Management 6s Responsibility for Financi al Repor

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 s pecialists. 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
Companyds s yistdrnalmccountifg 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.

TheBoardof Direc t or s oversees managementds responsibilities for financial
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 Managementds Discussion and An®iysecsopsboanppoovhegBohed 6or in

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 hav e been audited by KPMG LLP, Chartered Accountants. Their report outlines the scope of
their examinations and opinion on the Consolidated Financial Statements.

p&'im@m v

Laurie Tugman William Martin
President and Chief Executive Officer Chief Financial Offic er

Toronto, Canada
February 13, 2009
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Audi torso Report to the Sharehol ders

We have audited the consolidated balance sheets of Marsulex Inc. as at December 31, 2008 and 2007 and the
consolidated statements of operations and comprehensive income, shar eholders' equity and cash flows for the years
then ended. These financial statements are the responsibility of the Company's management. Our responsibility is to

express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with 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, 2008 and 2007 and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.

K& 24P
T —

Chartered Accountants , Licensed Public Accountants

Toronto, Canada
February 13, 2009
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Consolidated Balance Sheets
(In thousands of dollars)
December 31, 2008 and 2007

2008 2007
Assets
Current assets:
Cash and cash equivalents (note 4) $ 35,986 $ 9,022
Cash held in trust (note 4) 837 687
Accounts receivable  (note 21(a)) 39,285 43,337
Inventories (note  6) 3,425 2,973
Future tax asset (note 17) 725 491
Prepaid expenses and other assets 1, 955 3,813
82,213 60,323
Long -term investments held in trust (note 21(b) ) 900 900
Property, plant and equipment (note 7) 201,402 208,929
Other assets (note  9) 4,417 9,531
Intangible assets (notes 10 and note 24) 23,570 27,053
Gooduwill 82,431 73,410
$ 394, 933 $ 380,146
Liabilities and Shareholders' Equity
Current liabilities:
Accounts payable $ 19,835 $ 22,267
Accrued liabilities 23, 851 28,342
Income taxes payable 2,810 1,642
Dividends payable to shareholders (note 13) 5,329 5,297
Interest payable 362 515
Current portion of deferred revenue 28,788 6,352
Current portion of long  -term debt (note  11) 2,041 1,898
83,016 66,313
Long -term debt (note  11) 150,451 155, 941
Deferred revenue 10,220 13,329
Employee future benefits (note 14) 1,855 2,009
Other liabilities (note 8 and 16(c) ) 9,866 7,855
Future tax liability (note 17) 25, 646 25,442
Shareholders' equity:
Capital stock (note  12) 64,488 63,144
Reta ined earnings 49,075 49,701
Accumulated other comprehensive income (loss) 316 (3,588)
113, 879 109,257
$ 394, 933 $ 380,146

Commitments and contingencies (note 16)
Subsequent event (note 12(a) and note 16(c) )

See accompanying notes to cons olidated financial statements.

e

John A. Rogers
Director

On behalf of the B oard:
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Consolidated Statements of Operations and Comprehensive Income

(In thousands of dollars, except p er share amounts)
Years ended December 31, 2008 and 2007

2008 2007
Revenue $ 322,567 $ 287,460
Cost of sales and services  (excluding depreciation |, note 7) 216,9 33 189,054
Gross profit 105 ,634 98,406
Selling, general, administrati ve and other 30,086 40,122
Depreciation and amortization (notes 7, 9 and 1 0) 33,121 32,939
Foreign exchange losses ( gains) on monetary items  (note 21(c)) 6,509 (4,262)
Gain realized on redemption of Senior Subordinated Notes -- a77)
Cost of refi nancing -- 1,000
Charges for asset impairment (note 24) 1,799 3,404
Interest expense, net (note 1 1(c) 7,539 10,583
Earnings before income taxes 26, 580 14,797
Income taxes (recovery) (note 17):
Current 3,943 1,104
Future 1,984 (5, 980)
5,927 (4,876)
Net earnings 20, 653 19,673
Other comprehensive income
Effect of change in foreign exchange on the translation of net assets
of self -sustaining operations, net of tax (note 15) 3,904 (3,735)
Total comprehensivei ncome $ 24,557 $ 15,938
Earnings per share (note 18):
Basic $ 0.62 $ 0.60
Diluted 0.61 0.59
See accompanying notes to consolidated financial statements.
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Consolidated Statements of Sharehol
(In thousands of dollars, except share amounts)

dersé Equity

Accumulated

Number of Other Total
Common Capital Retained Comprehensive Shareholders 6
Shares Stock Earnings Income/(Loss) Equity
Balance, December 31, 2006 32,634,898 $61,084 $ 50,195 $ 147 $ 111,426
Exercise of stock options (note 12(c)) 470,600 2,060 - -- 2,060
Dividends - - (20,167) - (20,167)
Net earnings for the year - - 19,673 -- 19,673
Effect of change in foreign exchange
on the translation of net assets of
self - sustaining foreign operations,
net of tax (notel5) -- -- -- (3,735) (3,735)
Balance, December 31, 2007 33,105,498 $63,144 $ 49,701 $ (3,588) $ 109,257
Exercise of stock options (note 12(c)) 207,250 1,344 -- -- 1,344
Dividends - - (21,279 ) - (21,279)
Net earnings for the year - - 20,653 - 20,653
Effect of change in foreign exchange
on the translation of net assets of
self - sustaining foreign operations,
net of tax (note 15) - - - 8,876 8,876
Realization of foreign e  xchange gains
on reduction of net investment in
self - sustaining operations (note
21(c)) - - - (4,972) (4,972)
Balance, December 31, 2008 33,312,748 $ 64,488 $ 49,075 $ 316 $ 113,879
See accompanying notes to consolidated financial statements.
2008 Consolidated Financial Statements / Marsulex Inc. 5



Consolidated Statements of Cash Flows
(In thousands of dollars)
Years ended December 31, 2008 and 2007

2008 2007
Cash provided by (used in):
Operating activities:
Net earnings $ 20, 653 $ 19, 673
Items not affecting cash:
Depreciation and amortization 33, 121 32,939
Charges for asset impairment (note 24(a)) 1,148 3,404
Gain realized on redemption of Senior Subordinated Notes -- a77)
Foreign exchange losses (gains) onlong -term debt 2,364 (1,748)
Future income taxes 1,984 (5,980)
Accretion of asset retirement obligations (note 8) 95 91
Other non -cash items 1,511 (1,279)
Change in non _-cash operating working capital (note 20) 19,670 (6,384)
Cash provided b y operations 80,546 40,539
Financing activities:
Increase (decrease) in Senior Secured Credit Facility (20,000) 34,494
Repayment of other long -term debt (1,897) (72,861)
Issuance of common shares 1,344 2,060
Dividends paid (21, 247) (14,870)
(41,800) (51,177)
Investing activities:
Proceeds on disposal of property, plant and equipment 163 --
Additions to property, plant and equipment (14, 220 ) (15,395)
Decrease (increase) in other assets 1,997 (4,054)
Decrease (increase ) in cash held in trust (150) 363
(12,210) (19,086)
Foreign exchange gain  (loss) on cash held in foreign currency 428 (1,293)
Increase (decrease) in cash and cash equivalents 26,964 (31,017)
Cash and cash equivalents, beginning of year 9,022 40,039
Cash and cash equivalents, end of year $ 35,986 $ 9,022
Supplemental cash flow information:
Interest paid $ 8,167 $ 10,872
Income taxes paid, net of refunds 3,032 3,860

See accompanying notes to consolidate d 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, 2008 and 2007

1. Significant accounting policies:
(a) Basis of presentation:

These consolidated f inancial 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 prin ciples (iCanadi anan@ Ard prépared in Canadian dollars.
All intercompany balances and transactions have been eliminated.

(b) Use of estimates:

The preparation of financial statements in conformity with Canadian GAAP requires management to make

estim ates 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, t he Company evaluates its estimates, including those related to amounts

recognized for or carrying values of revenues, bad debts, long -lived assets including intangible assets and
goodwill, income taxes , contingencies and litigation. The Company bases its e stimates on historical experience and
on various other assumptions that are believed to be reasonable under the circumstances at the time they are

made and on an ongoing basis . Actual results could differ from those estimates.

(c) Revenue recognition:

The Co mpany 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 customer s
compliance services; and selling of industr ial and water treatment chemicals.

Revenue is recognized when a contract has been executed by a customer, delivery (or service) has occurred, the

consideration s fixed and determinable, the collection of the receivable is deemed reasonably assured and th e

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 val ue 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 r eceived 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 inorganic hazardous waste, is
recognized as the services are rendered and upon the completion of t
contractual agreements or upon the transfer of title to the Company.

Revenue from the sale of industrial chemicals and other by -product chemicals isre  cognized 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 th e 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 Companyo:
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 rendere d.
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(d) 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. Under the current rate method a ssets and liabilities are trans lated
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  record ed in the Accumulated Other Comprehensive Income account in shareholders' equity.

Gains and losses on the translation of the U.S. dollar denominated debtthatis designated as a hedge of the net
investment in  self-sustaining operations are recorded in  the Accumulated Other Comprehensive Income account.

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 an d expenses
denominated in U.S. dollars are translated at average rates in effect during the year. Translation gains and losses

are included inthe  Consolidated Statements of Operations.

(e) Income taxes:

Future 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 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 tax asset if it is more likely than not that the asset wi Il not be
realized.

(f) Stock -based compensation:

The Company currently provides compensation to certain employees 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 cash. DSUs may be
settled at retirement, termination, resignation or death, in cash. These awards are accounted for using the

intrinsic value method such th at the value of the share units at vesting date , including a dividend credit  , 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.

(g) Employee future be nefit 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 determine d using the
projected benefit method prorated on service and managementds
plan investment performance, salary escalation, retirement ages of employees and expected health care
costs.

if)  For the purpose of calculati  ng 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
plansis between1 1 and 20 years. The average remaining service period of the active employees covered by
th e other retirement benefit plans is between 1 0 and 12 years.

(h) 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. Dilu ted 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 pr ice during
the year.
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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 fair mark et value.

Inventories:

Inventories of raw materials, semi -finished products and finished goods are stated at the lower of cost and net
realizable value. The measurement of inventories includes the direct costs of materials, labour , cost of

conversions a nd other costs needed to bring inventories to their present location and condition. The cost of
conversion includes a systematic allocation of fixed and variable overhead production costs incurred to convert

materials into finished goods. Fixed production overhead costs are allocated using normal production capacity of
the production facility. Costs are determined using a first in, first out basis. Net realizable value is the estimated
selling price in the ordinary course of business less the estimated cos ts of completion and the estimated costs for

sale and distribution.

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 2 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 obligat  ions:

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, devel opment, 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 i s 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 peri od 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 obli gation 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.

Intangible assets:

Intangibles include the fair 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 yearsto 12 years.

Impairment of long  -lived a ssets:

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 b e 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 char ge is recognized by the amount by
which the carrying amount of the asset exceeds the fair value of the asset.

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 b usiness combination. The amount of the goodwill is assigned to the respective reporting unit. On an
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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.

(p) Other assets :
Other assets primarily include placement cells , which 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 S.

(q) Environmental obligations:
Liabilities are recorded when environmental claims or remedial effo rts are probable and the costs can be
reasonably estimated. Environmental expenditures that relate to current operations are expensed or capitalized as
appropriate.

() Financial Instruments, Recognition and Measurement

The following is a summary of the acco unting model the Company applies to each of its significant categories of
financial instruments

Cash and cash equivalents, including cash held in trust Held - for -trading
Accounts receivable Loans and receivables
Long -term investment held in trust Held -for - trading
Accounts payable , accrued liabilities and other liabilities Other liabilities
Long -term debt
Senior Secured Term Loan and revolvers Held -for - trading
Long-term Loan i Fort McMurray Facility Other liabilities
The Company accounts fo  r transaction costs related to the issuance of financial instruments that are held for
trading as a charge to the statement of operations in the period in which they arise. The Company recognizes
only those derivatives embedded in contracts issued, acquir ed or substantively modified on or after January 1,
2003 as permitted by the transitional provisions according to Canadian GAAP.

(s) Comparative figures:

Certain of the 2007 comparative figures have been reclassified to conform to the financial statement pre sentation
adopted in 2008 .

2. Change s in accounting policies

(a) Inventories

The Company adopted CICA Section 3031, Inventories, effective January 1, 2008. Section 3031 prescribes the

accounting treatment of inventories and provides guidance on the determina tion of costs and its subsequent
recognition as an expense, and provides guidance on the cost formulas used to assign costs to inventories. These
changes did not have a significant i mpact on the Companyds finan

(b) Financial instruments, disclosure and presentation

In October 2007, the CICA revised Handbook Section 3862, Financial Instruments, Disclosures and Section 3863,

Financial Instruments, Presentation, effective for annual and interim periods beginning on or a fter October 1, 2007
although early adoption is permitted. These standards revise the current standards on financial instruments

disclosures requiring entities to disclose, by class of financial instrument, information regarding the fair value of

the inst ruments, qualitative and quantitative information about exposure, credit risk, liquidity risk, and market

risk. The quantitative disclosures must also include a sensitivity analysis for each type of market risk to which an

entity is exposed, showing how ne tincome and other comprehensive income would be affected by reasonably

possible changes in the market risk. Disclosure relating to financial instruments is included in note 21.
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(c) Capital disclosures

In December 2006, the CICA published section 1535 o f the Handbook, Capital Disclosures, which requires
disclosureof (i) an entityods objectives, policies and processes f
what the entity regards as capital; (iii) whether the entity has complied with any capit al requirements; and (iv) if
it has not complied, the consequences of such non -compliance. This information will enable financial statements'
users to evaluate the entity's objectives, policies and processes for managing capital. The adoption of this
stand ard is effective for fiscal years beginning on or after October 1, 2007. Disclosure relating to capital
management is included in note 5.
(d) Going concern
The Company has considered the amendments to CICA H andbook Section 1400 General Standards of Fina ncial
Statement Presentation. The amendments apply to interim and annual financial statements for the fiscal years
beginning on or after January 1, 2008 and require the company to carefully assess and disclose the material
uncertainties that may put in que stion its ability to continue as a going concern. The Company has taken into
account all available information about the future as well as other factors and concluded that the going concern
basis of accounting is appropriate.
3.  New accounting p ronouncements
(@) 3064 i Goodwill and intangibles
In February 2008, the CICA issued Section 3064, Goodwill and Intangible Assets which replaced existing Section
3062, Goodwill and Other Intangible Assets and Section 3450 , Research and Development . The new standard
provides guidance on the recognition, measurement, presentation and disclosure of goodwill and intangible assets.
This Section will apply to interim and annual financial statements on January 1, 2009 and will be adopted on a
retrospective basis. The Com  pany does not expect that the adoption of this new standard will have any impact on
its financial statement disclosures or results of operations.
(b) EIC 173 1 Credit risk and the fair value of financial assets and financial liabilities
In January 2009, the CICA approved EIC 173 Credit Risk and the Fair Value of Financial Assets and Financial
Liabilities. This guidance clarified that an entityds own
taken into account in determining the fair value of financial assets and financial liabilities including derivative
instruments. This guidance is applicable to fiscal periods ending on or after January 12, 2009. The Company is
continually evaluating its counterparties and their credit risk S.
4. Cash and cash equivalents, including cash held in trust:
2008 2007
Bank deposits $ 9,011 $ 8,557
Government treasury bills 27,812 1,152
$ 36,823 $ 9,709
5. Capital management:
The Company generates positive cash flows from operations th at are used to fund maintenance and expansion
capital projects, meet debt obligations, and make dividend
acquisition or expansion of processing operations, development of new technologies, and development o r
expansion of the Companybés presence in new markets.
The Companydés primary objectives of managing capital are t

¢ Ensure the longevity of its capital to support continued operations and shareholder returns ;

*

Safeguard its ability to continue as a going

¢ Seek additional financing to fund its growth strategy.

2008 Consolidated Financial Statements

/ Marsulex Inc.

concern and to meet its obligations ; and

11

or ma I

credi

pay me

(01



The Company defines capital as follows:

2008 2007
Sharehol derés equity bteefcompeheasveincomel at e d $ 113, 563 $ 112,845
Total d ebt (maturing on February 2012 and June 2019) 152,492 157,839
Cash and cash equivalents (36,823) (9,709)

The Company intends to maintain a flexible capital structure consistent with the objectives stated above and to

respond to changes in economic ¢ onditions and the risk characteristics of underlying assets. In order to maintain

or adjust its capital structure, it may purchase common shares for cancellation, issue new share capital, raise debt
(secured, unsecured, convertible and/or other types of a vailable debt instruments) or refinance existing debt with
different characteristics.

Annual capital and operating expenditure budgets are used by the Company to facilitate the management of its
capital requirement. These budgets are approved by the Boar d of Directors and are reviewed periodically and
updated if there are significant changes in the fundamental underlying assumptions during a period.

Although the Company is not subject to any externally imposed capital requirements and does not presently utilize
any guantitative measures to monitor its capital, it does adhere to certain financial debt covenants and ratios
prescribed by its debt agreements. These include interest coverage ratios and leverage ratios.

There were no c¢hanges appmach th manad@iognecapaahduringthe year.

Inventories:
2008 2007
Raw materials and work in process $ 1,029 $ 900
Finished goods 877 684
Supplies inventory 1,519 1,389
$ 3425 $ 2973
During the year $1,164,000 of inventory was recognized as an expense from an adjustment to net realizable
value.
Property, plant and equipment:
2008
Accumulated Net book
Cost depreciation Value
Land $ 3,258 $ - $ 3,258
Plant and building 57,03 3 31,930 25,103
Equipment 333,384 163,147 170,237
Facilities and equipment under construction 2,804 -- 2,804
$ 396,479 $ 195, 077 $ 201,402
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2007

Accumulated Net book
Cost depreciation Value
Land $ 3,124 $ -- $ 3,124
Plant and building 38,687 16,009 22,678
Equipment 319,231 139,373 179,858
Facilities and equipment under construction 3,269 -- 3,269
$ 364,311 $ 155,382 $ 208,929
Depreciation expense amounted to $ 26,166 ,000 and $25,969,000 for the years ended December 31, 2008 and
200 7 respectively .
Cost of s ales for the year ended December 31, 2008 does notinclude $ 2,880, 000 of depreciation expense for

factory buildings and equipment.
8. Asset retirement obligations:

The Company has recor ded asset retirement costs and the corresponding obligation ~ for 7 of its locations ~ where it
has determined legal obligations exist, including properties that are on leased land which revert back to the lessor

and where the Company has a non -assignable lega | obligation under the land lease agreement to remove

improvements and structures from the properties. The following is a reconciliation of the changes in the asset

retirement obligations during the year, which is included in other liabilities on the Consolidated Balance Sheets:
2008 2007

Balance, beginning of year $ 1,694 $ 1,603

Accretion expense 95 91

Balance, end of year $ 1,789 $ 1,694

The accretion expense is included in costs of sales and services. The estimated u ndiscounted cash flows required

to settle the obligations amount to $3,828,000 and are expected to be settled in the next 1 to 19 years. The cash

flows are discounted using a credit -adjusted risk -free rate of 8.4 % ( 2007 i 8.4%).

Other assumptions used by management to determine the carrying amount of the asset retirement obligation are:
labour costs based on current marketplace wages required to hire contractors to dismantle and remove the
leasehold improvements, and the rate of inflation over the expecte d years to settlement.

9. Other assets:

2008 2007

Placement cells $ 4,112 $ 4,095
Other 305 5,436
$ 4,417 $ 9,631

Accumulated amortization of the other assets amounted to $4,469,000 and $3,040,000 at December 31, 2008 and
2007, respectively.  Amortization expense  of the other assets amountedto$ 1,332,000 and $ 980,000 for the years
ended December 31, 2008 and 200 7, respectively.

In 2007, Other include s costs incurred in connection with a design study for additional sulphu r processing capacity
at the Montreal facility . These costs were repaid in 2008

2008 Consolidated Financial Statements / Marsulex Inc. 13



10.

11.

@

14

Intangible assets:
2008
Accumulated Net book
Cost amortization value
Technology $ 4,600 $ 2,069 $ 2,531
Customer relationships 22,78 3 7,96 8 1481 5
Certificates and permits 13,400 7,534 5,866
Trade name 1,100 742 358
Other 1,728 1,728 --
$ 43611 $ 20041 $ 23,570
2007
Accumulated Net book
Cost amortization value
Technology $ 4,600 $ 1,456 $ 3,144
Customer relationships 20,643 5,772 14,871
Certificates and permits 13,400 5,301 8,099
Trade name 1,100 522 578
Other 1,728 1,367 361
$ 41,471 $ 14,418 $ 27,053
Amortization expense amounted to $ 5,623,000 and $ 5,990,000 forthe years ended December 31, 2008 and
2007 , respectively (see note 24 for the asset impairment charge relating to intangible asset S).
Long -term debt:
2008 2007
Senior Secured Credit Facility, maturing February 2012 (note (a)) $ 119,321 $ 122 ,770
Long-term Loan i Fort McMurray Facility
7.3%, maturing 2019 (note (b)) 33,171 35,069
Total debt 152 ,492 157,839
Less current portion 2,041 1,898
$ 150,451 $ 155,941
Senior Secured Credit Facility:

On February 2 8, 2007 the C ompany obtained a $205
banks over anew 5 -year term, maturing on February 28, 2012
Senior Secured Term Loan of which $70,000, 000 is deno minated in U.S. dollars
Facility, and a $20
secured by the assets of Marsulex Inc. and its subsidiaries (excluding
McMurray facility ). The facilities under the amended agreement can be drawn as LIBOR
loans with margins ranging from 100 to 225 basis points
basis points.  The amount of margin applied to each loan is dependent upon achieving certain debt ratios.
the terms of the amended facility, i
Senior Secured Term Loan beginning on Marc

. The agreement provides for a $115

h 31, 2010, with any drawn amounts due as follows:
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,000,000 amended credit facility with its existing syndicate of

,000,000

,a$70 ,000,000 Revolving Term
,000,000 Revolving Operating Facility with the facilities carrying variable rates of interest and

the assets ass ociated with the Fort
orbanker s
or prime rate loans with margins ranging from nil to 125

Under

nterest is paid monthly with quarterly mandatory principal repayments for the
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2010 $ 18,400
2011 20,700
Upon maturing, February 28, 2012 80,221

On March 1, 2007, the Company drew $139 ,000,000 from the amended credit facility, and together with available
cash red eemed the U.S.$60,800,000 of the 9-5/8% Senior Subordinated Notes and refinanced $ 101,000,000 of
the existing Senior Secured Term loans

The amount of the  revolving facilities undrawn and available for general corporate purposes is as follows:

200 8 2007
Revolving Term Loan $ 70,000 $ 53,000
Revolving Operating Facility 20,000 17,000

Interest commitments on U.S. denominated loans are calculated using a combination of the December 31, 2008
closing rate of 1.2246 and the closing interest rates. The amount of interest due is based on the outstanding
commitments at December 31, 2008.

At December 31, 2008, the combined interest rate relating to the commitments under the Senior Secured Credit
Facility w as approximately  3.0%. d

Inter est commitments on the loan are as follows:

2009 $ 3,759
2010 3,546
2011 2,843
2012 434

Long-term Loan i Fort McMurray Facility

On June 5, 2003, the Fort McMurray facility, a wholly owned subsidiary of the Company entered into a Lo ng-term
Loan agreement to finance its portion of the construction of the environmental compliance faciliies at Syncrudeds
Mildred Lake oil sands facility in Alberta. The loan is secured by the assets in this subsidiary . If at any time the

subsidiary fail s to perform its operating obligations , the Company will become responsible for the operation of the
facility and as a result the servicing of the debt.

The loan bears interest at a fixed rate of 7.3% per annum with monthly principal repayments due over t he next
12 years as follows:

Interest Princip al
2009 $ 2,354 $ 2,041
2010 2,200 2,195
2011 2,034 2,361
2012 1,856 2,540
2013 1,664 2,731
Thereafter 5,069 21,303
The fair value of the outstanding balance of this deb t at December 31, 2008 is approximately $33, 700,000 .
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(c) Interest expense - net:

2008 2007
Interest expense $ 7,938 $ 11,644
Interest income (399) (1,061)
Net interest expense $ 7,539 $ 10,583

12. Capital stock:
(@) Authorized:

The Company is authorized to issue an unlimited number of common shares, convertible shares and preferred
shares at no par value. No convertible shares or preferred shares have been issued.

On November 14, 2008, the Company commenced a Nor mal Course I Bs8pyepuBsda@fiNCb which

Company is entitled to purchase 1,650,000 of its issued and outstanding common shares which terminates  no
later than November 13, 2009 . All shares purchased under the NCIB will be cancelled.

During the period November 14, 2008 to December 31, 2008 no shares were acquired by the Company for

cancellation . On January 27, 2009 the Company purchased , for cancellation , 620,300 of its common shares
pursuant to a block purchase exemption under its NCIB. The shares were purchased at a cost of $7.25 per share
for a total cost of approximately $4 ,500,000 . Following the purchase, the Company has additional availability

under the NCIB to purchase up to 1,029,700 of its common shares prior to November 13, 2009.
(b) Deferred Share and Performan  ce Share Unit Plans.
Directors' Deferred Share Unit Plans:

Effective March 1, 2002, the Company established a Directors' Deferred Share Unit Plan (DSUs) whereby directors

of the Company may elect to have a portion or all of their remuneration paid in DSU s. The number of DSUs issued
is calculated by dividing the director's remuneration by the fair market value of the Company's common shares on

the vesting date and upon settlement are settled in  cash. These awards are accounted for using the intrinsic value
method such that the value of the share units at vesting date , including a dividend credit , together with
subsequent changes in the common share price in relation to the DSUs issue price is recorded as compensation

expense and included in selling, general , administrative and other expenses. In 2008 , the Company granted a
total of 16,461 DSUs (2007 i 12,003) and recorded arecovery of$ 498, 000 (2007 i expense of $986,000).

Performance Share Unit  Plan:

On March 1, 2002, the Company established a Performanc e Share Unit Plan (PSUs) for certain employees as part

of their long -term incentive compensation package. The number of PSUs to be granted each year is at the

discretion of the Board of Directors who also determine the criteria for vesting of the PSUs. At the end of the

vesting period, typically three years, the PSUs are automatically converted int o DSUs or, at the holder
into ¢ ash. DSUs may be settled at retirement, termination, resignation or death, in cash. These awards are

accounted for usin g the intrinsic value method such that the value of the share units at the vesting date, including

a dividend credit, together with the subsequent changes in the common share price in relation to the PSU issue

price are recorded as compensation expense and included in selling, general, administrative and other expenses.

During the curren t year, the Company granted 126,804 PSUs (2007 i 163,931 ) and recorded arecovery inthe

amountof $ 1,904,000 (2007 i expense of $4,981,000 ).
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2008 2007

Liability Liability
Number of  Units valued at Number of Units valued at
QOutstanding $8.00 Outstanding $14.49
PSUs 347,265 $ 2,778 308,824 $ 4,475
DSUs 528,465 4,228 423,090 6,131
(c) Stock option plan:
Prior to March 1, 2002 the Company awarded stock options to certain directors, officers and employees. Under the
terms of the plan, 4,095,160 common shares have been reserved for issuance to holders of options granted.
Options held by any participant in the option plan may not exceed 5% of the comm on shares outstanding from

time to time.  Options , all of which are  now fully vested , are exercisable for 10 years from the date of grant.

Details of the changes in options outstanding are as follows:

Number of Weighted average
options exercise price
Outstanding, December 31, 2006 1,113,265 $4.28
Exercised (470,600) 4.38
Outstanding, December 31, 2007 642,665 4.20
Exercised (207,250) 6.48
Outstanding, December 31, 2008 435,415 $3.13
The following table summarizes information about stoc k options outstanding and exercisable at December 31,
200 8:
Weighted
Range of average Weighted
exercise Number remaining average
prices outstanding contractual life exercise price
$2.23 177,416 2.22 years $2.23
$3.40 -$4.65 257,999 1.87 years $3.75
435,415
13. Dividend :

On December 3, 2008 the Company announced the payment of a cash dividend of 16 cents per share on February
13, 2009 to com mon shareholders of record at the close of business on January 15, 2009

14. Employee fu ture benefits:
The Company has three non -contributory defined benefit pension plan s, for approximately 20% of t
employees, and provides post -retirement benefits other than pensions that include such items as medical benefits
for pensioners an d survivors to a portion of its employees.
The Company measures its accrued benefit obligations and the fair value of plan assets for accounting purposes as

at December 31  of each year. The most recent actuarial valuation s of the pension plans for fundin g purposes w ere
as of December 2006 and December 2007
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The change in the funded status of post

-retirement defined benefit plans was as follows:

Pension benefits

Post-retirement benefits

other than pensions

2008 2007 2008 2007

Change i n post -retirement obligations
Obligation at beginning of year $ 14,903 $ 14,733 $ 904 $ 832
Service cost 62 2 895 23 28
Interest cost 786 810 50 44
Settlement (1,499) - - -
Benefits paid (266) (445) (12) -
Curtail ment - (450) - -
Actuarial gain (4,019) (640) (94) -

Obligations at end of year $ 10,527 $ 14,903 $ 871 $ 904

Change in plan assets:

Fair value of plan assets at beginning of year $ 12,755 $ 12,015 $ - $ -
Actual return on plan assets 804 808 - -
Employer contributions 625 806 12 -
Settlement (1,499) - - -
Benefits paid (266) (445) 12) -
Actuarial gain (2,621) (429) -- --

Fair value of plan assets at end of year $ 9,79 8 $ 12,755 $ - $ -

Funding status of plans:

Plan deficit $ (729 ) $ 2,148) $ (871) $ (904)
Unrecognized net transitional obligations (assets) (355) (420) - 5
Unrecognized prior service ¢ osts 77 1,338 23 120

Net post -retirement liabilities at end of year $ (1,007) $ (1,230) $ (848) $ (779)

Included in the above accrued benefit obligation and fair value of plan assets at year -end are the following
amounts in respect of  benefit plans that are not fully funded:
Post-retirement  benefits

Pension benefit s

other than pensions

2008 2007 2008 2007
Accrued benefit obligation $ 10,527 $ 14,903 $ 871 $ 904
Fair value of plan assets 9,798 12,755 -- --
Funded st atus 7 plan deficit $ 729 $ 2,148 $ 871 $ 904

Percentage of plan assets

Asset category 2008 2007
Equity securities 49 % 59%
Debt securities 46 % 38%
Other 5% 3%
Total 100 % 100%
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Post-retirement benefits expense inc

luded the following components:

Post-retirement benefits

Pension benefits other than pensions

2008 2007 2008 2007
Service cost $ 622 $ 95 $ 23 $ 28
Interest cost 786 810 50 44
Return on plan assets (804 ) (808) -- --
Amortization of transitional obligations (assets) (65) (64) 5 7
Amortization of actuarial and investment gain 42 56 3 4
Post-retirement benefits expense $ 581 $ 889 $ 81 $ 83

The weighted average assumptions used in the
obligation were as follows:

determination of the post  -retirement benefits expense and

Post-retirement benefits

Pension benefits other than pensions

2008 2007 2008 2007
Discount rate 7.0 % 5.5% 7.0 % 5.5%
Expected return on plan assets 6.5 % 6.5% 6.5 % 6.5%
Rate of compensation increase 4.0 % 4.0% 4.0 % 4.0%

The composite health care cost trend rate used in measuring post
9%, declining half a percent per year until

assumed to begin at
thereafter.

-retirement benefits other than pensions was
it reaches 5% and remaining at that level

A one percent change in the assumed composite health care cost trend rate would have the following effects:

Post - retirement benefits

1% Increase 1% Decrease

2008 Consolidated Financial Statements

(Increase) decrease on  accumulated benefits obligation $ (144) $ 114
Increase (decrease) on net periodic expense 17 (13)
The Companyds contr i bucontributiont andddike penhsidn plane dis as follows:

2008 2007
Cost of defined contribu  tion plan $1,1 66 $1,141
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Effect s of change s in foreign exchange on the translation of net assets self-sustaining operations, net of tax:

2008 2007
Foreign exchange gain (loss) on the translation of net assets of self -sustaining
operations $ 7,049 $ (2,363)
Future tax (expense) recovery on the translation of U.S. dollar denominated
debt 1,827 (1,372)
Realization of foreign exchange gains on reductions of net investment in self -
sustaining operations (4,972) --
$ 3,904 $ (3,735
Commitments and contingencies:
Operating leases:
Under the terms of operating leases for property and equipment , the Company is committed to rental payments
as follows:
2009 $ 3,576
2010 2,338
2011 1,673
2012 990
2013 328
Thereafter 212
$ 9,117

Environmental remediation costs:

The Company's operations are subject to numerous laws, regulations and guidelines relating to air emissions,

water discharges, solid and hazardous wastes, transportation and handling of h azardous substances, and
employee health and safety in Canada and the United States where it operates. These environmental regulations

are continually changing and are generally becoming more restrictive. The Company has purchased a nhumber of
sites as a re sult of the acquisitions of certain businesses and has retained environmental obligations as a result of

the disposition of certain businesses and properties. Subject to certain limitations, the Company will likely be
indemnified by the vendors for any rem ediation costs or environmental actions that may arise as a result of

conditions existing at the time of acquisition. Environmental assessments were conducted prior to the purchase of

the sites as a basis to, among other things, evaluate indemnity protecti ons and, where applicable, to verify the
appropriateness of existing accruals and estimates for remediation costs . The Company periodically engage s third
party consultants to review the environmental status of its sites. Accruals have been made in specifi c instances
where it is probable that liabilities will be incurred and where such liabilities can be reasonably estimated. Such
estimates are, however, subject to change based on negotiations with regulatory authorities, changes in laws and

regulations an d as new information becomes available. Although it is possible that liabilities may arise in other
instances for which no accruals have been made, the Company does not believe that such an outcome will

significantly impact its operations or have a materi al effect on its financial position.

Costs associated with  violations under the Clean Air Act:

On January 12, 2009 , the Company and Chemtrade Logistics Il ncome Fund ( i Ghteredinto aCbesenj
Decree with the Department of Justice and the USE PA for the settlement of alleged violations under the Clean Air Act.
As part of the settlement the Company agreed to install additional emission control equipment at its Toledo facility and

at the Cairo facility ~ (now owned and operated by Chemtrade ). The capital cost for the implementation at the Toledo
facility, based upon conceptual design, is currently estimated at U.S. $3,000,000to $6,000,000 , with more
detailed design and cost estimation now to commence. In the opinion of management, the effect of

environmental compliance costs and penalties for Cairo, which is subject to approval by the U.S. regulators, is
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estimated to be approximately U.S. $3,000,000 to $6 ,000,000 and the Company has adequate provisions for
these costs. Inaccordance withthe  Consent Decree, the installation of emission control equipment is to be completed

no later than July 1, 2011.

Other claims:

The Company is involved in certain claims arising out of the ordinary course and conduct of its business, which in

the opinion of management will not have a material impact upon the financial position of the Company.

Income taxes:

The income tax rate varie s from the basic federal and provincial income tax rate as follows:

2008 2007

Statutory federal and provincial inco me tax rate applied to income before taxes 335 % 36.1%
Income taxed at different rates in foreign jurisdictions (0.9) (4.5)
Losses received upon reorganization (note 19 (b)) -- (30. 3)
Realization of foreign exchange gains on reduction of net investment

sustaining operations (5. 5) --
Recognition of previously unrecognized tax losses and tax credits (5.0) (18.3)
Impact of changes in substantively enacted future tax rates -- (19.3)
Amounts not deductible for income tax purposes and other 0.2 3.3
Combined effective income tax rate 22. 3% (33.0) %
The tax effects of temporary differences that give rise to significant portions of the future tax assets and future
tax liabilities at December 31, 2008 and 2007 are presented below:

2008 2007

Future tax assets:

Loss carryforwards $ 12, 304 $ 12,796

Accrued and other liabilities 6, 434 5,931

Long -term debt 304 --

Tax credits -- 257

Other 161 288

Total gross future tax assets 19, 203 19,272

Less valuation allowance (3, 359) (4,205)

Net future tax assets 15, 844 15,067
Future tax liabilities:

Property, plant and equipment (25,102) (22,487)

Goodwill (7,166) (6,272)

Deferred charges (746) (554)

Intangible assets (7,751) (8,916)

Long -term debt -- (1,789)

Total gross future tax liabilities (40, 765 ) (40,018)
Net future tax liability $ (24, 921) $ (24,951)
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This is presented on the balance sheet as follows:

2008 2007
Future tax asset (current) $ 725 $ 491
Future tax liability (25,646 ) (25,442)
$ (24, 921) $ (24,951)
As at December 31, 2008 , the Company has unused tax losses , alternative minimum tax credit carryforwards and
deductible temporary differences for which no future income tax assets have been recognized. The carry forward
amounts are as follows:
Operating losses $ 6,853
Capital losses 421
Deductible temporary differences for which no future income tax assets have been recognized 2,927
The Company's U.S. losses are net of the amount subject to expiry of U.S. $22,358,000 and are restricted as to
the amount that can be used in a year.
Non - capital loss carryforwards by year of expiry are as follows at December 31, 2008 :
2009 $ 1, 193
2010 1,890
2011 438
2014, and t hereafter 33,110
$ 36,631
Earnings per share:
The following table sets forth the computation of diluted earnings per share:
2008 2007
Numerator:

Net earnings available to common shareholders $ 20, 653 $ 19,673
Denominator (shares in thousands):

Weighte d average common shares outstanding 33,220 32,969

Effect of dilutive securities:

Employee stock options 364 519
Adjusted weighted average shares and assumed conversions 33,584 33,488
Basic earnings per share $ 0.62 $ 0.60
Dilutive e ffect of stock options (0.01) (0.01)
Diluted earnings per share $ 0.61 $ 0.59
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19. Related party transactions:

(@) The Company has entered into a management services contract with its major shareholder for the supply of
management and fina ncial services andcert ain of the Companyés Directors hold seni
provide services to the Company.

2008 2007
Fees to Birch Hill Equity Partners $ 453 $ 444
Fees to firms of certain Directors 4,8 51 4,631
The above related - party transactions  are in the normal course of operations and have been recorded at the
exchange amounts agreed to between the parties.
(b) On December 31, 2007, the Company completed a reorganization which allows it to use certain tax losses

accumul ated by HarrowstohHLH) | diamgs nkemit medt (Mol ding company and
shareholder. Approximately $ 15,000,000 in certain Canadian non  -capital tax losses were transferred as part of the

reorganizati on. The reorganization did not involve any change in the beneficial ownership or control of Marsulex

nor, wultimately, any change in Marsulex6s issued and outstanding
independent directors of Marsulex and the Toronto Stock Exchange.  The shareholders of HHL have agreed to

indemnify Marsulex pursuant to the terms of an indemnity agreement, and have paid for all costs incurred as a

result of the reorganization.

20. Change in non -cash operating working capital:

2008 2007

Accounts receivable $ 3,288 $ (626)
Inventories (451) (248)
Prepaid expenses and other assets 2,373 (269)
Accounts payable and accrued liabilities (1,872) 6,453
Income taxes payable 1, 408 (2,506)
Deferred revenue 14,924 (9,188)
$ 19,670 $ (6,384)
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21. Financial instrument s:

Overview:

Categories of financial assets and liabilities

2008 2007
Fair Market Carrying Fair Market Carrying
Accounting Policy Value Value Value Value
Cash and cash

equivalent s in trust Held - for -trading $ 36,823 $ 36,823 $ 9,709 $ 9,709
Accounts receivable Loans and receivable 39,285 39,285 43,337 43,337

Long -term investments
held in trust Held -for -trading 900 900 900 900

Accounts payable , accrued

liabili ties and other

liabilities Other liabilities 53, 552 53, 552 58,464 58,464
Long -term debt, senior

secured term loan and

revolvers Held -for -trading 119,321 119,321 122,770 122,770
Long -term loan , Fort
McMurray Facility Other liabiliti es 33,690 33,171 35,654 35,069

The Company has exposure to the following risks from its use of financial instruments:

Accounts receivable /credit risk
Foreign exchange risk

Liquidity risk

Commodity price risk

Interest rate risk

Long-term inve stment risk

This note presents information about the Companydés exposure to e
objectives, policies and processes for measuring and managing risk

The Company has a comprehensive risk management framework that is used t o identify and analyze the risks

faced by the Company, to set appropriate limits and controls, and to monitor risks and adherence to limits. This

framework, as well as the related management policies and systems, are reviewed regularly to reflect changes in

mar ket conditions and the Companyds activities. The Board of Di
overall responsibility for overseeing how management monitors <co
policies and procedures and reviews the adequacy of the risk management framework in relation to the risks faced

by the Company.

(@) Accounts receivable /credit risk:

Credit risk stems primarily from the potential of customers to meet their contractual obligations. The amounts

reportedinth e balance sheet are net of allowances for doubt ful accoun
management based on prior experience and their assessment of the current economic environment. The

Company analyzes and reviews the financial health of the current cus tomers on an ongoing basis and applies

rigorous evaluation procedures to all new accounts and when collection is not reasonable or certain, adjusts the

allowance for doubtful accounts accordingly . Credit reports and financial statements are used to set cr edit limits

for each customer. The Company provides its products and services under long -term contracts primarily to large

industrial customers; the largest customer represents 6.8 % of the total revenues for the year ended December

31,2008 (2007 i 14.2%) . Inthe year ending December 31, 2008, the maximum credit risk to which the

Company is exposed represents the fair value of accounts receivable.
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2008 2007

Accounts receivable, gross $ 40,3 79 $ 43,962
Allowance for doubtful accounts (1,094 ) (625)
Accounts receivable, net $ 39,285 $ 43,337
2008 2007
Accounts receivable denominated in U.S. dollars $ 19,347 $ 21,981
Accounts receivable which are more than 60 days beyond date of invoice 3,372 2,327
The Company ha s 49.2% of its accounts receivable at December 31, 2008 which are denominated in U.S dollars
(2007 T 50.7 %) and 8.6% of accounts receivable at December 31, 2008 which are more than 60 days beyond the

invoice date (2007 - 5.4 %) .

Long - Term Investment

The Comp any holds investments in the amount of $1,100,000 ($900,000 net of provision), which were invested in
Canadian third party Asset -Backed Commerci al Paper (AABCPO). At the time of
were rated by Dominion Bond Rating Service (ADBRSO0)-HAghR1 which met the criteria of
investment guidelines.

The Company has classified these investments as held -for -trading and has presented them on the consolidated
balance sheet as long -term since it is expected these assets w ill not be realized within a 365 -day period. On
January 21, 2009, the Pan  -Canadian Investors Committee for Third Party Asset Backed Commercial Paper

announced that the restructuring plan had been fully implemented. Pursuant to the plan the Company receiv ed
restr uctured ABCP in the form of longer term notes. The Company has taken a $200,000 provision to reflect its
estimate of the fair market value of the investments . The ultimate amount recovered from the notes will not be
material to the daidaegfmangadsatements.s Currently, t he Company has sufficient cash and

credit facilities to satisfy its financial obligations as they come due

Foreign exchange risk:

The Company has U.S.  based operations and reports in Canadian dollars and there fore is exposed to foreign
exchange fluctuations in the following areas: (1) revenues and expenses; (2) monetary assets and liabilities,
working capital and the U.S. denominated portion of the Senior Secured Term Loan ;and (3) the self  -sustaining

operation s including the portion of the Senior Secured Term Loan designated as a hedge.

The Company recorded the following foreign exchange gains:

2008 2007

Foreign exchange (loss) gain on net monetary items $ (9,117) $ 2514

Foreign exchange (loss) gain on Senior Secured Term Loan (2,364) 1,748
Realization of foreign exchange gains on reductions of net investment in self -

sustaining operations 4,972 --

$ (6,509) $ 4,262
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The Companyds exposure to foreign aocalinsteimentg was asfokowsbasechoni ng t o it
notional amounts:
2008 2007
U.S. dollar net working capital assets ( liabilit ies) $ 28,997 $ (7,300)
U.S. dollar portion of Senior Secured Term Loan (70,000) (10,000)
Net U.S. dollar net monetar  y items affecting net earnings $ (41,003 ) $ (17,300)
U.S. dollar portion of Senior Secured Term Loan, hedge on net investmentin
self-sustaining operations $ -- $ (60,000)
U.S. dollar net investment in self -sustaining operations 4,372 76,920
U.S. dollar net monetary items affecting comprehensive income $ 4,372 $ 16,920
$70,000, 000 of the Companyédés Senior Secured Term Loan is denomi
On December 31, 2008, the Company reduced its net investment in s elf - sustaining operations by approximately
94%, resulting in the recognition of $4,972 ,000 of foreign exchange gains in earnings with an associated
reduction to comprehensive income. Further , the U.S. $60,000,000 Senior Secured Term Loan was de -designated
as a hedge of the Company 0ssustiring openatorssst ment in self
A one -cent decrease in the Canadian dollar against its U.S. dollar counterpart on these U.S. dollar denominated
assets and liabilities, assuming these amounts remain unchanged, is as follows:
Other Earnings
Comprehensive Before
Income Income Taxes
December 31, 2008, effect of foreign exchange gain (loss) $ 66 $ (369)
Liquidity risk:
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
C o mp a n gbfedive in  managing liquidity is  to ensure that it will always have sufficient liquidity to meet its
commitments when due, without incurring unacceptabl e | osrepetadionor ri ski
The Company generates positive cash flows from operations that are used to fund maintenance and expansion
capital projects, meet debt obligations, and make dividend payme
acquisition or expansion of processing operations, development of new technologies, and development or
expansion of the Companyds presence in new markets. To the

additional financing to fund this growth strategy.

At December 31, 2008, the f ollowing linesofcredit r emai ned undr awn unde 8enibrSexurddCreditany 6 s
Facility .
Approved
Limit Undrawn
Revolving Term Facility $ 70,000 $ 70,000
Revolving Operating Facility 20,000 20,000

I n addition,
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acquisitions, providing the Company with additional flexibility to achieve its strategic growth strategy . Availability
of the above amounts under the credit facility is subject to compl iance with certain covenants and debt ratios.

Contractual Commitments

2009 2010 2011 2012 2013 Thereafter Total

7.3% Long -term Loan . $ 2,041 $ 2,195 $ 2,361 $ 2,540 $ 2,731 $ 21,303 $33,171
Senior Secured Credit  Facility 2 - 18,40 0 20,700 80,221 - -- 119,321
Interest on loans 3 6,113 5,746 4,877 2,290 1,664 5,069 25,759
Operating leases and other

Commitments 3,576 2,338 1,673 990 328 212 9,117
1. Long -term Loan to finance the construction of the Fort McMurray facility is secured by the assets of a wholly owned subsidiary

of the Company, Marsol Canada LP. If the subsidiary fails to perform its operating obligations, the Company will become

responsible for the operation of the facility and will service the debt with the cash flows generated from the facility. The loan

bears interest at a fixed rate of 7.3% per annum with monthly repayments of principal, which commenced in January 2005,
due over 15 years.

2. On March 1, 2007, the Company completed a $205 million refinancing of i ts senior secured credit facility with the new facility
having a5 -year term and carrying variable interest rates at December 31, 2008 as follows:
U.S. LIBOR loan (U.S. $70 million) - (1.91%) plus 100 basis points
Cdn. Banker so6 Acic@09%o0p rplusel0dbases points
Cdn. Prime rate loan i (3.50%) plus 0 basis points

3. Interest on U.S. denominated loans is calculated using the December 31, 2008 closing rate of 1.2246

Other commitments include other liabilities , with no fixed commitment date s, which are expected to be paid
subsequent to December 31, 2009

2008
Net post -retirement benefits liability $ 1,855
Asset retirement obligations 1,789
Other liabilities 8,077
Off Balance Sheet Arrangements:
All of the Commpameds hawksibedien consolidated and are reflected in
The Company does not have any off balance sheet arrangements.
(e) Commodity price risk
Industrial chemicals sold by the Company are subject to market price fluctuations. In addition, supply and
demand imbalances can lead to isolated price erosion.
The Companywbdbs emdchtracts generally have a fimeet or releaseo0 provi
can cause the Company to lower selling prices in order to retai n the volume.
The Company attempts to reduce its exposure to market price fluctuations through contracts where commodity
price exposure is either shared with or born e entirely by the customer.
Although the Company plans to continue entering into new cont racts and renegotiating existing contracts that
include minimum volume requirements or guaranteed fees in order to increase the stability of its cash flows, there
can be no assurance that it will be successful in renegotiating existing contracts or enterin g into new contracts
with these terms.  In 2008, these types of arrangements represented approximately 71% of t he Companyds gr

profit (2007 i 69%).
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Interest rate risk:

The Company is exposed to changes in interest rates, which may impact its cost of borrowing. As at December
31, 2008 approximately 78.2% of the Companyb6s t ot al-tednanetesti
rate fluctuations.

The interest rate on the Long -term Loan is fixed under contractual agreements and bears interest of 7.3% per
annum.

The Senior Secured Credit Facility, refinanced on March 1, 2007 and maturing in 2012, is subject to near -term
interest rate fluctuations as interest is at variable rate
and prime r ate loans with margins ranging from 100 to 225 basis points and prime rate loans with margins

ranging from nil to 125 basis points. The amount of margin applied to each loan is dependent upon achieving

certain debt ratios.
At December 31, 2008, the inter est rates were:

U.S. LIBOR loan (U.S. $70,000,000) i 1.91% plus 100 basis points
Cdn. Banker sé6 Acic2(09% plus a0 basiopaints
Cdn. Prime rate loan 7 3.50% plus 0O basis points

Based on the outstanding balances at December 31, 2008, a 1% increase in LIBOR, Banker
prime rate would increase the Comp amG00$333;000are £3080; respeatiyalye nt s

At December 31, 2008, the Company had met all of its debt related covenants.
Business segments:

The Co mpany's activities are divided into four reportable segments. The three operating segments are: Industrial

Services, Western Markets and MET (fAMarsul ex Envir onmé fotmarly Polver Géneratibnd g i The O
fourth non -operating segment is Corporate Support, which provides centralized services, such as finance,

information systems, human resources and risk management to the operating segments.

Industrial Services provides services, including environmental compliance solutions, to oil refiners and ot her
industrial customers, primarily in the U.S. and Canada. Services include the regeneration of spent sulphuric acid

produced during the octane enhancement of gasoline; the extraction and recovery of sulphur from hydrogen

sulphide gas created during the r efining process; the recovery of sulphur dioxide to ensure air quality compliance;

cutting and handling of petroleum coke; and the safe handling, treatment, and disposal of industrial hazardous

waste streams.

Western Markets produces and provides sulphur ~ -enhanced chemicals to industrial customers and supplies alum,
a water treatment chemical used by municipalities and other industrial companies, for water and wastewater
treatment. The primary market is Western Canada.

MET provides environmental systems an d services for air quality compliance, primarily to electric utilities, and
also to petrochemical and general industrial customers worldwide.
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Industrial Western Corporate

2008 Services Markets MET Support Total
Revenue from external cu  stomers $194509 $ 81,341 $ 46717 % -- $322,567
Gross Profit $ 70,237 $ 25237 $ 10,160 $ -- $105,634
SGA'and foreign exchange 11,506 2,903 4,896 17,290 36, 595
Earnings before the undernoted 58,731 22,334 5,264 (17,290) 69,039
Depreciation and amortization 29,701 2,994 108 318 33,121
Charges for asset impairment 1,799 - -- -- 1,799
Interest expense - net -- -- -- 7,539 7,539
Earnings before income taxes $ 27,231 $ 19,340 $ 5,156 $ (25,147) $ 26,580
Total assets before goodwill and intangible

assets $210,568 $ 35,733 $ 2862 $ 39,769 $288, 932
Goodwill and intangible assets, net of

amortization 95,389 4,468 6,144 - 106,001
Total asse ts $305, 957 $ 40,201 $ 9,006 $ 39,769 $394, 933
Capital expenditures $ 7,684 $ 6,022 $ - $ 514 $ 14,220

Industrial Western Corporate

2007 Services Markets MET Support Total
Revenue fro m external customers $174,537 $ 65,349 $ 47,574 $ -- $287,460
Gross Profit $ 66,745 $ 22,698 $ 8,963 $ -- $ 98,406
SGA'and foreign exchange 11,585 2,731 4,214 17,330 35,860
Earnings before the undernoted 55,160 19,96 7 4,749 (17,330) 62,546
Depreciation and amortization 29,923 2,630 103 283 32,939
Gain realized on redemption of Senior

Subordinated Notes -- -- -- 77 a77)
Cost of refinancing -- - -- 1,000 1,000
Charges for asset impairment 3,204 -- -- 200 3,404
Interest expense - net -- -- -- 10,583 10,583
Earnings before income taxes $ 22,033 $ 17,337 $ 4,646 $(29,219) $ 14,797
Total assets before goodwill and intangible

assets $226,884 $ 32,372 $ 7,064 $ 13,363 $279,683
Goodwill and intangible assets, net of

amortization 91,037 4,468 4,958 - 100,463
Total assets $317,921 $ 36,840 $ 12,022 $ 13,363 $380,146
Capital expenditures $ 12,090 $ 2,635 $ 84 $ 586 $ 15,395

1. Selling, general, adminstrative, and other costs
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Geographic segments:

The Company operates primarily in Canada and the United States with sales to outside North America
denominated in U.S. dollars. Revenue is attributed to customers based on their location .

Property, plant and
equipment, goodwill and

Revenue intangible assets
2008 2007 2008 2007
Canada $ 156,451 $ 132,123 $ 210,929 $212,458
United States 161, 828 144,408 96,474 96,925
Other 4,288 10,929 -- 9
$ 322,567 $ 287,460 $ 307,403 $ 309,392
Charges for asset impairment
Consolidated Statements of Operations and Comprehensive Income
2008 2007
Impairment charge relating to investment in Venezuelan joint venture (note (a) ) $ 1,799 $ --
Impairment charge relating to long term investments (note 6) -- 200
Impairment charge relating to goodwill and intangible assets (note (b)) -- 3,204
$ 1,799 $ 3,404
In December 2008, the Company reviewed its remaining investment i n the 50/50 joint venture in Venezuela
consisting primarily of net working capital. Given the continued economic and political uncertainty in that country,
an additional impairment charge was recognized against the remaining working capital items , whicht he C ompany
does not believe will be realized. The operating cash flow impact is $1,148,000.
In December 2007, the Company was informed that certain Petcoke contracts of its 50/50 joint venture in
Venezuelan were not to be renewed. As aresult , manage ment review ed the value of the  goodwill and the
intangibles assets associated with the acquisition and recorded an impairment charge of $1,371,000 relating to

goodwill and $1,833,000 relating to intangible assets.
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