Expenses accrued not yet paid at December 31, 2005 (1,179)
Total purchase price less cash assumed on acquisition $ 70,633

Intangible assets include technology, customer relationships, certificates and permits and a trade name.

4. Inventories:

2006 2005
Raw materials and work in process $ 530 $ 865
668 1,554

Finished goods

$ 1,198 $ 2,419
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