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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 copducted our andits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the consolidated financial statements are free of material missiatement. Our:andits included
consideration of internal control over financial reporting as a basis for designing audit procedures that arc
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectivencss of the
Company’s internal control over financial 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 firancial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. '

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

Sr.uueme‘& boms f. Ce., Iﬁc -

Columbus, Ohio
May 1, 2008

Schagider Downs & Co., Inc. 1133 Peim Avenue 41 5. High Straet
veww. sehneideniowns.com Piashurgh, PA 15222-4208 Suite 2100
TEL 412.261.3644 Columshus, OH £3215-851W02
]‘G AF) rax $12.261.4876 ™ 148214060
i FAX O14A21.4062
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VYOLUNTEER ENERGY SERVICE

 CONSOLIDATED BALANCE SHEETS

ASSETS

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

Total Current Assets
PROPERTY AND EQUIPMENT, NET

OTHER ASSETS
Note receivable - officers
Security deposits

December 31
2007 2006

$ - $ 158,117

606,940 -
24,977,082 20,448,685
3,242,270 3,724,669
21,216 36,985
28,847,508 24,368,456
1,045,254 48,379
152,000 97,000
207,922 109,832
350,922 206,882
$ 30,252,684 $ 24,621,717



LIABILITIES
CURRENT LIABILITIES
Line of credit
Accounts payable
Accrued expenses

Income taxes payable

Total Current Liahilities
MORTGAGE PAYABLE
MINORITY INTEREST

SHAREHOLDER'S EQUITY
COMMON STOCK
No par value, 35 stated value, 200 shares authorized,
100 shares issued and 49 shares outstanding
RETAINED EARNINGS

TREASURY STOCK, 5! shares at cost

See notes to the consolidated financial statements.

December 31

2007 2006
$ 8645216 $ £,718402
12,535,860 10,666,192
934,585 841,260
- 112,382
22,115,670 20,338,236
724,473 -
167,043 -
500 500
8,044,908 5,084,981
8,045,498 5,085,481
(800,000) (800,000)
7,245,498 4,285 431
$ 30,252,684 $ 24,623,717



YOQLUNTEER ENERGY SERVICES, INC,

NSOL D STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2007 AND 2006
2007 2006
NATURAL GAS SALES $92,684,346 $ 71,020,994
CVOST OF PURCHASED GAS 84,551,145 65,869,180
Gross Profit 8,133,201 5,151,314
OPERATING EXPENSES 4,537,297 - 3,592,070
Operating Profit 3,595,904 1,559,744
OTHER INCOME (EXPENSE)
Change in fair value of derivatives 606,940 -
Interest income 269,391 324,287
Interest expense {522,709) {666,277)
Loss on disposal of property and equipment (2,612) -
351,010 (341,990)
Income Before Minority Interest 3,946,914 1,217,754
MINORITY INTEREST LOSS 5,864 -
Net Income 3,952,778 1,217,754
RETAINED EARNINGS .
Beginning of year 5,084,981 3,913,227
Distributions (992,761) (46,000)
End of year $ 8,044,998 $ 5,084,981

See notes to the consolidated financial stétemems.




VOLUNTEFER ENERGY SERVICES, INC.

_CON, A TS OF
FO YEARS ENDED DECEMBER 31, 200

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 - frade '
Accounts receivable - other
Inventory ’
Prepaid expenses
Deposits
Accounts payable
Accrued expenses
Income taxes payable
Net Cash Provided By Operuting Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment

CASH FLOWS FROM FINANCING ACTIVITIES
Payments on line of credit
Note receviable - officers advence
Distributions
Proceeds from mortgage note
Member contribution from minority intsrest
Net Cash Used In Financing Activities

Net Decrease In Cash And Cash Equivalents

CASH AND CASH EQUIVALENTS
Beginning of year

End of year
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for interest
Cash paid for income taxes

See notes to the consolidated financial statements.

2006
2007 2006
§ 3,952,778 $ 1,217,754
- (1,089,547)
2,612 -
26,887 14,503
(606,940) -
(5,864) .
(4,528,397) 7,040,569
- 11,500
432,399 1,390,150
15,769 34,195
(98,040) (76,298)
1,869,677 (3,742,258)
93,325 (168,267)
(112,382) (1,149.854)
1,091,824 3,482 447
(1.026374) (28,862)
. {73,186) (3,878,730
(55,000) (24,250)
(992,761) © {46,000)
124473 -
172,907 -
(223,567) (3,948,930)
(158,117) (495,425)
158,117 653,542
$ - $ 158,117
$ 528383 $ 671,698
S 112,382 $ 1,149,854



VOLUNTEER ENERGY SERVICES, INC.

NOTES TO CONSOI IDATED FINANCIAL STATEMENTS
DECEMBER 31. 2007 006
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.

LIC Real Estate Holdings, LLC (LJC) was formed in 2007 to build and own a facility to be used by VESI

as its corporate offices. LIC 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 LIC.

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 consistently followed by management in the preparation of
the consolidated financial statements follows.

Principles of Consolidation - The accompanying consolidated financial statements include the accounts of
VES], its wholly owned subsidiary VETC, and the variable interest entity LIC (collectively the Company). All
significant mtercompany transactions and account balances have been eliminated.

Use of Estimates - The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting penod 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 allowance 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 allowsnce was deemed necessary.

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



YOL ER CES, INC.

NOTES TO CONSOLIDATED FINANCIAL 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 straight-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 equ1pmcnt are capltahzed., while expenditures for repairs and maintenance are charged to expense as
incurred.

Revenue Recogmtmn - Revenue is recorded based on the actual volume of naturel gas shipped to
customers using comntractual rates.

Derivatives - From time to time, the Company may utilize derivative instruments, consisting of swaps,
floors and collars, to attempt to reduce its exposure to changes in commodity prices. The Company does not
invest in derivatives for speculative purposes. The Company accounts for its derivatives in accordance with
Statement of Financial Accounting Standard (SFAS) No. 133, Adccoumting for Derivative Instruments and
Hedging Activities, as amended. SFAS No. 133 requires that all derivative instruments be recognized as dssets ar -
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 permiited. The Company has elegted
not to designate any of its derivative financial contracts as accounting hedges and, accordingly, has accounted for
these derivative financial conftracts using mark-to-market accounting. Changes in fair value of derivative
instruments that are not designated as cash flow hedges are recorded i m 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 accounnng or mark-to-market accounting. The
financial impact of these various physical commodlly contracts is included in revenues at the time of settiement,
which in turn affects average realized natural gas prices.

Income Taxes - Effective January 1, 2006, the Company elected to be taxed under the subchapter 8
provisions of the Internal Revenue Code. Accordingly, the Company does not record federal or state mcome
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 from one supplier.



VOLUNTEER ENERGY SERVICES, INC.

NOTES TO CONSOLIDATED FINANC TATEMENTS
DECEMBER 31, 2007 AND 2006

NOTE 3 - DERIVATIVES

Presented below is 2 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 therma)] units per month (MMBtu). As mdtcated, the Company does not
have any financial derivative contracts that extend beyond February 2008. :

: Fair Value
Maturity Iustrument Total Strike Asset/
Date Type Volumes - Price - _ (Liability)
2/1/08 Natural gas swap 500,000 $§ 1000 $ 195500
2/27/08 Natural gas swap 300,000 § 312 258,000
1/29/08 Natural gas swap 200,000 % 3.60 211,200
12/27/08 Natural gas Swap 80,000 3§ 7.38 16,640
1/29/08 Natural gas swap 150,000 $ 7.50 (74,400)
Total fair value ‘ $ 606,940

The natural gas prices shown in the above table are based an the corresponding NYMEX index and have
been valued using actively quoted prices and quotes obtained from the counterparties to the derivative
agreements. The above prices represent a weighted average of several contracts entered intd and are on a per
MMBiu. The volumes shown above reflect net volumetric positions contracts with a smgle um.mterparty that
provide for netting of all settlement amounts.

I January 2008, the Company entered into a natural gas swap for 100,000 MMBtu with a strike price of
$7.80 that the Company settled 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 $ 784,157 $ -

Leasehold improvements 32,074 -
Office furniture and equipment 174,123 105,431
_ ' 990,354 105,431
Less accumulated depreciation - 69,100 57.052
021,254 - 48,378

Land 124,000 -
$. 1,045254 § 48,379




VOLUNTEER ENERGY SERVICES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2007 AND 200

NOTE 5 - NOTE RECEIVABLE - OFFICERS

The note receivable-officers is non-imterest-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 mntergst-only payments
monthly at the London Inter Bank Offering 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 covepants in accordance with the line, the
most significant of which is a fixed-charge coverage ratio. The Company is currently in the process of renewing
the line of credit and expects it to be renewed under similar terms.

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

Expiration Date Amount
March 31, 2008 $ 250,000
June 1, 2008 213,000
October 15, 2008 450,000
November 5, 2008 143,000
December 31, 2008 650,000
$ 706,000

On April 1, 2008, the 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 that will expire in September 2008. In March 2008, the Company
entered into an additional letter of credit for $570,000, which will expire in September 2008.



VOLUNTEER YS

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 3 %‘, 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, LIC entered into a loan with a bank for the construction of an office building. As of
December 31, 2007, the draws on the loan totaled $724,473. Interest only payments are being made through
April 2008 at the LIBOR plus 2% (6.845% at December 31, 2007). LIC expects to close on the construction loan
in April and convert it to a thirly 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 56,000 and $8,000. Interest expense on the loan approximated $13,000 for the year ended
DecemberBl 2007.

NOTE 9 - LEASES

The Company had an operating lease agreement for 3,748 square feet of office space Iocated 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 of the
office space. The sublease agreement was effective through July 2007 and required monthly lease payments from
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, the Company had receivables and payables of $280,357 and $1,369,904,
respectively, related to activities with Dynegy Inc. In 2002, Dynegy Inc., which was the largest supplier 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 therefore withheld payments to Dynegy. In March 2007, the
Company and Dynegy reached a settlement agreement that consisted of a mutval release of all claims and
balances owed. The result of this release on the Company’s books was a reduction in the 2006-cost of pumhased
gas totaling $1,089,547. .

10



VOLUNTEER ENERGY SERVICES, INC,
NOTES TO CONSOLIDATED FINANCIAL STATE] S
DECEMBER 31. 2007 AND 2006
NOTE 11 - PURCHASE COMMITMENTS

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

Month dth Dolars

January 2008 100,000 § 775,000
February 2008 100,000 783,000
Total 200,000 $ 1,558,000

NOTE 12 - VARIABLE INTEREST ENTITIES

During 2007, the Company implemented Financial Accounting Standards Board Interpretation (FIN) No.
46(R), Consolidation of Variable Interest Entities, as a result of the formation LIC. The Company determined
upon the formation of LIC 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 asscts of $908,157, an increase in liabilities of $741,114 and the creation
of minority interest of $167,043. The liabilities of LIC consolidated by the Company do not represent additional -
claims on the Company’s general assets; rather they represent claims against the specific assets of LIC. Likewise,
the assets of LIC consolidated by the Company do not represent additional assets avajlable to satisfy claims
against the Company’s general assets.

11
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8:28 PH ‘ Volunteer Energy Sarvices, inc.
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20 FM Voluniser Energy Servicas, Inc.

Acowl Basis ) Profit & Loss Budget Overview
January twough Decembaer 2008
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inatrance 2,089 47 11,988 17 11,5702 27,300.96 1797336 10972 13,260.05 15,085.70 149125 18.120.28 1735284 16,849.40- 184,127.48
[ — 52128 4TS LtEr o1 A28 1,408.02 83425 140 85490 +504.82 <0580 1,042.6¢ 1,304
Loan Expance 2.096.56 120,00 §70.00 30055 3,088.12
Miscallapaout w000 P, 20870 8504 820742 1,081 80 :m348 50524 4.539.95 653,04 247143 s
Offiae Equipmont 0493 212 1,M4898 T 4108 10625 4227 -u8.08 1,708.31 157.00 44833 11,007.83
| Dffics Expemsa soe 242 48 149784 875,52 122 556.99 224 24 50673 000 87358 968,00 FILE 715821
QOifieq Rupplies HEIT 2246 5% Bd4d 04T 260887 3,350, 44 287017 142328 184158 356877 3,295.70 1,M9.48 22,500 50
Payroll Expanzes 13T 1325950 1559218 AT 6,960.14 1401081 5.393.99 2.520.00 765443 6,500.85 572357 6530.18 BRI
Postegs md Duivery 3,048.84 88.55 54282 246082 212847 1235 233808 1.648.5% 1,500.82 1444406 1B 52 1,707.68 2051654
Printing and Asproduction 200.00 300.00 300,00 300.00 0000 300,00 200.00 300.00 200,00 100,00 300.00 300,00 3,600.00
Professional Faes 58181 12,701 82 7.288.78 4623.96 1831589 423561 484258 ZMLR 1.502.40 16.055.85 2738662 11,830.42 14454692
[ 8,500.00 £.500.00 8,300.00 300,00 ,200.00 5,400.00 8,500.00 6,500.00 8,500.00 #,500.00 ,900.00 8,500,00 78,000.00
Fupairs 127.50 BH.55 12,00 ’ 1,008.50 124243 1,881.50 214200 1800 72800 850,27
Softuar: 5,850.00 2.8%0.00 5,850.00 5 850.00 4,850.00 11,700.00 $850.90 11,705.00 5.940.00 5,850.00 78,475.00
Taxes . 36,550 53 268010 18.370.00 10236 ALz 123,862.07
Telaphona 277838 791.98 [J=TRE 2304.77 431.15 4,373.60 181338 28144 30225 141084 1,135 1,162.18 1715741
Traah " . 24081 60,58 3030
Trawal & Eni 4,860.50 5.504.89 51467 6.315.65 672126 400230 53M27 551670 274592 10,333,568 7AT23 5.370.50 e
Utiikies M2 058 2528 40.61 0122 41947 A 208.59 42326 1075.18 10488 4 482 14018
Wages 127,310.67 161,461.60 JO2E2 187.803.05 118.346.12 248, 662,66 148,768.20 177.036.50 137,760.20 17 289,20 185 356 80 11020 2,044,161
Yo oparae —BSE —iieh BN —emd I ANt —iima AN —RONTE —HmE —WET —WeIE i
Not Ondinary income 1TAIAT2 BE0352S8 AEI264804  18E322784 SN Z8.73 W3ES57 M6 ATASRM 204078806 14120508 186852157 3,412,400.06
Other incomwExpense
[+ ]
Inkerast Exponse 4271904 50436.00 uu.ma.s 423800 £3.256.00 1527000 38,685 20 304574 3106750 41,158.03 39,595.9¢ 4978292 52677254
Inferest Income 20,000.50 20,000 00 20,000,00 20,000.00 20,300.00 2,080 00 20,008.00 20,000.00 20.800.00 20,000.00 20,009.00 240,000.00
Total Gthar Iaome [ZRiER FIB0 mm maum ©.37.00 TE 250,00 ll&g TTREGT __BOWIC __EIReTEE __Giidi0s __SprWgd GV ieE 78377394
Net Other Ingome: . B2,713.54 VBE 00 mmmoh &2 324,00 mm §8.278.00 56,665.20 34,044 .74 34 BAT .88 &1,158.03 53,592.94 wb.ﬂwhpul 705,773.04

Mot Income E kﬁﬂuﬂ.g E ﬁnk m-g -h“uﬂl._.u Eh‘ wg ﬁﬂ.s u_.E._ 368.98 ‘mw-%n._he lﬁ“ h_._u-&
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