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0 SCHNEIDER DOWNS 

INSIGHT • INNOVATION • EXPERIENCE 

INDEPENDENT ATJDITORS' REPORT 

Board of Directors 
Volunteer Energy Services, Inc. 
Pickerington, Ohio 

We have audited the accompanying consolidated balance sheets of Volunteer Energy Services, Inc. (Company) as 
of December 31, 2007 and 2006 and the related consolidated statements of operations and retained earnings and 
cash flows for the years then ended. These consolidated financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these consolidated financial statements 
based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in die United States of 
America. Those standards require that we plan and perfonn the audits to obtain reasonable assurance about 
whether the consolidated financial statements are j&ee of material misstatement Our • audits included 
consideration of intemal control over financial reporting as a basis for designing audit ja-ocedures that are 
appropriate in the circumstances, but not for tiie purpose of expressing an opinion on the effectiveness of to 
Company's intemal control over fmancial reporting. Accordingly, we express no such opinion. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statement. An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall consolidated fmancial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the consolidated fmancial statements referred to above present fairly, in all material respects, the 
fmancial position of Volunteer Energy Services, Inc. as of December 31, 2007 and 2006 and tiie results of its 
operations and cash flows for the years then ended, in conformity with accounting principles generally accepted in 
tile United States of America. 

ScKNei l>f i^ UOWM* f C©., X x I C 

Coliunbus, Ohio 
May 1,2008 

Schneider Downs & C a , Inc. 

www.schneJdBrdowns.cam 

IGAF^ 

1133 Pern Avenue 

PIttstiurgtt, PA 15222-4205 

TEL 412^tJ644 

FAX 412.261.4876 

41S.HiBllStratf 

Suite 2100 

Columbus, OH 43215.8102 
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VOLUNTEER ENERGY SERVICES. INC. 

CONSOLIDATED BALANCE SHEETS 

ASSETS 

December 31 
2007 2006 

CURRENT ASSETS 
Cash and cash equivalents 
Derivatives 
Trade accounts receivable 
Inventory 
Prepaid expenses 

606,940 
24,977,082 

3,242,270 
21,216 

$ 158,117 

20,448,685 
3,724,669 

36,985 

Total Current Assets 28,847,508 24,368,456 

PROPERTY AND EQUIPMENT, NET 1,045,254 48,379 

OTHER ASSETS 
Note receivable - officers 
Security deposits 

152,000 

207,922 

359,922 

97,000 

109,882 

206,882 

$ 30,252,684 $ 24,623,717 



LIABILITIES 

December 31 
2007 2006 

CURRENT LL^BILITIES 
Line of credit 
Accounts payable 
Accrued expenses 
Income taxes payable 

Total Current Liabilities 

MORTGAGE PAYABLE 

$ 8,645,216 
12,535,869 

934,585 

22,115,670 

724,473 

$ 8,718,402 
10,666,192 

841,260 
112,382 

20,338,236 

MINORITY INTEREST 167,043 

SHAREHOLDER'S EQUITY 

COMMON STOCK 
No par value, $5 stated value, 200 shares authorized, 
100 shares issued and 49 shares outstanding 

RETAINED EARNINGS 

TREASURY STOCK, 51 shares at cost 

500 

8,044,998 
8,045,498 
(800,000) 

7,245,498 

500 

5,084,981 
5,085,481 
(800,000) 

4,285,481 

$ 30,252,684 $ 24,623,717 

See notes to the consolidated fmancial statements. 



VOLUNTEER ENERGY SERVICES. INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS 
FOR THE YEARS ENDED DECEMBER 31. 2QQ7 AND 2006 

2007 2006 

NATURAL GAS SALES 

COST OF PURCHASED GAS 

Gross Profit 

OPERATING EXPENSES 

Operating Profit 

OTHER INCOME (EXPENSE) 
Change in fair value of derivatives 
Interest income 
Interest expense 
Loss on disposal of property and equipment 

Income Before Minority Interest 

MINORITY INTEREST LOSS 

Net Income 

RETAINED EARNINGS 
Beginning of year 

Distributions 

End of year 

$92,684,346 $71,020,994 

84,551,145 65,869,180 

8,133,201 

4,537,297 

3,595,904 

3,952,778 

5,084,981 

(992,761) 

5,151,814 

3.592,070 

1,559,744 

606,940 

269,391 

(522,709) 

(2,612) 

351,010 

3,946,914 

5,864 

324,287 

(666,277) 

(341,990) 

1,217,754 

1,217,754 

3,913,227 

(46,000) 

$ 8,044,998 $ 5,084,981 

See notes to the consolidated financial statements. 



VOLUNTEER ENERGY SERVICES. INC. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31.2007 AND 2006 

2007 2006 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net income 
Adjustments to reconcile net income to 

net cash provided by operating activities: 
Settlement agreement 

Loss on disposal of property and equipment 
Depreciation 
Change in fair value of derivatives 
Minority interest loss 

Changes in operating assets and liabilities 
Accounts receivable - trade 
Accounts receivable - other 
Inventory 
Prepaid expenses 
Deposits 

Accounts payable 
Accrued expenses 
Income taxes payable 

Net Cash Provided By Operating Activities 

CASH FLOWS FROM INVESTESfG ACTIVITIES 
Purchase of property and equipment 

CASH FLOWS FROM FINANCING ACTIVITIES 
Payments on line of credit 
Note receviable - officers advance 
Distributions 
Proceeds from mortgage note 
Member contribution from minority interest 

Net Cash Used In Financmg Activities 

Net Decrease In Cash And Cash Equivalents 

CASH AND CASH EQUIVALENTS 
Beginning of year 

$ 3,952,778 

_ 

2,612 

26,887 

(606,940) 

(5,864) 

(4,528,397) 
-

482,399 
15,769 

(98,040) 

1,869,677 

93,325 : 

(112,382) 

1,091,824 

(1,026,374) 

(73,186) 

(55,000) 
(992,761) 

724,473 

172,907 

(223,567) 

(158,117) 

158,117 

$ 1,217,754 

(1,089,547) 
-

14,503 
-

-

7,040,569 

n^oo 
1,390,150 

34;i95 

(76,298) 
(3,742,258) 

(168,267) 
(1,149,854) 

3,482,447 

(28,892) 

(3,878,730) 

(24,250) 

(46,000) 
-

-

(3,948,980) 

(495,425) 

653,542 

End of year 

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION 
Cash paid for interest 
Cash paid for income taxes 

$ 528,383 
$ 112,382 

$ 158>117 

$ 671,698 
$ 1,149,854 

See notes to the consolidated financial statements. 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31.2007 AND 2006 

NOTE 1 - ORGANIZATION 

Volunteer Energy Services, Inc. (VESI) was incorporated in the State of Ohio on March 2, 2001. VESI 
was formed to purchase, transport and market natural gas to consumers located in Ohio and surrounding states. 

UC Real Estate Holdings, LLC (UC) was formed in 2007 to build and own a facility to be used by VESI 
as its corporate offices. LJC is owned by the shareholder of VESI and is a variable interest entity, with VESI 
qualifying as the primary beneficiary. VESI guarantees the debt of LJC. 

VE Tax Consultants, LLC (VETC) was formed in 2007 to assist customer with sales tax exemption 
filings. During 2007, VETC had no operating activity. 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A summary of significant accounting policies consistentiy followed by management in the preparation of 
the consolidated financial statements follows. 

Principles of Consolidation - The accompanying consolidated financial statements include the accounts of 
VESI, its wholly owned subsidiary VETC, and the variable interest entity LJC (collectively the Company). All 
significant intercompany transactions and accoimt balances have been eliminated. 

Use of Estimates - The preparation of consolidated financial statements in conformity with accoimting 
principles generally accepted in the United States requires management to make estimates and assuinptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual 
results could differ from those estimates. 

Cash and Cash Equivalents - For purposes of the statements of cash flows, the Company considers all 
short-term debt securities purchased with a maturity of three months or less to be cash equivalents. The Company 
maintains amounts of cash in three accounts within one financial institution that at times may exceed federally 
insured limits. 

Trade Accounts Receivable - The Company records accounts receivable when gas is shipped, and they are 
presented in the balance sheet net of any allowance for doubtful accounts. Accounts receivable are written-off 
when they are determined to be uncollectible. Any allov/ance for doubtful accounts is estimated based on the 
Company's historical losses, the existing economic conditions in the industry and the financial stability of the 
customers. As of December 31, 2007 and 2006, no allowance was deemed necessary. 

Inventory - Inventory consists of natural gas and is priced at the lower of cost, first-in, first-out (FIFO) or 
market. 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLIDATED FINANCL\L STATEMENTS 
DECEMBER 31. 2007 AND 2006 

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Property and Equipment - The Company carries property and equipment at cost. Depreciation is provided 
using the strai^t-line method for financial reporting purposes at rates based on estimated useful lives ranging 
from five to thirty-nine years. Expenditures for major renewals and betterments that extend the useful lives of 
property and equipment are capitalized, while expenditures for repairs and maintenance are charged to expense as 
incurred. 

Revenue Recognition - Revenue is recorded based on the actual volume of natural gas shipped to 
customers using contractual rates. 

Derivatives - From time to time, the Company may utilize derivative instruments, consisting of sw^s, 
floors and collars, to attempt to reduce its exposure to changes in commodity prices. The Company does not 
mvest in derivatives for speculative purposes. The Company accounts for its derivatives in accordance with 
Statement of Financial Accounting Standard (SFAS) No. 133, Accounting for Derivative Instruments and 
Hedging Activities, as amended. SFAS No. 133 requires that all derivative instruments be recognized as assets or 
liabilities in the balance sheet, measured at fair value. The accounting for changes in the fair value of a derivative 
depends on both the intended purpose and the formal designation of the derivative. Designation is established at 
the inception of a derivative, but subsequent changes to the designation are permitted. The Company has elected 
not to designate any of its derivative fmancial contracts as accounting hedges and, accordingly, has accounted for 
these derivative fmancial contracts using mark-to-market accounting. Changes in feir value of derivative 
instruments that are not designated as cash flow hedges are recorded in other income (expense) as change in fair 
value of derivatives. 

In addition to the above financial transactions, the Company is a party to various physical commodity 
contracts for the sale of natural gas that cover varying periods of time and have varying pricing provisions. Under 
SFAS No. 133, as amended, these various physical commodity contracts qualify for the normal purchases and 
normal sales exception and therefore, are not subject to hedge accoimting or mark-to-market accounting. The 
fmancial impact of these various physical conunodity contracts is included in revenues at tiie time of settlement, 
which in turn affects average realized natural gas prices. 

Income Taxes - Effective January 1, 2006, the Company elected to be taxed under the subchapter S 
provisions of the Intemal Revenue Code. Accordingly, the Company does not record federal or state income 
taxes, as these amounts are paid by the shareholder. 

Concentrations - Sales to one customer represented approximately 17% and 27% of the Company's sales 
for 2007 and 2006, respectively. This customer also accounts for approximately 19% and 32% of the accounts 
receivable balance at December 31, 2007 and 2006, respectively. The Company purchases approximately 57% of 
its natural gas firom one supplier. 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLIDATED FINANCL^ STATEMENTS 
DECEMBER 31. 2007 AND 2006 

NOTE 3 - DERIVATIVES 

Presented below is a summary of the Company's natural gas derivative financial contracts at December 
31, 2007, with natural gas prices expressed in dollars per million British thermal units ($/MMBtu) and notional 
natural gas volumes in million British thermal units per month (MMBtlu). As indicated, the Company does not 
have any financial derivative contracts that extend beyond February 2008. 

Maturity 
Date 

2/1/08 
2/27/08 
1/29/08 
12/27/08 
1/29/08 

Instrument 
Type 

Natural gas swap 
Natural gas swap 
Natural gas swap 
Natural gas Swap 
Natural gas swap 

Total fair value 

Total 
Volumes 

500,000 
300,000 
200,000 
80,000 

150,000 

$ 
$ 
$ 
$ 
$ 

Strike 
Price 

10,00 
8.12 
8.60 
7.38 
7.50 

Fair Value 
Asset/ 

aiabilily) 

$ 195,500 
258,000 
211,200 

16,640 
(74,400) 

$ 606,940 

The natural gas prices shown in the above table are based on the corresponding NYMEX index and have 
been valued using actively quoted prices and quotes obtained from the coimterparties to the derivative 
agreements. The above prices represent a weighted average of several contracts entered into and are on a per 
MMBtu. The volumes shown above reflect net volumetric positions contracts with a single, counterparty that 
provide for netting of all settlement amounts. 

In January 2008, the Company entered into a natural gas swap for 100,000 MMBtu with a strike price of 
$7,80 tiiat tiie Company settied on February 5,2008 by paying $19,600. 

NOTE 4 - PROPERTY AND EQUIPMENT 

Property and equipment consisted of the following at December 31, 2007 and 2006: 

2007 2006 

Building 
Leasehold improvements 
Office furniture and equipment 

Less accumulated depreciation 

Land 

784,^57 
32,074 

174,123 
990,354 

69,100 
921,254 
124,000 

1,045,254 

$ 

105,431 
105,431 
57,052 
48,378 

$ 48,379 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31.2007 AND 2006 

NOTE 5 - NOTE RECEIVABLE - OFFICERS 

The note receivable-officers is non-interest-bearing and unsecured. The note is due upon demand, but 
the Company does not expect to receive payments in 2008. 

NOTE 6 - LINE OF CREDIT 

The Company maintains a $30,000,000 line of credit with a bank that requires interest-only payments 
montiily at tiie London Inter Bank Offerijig Rate (LIBOR) plus 2.25% (6.71% at December 31, 2007). The line, 
which is due in August 2008, is secured by substantially all assets of the Company and is guaranteed by the 
shareholder. The Company is required to maintain certain financial covenants in accordance v^th tiie line, the 
most significant of which is a fixed-charge coverage ratio. The Company is currentiy in the process of renewing 
the line of credit and expects it to be renewed under similar terms. 

The Company also has the following letters of credit outstanding at December 31, 2007, which are 
secured by the line of credit: 

Expiration Date 

March 31, 2008 
June 1,2008 

October 15,2008 
November 5,2008 
December 31,2008 

Amount 

$ 250,000 
213,000 
450,000 
143,000 
650,000 

$ 1,706,000 

On April 1, 2008, tiie letter of credit for $450,000 expiring on October 15,2008 was reduced to $250,000 
and the maturity date was changed to September 1, 2008. The $250,000 letter of credit expiring in March 2008 
was renewed for $350,000 until December 31, 2008. in January 2008, the Company entered into two additional 
letters of credit for $900,000 and $750,000 tiiat will expire in September 2008. Li March 2008, tiie Company 
entered into an additional letter of credit for $570,000, which will expire in September 2008. 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
DECEMBER 31.2007 AND 2006 

NOTE 7 - LOAN AGREEMENT 

In October 2006, the Company entered into a $1,000,000 loan agreement with another bank to serve as 
collateral for letters of credit. The loan requires interest at the prime lending rate plus 2% (9.25% at December 31, 
2007) and is secured by a guarantee by the shareholder. At December 31, 2007 and 2006, there were no balances 
outstanding on this loan, however, the loan served as collateral for letters of credit totaling $1,000,000 and 
$400,000, respectively. The loan matured in September 2007 and was renewed under similar terms through 
March 2009. 

NOTE 8 - MORTGAGE PAYABLE 

In 2007, LJC entered into a loan with a bank for the constmction of an officê  building. As of 
December 31, 2007, the draws on the loan totaled $724,473. Interest only payments are being made through 
April 2008 at tiie LIBOR plus 2% (6.845% at December 31, 2007). UC expects to close on the constmction loan 
in April and convert it to a thirty year mortgage. The loan is secured by land and a building with a cost of 
approximately $908,000. Upon closing the loan, the Company anticipates monthly payments, including interest, 
will be between $6,000 and $8,000. Interest expense on the loan approximated $13,000 for the year ended 
December 31,2007. 

NOTE 9-LEASES 

The Company had an operating lease agreement for 3,748 square feet of office space located in Gahanna, 
Ohio. The lease, which expired in July 2007, required monthly payments of $3,500. 

The Company had a sublease agreement with the Energy Cooperative of Ohio (ECO) for a portion oftiie 
office space. The sublease agreement was effective through July 2007 and required monthly lease pa^mients fi-om 
ECO of approximately $850. A new agreement was established for VESI's new facility, which is effective from 
September 2007 through September 2010 and requires a monthly lease payment of $1,500. 

Net rent expense under these agreements for 2007 and 2006 was $46,745 and $34,077, respectively. In 
2008, VESI is scheduled to receive payments of $18,000 under the sublease agreement. 

NOTE 10 - UNCERTAINTIES 

At December 31, 2005, tiie Company had receivables and payables of $280,357 and $1,369,904, 
respectively, related to activities with Dynegy Inc. hi 2002, Dynegy Inc., which was the largest siqjplier of 
natural gas for the Company, discontinued its third party marketing and trade business and canceled its firm 
requirements contract with the Company. The Company believed that it had a breach of contract claim against 
Dynegy Inc. due to high replacement gas costs, and tiierefore withheld payments to Dynegy. In March 2007, the 
Company and Dynegy reached a settiement E^eement that consisted of a mutual release of all claims and 
balances owed. The result of this release on tiie Company*s books was a reduction in the 2006 cost of purchased 
gas totalmg $1,089,547. 

10 



VOLUNTEER ENERGY SERVICES. INC. 

NOTES TO CONSOLE)ATED FDS[ANCL\L STATEMENTS 
DECEMBER 31. 2007 AND 2006 

NOTE 11 - PURCHASE COMMITMENTS 

At December 31, 2007, the Company has committed to purchase 200,000 decatherm (dth) of natural 
as follows: 

Month dth Dollars 

January 2008 100,000 $ 775,000 
Febmaiy 2008 100,000 783,000 

Total 200,000 $ 1,558,000 

NOTE 12 - VARIABLE INTEREST ENTITIES 

During 2007, the Company implemented Fmancial Accounting Standards Board Interpretation (FIN) No. 
46(R), Consolidation of Variable Interest Entities, as a result of the formation LJC. The Company determined 
upon the formation of LJC that VESI was the primary beneficiary, and therefore determined that the consolidation 
requirements of FIN 46(R) apply. The effect of this consolidation on the Company's consolidated balance sheet 
at December 31,2007 was an increase in assets of $908,157, an mcrease in liabilities of $741,114 and the creation 
of minority interest of $167,043. The liabilities of LJC consolidated by the Company do not represent additional 
claims on the Company's general assets; rather they represent claims against the specific assets of LJC. Likewise, 
the assets of LJC consolidated by the Company do not represent additional assets available to satisfy clauns 
against the Company's general assets. 

11 
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