Management 6s Discussion and Anal ysis

The following commentary provides additional analysis of the operations and financial position for the fiscal period ended
December 31, 2008 f or Marsul ex I nc. (fAMarsulexd or the @ColabeoMgrch) 174 20909.i ncl ude s
This Commentary should be read in conjunction with the consolidated financial statements, including the accompanying notes,

management 6s report and Allldlaramounts ire stafed in Caeguianrcarrency, unless o therwise stated

Certain statements contained in this commentary may constitute forward -looking information, including future -oriented

financial information and financial outlooks, within the meaning of securities laws. Forward -looking information may re late to

the Companyds future outlook and anticipated events or results and may
financial position, business strategy, budgets, litigation, projected costs, capital expenditures, financial results, taxes, plans

and objectives. In some cases, forward -l ooking information can be identified by terms suc
fexpecto, #fAplano, fAanticipated, believeo, Aintendo, festimatesd, fApredi
conc erning matters that are not historical facts. Forward -looking information contained in this commentary is based on

certain assumptions regarding expected growth, results of operations, performance, and business prospects and opportunities

(collectively,t he fAAssumptionso). While the Company considers these Assumptio
currently available, they may prove to be incorrect. Forward -looking information is subject to a number of risks, uncertainties

and other factors that could cause actual results to differ materially from what the Company currently expects. These risks,
uncertainties and other factors include, but are not limited to, the following: the timing and market acceptance of future

products, competition in the Company6s markets, the Companydés reliance on customer s,

exchange rates, commodity prices or interest rates, the Companyds abil
changes in the law or regulations regarding the e nvironment or other environmental Iiabilities,
integrate acquisitions and the Companyds ability to protect its intell
exhaustive information on these Risks you should refer to the ARisks and Uncert aiMD&A andto theect i on of

Companyods filings with the securities regulatory aut hfomualtinfeensatoni ncl udi n
Form, which is available on SEDAR at www.sedar.com and on t he Compan wdvemamded.comt e Additional

information relating to the Company can be found on the SEDAR website. Other than as required under securities laws, we do

not underta ke to update any forward  -looking information at any particular time. All forward -looking information contained in

this commentary is expressly qualified in its entirety by this cautionary statement.
RESPONSIBILITY OF MANAGEMENT AND THE BOARD OF DIRECTORS

Management is responsible for the information disclosed in this MD&A and the accompanying consolidated financial

statements, and has in place appropriate information systems, procedures and controls to provide reasonable

assurance that information used internally and disclosed externally is materially complete and reliable. In addition, the
Companydéds Audit Committee, on behalf of the Board of Directors, pr
financial disclosures made by the Company, and has reviewed and approved this MD&A and the accompanying

consolidated financial statements.

The Chief Executive Officer (ACEOO0) an,dogethee withtotherfmefmbenseofi ci al Of fi ce
management, have evaluated the design and effectivenessof t he Companyds disclosureascobntrol s
December 31,2008 and have concluded that the Companyds disclosure control
assurance that material information relating to the Company, including its consolidated subsidiaries, would be made
known to them by others within those entities, particularly during the year in which this report was being prepared.

The CEO and CFO have evaluated the design and effectiveness of the
reporting and have concluded that they have been designed to provide reasonable assurance regarding the reliability

of financial reporting and preparation of financial statements in accordance with Canadian Generally Accepted

Accounting Printapl &8dngibhatthey dre operating effectively. Financial statements for external

purposes are prepared in accordance with Canadian GAAP. There have been no changes to the design of internal

controls over financial reporting that occurred during the most recent year ended December 31, 2008 that have

materially or are measurably likely to materially affect the internal controls over financial reporting.

While the Officers of the Company have evaluated the effectiveness of disclosure controls and procedures and internal
control over financial reporting as at December 31, 2008 and have concluded that these controls and procedures are
operating effectively, due to the limitations in control systems and procedures, their evaluation can provide only
reasonable, not absolute, assurance that such disclosure controls and procedures and internal controls over financial
reporting are operating effectively.
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COMPANY PROFILE AND BUSINESS SEGMENTATION

Marsulex is a leading provider of industrial services, primarily environmental compliance solutions for air quality

control and industrial hazardous waste streams, and a leading producer and marketer of sulphur-based industrial and

water treatment chemicals. The Companyd6s ser vi ceessnawidergngeoofi ded t o
industries. Increasingly stringent environmental compliance regulations have the potential to create opportunities for

Marsulex to apply its core competency of operating processing plants efficiently and safely. In Western Canada,

Marsulex produces and markets sulphur-based industrial and water treatment chemicals.

The Company's activities are divided into four reportable segments. The three operating segments are: Industrial
Services, Western Markets and MET (AiMar sul ex EnWvier & mmé fogaedysPower Generation). The 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.

PRIMARY GOAL AND STRATEGIES OF THE COMPANY
Goal

Marsulex6 s goal is to create shareholder value by providing industrial

¢ Positive returns on invested capital.
¢ High quality predictable and sustainable earnings and cash flow.

The Company intends to grow its business through:

¢ The identification of new market opportunities for industrial customers;

¢ The development of new service solutions based on proprietary Marsulex technologies or best available
technologies that facilitate the outsourcing of environmental compliance activities under long-term service
agreements; and,

¢ Acquisition of complementary businesses that broaden the customer base and the range of industrial services.

Business Strategy

Marsulexd s c or e s towmenship &nd bperation of processing plants that require special expertise in handling
hazardous materials with a high standard of safety and reliability; plants that may be in geographically dispersed
areas; and/or ones that provide services that are non-core but critical tothecust omer s6 own operations.

Services include compliance solutions that use available technology, together witht he Companydés demonstrat e
expertise in compliance processes, site operations, risk management, transportation, by-product removal and

marketing to limit or manage environmental exposure at an effective cost. The Company provides skills that may be

far removed from the customers' core businesses, but can often achieve economies of scale that customers cannot

access on their own.

Management has a proven track record of expanding its facilities and successfully integrating new businesses that
leverage its existing customer relationships in order to drive organic growth. The Co mp a n wtdategy is to focus on
industries which it serves that exhibit favourable trends; for example:

¢ Increased demand for refinery products and electricity;
¢ Increased use of high-sulphur sour crude oil and coal to meet energy demands; and,
¢ Increasingly-stringent environmental and emission standards.

KEY PE RFORMANCE MEASUR ES

The Company reviews and monitors its activities and the performance indicators it believes are critical to success.

Since some of these measures are not recognized measures under Canadian GAAP, they should not be considered in

isolation of, or as a substitute for net earnings, consolidated cash flow from operations or any other measure of
performance required by Canadian GAAP or as an indicator of the Company's operati:
method of calculating these measures may differ from other companies and accordingly, they may not be comparable

to measures used by other companies. Some of the key financial performance measures are summarized in the

following table.
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2008 2007 2006

Positive returns on invested capital

Earnings per share (Basic) $ 0.62 $ 0.60 $ 0.22
Return on Capital employed * 219 % 18.5% 16.6%
Sustainable earnings and cash flow

EBITDA (in millions of dollars) 2 $ 69.0 $ 625 $ 58.9
Cash flow from operations before working capital changes 2 (in millions of dollars) 60. 9 46.9 42.1
Net Debt 4 to Equity 1.0 x 1.3x 1.5x
Maintenance capital expenditures (in millions of dollars) ° $ 155 $ 131 $ 9.7
Growth

Headcount 554 532 595
Revenue growth 12 .2% 15.2% 49.9%

1. Calculated as EBITDA? before unusual items, over simple average between opening and closing of total assets less current
liabilities, excluding the current portion of long-term debt.

2. EBITDAisanon-GAAP measurei r ef er to fASuppl emkent af o F masMDRA.2007 nncludes $1.5 million relating
to the cost of settlement of legacy litigation.

3. Calculated as cash provided by operations adjusted for changes in non-cash operating working capital.

4. Net debt is long-term debt, including the current portion of long-term debt, less cash and cash equivalents and cash held in trust.

5. Including expenditures for placement cells (recorded as part of other assets).

Economic Conditions

Canada prospered through the first half of 2008 with  record growth in commodity prices and a strong

currency . During this period, Marsulex reported strong operating results with incremental revenue growth primarily
from increases in sulphur prices and pass through of higher input costs. (Under many of its customer agreements, the
Company is permitted to pass through input costs, or participate in certain commodity price increases on sales to third
parties).

In the second half of 2008 , economic conditions deteriorated. Commodity prices retreated to leve Is seen
years earlier and the Canadian dollar finished the year at 82 cents against the U.S. dollar . Despite these
deteriorating economic conditions, Marsulex reported record levels of revenues, earnings and operating cash flows in
2008. All business segments generated positive cash flows in the year and the Company reported year over year
increases in pre-tax earnings in each of the four quarters.

Tight liquidity ¢ onditions in financial markets have affected the ability of some companies to finance

capi tal projects, acquisitions and other expansion activities . These conditions did not affect Marsulex. In

2007, the Company completed a refinancing of its senior credit facilities. The facility has a five-year term expiring
February 2012. During 2008, the Company used approximately $20 million in cash to repay its outstanding revolving
term and operating facilities leaving $90 million undrawn at year end. Under the bank credit agreement, the Company
is required to make $39 million in loan repayments prior to maturity. As at December 31, 2008, the Company had
approximately $37 million in cash on hand invested in short term liquid deposits.

Since year end, the economic outlook has worsened . Many G7 countries are predicting negative GDP
growth in 2009 and beyond . There are several fundamental components of Mars
business strategies which contribute to its sustainability of earnings:
¢ The Company enters into long term contractual arrangements to provide critical but non-core services to its
customers. In many instances, these contracts include the commitment to provide capital to support plant
operations and to provide uninterrupted services to customers. Where capital (property, plant and equipment)
has been invested, the Company strives to recover its invested capital irrespective of production volumes.
Furthermore, customer investments are well in excess oft h e C o mp eapitabirsvestments (typically in the
billions of dollars). The Company has never experienced a loss on invested capital from closure of customer
facilities.
¢ Approximately 50%0f t he Company6s business is with Refinery customers.
customers have reported record profitability from strong prices for crude oil. Recently, the economic downturn
has driven down prices for crude oil and other refinery products, resulting in announced suspension or curtailment
of capital expansion projects. This could impact near-term growth prospects for the Company. To date, refiners
continue to operate at or near historic production levels. Notwithstanding, a prolonged downturn could result in a
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curtail ment or suspension of customer production, which could af
sensitive contracts.

¢ For the remaining business segments, Western Markets and MET, the Company provides (a) sulphur and sulphur
related products to industrial customers and municipalities, and (b) engineering and related services to customers
including design and installation of emission control equipment. Within these segments, the Company is
dependent on the Western Canadian pulp and paper industry (accounting for approximately 8% of 2008 revenues)
and the power generation industry. The pulp and paper industry (and the forestry industry) have suffered from a
prolonged downturn in commodity prices. Despite this, over the past three years, the Company has experienced
only one credit default amongst its larger pulp customers. Recently, many of the pulp producers have announced
production suspensions, which, if prolonged, could affect the volume of demand for products within the Western
Markets segment.

¢ Coal fired power producers are a critical source of electricity for the North American market. Producers are
coming under more stringent environmental regulations to reduce emissions including emissions of SO,. MET
provides emission control technologies for the removal of SO,. In 2008 MET entered into two large multi-year
contracts to provide Fl ue Gas Des ul pFGDor)éeqamipmentotm tw few customers with estimated revenues
exceeding U.S. $120 million. In the third quarter of 2008 the Company was advised that, due to economic
conditions, one customer had decided to temporarily suspend the project. While it is expected that the contract
will be re-instated at a later date, there can be no assurances that this will occur.

Despite the earnings and sustainability which is inherent to its business model, a prolonged recession could negatively
affect the Companyds cust omstakeholders withlconseguencestd Marsulexe r

Many corporations are assessing their cost competitiveness as a means to remain competitive under

economically challenging conditions. Marsulex operates in 22 locations throughout North America. Key cost
components include wages, fuel, electricity, maintenance and other overhead costs. Given changing economic
conditions, many of these input costs have decreased. Wage costs are driven by historically negotiated commitments
and over the near term will increase in the 2%-5% range. At this time, the Company has suspended 2009 increases
for its salaried staff pending an assessment of economic conditions. In addition the Company has initiated several
SG&A initiatives to identify opportunities to rationalize its operating cost model and reduce external costs.

For many companies, the current economic and market conditions represent circumstances that could

likely impair the carrying value of their assets. As part of its ongoing risk management process, the Company
regularly reviews the carrying value of investments including capital assets, goodwill and intangible assets
(representing approximately 78% of total assets at December 31, 2008). Marsulex has had a history of sustainable
and strong cash flows from operations. Cash flow from operations (before working capital changes) exceeded $40
million in each of the past three years.

In the fourth quarter of 2008, the Company recorded an impairment charge of $1.8 million for the write-off of

Mar sul ex 6s r eestanent inntg 50750 yoint venture in Venezuela as a result of political and economic

uncertainty within the country. The Company is in discussions with Canadian Government officials to determine

avenues available to realize part of its investment given the events and circumstances surrounding the termination of

the contracts. Aside from this investment, in maompgementsdeolpyinng
cash flows, no other impairment condition exists.

Challenging economic condition s have created credit and liquidity risks associated with many compan ies

financial instruments . The Companydés financial instruments include cash, acc
accounts payable and accrued liabilities and debt. The #f Ri s ks a ntiesodecton ofttlis MD&A provides an

analysis of critical risks associated with financial instruments. At December 31, 2008, the Company had

approximately $40.4 million of outstanding accounts receivable representing 10.2% of total assets. Approximately

8.6% of accounts receivable were outstanding more than 60 days beyond invoice date. In the fourth quarter the

Company increased its allowance for doubtful accounts by approximately $700,000 to $1.1 million. Although it is

difficult to predict credit risk in these uncertain times, management believes that, given the essential nature of

services provided,and t he markets served by t hiehaCadequate prdvsiore forsunamlieetible ,

accounts.

Negative investment returns have adversely  affected performance of many defined benefit pension plans.

Approxi mately 20% of Marsulexds employees are covered by defined b
covered by defined contribution plans. During 2008, total plan assets under DB plans decreased by 23.2% due to

market conditions. Approximately 50% of plan assets are invested in debt securities and other assets with the

remainder in diversified equity securities. For actuarial purposes, the estimated plan deficits were approximately

$729,000 in aggregate. In the opinion of management, declines in the carrying value of its defined benefit pension

plans are not expected to have a material affect on the overall liquidity or profitability of the Company.
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RESULTS OF CONSOLIDATED OPERATI ONS

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 compliance services; and production and
sale of industrial and water treatment chemicals to customers in western Canada.

Selected Financial Information

(In millions of dollars, except per share amounts) 2008 2007 2006
Revenue $ 322 .6 $ 287.5 $ 249.6
Gross profit 105.6 98.4 89.0
Gross profitasa  percent of revenue 32. 7% 34.2% 35.7%
Selling, gener al , administrative, and

foreign exchange 36. 6 35.9 30.1
Other expenses -- 0.8 --
Depreciation and amortization 33.1 32.9 34.1
Charges for asset impairment 1.8 3.4 2.8
Net interest expense * 7.5 10.6 12.4
Earnings before income taxes 26 .6 14.8 9.6
Income taxes expense (recovery) 5.9 (4.9) 2.5
Net earnings $ 20.7 $ 19.7 $ 7.1
Total Comprehensive Income $ 24.6 $ 15.9 $ 5.0
Earnings per share - Basic $ 0.62 $ 0.60 $ 0.22
Earnings per share - Diluted 0.61 0.59 0.21
Cash dividends per share 0.64 0.45 --

Cash generated from operations before non-cash changes to working

capital $ 60.8 $ 46.9 $ 421
Changes in non-cash operating working capital 19.7 (6.4) 19.8
Cash provided by operations 80. 5 40.5 61.9
Total Assets $ 394.9 $ 380.1 $ 439.9
Cash and cash equivalents, including total cash held in trust 36.8 9.7 42.2
Long-term debt, including current portion 152. 5 157.8 208.6
Net debt 2 115.7 148.1 166.4
Closing share price 8.00 14.49 8.75

1. Net interest expense is calculated as interest expense net of interest capitalized and interest income.
2. Net debt is long-term debt, including the current portion of long-term debt, less cash and cash equivalents and cash held in trust.

For the year ended December 31, 2008 the increase in revenue is primarily a result of higher sales of sulphur in
Industrial Services and increased revenue from sulphur enhanced products in Western Markets offset by reduced
Petcoke revenues due to the termination of contracts with Venezuelan controlled refiners and the impact of foreign
exchange.

Increases in gross profit were more moderate due to the lag in pass throughs of certain raw material input costs, most
notably sulphur and the processing of higher margin hazardous waste. The annual impact of foreign exchange on
gross profit was not material as the losses in the first half of the year were offset by the year over year gain in the
second half.
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(In thousands of dollars) 2008 2007 % chg

SG&A, excluding long-term incentive plan $ 32,488 $ 34,156 -4.8 %
Long-t erm incentive plan anc

expense (recovery) (2,402) 5,966 nfa
Foreign exchange (gains) losses 6,509 (4,262) n/a
Selling general administrative, and other costs $ 36,595 $ 35,860 2.0%
As a % of revenue 11.3% 12.5%

Total SG&A reflects the decreased costs for the long-term incentive plans of $8.4 million, resulting from the 45%
decrease in the year-end closing price fort h e Co mp @emyérsstock and the realization of foreign exchange
gains on the reduction of net investment in self-sustaining operations offset by the foreign exchange losses on
monetary items incurred in the current year. Increased personnel related costs ($1.9 million), were more than
offset by lower legal and general consulting and compliance costs primarily in Corporate ($3.4 million).

Since the beginning of 2008, the Canadian dollar has weakened (against the U.S. dollar) by approximately 19%,
with most of the decline occurring in the fourth quarter, however the average exchange rate increased 2% year

over year. The impact of the foreign exchange fluctuationson t he Companyés financial results i

¢ A decrease in revenue and gross profit of $4.2 million and $0.7 million respectively for 2008; and,
¢ Foreign exchange losses of $6.5 million for the year.

A more detailed anal yseéxposaré totfoneggn Eamapge flyctuations is included under the fiRisks and
Uncertaintieso section of this MD&A.

In December 2007, the Company was informed that its Petcoke contracts at its 50/50 joint venture in Venezuelan
were not to be renewed. As a result, management reviewed the value of the goodwill and the intangible assets
associated with the acquisition and recorded an impairment charge of $1.4 million relating to goodwill and $1.8 million
relating to intangible assets. 2007 charges for asset impairment also included a $0.2 million provision on the
Companyds i nvest-iBackedd CommebciabkPaper (a more detailed analysis is included under Liquidity and
Capital Resource in this MD&A).

In December 2008, the Company reviewed its remaining investment in the 50/50 joint venture in Venezuela which
consisted primarily of net working capital. Given the continued economic and political uncertainty in that country,
an additional impairment charge of $1.8 million was recognized consisting of a charge against the remaining assets.

(In thousands of dollars) 2008 2007 % chg
Interest expense $ 7,938 $ 11,644 -31.8 %
Interest income (399) (1,061) -624 %
Net interest expense $ 7,539 $ 10,583 -28.8%
Weighted average interest rate 5.1% 6.9%

Interest expense for the year ended December 31, 2008 reflects a decrease in the average debt and reduced interest
rates. As at December 31, 2008 approximately 78.2% of t he Companybés total debt was
subject to near term interest rate fluctuations. Based on the outstanding balances of the variable interest debt at
December 31, 2008, a change in interest rate of 1% would result in an approximate $1.2 million change in annual
interest expense. The total debt had a combined interest rate of 3.9% at December 31, 2008.

The increase in pre-tax earnings reflects the overall increase in the business, reduced interest expense, lower

impairment charges and other expenses offset by the net foreign exchange loss against foreign exchange gains in
2007. The effective tax rate for the year ended December 31, 2008 was 22.3%. The 2008 tax rate, when compared
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to the statutory rate of 34%, reflects the utilization of previously unrecognized U.S. tax loss carry forwards and the
effect of foreign exchange gains on the reduction in self-sustaining operations which are not taxable. The effective tax
rate for the year ended December 31, 2007 reflected decreases in substantively enacted rates and a deferred tax
recovery of $4.5 million relating to certain Canadian non-capital tax losses resulting from the reorganization and
amalgamation with Harrowston Holdings Limited on December 31, 2007 (a more detailed discussion of this transaction
is included under the fiRelated Party Transactiono section in this MD&A).

Cash tax is dependent on the Companyds earnings by |l egal entity,

depreciation on property, plant and equipment and other deductions to reduce taxable income. In 2008 the Company
paid $3.0 million in cash taxes compared to $3.9 million in 2007 (which included prepayments of approximately $1.6
million).

Net earnings for the year ended December 31, 2008 is consistent with the year ended December 31, 2007 as a result
of a tax expense in the current year of $5.9 million versus a recovery of $4.9 million in the previous year.

Total comprehensive income was $24.6 million for the year ended December 31, 2008 ($15.9 million for the year
ended December 31, 2007). This reflects net earnings plus the effect of the changes of the U.S. dollar against the

Canadian dollar on the translation of the Companysddainingmetst ment

assets.

Basic earnings per share remained consistent at $0.62 per share in 2008 compared to $0.60 in 2007 (up $0.02 per
share).

REVIEW OF BUSINESS SEGMENTS

Industrial Services provides services, including environmental compliance solutions, to oil refiners and other

industrial customers, primarily in the U.S. and Canada. Services in clude 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 refining 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.

(In thousands of dollars) 2008 2007 % chg
Revenue $ 19 4,509 $ 174,537 11.4%
Gross Profit 70,23 7 66,745 52%
Gross Profit as a percent of revenue 36.1 % 38.2%

Capital expenditures * $ 7,684 $ 12,090 -36.4 %
Total assets $ 305, 957 $ 317,921 -38 %

1. The above capital expenditures represent cash expenditures for capital assets. There was no accrual at December 31, 2007
against $3.9 million accrued for capital costs not yet paid at December 31, 2006.

For the year ended December 31, 2008, the 11.4% increase in revenues reflects:
¢ The increase in the international price for sulphur which peaked at the end of the third quarter of 2008 and
returned to historic levels late in 2008; and

¢ The impact of foreign exchange on U.S. dollar denominated revenues ($2.6 million).

These were offset by reduced Petcoke volumes due to the termination of contracts with Venezuelan controlled refiners
in late 2007 and early 2008.

The increase in gross profit and the decrease in gross profit as a percent of revenue reflect the lower margin sales of
sulphur, the negative impact of foreign exchange of $0.4 million, and high input costs, primarily fuel, offset by
improved margins on the processing of hazardous waste.

Capital expenditures in 2007 included cash payments for the 2006 Montreal facility expansion.

The decrease in total assets is the result of the capital additions during 2008 and the impact of foreign exchange on

the U.S. dollar denominated assets being more than offset by depreciation and amortization expense and the
reimbursements of costs relating to the engineering design studies at the Montreal facility.
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In December 2008, the Company finalized a new Petcoke services contract with Marathon at their Detroit refinery,
with services to begin in 2011.

Western Markets produces and provides sulphur based chemicals to industrial cus  tomers 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 earning revenue s by providing sulphur  based chemicals to the pulp and paper

industry, as well as water treatment chemicals used by municipalities throughout Alberta and Saskatchewan for water

and wastewater treatment. The Gr opoguét sange includes: sulphuric acid; liquid sulphur dioxide; aluminum

sulphate ("alum"); sodium bi sulphate; agua ammonia; carbon disulphide; hydrogen sulphide; and sulphur.

(In thousands of dollars) 2008 2007 % chg
Revenue $ 81, 341 $ 65,349 245 %
Gross Profit 25, 237 22,698 11.2 %
Gross Profit as a percent of revenue 31.0% 34.7%

Capital expenditures $ 6,022 $ 2,635 129 .0%
Total assets $ 40, 201 $ 36,840 9.1%

The increase in revenue and gross profit for the year ended December 31, 2008 reflects increased prices relating to
the cost pass through of sulphur and other raw materials. The decline in gross profit as a percent of revenue reflects
the impact of increased costs, primarily sulphur, fuel, and other input costs.

The increase in capital expenditures includes maintenance capitalexpendi t ures at the Groupds Pr
MET provides environmental systems and services for air quality compliance, primarily to electric utilities, and also to

petrochemical and general industrial customers worldwide. The activities associated w  ith MET include the design of

pollution control equipment, engineering and project management services, and the licensing of technology.

(In thousands of dollars) 2008 2007 % chg
Revenue $ 46, 717 $ 47,574 -1.8 %
Gross Profit 10, 16 0 8,963 13. 4%
Gross Profit as a percent of revenue 217 % 18.9%

Capital expenditures $ - $ 84 n/a
Total assets $ 9,006 $ 12,022 -25.1 %

The Groupbs revenue was compar abl e timingtohmojgrt activity igcudimg theestatt-aig ofi n g

its two new projects offsetting the decreased activity on the LCRA project which is substantially complete. Gross profit
increased during the year as a result of the timing of project activity. The negative impact of foreign exchange on the
Group6s 2 0dvlgar dénodninated revenue and gross profit was $1.6 and $0.3 million for the year, respectively.

Gross profit as a percent of revenue is impacted by the mix between (a) project revenues, involving engineering and
construction related activities, and (b) royalty and licensing activities. The increased gross profit percentage is due
to the mix of project revenues in 2008.

The decrease in total assets is the result of billable work relating to the timing of project activity partially offset by the
impact of foreign exchange on U.S. denominated assets.

During the year ended December 31, 2008 the Group was awarded two contracts in North America with estimated
contractual revenues in excess of $120 million to design, supply and install wet FGD and other systems. Engineering
has commenced on the projects and start-up of the FGD systems for Minnkota Power Cooperative Inc. is expected to
occur within 36 months. During the third quarter of 2008, MET was informed by Sunbury Generation LP that due to
current market conditions, it has slowed the progress on its emissions control project at the Sunbury Power Plant,
and as a result has temporarily suspended engineering, procurement and installation activities on the FGD project. As
at March 17, 2009, the temporary suspension continues and the effect on MET will depend on when the project is

8 2008 Management& Discussion and Analysis / Marsulex Inc.

nce

t h



reinitiated. Subsequent to year end, a MET licensee was awardedt he first ammoni um s-kIGPDlBat e
contract in China. This is the first application oft h e Co mp a rRGD techh8logy outside of North America.

LIQUIDITY AND CAPITAL RESOURCES
Total assets for the Company were $394.9 million at December 31, 2008 compared to $380.1 million at December 31,
2007 reflecting the impact of foreign exchange on U.S. denominated assets offset by the depreciation and

amortization of capital assets.

Accounts receivable decreased to $39.3 million at December 31, 2008 from $43.3 million at December 31, 2007 as a
result of timing of payments partially offset by the impact of foreign exchange on U.S denominated assets.

Prepaid expenses and other assets decreased to $2.0 million at December 31, 2008 from $3.8 million at December 31,
2007 primarily due to the 2008 impairment charge relating to the Company $ joint venture, which was comprised of
working capital items.

Inventories at December 31, 2008 were comparable to the 2007 balances.

The Company 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

rated by Dominion Bond Rati ngHiSehr,viwhe c(hi DBeERSd)heascrR1 eri a of
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 will 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 received restructured 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 ul ti mate amount recovered from the notes wi
consolidated financial statements. Currently, the Company has sufficient cash and credit facilities to satisfy its
financial obligations as they come due.

The net book value of the property, plant, and equipment at December 31, 2008 decreased to $201.4 million from a
December 31, 2007 balance of $208.9 million. The decrease is the result of the capital additions during the year and
the impact of foreign exchange on U.S. dollar denominated assets being more than offset by depreciation expense.

Other assets decreased to $4.4 million at December 31, 2008 from the December 31, 2007 balance of $9.5 million,
the decrease resulting from the reimbursement of costs following the completion of engineering design studies at the
Montreal facility. The Company was notified by its customers on October 23, 2008 that it would not be requested to
proceed with the expansion of sulphur capacity at this location.

Intangible assets decreased to $23.6 million from the December 31, 2007 balance of $27.1 million as a result of the
impact of foreign exchange on the U.S. dollar denominated assets being more than offset by the amortization expense
for 2008.

Goodwill increased to $82.4 million from the December 31, 2007 balance of $73.4 million with goodwill being
unchanged except for the impact of changes in the Canadian dollar on the translation of U.S. denominated goodwill.

Total current liabilities at December 31, 2008 were $83.0 million compared to the December 31, 2007 balance of

$66.3 million. The increase can be attributed to an increase in the current portion of deferred revenues, primarily
resul ting fpraeut rél&dddastivity.
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Financial Condition

2008 2007
Cash including cash held in trust (in millions of dollars) $ 36.8 $ 9.7
Debt (in millions of dollars) $ 1525 $ 157.8
Net debt * (in millions of dollars) $ 1157 $ 148.1
Debt to equity 1.3 x 1.4x
Net debt to equity 1.0 x 1.3x
Interest coverage (Gross Profit to interest expense) 13. 3x 8.5x

1. Net debt is defined as total debt less cash and cash equivalents, including cash held in trust.

The increase in cash and cash equivalents reflects the positive cash flow from the business including increases in

deferred revenue and the net reimbursement of the costs of engineering design studies at the Montreal facility of

approximately $14.5 million.

The excess amount of cash and cash equivalents, including cash held in trust,isi nvested in "overnighto, I
interest-bearing deposits and government backed treasury bills. In response to the effect of the current market
conditions on t hethexGompadylas ibvestddsan increasing proportion of its excess cash in government
backed T-bills. In making this decision the Company is foregoing higher returns in favour of security.

The Company generates positive cash flows from operations that are used to fund maintenance and expansion capital

projects, meet debt obligations and make dividend payments. The Companyds growth strategy incl
expansion of processing operations, development of new technologies, and development or expansion of the

Companyb6s presence in new markets. To the ext additionaldimandingeéodfiyndt he Co mp
this growth strategy. As a consequence of pursuing its strategy, t

in the short term and will reduce with the full year contribution from any acquisition or from the commencement of
earnings from expansion projects. Given current economic conditions, it is believed that access to additional credit,
should it be required to fund growth initiatives, would be at interest rates that are higher than prevailing rates with
the existing credit facility.

On March 1, 2007, the Company completed a refinancing of its Senior Secured Credit facility and obtained an
amended $205 million credit agreement with its existing bank syndicate. The facility, which also includes an additional
$75 million for lender approved acquisitions, provides the Company with flexibility to achieve its strategic goals, both
organically and through acquisitions. The amended credit facility has a 5-year term and is secured by the assets of the
Company, including its North American subsidiaries (except Marsol Canada LP, the subsidiary holding the Fort
McMurray facility) and bears interest at floating base rates plus margins ranging from nil to 225 basis points.

At December 31, 2008, the following remained undrawnunder t he Companyds | ines of credit
Approved

(In thousands of dollars) Limit Undrawn

Revolving Term Facility $ 70,000 $ 70,000

Revolving Operating Facility 20,000 20,000

Total debt and net debt at December 31, 2008 were $152.5 million and $115.7 million, respectively, down from
$157.8 million and $148.1 million as at December 31, 2007, reflecting full repaymentof t he Companyds revolyv
facilities partially offset by the impact of foreign exchange on the U.S. dollar denominated debt.

Mar sul exds net debt tl7 thEies (DEcamberadl) 2007w a2s4 times) for the latest twelve months
ended December 31, 2008. EBITDA is discussed in the 6Supplemental Financial Informationo section of this MD&A.

At December 31, 2008, the Company had met all of its debt related covenants.
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Working Capital

The Companyds working capital and current ratio were as foll ows:
2008 2007

Working capital * (in thousands of dollars) $ (803) $ (5,990)

Current ratio * 0.99 t01.0 0.91 to 1.0

1. Includes cash and cash equivalents and cash held in trust.

The Companyds cash on hand and positive cash fl ows i evolwinghlennct i on
and Operating facilities provide the Company with sufficient working capital to meet its financial commitments. Given

the nature of its business, it is not unusual for the Company to experience a negative working capital position.

Share Capi tal Outstanding

As at
March 17, 2009 2008 2007
Number of common shares 32,77 5,698 33,312,748 33,105,498
Number of options 352,165 435,415 642,665

For the twelve months ended December 31, 2008 the Company issued 207,250 common shares for cash proceeds of
$1.3 million upon the exercise of stock options.

On November 14, 2008, the Company commenceda Nor mal Course I ssuer Bid (ANCIBO) purs
Company is entitled to purchase 1,650,000 of its issued and outstanding common shares which terminate no later
than November 13, 2009. All shares purchased under the issuer bid 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 $4.5 million. Following the purchase, the Company has additional availability under the NCIB to
purchase up to 1,029,700 million of its common shares prior to November 13, 2009.

At the end of 2007, the Company increased the quarterly dividend to 16 cents per share starting with the February 15,
2008 payment.

All dividends on Marsulex common shares received by shareholders in 2007 and later are eligible dividends as defined
in amendments to section 89 of the Income Tax Act (unless otherwise designated) and, accordingly, entitle an
individual shareholder resident in Canada to a higher dividend gross-up and dividend tax credit.

Contractual Commitments

(In thousands of dollars) 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? 3 -- 18,400 20,700 80,221 -- -- 119,321
Interest on loans 2 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
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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 its senior secured credit facility with the new facility
maturing in 2012 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 sd Acic@mp9%)rplus 100 basis points
Cdn. Prime rate loan i (3.50%) plus O basis points

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

Other commitments at December 31, 2008 include the following other liabilities, with no fixed commitment dates,
which are expected to be paid subsequent to December 31, 2009:

(In thousands of dollars) 2008
Net post-retirement benefits liability $ 1,855
Asset retirement obligations 1,789
Other liabilities 8,077

Off Balance Sheet Arrangements

All of the Companyds subsidiaries have been consolidated and
The Company does not have any off balance sheet arrangements.

Related Party Transactions
The Company has entered into a management services contract with its majority shareholder, Birch Hill Equity

Partners for the supply of management and financial services. In addition, certain Company Directors hold senior
positions with firms that provide services to the Company. The Company incurred the following fees:

(In thousands of dollars) 2008 2007 % chg
Fees to Birch Hill Equity Partners $ 453 $ 440 30 %
Fees to firms of certain Directors 4,851 4,631 4.8%

On December 31, 2007, the Company completed a reorganization and amalgamation with Harrowston Holdings

Li mi t EllLO §vithich allows it to use certain tax losses accumulated by HHL. Approximately $15 million in certain
Canadian non-capital tax losses were transferred as part of the reorganization. The transaction was recorded at the
exchange amount and a tax recovery of $4.5mi | | i on was r e cFutur ¢ak expéensdo omthdiconsolidated
statement of operations. The reorganization was approved by the independent directors of Marsulex and the Toronto
Stock Exchange. Marsulex has also received an order from the Ontario Securities Commission, exempting it from
certain issuer bid requirements in connection with the reorganization. In addition, 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.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flow fro  m Operations

(In thousands of dollars) 2008 2007
Cash provided by operations before changes in working capital $60,876 $46,923
Changes in non-cash operating working capital 19,670 (6,384)
Cash provided by operations $80,546 $40,539
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In 2008, the Company generated $80.5 million in cash from operations, compared to $40.5 million for the same period
in 2007, resulting from increased operating earnings and deferred revenues.

Cash and cash equivalents at the end of December 31, 2008 were $36.9 million, an increase of $27.2 million from $9.7
million at December 31, 2007 as a result of the cash generated by the business including increases in deferred revenue
and the reimbursement of the costs of engineering and design studies at the Montreal facility. Cash on hand and cash
generated from operations, along with the cash received from the issuance of capital stock, were utilized to fund the
investment in capital additions and to pay dividends with the excess invested in" o v e r ni gk bagcked iaterest-
bearing deposits and government backed treasury bills.

Capital Expenditures

(In thousands of dollars) 2008 2007
Expansion projects * $ -- $ 4,290
Maintenance capital > 15,531 13,108
Total capital expenditures $15,531 $17,398

1. The above capital expenditures represent cash expenditures for capital assets. There was no accrual at December 31, 2007
against $3.9 million accrued for capital costs not yet paid at December 31, 2006.
2. Including expenditures for placement cells (recorded as other assets).

Expansion capital expenditures in 2007 related to the completion of the 2006 Montreal expansion.

The Company is expecting to spend approximately $18 i 19 million on maintenance capital US expenditures in 2009,
excluding incremental expenditures it will incur on the two Ohio facilities per the terms of the U.S. EPA settlement
agreement.

LITIGATION

On February 13, 2008, ChemtradeLogi sti ¢cs | ncome F uradd tfiefiCOmpmamt reagttee an)out-of-court
settlement of their respective claims. The settlement included minor revisions to their existing commercial
arrangements.

Additional legal matters are discussed in the Environmental section of this MD&A.
RISKS & UNCERTAINTIES

The following is a description of the risk factors that affect the Company's business and ultimately its profitability.
Management's responsibility is to mitigate risk to the extent possible, in order to maximize shareholder value.

Successful contract renegotiations

The Company enters into contracts with its customers and producers of industrial waste streams for terms ranging
from one to 17 years. Although some of those contracts are renewable (or renew automatically unless notice of
termination is given), there can be no assurance that such contracts will be renewed (or that notice of termination will
not be given). The failure of the Company to renew those contracts could have a materially adverse affect on the
results of its operations and carrying value of related assets.

Many of the Company's multi-year contracts are complex and are therefore subject to interpretation. The Company
employs legal counsel to review all significant contracts prior to entering into new agreements. However, there can be
no assurances that disputes in contract interpretation will not arise. Any claim, whether or not with merit, could be
time consuming to evaluate or result in costly litigation.

Reliance on Customers
The business is dependent on the production of a number of by-products and waste streams by its industrial
customers. As environmental regulations become more demanding, the need for by-product and waste streams

management, regeneration, disposal, storage, removal, and conversion has increased. Thus, the trend in North
America is for continuing growth in demand for the Company's services, although there can be no assurance that
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environmental regulations will not become less stringent in the future or that customers of the Company will continue
to produce by-products and waste streeamswhi ch drive their demand for the Company6s se

Commodity Prices

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 Company's end-use contracts generally have a "meet or release" provision. As a result, competitive pressure can
cause the Company to lower selling prices in order to retain the volume.

The Company attempts to reduce its exposure to market price fluctuations through contracts where commodity price
exposure is either shared with or borne entirely by the customer.

Although the Company plans to continue entering into new contracts and renegotiating existing contracts that include
minimum volume requirements, pass through of changes in input costs, 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
entering into new contracts with these terms. In 2008, these types of arrangements represented 71.3% of the
Company6s gr a2067 7 ©8.8%). t (

Competition

The Company operates in competitive markets, and some of its competitors have greater economic resources and are
well established as suppliers in the same or similar markets.

Accordingly, such competitors may be better able to withstand volatility within these markets and the economy as a
whole, while retaining significantly greater operating and financial flexibility. The Company believes it benefits from its
strategically located facilities, its long-term relationships and contracts with its customers and from its technical skills,
innovation, and value-added technologies. However, there can be no assurances that the Company will be able to
compete effectively with its competitors, and competitive pressures may harm the business. Several of the Company's
niche services and products are sold in select markets. There can be no assurance, however, that these markets will
not attract additional competitors that could have greater financial, technological, manufacturing and marketing
resources.

Accounts Receivable/ Credit Risk

Credit risk stems primarily from the potential of customers to meet their contractual obligations. The amounts
reported in the balance sheetarenet of al |l owances for doubtful accounts, estimate
based on prior experience and their assessment of the current economic environment. The Company analyzes and
reviews the financial health of the current customers 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 credit limits for each customer. The Company
provides its products and services under long-term contracts primarily to large industrial customers. The Company
manages its credit exposure by ensuring there is no significant concentration of credit risk with a single counterparty,
as the largest customer represents 6.8% of the total revenues for the year ended December 31, 2008 (2007 1
14.2%). In the year ending December 31, 2008, the maximum credit risk to which the Company is exposed
represents the fair value of accounts receivable.

New Products and Services

The Company has made investments in the development and commercialization of new products, technologies and
services. Broad market acceptance and long-term commercial viability of services incorporating new products and
technologies and new services may take some years to establish, if at all, and are subject to business and competitive
risks. If the Company is unable to develop and market new products in a timely fashion, or at all, it may not be able to
compete successfully.

Proprietary Technology
The Company relies on a combination of patents, confidentiality procedures and contractual provisions to protect its
proprietary rights. Despite the Company's efforts to protect its proprietary rights, unauthorized parties may obtain and

use proprietary information. Policing unauthorized use of such proprietary technology, if required, may be difficult,
time-consuming and costly. In addition, the laws of certain countries in which the Company does business may not
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protect its proprietary rights to the same extent as the laws of Canada or the United States. There can be no
assurance that the Company will be successful in protecting its proprietary rights.

The industry in which the Company competes has many participants who own, or claim to own, intellectual property.
From time to time, a third party may claim that the Company infringes such third party's intellectual property rights or
may challenge the Company's rights to its own intellectual property. Any claim, whether or not with merit, could be
time-consuming to evaluate, result in costly litigation or require the Company to enter into licensing agreements that
may require the payment of a license fee and/or royalties to the owner of the intellectual property. Such licensing
agreements, if required, may not be available on royalty or other licensing terms acceptable to the Company, if
available at all.

Regulatory  Changes

The Companyédés principal business activities are regulsacChadgesaind supe
laws, regulations or governmental policy or the interpretations of those laws or regulations affecting its activities and

those of its competitors could have a material adverse effect. The Company believes that it is in substantial

compliance with such laws and regulations. However, modifications to existing laws and regulations or the adoption of

new laws and regulations in the future could require it to make expenditures which may be material or may otherwise

adversely impact its operations.

Acquisitions

A substantial part of the Company's growth has come through acquisitions. The success of acquisitions will depend, in
part, on the Company'’s ability to overcome significant challenges, including timely, efficient and successful execution
of post-acquisition strategies. If the Company fails to meet the challenges involved in integrating the operations of its
acquisitions, it may not realize anticipated benefits or synergies of the acquisitions, which could adversely affect
operating results.

Future acquisitions may involve debt incurrence, operating losses, dilutive issuances of equity securities and significant
cash expenditures, any of which could have a material adverse effect on the Company's business.

Recent acquisitions and any future acquisitions involve a number of risks, including:

The Company being unable to integrate the acquired business;

Diversion of management attention;

Impairment of goodwill and other assets adversely affecting net earnings;

The Company being unable to retain the management or other key employees of the acquired business;
The Company being unable to establish uniform standards, controls, procedures and policies;

The Company being unable to retain customers of the acquired companies;

Exposure to legal claims for activities of the acquired business prior to the acquisition;

Damage to the Company's reputation as a result of performance or customer satisfaction problems relating to an
acquired business; and,
¢ Lower than anticipated performance of the acquired business.

L R IR JEE R JER R B 2

New Financing

The Company continues to actively pursue growth initiatives and may enter into commitments in advance of securing

financing. This may require the Company to seek additional financing to supplement its current cash balances and

internally generated cash flows in order to finance these commitments. The Company is at risk as to the availability of

new credit and movements in interest rates.

Restrictive Debt Covenants

The Companyds credit agreement cont aiamdbabhkacnedit faailitiastoewhitlethe i nst r umen
Company may become subject to may contain) restrictive covenants that limit its ability to engage in activities that

could otherwise benefit the Company.

The terms of the credit agreement limits and in some cases, restricts,t he Co mpany 6 s amongst athey thihgs:

¢ Incur additional debt;
¢ Create or incur liens;
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Pay dividends or make other equity distributions;

Purchase or redeem share capital;

Make investments and capital expenditures;

Sell assets;

Engage in transactions with affiliates or related parties;

Issue or become liable on a guarantee;

Voluntarily prepay, repurchase or redeem debt;

Create or acquire new subsidiaries; and,

Effect a merger or consolidation of, or sell all or substantially all of the Comp a n yaSsets.

* S 6 & 6 O 0 o0

The Company is also required to meet specified financial ratios under the terms of the credit agreement. The

Companyds ability to comply with these financi al restrictions is d
to prevailing economic conditions and other factors, including factors that are beyond its control such as foreign

exchange rates, interest rates, changes in technology and changes in the level of competition. The failure to comply

with the restrictions in the credit agreement may result in an event of default, which could result in acceleration of the
indebtedness under the agreement and require the Company to prepay the indebtedness under this agreement before

the scheduled due date.

The 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.

At March 17, 2009, the Company had met all of its debt related covenants.
Interest Rates
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 Companyds total debt is variable
term interest rate fluctuations. The Seni or Secured Credit Facility can be drawn as
loans with margins ranging from 100 to 225 basis points and prime rate loans with margins ranging from nil to 125

basis points. Based on the outstanding balances at December 31, 2008, a 1% increase in rates would increase the
Companyds inter esappmamatsdynsil.2 milipn.

The interest rate on the Long-term Loan is fixed under contractual agreements and bears interest of 7.3% per annum,
while the combined interest rate on the variable rate debt is 3.0% at December 31, 2008.

Further, the fair value oft he Companyds fi xed rwailliecrehsehas a esult ofgaaécline m interest
rates.

Foreign Exchange

The Company has U.S.-based operations and reports in Canadian dollars and therefore is exposed to foreign exchange
fluctuations in the following areas: (1) monetary assets and liabilities, working capital and the U.S. denominated
portion of the Senior Secured Term Loan; and (2) revenues and expenses of self-sustaining operations. Highlights of
exchange rate movements for the year are as follows:

2008 2007 % chg
Average U.S. exchange rates 0.9506 0.9287 2.4 %
Closing U.S. exchange rates 0.8166 1.0120 -19.3 %

16 2008 Management& Discussion and Analysis / Marsulex Inc.



Components of foreign exchange:

(Gains/(losses) in thousands of dollars) 2008 2007
Impact on gross margin and other $ (700) $ (2,000)
Impact on SG&A i monetary items (6,509 ) 4,262
Impact on Comprehensive Income 3,904 (3,735)

The negative impact on gross margin and other reflects the losses in the first half of 2008 offset by year over year
gains in the second half of 2008, whereas in 2007 the Canadian dollar strengthened throughout the year causing an
overall loss. The losses on monetary items and gains on Comprehensive income reflects the impact that declining
Canadian dollar in the latter part of 2008 had on the Company and its self-sustaining entities.

On December 31, 2008, the Company reduced its net investment in self-sustaining operations by approximately 94%,
resulting in the recognition of approximately $5,000,000 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 Companyds -susthiningmopesadibonient i n self

The following table illustrates the foreign exchange impact of a one-cent decrease in the value of the Canadian dollar
on the Companyds U.S. denomi nat eydar engieg Retemiber 31,2081 t s for t he

(In thousands of dollars)

Gross profit $ 484
SG&A costs (107)
Foreign exchange on net monetary items * 440
Foreign exchange on Senior Secured Term Loan * (1,063)

Earnings from operations before the under noted (246)
Depreciation and amortization of deferred charges and intangible assets (90)
Net interest expense (33)
Earnings before income taxes $ (369)

1. Assumes U.S. denominated monetary items remain unchanged.

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 gbfestive in managing liquidity is to ensure that it will always have sufficient liquidity to meet its liabilities

when due, without incurring unacceptable | osses or risking damage

The Company generates positive cash flows from operations that are used to fund maintenance and expansion capital

projects, meet debt obligations, and make dividend payments. The
expansion of processing operations, development of new technologies, and development or expansion of the
Companyds presence in new markets. To the extent required, the Co

this growth strategy.
Investment r isk

The Company holds approximately $36 million in cash and cash equivalents and has chosen to forgo higher returns on
investments in exchange for security by investing in minimal risk overnight deposits and government treasury bills.

The Company 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), and has -foert assified
trading. The ultimate fair value of the assets underlying the ABCP is uncertain; however, based on the information

available to date, the Company continues to have a $200,000 provision to reflect its estimate of the fair market value

of the investments. The ultimate amount recovered from the investment in ABCP will not be material to the

Companyds c on santial dtateneedts.f The Company has sufficient credit facilities to satisfy its financial
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obligations as they come due, and there will not be a material impact on its business as a result of its holdings of
ABCP.

Labour

The Company had 554 employees, including 317 in Canada and 237 in the U.S. as at December 31, 2008 (2007 i 532
employees).

The Company has 173 unionized employees at six sites, represented by four unions through six collective agreements.

The Collective Bargaining Agreement with the United Steel, Paper and Forestry, Rubber, Manufacturing, Energy, Allied

Industrial and Service Workers International Union (formerly the Paper, Allied-Industrial, Chemical & Energy Workers
International Union) at t he Companyds Oregon (wWhch expioed Octébbril8, 2008Bcwak i t y

successfully renegotiated for a 4 year term. The Company continues to negotiate with the Syndicat Canadien des
communications, de | dbenergie et du papier (ASCEPO0) at its Blainvil

No work stoppages occurred in 2008 as a result of unresolved labour issues.

The Collective Bargaining Agreement with the Communications, Energ
Saskatchewan Customer Service Centre is set to expire on April 3, 2009.

While the Company has not suffered any loss of production due to work stoppages by its employees, there can be no
assurances that work stoppages or other labour disturbances which may have a material impact on the Company will
not occur in the future.

and customers h
turbances at the

Finally, a |l arge number of the Compa s i
assurances that work stoppages or ot

material adverse effectont he Companydés business.

y
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Environment

The Company handles certain materials that, when released, can have a significant impact on the environment. As a
result, the Company is exposed to the risk of costs associated with environmental clean-up, as well as exposure to
claims from others who have suffered injury or loss as a result of an environmental occurrence.

The Company has a comprehensive Environmental, Health and Safety policy supported by formal management
systems directed towards safe operations and minimizing the environmental impact of all its activities. Such
management systems include standards, programs and procedures focused on Operational Excellence, Environmental
Response, Product Stewardship, Training, Transportation and Responsible Care. Application of, and adherence to, the
Environmental, Health and Safety policy and its management systems are regularly reviewed through various
assessments, including independent reviews of its assets and operations. In 2008, the Company conducted internal
assessments at select facilities to verify the presence and effectiveness of its management systems. In 2007, the
Company also successfully underwent a rigorous external assessment of its management systems and practices in
accordance with the Reverificat i on Pr ot oc ol of the Canadian Chemical Producersdo A
initiative. Conducted approximately every three years after the initial verification of Responsible Care-in-place,
Reverification involves assessment by an independent team made up of knowledgeable industry experts, a
representative of the community at large and representatives of the communities in which the Company operates.

The Environmental, Health and Safety Committee of the Board of Directors meets regularly to, among other things,
review the Company's performance against the Company's environmental, health, safety and training policies and
practices. The Committee also works with management to prioritize capital expenditures related to environmental risk
management and regulatory compliance.

Notices and Findings of Violation have been issued against the Company by federal regulators with respect to the
Companyds Toledo facil it yNotice ar@rFimdiragrof Vioabiondasabeeth isaued by federal regulators
with respect to the facility in Cairo, Ohio which was sold to Chemtrade in 2001. As part of the sale, the Company has
indemnified Chemtrade against liabilities relating to the Notice and Finding of Violation issued and will reimburse
Chemtrade for the installation of such control equipment and for any penalties which may be levied against the facility in
respect of the Notice and Finding of Violation.

On January 12, 2009, the Company and Chemtrade entered into a Consent Decree with the Department of Justice and

USEPA 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
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by Chemtrade. The capital cost for the implementation at the Toledo facility, based upon conceptual design, is
currently estimated at U.S.$3 million to $6 million 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 estimated to be approximately U.S.$3 million to $6 million, which has been
adequately provided for by the Company. In accordance with the Consent Decree the installation of emission control
equipment is to be completed no later than July 1, 2011.

On December 9, 2008, the Company entered a plea of guilty on two charges of failing to comply with certain
requirements of the Environmental Management Act of British Columbia. The charges arose out of an emission from
its Prince George facility during an unusual start-up condition. A fine of $2,000, plus $148,000 to be paid to the
Habitat Conservation Trust Fund, was ordered and satisfied before the end of the year.

The Company may be subject to further environmental liabilities of which management is not currently aware that
may have a material impact on the business or financial condition of the Company.

Health and Safety

A safe workplace has always been a primary objective of the Company, whereby the goal is to encounter zero
incidents of occupational injury or illness among employees and th

In 2008, the Company focused efforts on the enhancement of contractor safety initiatives as it prepared for various

maintenance and construction projects. These efforts resulted in a 65% reduction in contractor injuries and, of those

injuries, none were of a severity which would require any days away from work. The Company continues to work

towards achieving an injury-free workplace and in 2008, more than three-quarters of its locations were successful in

this regard. The goal of zerolost-t i me i njuries was also achieved at Iomatioams, tvithan 90 %
over 50% of the operating locations having done so for more than 5 years. Recognition of safety achievements have

beenr eceived from such organi zat i oné loalsindésthy associatimhs s&h asefit g Haustom c i |
Business Roundtabled and fi fie National Petroleum Refiners Associationd. During 2008, the Company 6s Petcoke
Services operations receivediThe Occupational Excellence Awar do fermoudtstdndihge Per f ect
safety performance.

As a member of the Canadi an Chemi cal Producers6 Association since the Compan:
affirms its commitment to the ethic of Responsible Care®. Through its Codes of Practice and t|
Environmental, Health and Safety Management Systems, the Company continues to improve its overall performance in

the responsible management of its activities and forms valuable relationships with its communities and stakeholders.

Hazards

The Companyds operations are subject t otothe handling, ptocgsag, dtoragelaadt ar e i
transportation of certain hazardous materials and industrial waste streams. These hazards, which include the risk of

explosions, fires and chemical spills or releases, can cause personal injury and loss of life, severe damage to and

destruction of property and equipment, environmental damage, suspension of operations and potentially subject the

Company to lawsuits relating to personal injury and property damages. Any such event or circumstance could have a
materialadver se effect on the Companyds results of operations or finan

Natural Disasters and Other Hazards

The occurrence of natural disasters, pandemics, adverse weather, or other events may result in a disruption to the

businesses of the Company. The consequences of such an event could include a loss of customers, loss of supply

chain, limitations, or interruptions to the distribution networks (including air, road, and sea transportation), increased

costs of raw materials, and damage or destruction of the Company és own facilities. A significar
similar event, including a pandemic, could have a material adverse
results of operations.

CRITICAL ACCOUNTING POLICIES

T he Co mp aagtguitig policies, which are disclosed in the Significant Accounting Policies note (Note 1 of the

audited financial statements), are in accordance with Canadian GAAP and are applied on a consistent basis. High-

quality financial statements require rigorous application of accounting policies. Management uses judgement in

selecting policies for which alternative methods exist and in the application of those accounting policies. The policies

discussed below are considered by management to be criticaltoanunder st anding of the Companyods fi
statements because their application places the most significant d
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reporting results rely on estimation about the effect of matters that are inherently uncertain. The estimates used by

management are based upon historical experience and on various other assumptions that management believes to be
reasonabl e under the circumstances. The results of the Companyds o
basis for making judgements about the carrying value of assets and liabilities and the reported amounts for revenue

and expenses. Specific risks for these critical accounting policies are described in the following paragraphs. For all of

these policies, management cautions that future events rarely develop exactly as forecasted, and the best estimates
routinely require adjustment and these adjustments may have a mate

Depreciation and amortization

Expenditures associated with property, plant and equipment are capitalized and depreciated using the straight-line
method over the estimated 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. The estimated economic useful
lives are based on experience and current technology which may be extended through capital and maintenance
programs. Therefore the estimated economic useful lives are periodically reviewed and the depreciation rates adjusted
where appropriate, prospectively.

Intangible assets include: the estimated value at the date of acquisition of long-term contractual customer
relationships, technology, customer relations, certificates and permits, a trade name and the cost of other intangible
assets. These assets are amortized over a period of the estimated economic useful lives of the related assets, which is

based on experience and managementdés best esti mat eestinnated rapnomicf or mat
useful lives are periodically reviewed and the amortization rates adjusted where appropriate, prospectively.

Impairment of Long -lived assets, including Goodwill

The Company reviews and evaluates its long-lived assets for impairment when events or changes in circumstances

indicate the related carrying amount may not be recoverable. An asset impairment is considered to exist if the total

estimated future cash flows on an undiscounted basis are less than the carrying amount of the asset. An impairment

loss is measured and recorded based on discounted estimated future cash flows. Significant management judgement

is involved in estimating these factors, which include inherent ri
based on projected future cash flows using EBITDA and capital expendituresthatar e consi stent with manag
internal planning. The Company periodically evaluates and updates the estimates based on the conditions that

influence these factors. The variability of these factors depends on a number of conditions, including uncertainty about

future events, and thus accounting estimates may change from year to year. If other assumptions and estimates had

been used in the current year, the balances for non-current assets could have been materially impacted. Furthermore,

if management uses different assumptions or if different conditions occur in future years, future operating results

could be materially impacted.

The Company assesses goodwill at the reporting unit level and has determined an impairment occurred in the value of

goodwill during 2007 relating to certain Venezuelan petcoke contracts. The assessment is based on determining the

fair value of the reporting units based on using valuation methods which are based on the projected EBITDA and

earnings multiples. Management reviews these assumptions annually, taking into account the business conditions at

that time and changes to the Company6s business strategy. There is
management will develop exactly as forecasted or that the expected earnings multiples will be achieved.

Employee Future Benefits

The cost of pensions and other retirement benefits earned by employees is actuarially determined using the projected
benefitmethod prorated on service and management6s discount rate as wel
investment performance, salary escalation, retirement ages of employees and expected health care costs. For 2008,

the Company used the following factors:

Discount rate 7.0 %
Expected rate of return on plan assets 6.5 %
Salary escalation 4.0 %
Expected health care cost increase 9% declining 0.5% per year to 5%

Dental care rate 4.0%

Material changes in pension and other post retirement benefit costs may occur in the future due to changes in these
assumptions, differences between actual experience and the assumptions used and changes in the benefit plans.
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Liabilities are determined as a present value of future anticipated cash flows using a discount rate based on market
rates of high quality debt instruments at the measurement date and inflation assumptions consistent with the discount
rate. Differences between the estimated future results and actual future results are amortized (to the extent that the
cumulative experience gain or loss is in excess of the permitted 10% corridor under Canadian GAAP) over the
expected average remaining service life of the active members (fFEARSL0). This 10% corridor, as defined by Canadian
GAAP, represents 10% of the greater of the accrued benefit obligations and the fair value of plan assets. The return on
assets assumption and the discount rate, salary and inflation assumptions used to value the liabilities are reviewed
annually and are determined at the measurement date based on a consistent framework from measurement date to
measurement date. It is reasonable to assume that there will be a variation between the assumptions (which are set
within the framework of a long-term commitment) and actual experience in any one year. Over the long-term,
cumulative pension expense is expected to produce a reasonable reflection of the costs associated with the pension
program.

The Company estimates a long-term return on plan assets of 6.5%. While there is no assurance the plan will be able
to generate this assumed rate of return each year, management believes that it is a reasonable longer-term estimate.

A 1% change in the return on assets assumption would have an approximate change in the annual pension expense of

$0.1 million. Changes to the return on assets assumption would have no significant effect on funding requirements,

as the Companyds required contributions are primarily determined b
solvency funding requirements.

Under this valuation methodology, liabilities for solvency valuation are based on market bond yields and the excess of
liabilities over assets must be amortized over a five-year period. The year over year discount rate increased from 5.5
to 7.0%. A 1% increase or decrease in the discount rate assumption would result in an approximately $150,000
change in annual pension expense, resulting in an immaterial impact on the Company.

The Companyds net pensi on | 0.5% ofltatal gsseitssas at [Dpceraber 3ha20@8, gonsistent with
the percentage of total assets at December 31, 2007. Total plan assets declined by 23.2%, as a result of a $1.5
million settlement and weakening market conditions, partially offset by approximately 50% of plan assets invested in
fixed income securities which did not experience the same decline in value as equity investments. Although the
Company is honouring its obligation under defined benefit plans which have been obtained through acquisitions, its
primary compensation philosophy is to provide competitive retirement income through defined contribution plans,
which represents 80% of its employees.

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,

devel opment, and/or nor mal use of the assets. I't includes the Comp
revert back to the lessor and where the Company has a legal obligation under the landlease agreement to remove

improvements and structures from the property. 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. 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.

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

water discharges, solid and hazardous wastes, transportation and handling of hazardous substances and employee

health and safety in Canada and the United States. Accruals have been made in specific instances where management

has determined it is probable that liabilities for remediation costs will be incurred and where such liabilities can be
reasonably estimated. The assumptions used by management are based on discussion with regulatory authorities,

laws and regulations, t hird party consultants andhemaanadg aaessutalice the actiugle me n t
remediation costs will not differ from such estimates.

The accounting estimates related to environmental and closure costs are critical accounting estimates because (i) the

Company will not incur most of these costs for a number of years, requiring management to make estimates over a

relatively long period; (ii) reclamation and closure laws and regulations could change in the future or circumstances
affecting the Companydés operations could change, either of which could res
current plans and future costs; and (iii) calculating the fair wval
requires management to assign probabilities to projected cash flows, to make long-term assumptions about inflation

2008 Management& Discussion and Analysis / Marsulex Inc. 21



rates, to determine its long-term credit-adjusted risk-free interest rates and to determine market risk premiums that
are appropriate for the Companyo6softomeer ati ons over |l ong periods

Tax Asset Valuation

The provision of income taxes is calculated based on the expected tax treatment of transactions recorded in the

C o mp a n 20808 financial statements. The objectives of accounting for income taxes are to recognize the amount of
taxes payable or refundable for the current year and the future tax assets and liabilities for the future tax
consequences of events that have been recognized in the 2007 financial statements or tax returns. In determining
both the current and future components of income taxes, management interprets tax legislation in a variety of
jurisdictions as well as makes assumptions about the expected timing of the reversal of future tax assets and
liabilities.

The Company has developed a forward oriented multi-jurisdictional tax model to assess future taxes and to determine

its tax planning strategies. Management uses judgement in determin
profitability, tax rates, and capital position that are used in the model. As part of assessing its future taxes,

management also assesses the likelihood that the future tax assets will be realized. To the extent it is more likely than

not that the tax asset will be realized, a valuation allowance against these assets is not recognized. There can be no

assurance that the assumptions used by management will develop as predicted and not have a material impact on the
Companyds assessment of its future taxes and the valwuation all owan
those of tax authorities or if the timing of reversals is not as anticipated, the provision or relief for income taxes could

increase or decrease in future periods.

CHANGES IN ACCOUNTING POLICIES
Financial Instruments i Disclosures

On January 1, 2008, the Company adopted Section 3862, Financial Instruments i Disclosures. This Section describes

the required disclosures related to the significance of financial
performance and the nature and extent of risks arising from financial instruments to which the entity is exposed and

how the entity manages those risks. This Section complements the principles of recognition, measurement and

presentation of financial instruments of Sections 3855, Financial Instruments i Recognition and Measurement, 3863,

Financial Instruments i Presentation and 3864, Hedges.

In adopting this Section, the Company now presents sensitivity information regarding accounts receivable / credit risk,
foreign exchange risk, liquidity risk, commodity price risk, interest rate risk, and long-term investment risk.

Financial Instruments I Presentation

On January 1, 2008, the Company adopted Section 3863, Financial Instruments i Presentation, replacing Section

3861, Financial Instruments i Disclosure and Presentation. This Section establishes standards for presentation of

financial instruments and non-financial derivatives.

Capital Disclosures

On January 1, 2008, the Company adopted Section 1535, Capital Disclosures. This Section establishes standards for
disclosing information about an entityod6s capital and how it is man

evaluate the entityés objectives, policies and procedures for mana

The adoption of the above noted standards did not have a material impact on the consolidated financial statements of
the Company, other than the additional disclosures, required as a result of the adoption.

Inventory
The Company adopted CICA Section 3031, Inventories, effective January 1, 2008. Section 3031 prescribes the
accounting treatment of inventories and provides guidance on the determination of cost and its subsequent recognition

as an expense, and provides guidance on the cost formulas used to assign costs to inventories. These changes did not
havea significant i mpact on the Companyds financi al position, earni:i
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NEW ACCOUNTING POLIC IES
Goodwill and Intangible Assets

In February 2008, the CICA approved Handbook Section 3064 Goodwill and Intangible Assets, replacing previous
guidance. The new section establishes standards for the recognition, measurement, presentation and disclosure of
goodwill and intangible assets subsequent to its initial recognition. Standards concerning goodwill are unchanged.
This new standard is applicable to fiscal years beginning on or after October 1, 2008. The Company has evaluated the
new section and determined that adoption of these new requirements is not expected to have a material impact on the
Companyds consolidated financial statements.

Busine ss Combinations

In October 2008, the CICA issued Handbook section 1582, Business Combinations, which established new standards
for accounting for business combinations. This is effective for business combinations for which the acquisition date is
on or after the beginning of the first annual reporting period beginning on or after January 1, 2011. The Company is
considering early adoption to coincide with the adoption of International Financial Reporting Standards.

Non - Controlling Interests

In October 2008, the AcSB issued Handbook section 1602, Non-Controlling Interests, to provide guidance on
accounting for non-controlling interests subsequent to a business combination. The section is effective for fiscal years
beginning on or after January, 2011.

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 cl| ar i andehk creditaisk of the eantargagtydshoutdbe cr edi t

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.

Adoption of International Financial Reporting Standards

I'n January 2006, the CICA Accounting Standards Board (fAAcSBOd)
accounting standards in Canada. The AcSB has recently confirmed that accounting standards in Canada for public
companies are to converge with International Financial Reporting

beginning on or after January 1, 2011. The Company has assembled an IFRS transition team which has started to
assess the impact of the convergence of Canadian GAAP and IFRS, and which will involve:

assessing the implications of IFRS 1--First-time adoption of IFRS;

assessing the differences between existing Canadian GAAP and IFRS at a high level;
determining the financial reporting implication of the differences;

evaluating information technology and data systems required for implementation;
presentations to the Board of Directors and Audit Committee with status updates;
developing a plan for implementing the changes; and

monitoring the progress of the implementation.

L IR IR JEE R ZER R 2

While a number of differences between current Canadian GAAP and IFRS have been identified, the areas of highest
potential impact are as follows: property, plant and equipment, IFRS 1, provisions, impairment of assets, certain
aspects of revenue recognition and income taxes. The Company expects the transition to IFRS to impact financial
reporting, business processes, internal controls and information systems.

The IFRS transition team has assembled a sub-committee, including a representative from the plant operating group,
which will be responsible for an in depth review of its property, plant and equipment as it relates to the
implementation of IFRS.

In addition, the transition team has met with several information technology service providers to help it assess and
evaluate the impact of the implementation on its core financial system. The team is currently reviewing its options.

2008 Management& Discussion and Analysis / Marsulex Inc. 23

adop

S



Finally, the Companyés financi al management held an | FRS informati
of Directors. During the session, management provided the Board with a review of timeline for implementation, the

implications of the new standards to the business, a status of the project, and an overview of the impact to the

financial statements (as experienced in Europe by comparable companies).

OUTLOOK

The Company is well positioned to benefit from a low interest rate environment and available capital under its existing
credit facility.

The business fundamentals for the industries in which Marsulex operate remain solid. Notwithstanding, continued
weaknesses in commodity prices have affected near term growth prospects for the Company with suspension of
certain customer expansion projects.

The Companyds strategy of providing essential services to customer
beyond. However, both revenue and cost of raw materials are expected to decline in the year with the decline in

commodity prices for sulphur, fuel and other costs. The Company continues to explore acquisition opportunities to

better position it for the next growth cycle. In addition, Management is assessing opportunities to streamline its

operating model, strengthen its resources and reduce costs. The outcome of this assessment is expected in the first

half of 2009.
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QUARTERLY OPERATING P ERFORMANCE

Selected Quarterly Financial Information

1% Quarter 2" Quarter 3" Quarter 4" Quarter
(In millions of dollars, except per share
amounts) 2008 2007 2008 2007 2008 2007 2008 2007
Revenue 74.5 68.5 89.7 77.3 83.2 68.7 75.2 73.0
Gross Profit 24.0 23.9 26.3 25.1 28.1 25.4 27.2 24.0
Selling, general, administrative, and
other costs 8.6 9.4 7.8 7.7 7.8 7.9 12. 4 10.9
Other expense -- 0.8 -- - -- -- 1.8 3.4
Depreciation and amortization 8.0 8.4 8.0 8.3 8.2 8.1 8.9 8.1
Interest expense 2.2 3.7 2.0 2.7 1.8 2.7 1.5 2.5
Earnings (loss) before income taxes 5.2 2.0 8.5 6.6 10.3 6.8 2.6 (0.6)
Net earnings 3.7 1.4 6.1 5.4 7.6 5.4 3.3 7.5
Basic earnings per share 0.11 0.04 0.18 0.16 0.23 0.17 0.10 0.23
Diluted earnings per share 0.11 0.04 0.18 0.16 0.23 0.16 0.09 0.23
Cash generated from operations before
non-cash working capital 13.3 9.9 15.3 11.5 17.9 12.4 14.4 13.1
Changes in non-cash operating working
capital (0.9) (2.6) 8.9 3.4 8.3 (3.3) 3.4 (3.9
Cash provided by operations 12.4 7.3 24.2 14.9 26.2 9.1 17. 8 9.2
Total Assets 389.0 393.4 399.9 390.3 388.8 382.6 394. 9 380.1

Review of Fourth Quarter Operating Results

Revenue and gross profit for the three months ended December 31, 2008 were $75.2 million and $27.2 million
compared to $73.0 million and $24.0 million, respectively, for the same period in 2007, an increase of $2.2 million and
$3.2 million, or 3.0% and 13.3%.

Increased revenue and gross profit was a result of increased revenues from the processing of hazardous waste, from
the sale of sulphur products in Western Markets, as well as the positive impact on foreign exchange, offset by the non-
renewal of Petcoke contracts in Industrial Services and decreased project activity in MET as a result of project timing.
The impact of foreign exchange increased quarterly revenues and gross profit by $6.9 million and $2.2 million
respectively.

SG&A and other costs were $12.4 million in the fourth quarter of 2008, $1.5 million higher than for the same period in
2007. The costs in 2008 included foreign exchange translation losses of $5.0 million (against gains of $0.5 million in
2007), increased personnel related costs, and a $0.7 million increase in the allowance for bad debts. This was offset
by lower long-term incentive plan and legal costs. As well, foreign exchange translation losses include the realization
of foreign exchange gains of $5.0 million into earnings as a result of the approximate 94% reduction in net investment
in the Compaustaining agperhtions at December 31, 2008.

Earnings before income taxes were $2.6 million compared to losses of $0.6 million for the same period in 2007. The
increased gross profit in 2008, lower net interest costs, and lower impairment charges contributed to the gain. During
the quarter, the Company took a $1.8 million asset impairment charge against its remaining investment in its
Venezuelan joint venture ($3.2 million charge for the same period in 2007).

The Company recorded net earnings of $3.3 million for the three months ended December 31, 2008 compared to $7.5
million for the same period in 2007. The 2008 balance reflects a $1.8 million future income tax recovery offset by a
$1.1 million income tax expense, whereas the 2007 balance reflects the pre-tax loss of $0.6 million offset by an $8.1
million tax recovery as a result of changes in the Canadian Federal tax rates that were substantively enacted during
the fourth quarter of 2007 and the recognition of tax losses from the HHL transaction.

Cash generated by operations for the three months ended December 31, 2008 was $17.8 million compared to $9.2
million for the same period in 2007. The change in non-cash operating working capital of $7.3 million from 2007 is
largely related to the timing of the settlement of working capital items as well as increased deferred revenues on
project activity. During the quarter, the Company also received a $14.5 million net reimbursement of costs relating to
the Montreal facility design studies.
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Review of Quarterly Trends

The volumes processed by the Industrial Services Group may be affected by the market demand and seasonal
variations of the refineriesd products, generally peaking during t
customers are largely stable year over year and are somewhat insulated through contractual minimum volume

requirements. The processing and disposal of inorganic hazardous waste is also affected by seasonality as the

industrial waste streams processed include site remediation projects where activity generally peaks through the

summer months, and slows as the waste materials freeze in the winter months. Western Markets Group volumes and

revenues are generally stable year over year although some products may experience seasonal fluctuations. For

example, the water treatment needs of its municipal customers generally peak during the spring "run off" and summer

seasons. The timing of revenues earned from MET projects and licensing activities results in variancesi n t he Groupbs
quarterly results.

For the four quarters ended December 31, 2008, revenues averaged $80.6 million per quarter while for the four

quarters ended December 31, 2007, revenues averaged $71.9 million per quarter and gross profit averaged $26.4

million compared to $24.6 million per quarter respectively for the same periods. In addition to business seasonality,

the Companyds quarterly revenue and gross profit have been affecte

¢ The net impact resulting from the increase in new material costs, primarily sulphur;
¢ The impact of foreign exchange gains and losses; and
¢ Project milestones and associated revenue recognition for MET.

SG&A and other costs have averaged on an annual basis approximately 11.3% of revenues. SG&A and other costs
were 16.5% of revenue in the fourth quarter of 2008 primarily due to the foreign exchange losses partially offset by
the lower Corporate costs, including incentive compensation and legal costs.

The average depreciation and amortization for the four quarters ended December 31, 2008 is consistent with the prior
year.

Cash generated by operations is also impacted by seasonal fluctuations in revenues as well as the quarterly changes in
non-cash working capital. Given the size of the Company and the significant expansion capital expenditures incurred,
it is not unusual for the Company to experience fluctuations from quarter to quarter in working capital.

The changes in non-cash working capital reflects the timing in settlement of working capital items largely relating to
the payments received on MET projects.

26 2008 Management& Discussion and Analysis / Marsulex Inc.



SUPPLEMENTAL FINANCIAL INFORMATION

EBITDA is a supplemental, non-generally accepted accounting principle financial measure. EBITDA is defined as

earnings before interest, taxes, depr eci at i on, and amor td Iz Buded by nmnagénteBtlintebnally to

measure the performance of the business as a whole as well as to measure the performance of the individual

segments and also forms the primary basis upon which employees of the Company receive incentive compensation.

EBITDA is also used by the Company as a basis to measure compliance with certain debt covenants. EBITDA is

presented as supplemental information because management, through its discussions with key stakeholders of the

Company including shareholders, analysts and other financial institutions, believes it is a widely used financial

indicator of the Company's operating profitability and performance before the effects of capital investment and

financing decisions. Since EBITDA is not a recognized measure under Canadian GAAP, it should not be considered in

isolation of, or as a substitute for net earnings, consolidated cash flow from operations or any other measure of

performance required by Canadian GAAP or as an indicator of t he Company's operating perfor ma
met hod of calculating EBI TDA may differ from other companies and a
comparable to measures used by other companies. In addition, this measure does not necessarily represent funds
available for discretionary use, and is not necessarily a measure
requirements. The -GAAmpeaforgnénse measure, EBITDA, has certain material limitations as follows:

¢ It does not include interest expense. Because the Company has borrowed money to finance some of its
operations, interest is a necessary part of the Companyds costs
measure that excludes interest has material limitations;

¢ It does not include depreciation and amortization expense. Because the Company must utilize capital assets in
order to generate revenues, depreciation and amortization expense is a necessary and ongoing part of the
Companyds costs. Ther ethad exeludeadeprecratom sindramortization expense has material
limitations; and,

¢ It does not include taxes. Because the payment of taxes is a nec
operations, any measure that excludes taxes has material limitations.

Management compensates for these limitations by considering the economic effect of the excluded expense items
independently as well as in connection with its analysis of net earnings. Because the Company uses EBITDA to
evaluate its financial performance, it is reconciled to net earnings which is the most comparable financial measure
calculated and presented in accordance to Canadian GAAP. The following is a reconciliation of EBITDA to net earnings:

Supplemental selected information:

(In thousands of dollars) Industrial Western Corporate

2008 Services Markets MET Support Total
Earnings (loss) before the undernoted (EBITDA) $ 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 (loss) before income taxes $ 27,231 $ 19,340 $ 5,156 $ (25,147) $ 26,580
Income taxes -- -- -- 5,927 5,927
Net earnings (loss) $ 27,231 $ 19,340 $ 5,156 $ (31,074) $ 20,653
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(In thousands of dollars) Industrial Western Corporate
2007 Services Markets MET Support Total
Earnings (loss) before the undernoted (EBITDA) $ 55,160 $ 19,967 $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 77
Cost of refinancing - - - 1,000 1,000
Charges for asset impairment 3,204 -- -- 200 3,404
Interest expense - net - - - 10,583 10,583
Earnings (loss) before income taxes $ 22,033 $ 17,337 $4,646 $(29,219) $ 14,797
Income taxes -- -- -- (4,876) (4,876)
Net earnings (loss) $ 22,033 $ 17,337 $4,646 $(24,343) $ 19,673

EBITDA in 2008 was $69.0 million compared to $62.5 million for 2007. The increased results are due to the year over
year contributions from the business and the lower long-term incentive, legal and consulting costs partially offset by
the impact of foreign exchange. As a percentage of revenue, EBITDA was 21.4% for 200, compared to 21.8% in
2007, reflecting the lag in pass throughs of certain raw material input costs, most notably sulphur.

The decrease in Corporate costs reflects lower legal, consulting and other costs ($3.8 million) offset by an increase in

personnel related costs.

(In thousands of dollars) 2008 2007
Corporate costs $ 13,183 $ 15,626
Long-t erm incentive plans and Directors D (2, 40 2) 5,966
Foreign exchange losses (gains) 6,509 (4,262)
Corporate Support costs $ 17, 290 $ 17,330
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