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Public Utilities Commission of Ohio Qctober 27, 2008
Docketing Division
13™ Floor

180 East Broad Street
Columbus, OH 43215-3793

Re: CRNGS Case # 02-1908-GA-CRS

To Whom It May Concern:

Enclosed please find an amended, unredacted original license renewal application with a
motion for a protective order, and 3 redacted copies with the confidential information
removed.

if there are any questions, please contact me at the information provided below Thank
you for your consideration in this matter.

Sincerely,

Angela Schorr

Vice President of Regulatory Affairs and Quality Assurance
Gateway Energy Services Corporation

400 Rella Bivd., Suite 300

Montebelio, NY 10901

Phone: (845) 503-5360

Fax: (845) 503-2288

400 Rella Boulevard, Svite 300 | Montebello New York 10901 | P {8001 BO5-8588 | www.cese com


http://www.aesc.com

Version: 1.07

‘ Page ] of 2
The Public Utilities Commission of Ohio
RENEWAL CERTIFICATION FILING INSTRUCTIONS §
COMPETITIVE RETAIL NATURAL GAS SUPPLIERS
R % TR S B N
I Where to File: Applications should be sent to: Public Utilities Commission of Ohio

(PUCO or Commission), Docketing Division, 13" Floor, 180 East Broad Street,
Columbus Ohio 43215-3793. !

1L What to File: Applicant must submit one original notarized application signed by a
principal officer and ten copies, including all exhibits, affidavits, and other attachments.
All attachments, affidavits, and exhibits should be clearly identified.’ For example,
Exhibit A-15 should be marked “Exhibit A-15 - Corporate Structure.” All pages should
be numbered and attached in a sequential order.

IMPOR REQUIREMENT The renewal application must be docketed in_the
applicant’s original GA-CRS case number. Therefore, applicant should ente_t ‘that:
number on the renewal application form when filing a renewal apgli

IN.  When to File: Pursuant to Rule 4901:1-27-09 of the Ohio Administrative Code,
renewal applications shall be filed between 30 and 120 days from the prior certificate’s
¢xpiration date.

IV.  Renewal Application Form: The renewal application form is available on the PUCO
Web site, www.puce.Qhio.goy or directly from the Commission located at; Public Utilities
Commission of Ohio, Docketing Division, 13™ Floor, 180 East Broad Street, Columbus,
Ohio 43215-3793,

V.  Confidentiality: If any of an applicant’s answers require the applicant to disclose what
the applicant believes to be privileged or confidential information not otherwise available
to the public, the applicant should designate at each point in the application that the
answer requires the applicant to disclose privileged and confidential information.
Applicant must still provide that privileged and confidential information (separately filed
and appropriately marked). Applicant must fully support any request to mamtain the
confidentiality of the information it believes to be confidential or proprietary in a motion
for protective order, filed pursuant to Rule 4901:1-1-24 of the Ohio Administrative Code.

VL. Commission Process for Certification Renewal: An application for renewal shall
be made on forms approved and supplied by the Commission. The applicant shall
complete the appropriate renewal form in its entirety and supply all required attachments,
affidavits, and evidence of capability specified by the form at the time an application is
filed. The Commission renewal process begins when the Commission’s Docketing
Division receives and time/date stamps the application. An incomplete application may be
suspended or rejected. An application that has been suspended as incomplete will cause
delay in renewal.

180 East Broad Street « Columbus, OH 43213-3793 « (614) 466-3016 * www.PUCO.ohio.gov
The Public Utilities Commission of Chio is an Equal Opportunity Employer and Service Provider
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The Commission may approve, suspend, or deny an application within 30 days. If the
Commission does not act within 30 days, the renewal application is deemed automatically
approved on the 31* day after the official filing date. If the Commission suspends the
renewal application, the Commission shall notify the applicant of the reasons for such
suspension and may direct the applicant to furnish additional information. The
Commission shall act to approve or deny a suspended application within 90 days of the
date that the renewal application was suspended. Upon Commission approval, the
applicant shall receive notification of approval and a numbered, renewed certificate that
specifies the service(s) for which the applicant is certified and the dates for which the
certificate is valid. Unless otherwise warranted, the renewed certification designation will
remain consistent with the previously granted certification. For example, a certified
marketer will renew as a certified marketer.

Unless otherwise specified by the Commission, the competitive retail natural gas service
(CRNGS) supplier's renewed certificate is valid for an additional period of two years,
beginning and ending on the dates specified on the certificate. The applicant may renew its
certificate in accordance with Rule 4901:1-27-09 of the Ohio Administrative Code.

CRNGS suppliers, which include marketers, shall inform the Commission of any material
change to the information supplied in a renewal application within thirty (30) days of such
material change in accordance with Rule 4901:1-27-10 of the Ohio Administrative Code.

VIL. Contractual Arrangements for Capability Standards: 1f the applicant is relying
upon contractual arrangements with a third-party, to meet any of the certification
requirements, the applicant must provide with its application all of the following:

» The legal name of any contracted entity; ‘
" A statement that a valid contract exists between the applicant and the third-party;
* A detailed summary of the contract(s), including all services provided thereunder, and

* The documentation and evidence to demonstrate the contracting entity’s capability to
meet the requirements as if the contracting entity was the applicant.

VIIL. Questions regarding filing procedures should be directed to:

Edith Binford at (614) 466-4821 or Edith.Binford@puc.state.oh.us

IX. Governing Law: The certification/renewal of CRNGS suppliers is governed by
Chapters 4901:1-27 and 4901:1-29 of the Ohio Administrative Code, and Section 4929.20
of the Ohio Revised Code.



ORIGINAL CRS
Case Number

Toz -1908 - GA-CRS

RENEWAL CERTIFICATION APPLICATION
COMPETITIVE RETAIL NATURAL GAS SUPPLIERS

Please type or print all required mformatlon Identlfy aIl attachments w1th an exhlblt label and title (Example: Exhibit
A-16 - Company History). All attachments should bear the legal name of the Applicant. Appticants should file completed
applications and all related correspondence with the Public Utilities Commission of Ohio, Docketmg Division, 13™ Floor,
180 East Broad Street, Columbus, Ohio 43215-3793.

This PDF form is designed so that you may directly input information onte the form. You may also download the form by

A-4

A-§

saving it to your local disk.

Applicant intends to renew its certificate as: (check all that apply)

L] Retail Natural Gas Aggregator [ Retail Natural Gas Broker D Retail Natural Gas Marketer

Applicant information:

Legal Name Gateway Energy Services Corporation

400 Rella Bivd., Suite 300, Montebello, NY 10901

Address

Telephone No.  (845) 503-5100 Web site Address  WWw.gesc.com

Current PUCQ Certificate No. 02-040(3) Effective Dates 11116/06 - 11/16/08

Applicant information under which applicant will do business in Ohio:

Name Gateway Energy Services Corporation

Address 400 Rella Blvd., Suite 300, Montebelio, NY 10901

Web site Address ~ Www.gesc.com ' Telephone No.  (845) 503-5100

List all names under which the applicant does business in North America:
Gateway Energy Services Corporation Gateway Energy Services, Ltd.
Gateway Power Services Mirabite Gas & Electric

Econnergy Energy Company

Contact person for regulatory or emergency matters:

Name Angela Scharr Title VP of Reguiatory Affairs and Quality Assurance
Business Address 400 Rella Blvd., Suite 300, Montebello, NY 10301
Telephone No.  (845) 503-5360 Fax No, (845)503-2288 Email Address @schor@gesc.com

(CRNGS Supplier Renewal) Page | of 7
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A-6

A-7

A-9

A-10

A-11

Contact person for Commission Staff use in investigating customer complaints:
Name Alexsa Torres Title Consumer Advocate
400 Relia Blvd., Suite 300, Montebello, NY 10901

Business address

Telephone No. (845) 503-5368 Fax No. (845)503-2260 Email Address qualityassrance.gesc.com

Applicant's address and toll-free number for customer service and complaints
Customer service address 400 Rella Bivd., Suite 300, Montebello, NY 10901

Toll-Free Telephone No. (800)805-B586 oy N, (845) 503-2290 Email Address CUstomerservice@gesc.com

Provide “Proof of an QOhio Office and Employee,” in accordance with Section 4929.22 of the Ohio
Revised Code, by listing name, Ohio office address, telephone number, and Web site address of the
designated Ohio Employee

Name  Tom Turner Title  Sales Representative
Business address 3613 Shanncn Road, Cleveland Heights, Ohic 44118
Telephone No. (216} 397-7770 Fax No. (216) 932-0610 Email Address

Applicant's federal employer identification number ~ 13-394-8227

Applicant’s form of ownership: (Check one)

[ sole Proprietorship O Partnership
[ Cimited Liability Partnership (LLP) [] Limited Liability Company (LLC)
Corporation ] other

(Check all that apply) Identify each natural gas company service area in which the applicant is
currently providing service or intends to provide service, including identification of each customer
class that the applicant is currently serving or intends to serve, for example: residential, small

commercial, and/or large commercial/industrial (mercantile} customers., (A mercantile customer, as defined
in Section 4929.01(L)(1) of the Ohio Revised Code, means a customer that consumes, other than for residential use, more
than 500,000 cubic feet of natural gas per year at a single location within the state or consumes natural gas, other than for
residential use, as part of an undertaking having more than three locations within or outside of this state. In accordance with
Section 4929.01(L)(2) of the Ohio Revised Code, “Mercantile customer” excludes a not-for-profit ‘customer that consumes,
other than for residential use, more than 500,000 cubic feet of natural gas per year at a single location within this state or
consumes natural gas, other than for residential use, as part of an undertaking having more than three locations within or
outside this state that has filed the necessary declaration with the Public Utilities Commission.)

{CRNGS Supplier Renewal - Version 1.07) Page 2 of 7
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v | Columbia'G;

Z' Small Commercial

7

Vectren Energy Delivery of Ohio Z!Residentia] ZI Small Commercial

Dominion East Ohio

Large Commercial / Industrial

NRNNE

Large Commercial / Industrial

-
/]
/]
/]

A-12 If applicant or an affiliated interest previously participated in any of Ohio’s Natural Gas Choice
Programs, for each service area and customer class, provide approximate start date(s) and/or end
date(s) that the applicant began delivering and/or ended services.

[ cotumbia Gas of Ohio

Residential . .~ Béginning Date'ofService End Date

D Small Commercial Beginning Date of Service End Date

Fa

Large Commercial - Begltining Date of

iy S

Industrial Beginning Date of Service End Date

[ Dominion East Ohio
Residential 7 _
|:| Small Commercial Beginning Date of Service End Date
Large Commereial . Beginning Dite of Serylee. ... LA
|:| Industrial Beginning Date of Service End Date

Duke Energy Ohio

4 Residenﬂgl':: ,

Date

Small Commercial Beginning Date of Service End

Large Comméreial - B%lnﬁiggg»

Industrial Beginning Date of Service End Date

I:l Vectren Energy Delivery of Ohio

Residential :

Y

|___] Small Commercial Beginning Date of Service End Date

ey

Large Comtiiefcial  Béginning!

Industrial Beginning Date of Service End Date

A-13 If not currently participating in any of Ohio’s four Natural Gas Choice Programs, provide the
approximate start date that the applicant proposes to begin delivering services:

(CRNGS Supplier Renewal - Version 1.07)  Page 3 of 7



A-14

A-15

A-16

A-17

A-18

B-1

B-2

I:l Dominion East Ohio

i A

Vectren Energy Delivery of Ohio Intended Start Date

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED.

Exhibit A-14 "Principal Officers, Directors & Partners.” provide the names, titles, addresses and
telephone numbers of the applicant’s principal officers, directors, partners, or other similar officials.

Exhibit A-15 "Corporate Structure," provide a description of the applicant’s corporate structure,
including a graphical depiction of such structure, and a list of all affiliate and subsidiary companies that
supply retail or wholesale natural gas or electricity to customers in North America.

Exhibit A-16 "Company History,” provide a concise description of the applicant’s company history
and principal business interests.

Exhibit A-17 "Articles of Incorporation_and Bylaws, provide the articles of incorporation
filed with the state or jurisdiction in which the applicant is incorporated and any amendments
thereto, only if the contents of the originally filed documents changed since the initial application.

Exhibit A-18 "Secretary of State," provide evidence that the applicant is still currently registered with
the Ohio Secretary of the State.

“SECTION B - APPLICANT MANAGERIAL CAPABILITY AND

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED

Exhibit B-1 “Jurisdictions of Operation,” provide a current list of all jurisdictions in which the
applicant or any affiliated interest of the applicant is, at the date of filing the application, certified,
licensed, registered, or otherwise authorized to provide retail natural gas service, or retail/wholesale
electric services.

Exhibit B-2 "Experience & Plans,” provide a current description of the applicant’s experience and
plan for contracting with customers, providing contracted services, providing billing statements, and
responding to customer inquiries and complaints in accordance with Commission rules adopted pursuant
to Section 4929.22 of the Revised Code and contained in Chapter 4901:1-29 of the Ohio Administrative
Code. ' :

Exhibit B-3 "Summary_of Experience," provide a concise and current summary of the applicant’s
experience in providing the service(s) for which it is secking renewed certification (e.g., number and
types of customers served, utility service areas, volume of gas supplied, etc.).

Exhibit B-4 "Disclosure of Liabilities and Investigations," provide a descrij)tion of all existing,
pending or past rulings, judgments, contingent liabilities, revocations of a}uthority, regulatory
investigations, or any other matter that could adversely impact the applicant’s financial or operational

(CRNGS Supplier Renewal - Version 1.07)  Page 4 of 7
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B-5

B-6

C-1

C-2

C-4

C-5

status or ability to provide the services for which it is seeking renewed certification since applicant last
filed for certification.

Exhibit B-5 "Disclosure of Consumer Protection Violations,” disclose whether the applicant,
affiliate, predecessor of the applicant, or any principal officer of the applicant has been convicted or held
liable for fraud or for violation of any consumer protection or antitrust laws since applicant last filed for
certification. '

No I:IYes i
If Yes, provide a separate attachment labeled as Exhibit B-5 "Disclosure of Congumer Protection

Violations,” detailing such violation(s) and providing all relevant documents.

Exhibit B-6 "Disclosure of Certification Denial, Curtailment, Suspension, or gevocation,” disclose
whether the applicant or a predecessor of the applicant has had any certification, license, or application
to provide retail natural gas or retail/wholesale eleciric service denied, curtailed, suspended, or revoked,
or whether the applicant or predecessor has been terminated from any of Ohio’s Natural Gas Choice
programs, or been in default for failure to deliver natural gas since applicant last filed for certification.

No [OYes

If Yes, provide a separate attachment, labeled as Exhibit B-6 "Disclosure of Certification Denial,
Curtailment, Suspension, or Revocation,” detailing such action(s) and providing all relevant documents.

_SEcTION

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS INDICATED

Exhibit C-1 “Annual_Reports,” provide the two most recent Annual Reports to Shareholders. If
applicant does not have annual reports, the applicant should provide similar information, labeled as
Exhibit C-1, or indicate that Exhibit C-1 is not applicable and why.

Exhibit C-2 “SEC Filings,” provide the most recent 10-K/8-K Filings with the SEC. If applicant does
not have such filings, it may submit those of its parent company. If the applicant does not have such
filings, then the applicant may indicate in Exhibit C-2 whether the applicant is not required to file with
the SEC and why.

Exhibit C-3 “Financial _Statements,” provide copies of the applicant’s two most recent years of
audited financial statements (balance sheet, income statement, and cash flow statement). If audited
financial statements are not available, provide officer-certified financial statements. If the applicant has
not been in business long enough to satisfy this requirement, it shall file audited or officer-certified
financial statements covering the life of the business.

Exhibit C-4 “Financial Arrangements,” provide copies of the applicant's current financial
arrangements to conduct competitive retail natural gas service (CRNGS) as a business activity (e.g.,
guarantees, bank commitments, contractual arrangements, credit agreements, etc.)

Exhibit C-5 “Forecasted Financial Statements,” provide two years of forecasted financial statements
(balance sheet, income statement, and cash flow statement) for the applicant’s CRNGS operation, along
with a list of assumptions, and the name, address, email address, and telephone number of the preparer.

{CRNGS Supplier Renewal - Version 1.07)  Page 5 of 7



C-6

C-8

C-9

D-2

D-3

Exhibit C-6 “Credit Rating,” provide a statement disclosing the applicant’s cutrent credit rating as
reported by two of the following organizations: Duff & Phelps, Dun and Bradstreet Information
Services, Fitch IBCA, Moody’s Investors Service, Standard & Poors, or a similar organization. In
instances where an applicant does not have its own credit ratings, it may substitute the credit ratings of a
parent or affiliate organization, provided the applicant submits a statement signed by a principal officer
of the applicant’s parent or affiliate organization that guarantees the obligations of the applicant.

Exhibit C-7 “Credit Report,” provide a copy of the applicant’s current credit report from Experion,
Dun and Bradstreet, or a sm‘ular organization.

Exhibit C-8 “Bankruptey Information,” provide a list and description of any reorganizations,
protection from creditors, or any other form of bankruptcy filings made by the applicant, a parent or
affiliate organization that guarantees the obligations of the applicant or any officer of the applicant in the
current year or since applicant last filed for certification.

Exhibit C-9 “Merger Information,” provide a statement describing any dissolution or merger or
acquisition of the applicant since applicant last filed for certification.

PROVIDE THE FOLLOWING AS SEPARATE ATTACHMENTS AND LABEL AS IND!C.:ATED.

Exhibit D-1 “Operations,” provide a current written description of the operational nature of the
applicant’s business. Please include whether the applicant’s operations will include the coniracting of
natural gas purchases for retail sales, the nomination and scheduling of retail natural gas for delivery,
and the provision of retail ancillary services, as well as other services used to supply natural gas to the
natural gas company city gate for retail customers.

Exhibit D-2 “Operations Expertise,” given the operational nature of the applicaﬁt’s business, provide
evidence of the applicant’s current experience and technical expertise in performing such operations.

Exhibit D-3 “Key Technical Personnel,” provide the names, titles, email addresses, telephone
numbers, and background of key personnel involved in the operational aspects of the applicant’s current
business.

Applicant Signature and Title

Sworn and subseribed before me this 29 &« day of 9673&& Month = Zeof  Year

g 4. .

Signa of‘official administering oath Print Name and Title

JOSEPH E. LEHMANN
Notary Public, State of New York MY commission expires on
No 01LEB058798
Qualified in Rockland County
Cemnussion Expires May 14,

(CRNGS Supplier Renewal - Version 1.07)  Page6of 7
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The Public Utilities Commission of Ohio

Competitive Retail Natural Gas Service
Affidavit Form
(Version 1,07}

In the Matter of the Application of )
Gateway Em.argy Services Carporatian - - ) Case No. 02 1908 .GA-CRS
for a Certificate or Renewal Certificate to Provide ) ‘ '
Competitive Retail Natural Gas Service in Ohio. )
County of Rockland
State of nNY
Frank Fuselier [Affiant], being duly sworn/affirmed, hereby states that:
(1) The information provided within the certification or certification renewal application and supporting information is

)

&)

)

(5)

(6)

(7

&)

complete, true, and accurate to the best knowledge of affiant.

The applicant will timely file an annual report of its intrastate gross receipts and sales of hundred cubic feet of
natural gas pursuant to Sections 4905.10(A), 4911.18(A), and 4929.23(B), Ohio Revised Code.

The applicant will timely pay any assessment made pursuant to Section- 4905.10 or Sectlon 4911.18(A), Ohio
Revised Code.

Applicant will comply with all applicable rules and orders adopted by the Public Utilitie.ﬁ Commisston of Ohio
pursuant to Title 49, Ohio Revised Code.

Applicant will cooperate with the Public Utilities Commission of Ohio and its staff in the investigation of any
consumer complaint regarding any service offered or provided by the applicant.

Applicant wilt comply with Section 4929.21, Ohic Revised Code, regarding consent to the jurlsdiction of the Ohio
courts and the service of process.

Applicant will inform the Public Utilities Commission of Ohio of any material change to the information supplied in
the certification or certification renewal application within 30 days of such material change, including any change in
contact person for regulatory or emergency purposes or contact person for Staff use in investigating customer
complaints.

Affiant further sayeth naught.

Affiant Signature & Title ?—— %—s‘\r’ \H, } Germs s Gwmngel

Sworn and subscribed before we this day of Dc-?béc‘l. Month Q008 Year

.

Signatyrg of Official Administering Oath Print Name and Title

JOSEPH E. LEHMANN
Notary Public, State of New York . .
No 01LEB058798 My commission expires on

Qualified in Rockiand County :
Commissicn Expires May 14, _R0H (CRNGS Supplier Renewal) Page 7 of 7
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CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT A-14

PRINCIPAL OFFICERS, DIRECTORS & PARTNERS

Directors:

Gary Bondi

Chairman

400 Rella Boulevard, Suite 300, Montebello, New York 10901
845 503 5590

Ryan Sprott
400 Rella Boulevard, Suite 300 Montebello, New York 10901
845 503 5100

Steven J. Maslak

Director, President and Chief Executive Officer

400 Rella Boulevard, Suite 300 Montebello, New York 10901
845 503 5200

Officers:

Steven J. Maslak

Director, President and Chief Executive Officer

400 Rella Boulevard, Suite 300 Montebello, New York 10901
845 503 5200 '

Seth Zuckerman

Vice President and Chief Accounting Officer

400 Rella Bouievard, Suite 300 Montebello, New York 10901
845 503 5301

Frank Fuselier

Vice President and General Counsel

400 Rella Boulevard, Suite 300 Montebello, New York 10901
845 503 5350



CRNGS Renewal
Application of Gateway
Energy Services
Corporation - October
2008

EXHIBIT A-15

CORPORATE STRUCTURE

Gateway Energy Services Corporation
{New York Corporation)

“d/bfa” name registrations:

Econnergy Energy Company
Gateway Power Services (in Texas only)
Mirabito Gas & Electric

Gateway Energy
Services Ltd.
{an Ontario
Corporation)

Mirabito Gas &
Electric Corp.
{a New York
Corporation)

|2



CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT A-16

Company History

Gateway Energy Services Corporation formerly known as Econnergy Energyi Company, Inc.
(“Econnergy”) was incorporated in the State of New York on May 6, 1997 {o coincide with the
deregulation of retail natural gas in New York State. In 1999, Econnergy received a license to sell
natural gas and electricity in the state of New Jersey. In 2001, our business expanded to Maryland
where we were licensed to sell natural gas. We began setving customers in Ohio and Washington
D.C. in 2002 and 2003 respectively. In 2004 we added Virginia and Texas to our porifolio.

In November of 2007, Econnergy relocated our corporate headquarters to Montebello, NY. Thenon
March 11, 2008, Econnergy launched a new corporate identity designed to reflect the expanded
business operations of our Company. We changed our name to Gateway Energy Services
Corporation. (“Gateway Energy”). Alsoin 2008 we received a license to sell natural gas in Ontario,
Canada and will be beginning our marketing efforts there shortly.

Econnergy began with 50 customers in New York in 1997 and has served more than 300,000
residential and business customers in 26 markets across six states, the District of Coiumbia, and
Ontario, Canada. Gateway Energy provides a variety of competitive energy products to consumers
giving them more control over their energy costs.

The sale of natural gas and/or electricity is the sole business of Gateway Energy at this time, and we
do not own any power generation.

1%



Exhibit A-17 Adopd 12:15.06
BY-LAWS ‘
OF

ECONNERGY ENERGY COMPANY, INC.

ARTICLE I - OFFICES

The office of the Corporation shall be located in the City and State desigated in the
Certificate of Incorporation. The Corporation may also maintain offices at such other places within

or without the United States as the Board of Directors may, from time to time, determine.

ARTICLE 11 - MEETING OF SHAREHOLDERS

Section ] ~ Annual Meetings:

The annual meeting of the shareholders of the Corporation shall be held wnthm five months
afer the close of the fiscal year of the Corporation, for the purpose of electing directors, and

wransacting such other business as may properly come before the meeting.

Section 2 — Special Meetings:

Special meetings of the sharcholders may be called at any time by the Md of Directors or
by the President, and shall be called by the President or the Secretary at the written request of the
holders of ten per cent (10%) of the shares then owstanding and entitled 10 vote thereat, or as

otherwise required under the provisions of the Business Corporation Law,

Section 3 — Place of Meetings: ‘
All meetings of shareholders shall be held at the principal office of the Comporation, or as

such other places as shall be desipnated in the nofices or waivers of notice of such meetings.

Section 4 — Notice of Meetinps:
(a) Ex';:.ept as otherwise provided by Statute, written notice of dach meeting of

shareholders, whether annual or special, stating the time when and place where it is'to be held, shall



be served wither personally or by mail, pot less than ten or more than fifty days ‘before the meeting,

upon cach sharcholder of record entitled to vole at such mecting, and to any other sharcholder to

whom the giving of notice may be required by law. Notice of a special meeting shall also state the -

purpose or purposes for which the meeting is called, and shall indicate that it is bging issued by, or at
the direction of, the person or persons calling the meeting. , at axy mesting, a¢rion is proposed 1o
be taken that would, if taken, eatitle sharebolders to receive payment for their: shares pursuant to
Statate, the notice of such meeting shall include a statement of that purpose and to that effect. If
mailed, such notice shall be directed to each such sharcholder at his address, as it awcars on the
records of the sharcholders of the Corporation, unless be shail have previously filed with the
Secretary of the Corporation a writien request that notices intended for him be Mﬁ to some other
address, in which case, it shall be majled 1o the address designated in such requcst_..

) Notice of any mecting need not be given to any person who may become 8
sharcholder of record after the mailing of such notice and prior to the meeting, or to any
sharcholder who sttends such mecting, in persos or by proxy, or to any shareholder who, in person
or by proxy, submits 2 signed waiver of notice either before or afier such meeting. Notice of any

adjourned meeting of shareholders need not be given, unless otherwise required by statate.

Section 5 — Quorum:

(a) Except as otherwise provided berein, or by statute, or in thc Ceniificate of
Incorporation (such Certificate and any amendments thereto being hereinafier coilecﬁvcly referred
to as the “Centificate of Incorporation™), at afl meetings of shareholders of the Carporation, the
presence at the commeneement of such meetings in person or by proxy of shareholders holding of

| record a majority of the total munber of shares of the Corporation then issned and outstanding and
entitled to vote, shall be necessary and sufficient to constituic a quoram for the transaction of any
business. The withdrawal of any shareholder after the commencement of a meeting shall have no
effect on the existence of a quoram, afier a quorum has been established at such menng.

{b) Despite the shsence of a quorum at any anoual or special meeling of sharebolders,
the shareholders, by a majority of the votes cast by the holders of shares entitled to vote thereon,

1S



may adjourn the meeting. At any such adjourned meeting at which a guorum is present, any

business may be transacted at the meeting as originally calied if 2 quorum had been present.

Section 6 — Voting:

{(a) Except as otherwise provided by statute or by the. Certificate of Incorporation, any
corporate action, other than the election of direciors, o be 1ken by vote of the shareholders, shall be
authorized by a majority of votes cast at a meeting of shareholders by the holders of shares entitled
to vote thereon. ‘

(b) Except as otherwise provided by statute or by the Certificate of Incorpomtion, a1
each meeting of sharcholders, each holder of record of stock of the Corpomﬁ@ entitled to vote
thereat, shall be entitled to one vote for each share of stock registered in his n.um on the books of
the Corporation.

(c) Each shareholder entitled to vete or to express consent or dissent without 2
meeting may do so by proxy; provided, however, that the instrument awthorizing Euch proxy to act
shall have been executed in writing by the shareholder himself, or by his attorney-in-fact thereunto
‘duly authorized in wﬁt:ing. No proxy shall be valid after the expiration of eleveni months from the
date of its execution, unless the person executing it shall have specified therein the length of time it
is to continue in force, Such instrument shali be exhibited 10 the Sectetary at the meeting and shall
be filed with the records of the Corporation.

{d) As provided for in the Certificate of Incorporaiion of the Company, any resolution
in writing, signed by not less than the requisite number of shareholders required: o approve such
action at a meeting at which all of the sharcholders entitied to vote thereon are present, shall be and
constifute action by such shareholders to the effect therein expressed, with the sm force and effect
as if the same had been duly passed by a VMatamﬂymﬂedmeﬁngofshme!loldemandmch

resolution so signed shall be inserted in the Minute Book of the Corporation under its proper date,
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ARTICLE I1i - BOARD OF DIRECTORS

Section 1 — Number. Election and Term of Office:

{=) The number of the directors of the Corporation shall be four. |

(b) Except as mey otherwise be provided herein or in the Certificate of Incorporstion,
the members of the Board of Directors of the Corporation, who need not be sharcholders, shall be
elected by a majority of the votes cast at a mectmg of sharcholders, by the holders of shares, present
in person or by proxy, entitled to vote in the election.

(c) Each director shall hold office until the annual meeting of the sharcholders next
succeeding his election, and untl his successor is elected and qualified, or until his prior death,

resignation or removal.

Section 2 — Duties and Powers:

The Board of Directors shall be responsﬂilc for the control and nnnagdm:nt of the affairs,

property and interests of the Corporation, and may exercise ell powers of the Corporation, except as
are in the Cemificate of Incorporation or by swtute expressly conferred upon o5 reserved to the
shareholders. |

Section 3 —- Annugl and Regular Meetings: Notice:

(2) A segular annual meeting of the Board of Direciors shall 'bej held mmediately
following the annual meeting of the shareholders, at the place of such anmual meeting of
sharcholders.

(b) The Board of Directors, from time to time, may provide by rescintion for the
holding of other regular meetings of the Board of Directors, and may fix the time and place thereof,

{c) Natice of any regular meeting of the Board of Directors shall not be reguired to be
given and, if given, need not specify the purpose of the meeting; provided, however, thatin case the
Board of Directors shall fix or change the time or place of any regular meeting, notice of such action

shall be given to each director who shall nat have been present at the meeting at which such action
mstak:nwi&inﬂwﬁmeﬁnﬁmd.mdhﬁcmmersﬂforﬂ:hmgmph(b}%d of this
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Article III, with respect to special meetings, unless such notice shall be waived in the manner set

forth in paragraph (c) of such Section 4.

Section 4 — Special Meetings; Notice:

{a) Special meetings of the Board of Directors shall be beld whenevet caﬂadby the
Fresident or by onc of the directors, at such nme and place as may be specified in the respective
motices or waivers of notice thereof,

(b) Except as otherwise required by statute, notice of special meetings shall be mailed
directly to each director, addressed to him at his residence or nsual place of busmes, at least two (2)
deys before the day on which the mecting is to be held, or shall be sent to him at such place by e-
mai! or fax, telegram, radio or cable, or shall be delivered to him personafly or gi\}m to kixm orally,
not later than the day before the day on which the meeting is to be held. A notice, or waiver of
notice need not specify the purpose of the meeting.

{c) Notice of any special meeting shall not be required to be given to poy director whe
shall antend such meeting without protesting prior thereto or at its commencement, the lack of notice
to him, or who subinits a signed waiver of notice, whether before or afier the meeting. Notice of any

adjournment of a meeting shall not be required to be given

Section 5§ — Chairman:
At all meetings of the Board of Directors, the Chairman of the Board, 1fnqy and if present,
shall preside. 1f there shall be no Chairman, or he shall be absent, then the President shall preside,

and in his absence, a Chairman chosen by the directors shall preside.

Section 6 - Quorum and Adjourpments: ‘

(a)  Atall meetings of the Board of Directors, the presence of a majomy of the entire
Board shall be necessary and sufficient to constitute 2 quorum for the transaction of business, except
2s otherwise provided by law, by the Certificate of Incorporation, or by these By-Laws.

{®) A majority of the dircctors present at the time and place of any regular or special
mecting, although less than 2 guorem, may adjoumn the same from time to tirne without potice, until

a quorum shall be present.
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Section 7 - Manner of Acting:

(a) At zll meetings of the Board of Directors, each director present shall have one
vote, irespective of the number of shares of stock, if any, which he may hold. _

®  Exceptas otherwise provided by statute, by the Certificate of Incorporation, of by
these By-Laws, the action of 2 majority of the directors present at any meeting at vﬂnch a quorum is
present shall be the act of the Board of Directors. Any action authorized, in wnnng. by all of the
directors entitled 10 vote thereon shall be the act of the Board of Directors with the same foree and
effect as if the same had been passed by a vote at 2 duly called meeting of the Beard.

() Any one or more members of the Board of Directors may puﬁciéate in a meering
of the Board of Directors by means of a conference telepbone or similar :anﬁm equipment
allowing ali persons participating in the meeting to hear each other at the same txme Participation

by such means shall constitate presence in person at a meeting,

Section 8 — Vacancies:

Except as otherwise provided by the Certificate of Incorporation, any vacmcy in the ﬁomd
of Directors occurring by reason of an increase in the number of directors, or by mson of the death,
resignation, disqualification, removal (unless & vacancy created by the removal of 3 director by the
shareholders shall be filled by the shareholders at the meeting at which the removal 'was effecied) or
inability to act of any director, or otherwise, shall be filled for the unexpired portion of the term by a
majority vote of the remaining directors, though less than a quorum, at any regular mecting or

special meeting of the Board of Directors called for that purpose.

Section 9 - Resignation:
Any director may resign at any time by giving written notice fo the Board ﬁf Dircctors, the
President or the Secretary of the Corporation. Unless otherwise specified in snch wiitten motice,

such resignation shall take effect ypon receipt thereof by the Board of Directors or such officer, and

the acceptance of such resigostion shall not be necessary to make it effective.
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Section 10 — Removal:

Unless otherwise provided in the Ceniificate of Incorporation, any director msy be removed
with or without cause at any time by the affirmative vote of shareholders bolding of record in the
aggregate at least a majority of the ontstanding shares of the Corporation at a spe&ial meeting of the

shareholders called for that purpose, and may be removed for cause by action of the Board.

Section 11 — Salary:

No stated salary shall be paid 1o directors, as such, for their services, but by resolufion of
the Board of Directors a fixed sum and expenses of atiendance, if any, may be allowed for
attendance at each regular or special meeting of the Board, provided, however, ﬂm nothing herein
contained shall be constred to prechude any director from serving the Corporation i any other

capacity and receiving compensation therefor.

Section 12 - Contracis:
{2} No contract or other tansaction between this Corporation  and any other

Corporation shall be irnpaired, affected or invalidated, nor shall any director be ligble in any way by

reason of the fact that any one or more of the directors of this Corporation is or are iterested in, or is

a director or officer, or are directors or officers of such other Corporation, provided that such facts

are disclosed or made known to the Board of Directors.

(b) Any director, personally and individually, may be a party to or may be Jmercsted

in any coptract or transaction of this Corporation, and no director shall be liable!in any way by
reason of such intereﬁt, provided that the Board of Directors shall authorize, approve or ratify such
contract or transaction by the vote (not cmmting the vote of any such director) of n mgjority of a
quorum, notwithstanding the presence of any such director at the meeting at wlnch sich action is
taken. Such director of directors may be counted in determining the presence of a quonm at such
meeting. This Section shall not be construed to impair or invalidate or in any ﬁy affect any

contract or other transaction that would otherwise be valid under the law (common, satutory or
otherwise) applicable thereto.
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Section 13 ~ Committees:

The Board of Directors, by resolution sdopted by a majority of the cntirc‘Board, rmay from
time to time designate from among its members an executive committee and such other cornmittees,
and alternate members thereof, as they may deem desirable, each consisting ‘;of wo or more
members, with such powers and authority (to the extent permitted by law) as may be provided in

such resolution. Each such committee shall serve at the pleasure of the Board.

ARTICLE IV - OFFICERS

Sectihn 1 - Number, Qualifications. Flection and Term of Office:

(2) The executive officers of the Corporation shall consist of & President, a Secretary, a
Treasurer, and such other ofﬁce}s, including a Chairman of the Board of Directors, and one or mare
Executive a;ldlor Senior Vi;:e Presidents, as the Board of Directors may from time 1o time deem
advisable. Any executive officer other than the Chairman of the Board of Directors may be, but is
1ot required to be, a director of the Corporation. The President shall be the chief executive officer of
the Corporation.

(b) The junior officers of the Corporation shall consist of one or more Vice Presidents,
Assistant Vice Presidents and such other junior officers as the President may from time to time deem
advisable.

(¢) The executive officers of the Corporation shall be elected by the Board of Directors.
Unless otherwise provided in writing by the Board of Directors in an employment ﬁmmt, of
otherwise, each executive officer shall bold office until the annual meeting of the Blim'd of Directors
next succeeding his election, and until his successor shall have been elected and qualified, or until
his death, resignation or removal.

(d) The junior .oﬂicers of the Corporation shall be appointed by the President of the
Corporation. Each junior officer shall serve at the pleasure and discretion of the President of the
Corporation.

Section 2 — Resignation:
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Any executive officer may resign at any time by giving written notice of such resignation w
the Board of Directors, or to the President of the Corporation. Unless otherwise specified in such
written notice, such resignation shall take effect upon receipt thereof by the Board of Direciors or by
such officer, and the acceptance of such resignation shall not be necessary to make it eﬁth Any
junior officer may resign at any time by giving written notice to of such resignation to the President

of the Corporation.

Section 3 — Removal:
Any executive officer may be semoved, either with or without cavse, and & successor may
be elected by a mmjority vote of the Board of Directors at any tirne. Any junior officer may be

removed, either with or without cause, and a successor may be appointed by the President of the

Corporation.

Section 4 - Vacanﬁes:

A vacancy in any office of an executive officer by reasen of death, resignation, inability 1o
act, disqualification, or any other cause, may at any time be filled for the usexpired portion of the

term by a majority vote of the Board of Directors.

Section S — Duties of Officers: _

Each executive officer of the Corporation shall have such powers and dlmes as generally
pertain to their respective offices as well as such powers and duties as may be set forth in these By-
Laws, in such executive officer's emplovment agreement or offer letter, or, where consistent with
such executive officer’s employment agreement or offer letter, as may from time to time be
specifically conferred by the Board of Directors.

Each junior officer shall have such powers and duties as generally pertain b their respective
offices as well as such powers and duties as. may be set forth in these By-Laws, in such junior

officer’s employment agreement or offer letter, or, where consistent with such junior officer's
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employment agreerent or offer letter, if any, as may from time to time be specifically conferred by

the President of the Corporation.

Section 6 — Sureties and Bonds:

| In case the Board of Directors shall so require, any officer, employcé or agent of the
Corporation shall execute to the Corporation a bond in such sum, and with such surct)' & sureties as
the Board of Directors may direct, conditioned upon the faithfis] performance of[ his duties to the
Corporation, including responsibility for negligence and for the accounting for all wropeny, fands or

securities of the Corporation which may ¢come into his hands.

Seetion 7 — Shares of Other Corporations: ‘

Whenever the Corporation is the holder of shares of ahy other Comomﬁon any right or
power of the Corporation as such shareholder (including the attendance, actmg and voting at
shareholders’ meetings and execution of waivers, consents, proxies or other msti'mnems) may be
exercised on behalf of the Corporation by the President, another executive officer, or such other

person as the Board of Directors may authorize.

ARTICE V - SHARES OF STOCK

Section 1 ~ Certificate of Stock: :

(a) The certificates representing shares of the Corporation shall be m such form as
shall be adopted by the Board of Directors, and shall be numbered and registered in thc order issued.
They shall bear the holder®s name and the number of shares, and shall be signed by (i) the Chairman
of the Board or the Presideat or a Vice President, and (if) the Secretary or Treasurer, 'or any Assistant
Secretary or Assistant Treasurer, and shall hear the corporate seal. &

() No certificate representing sbares shall be issued until the fnllamount of
consideration therefor has been paid, except as otherwise provided by law.

(c) To the extent permitted by law, the Board of Directors may autbo:;izz the issuance

of certificates for factions of a share which shall entitle the bolder to cxercise voting rights, receive

10
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divident.is and participate in Yiquidating distribution, in proportion te the fractional holdings: or it
may suthorize the payment in cash of the fair value of fractions of a share as of the time when those
entitled to receive such fractions are determined; or it may authorize the uwmcﬂ. subject to such
conditions as may be permitied by law, of scrip in registered or bearer form over lhe signature of an
officer or apent of the Corporation, exchangeable as therein provided for full shares, but such scrip

shall not entitle the holder to any rights of a shareholder, except as therein provided.”

Section 2 — Lost or Destroved Cg_r_t_;'ﬁcatﬁ: :

The holder of any certificate representing shares of the Corporation simll inmmnediately
notify the Corporation of any loss or destruction of the cernificate representing the same. The
Corporation may issue a pew certificate in the place of any certificate tlwrctofﬁrc issned by it,
alleged to have been lost or destroyed. On production of such evidence of loss or desmmon as the
Board of Directors in its discretion may require, the Board of Directors may, in its dlscrehm. require
the owner of the lost or destroyed certificate, or his legal representatives, to give t.he Caorporation a
boad in such surn as the Board may direct, and with such surety or sureties as may be satisfactory to
the Board, to indernnify the Corporation against any claims, loss, Lability or damage it mey suffer on
account of the issuance of the new certificate. A new certificate may be issued w:limut requiring any

such evidence or bond when, in the judgment of the Board of Directors, it is proper ta do se.

Section 3 - Transfers of Shares:

(a) Tramsfers of shares of the Corporation shall be made only on the $hare iecords of
the Corporation by the holder of record thereof, it person or by his duly authorized aﬁomcy, upon
swrrender for cancellation of the certificate or certificates representing such simres, with an
assignment or power of transfer endorsed thereon or delivered therewith, duly executed, with such
proof of the authenticity of the signature and of authority to transfer and of payment of trassfer taxes
as the Corporation or its agents may require. ‘

) TheCorpqmﬁonshailbetuﬁﬂodmmtﬁsehnldcrofmordqusimor
shares as the absolute owner thereof for all purposes and, accordingly, shall not be bound to

recognize any legal, equitable or other claim to, or interest in, such share or shares on:the part of any

11
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other person, whether or not it shall have express or other notice thereof, except as otherwise

expressly provided by law,

Section 4 — Record Date:

In lieu of closing the share records of the Corporation, the Board of Directors may fix, in
advance, a date not exceeding fifty days, nor less than ten days, as the redord date for the
determination of shareholders entitled to receive notice of, or to vote at, any meeting of sharcholders,
or fo consent to any proposal without a meeting, or for the purpose of dciemammg sharcholders
entitled to receive payment of any dividends, or allotment of any rights, or for thie pupose of any
other action. If no record date is fixed, the recard date for the determination of shareholders entitled
to notice of of to votc at a meeting of shareholders shall be at the close of business on the day next
preceding the day on which notice is given, or, if no notice is given, the day on which the meeting is
held; the record date for determining sharebolders for any other purpose shall be at the close of
business on the day on which the yesclution of the directors relating thereto is adopted. When a
determination of shareholders of record entitled to notice of or to vote at any meeting of sharcholders
has been made as provided for herein, such determination shall apply to any ad]mn-mnm thereof,

unless the directors fix a new record date for the adjourned mecting.

ARTICLE VI - DIVIDENDS

Subject to applicable law, dividends may be declared and paid out of any funds available
therefor, as often, in such amounts, and at such time or times as the Board of Directors may
determine.

ARTICLE VII — FISCAL YEAR

The fiscal-year of the Corporation shall be fixed by the Board of Directdrs fom time to

time, subject to applicable law.

12
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- *  ARTICLEVI-CORPORATESEAL "~ B

The corporate seal, if any, shall be in such form as shall be approved from time to Lime by
the Board of Directors, |

ARTICLE IX - AMENDMENTS

Section 1 —~ By Shareholders:

All by-laws of the Corporation shsll be subject to alteration or repeal, and pew by-laws may
be made, by the affirmative vote of sharcholders holding of record in the aggregate at least o
majority of the outstanding shares entitled to vote in the election of directors at any annual ar special
meeting of sharehoiders, provided that the notice| or waiver of notice of such meeting shall have
summarized or set forth in fall therein, the proposed amendment.

Section 2 — By Directors:

The Board of Directors shal} have the power to meake, adopt, alter, amend and repeal, from
time to time, by-laws of the Corporation; provided, however, that the sharelmldexs entiled 1o vote
with respect thereto as in this Article IX above-provided may alter, amend or repeal by-laws made
the Board of Directors, except that the Board of Directors shall have no power to change the quorum
for meetings of sharcholders or of the Board of Directors, or to change any provisions of the by-laws
with respect to the removal of directors or the filling of vacancies in the Board resulting from the
removal by the shareholders. If any by-law regulating an impending election of Mﬁ is sdopted,
amended or repealed by the Board of Directors, there shall be set forth in the ﬁotiocof!he next
meeting of shareholders for the election of directors, the by-law so adopted, amended o repealed,

together with a concise staternent of the changes made.

ARTICLE X - INDEMNIFICATION AND INSURANCE

Section 1 — Indemnification:

{(a) The Corporation shall indemnify [any person made, or threatened to be made, 2
party to an action or proceeding (including, without limitation, ooe by or in the right of the

Corporation to procire 2 judgment in its faver), whether civil or criminal, including an setion by or

13
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in the right of any other Corporation of any type) or kind, domestic or foreign, or any partnership,
joint venture, trast, employee benefit plin or other enterprise, which any director or officer of the
Corporation served in any capacity at the request of the Corporation, by reason of the fact that he, his
testator or intestate, was a director or officer of the Corporation, or served such gothcr corporation,
partnership, joint venture, trust, employee benefit plan or other enterprise at the request of the
Corporation in any capacity, agafnst judgments, , amouats paid in settlement and reasonable
expenses, including attorney’s fees actually and necessarily incurred as a result ‘of such actiou. or
proceeding, or any appeal thcrcih, provided that no indemmification may be made lo or on the behalf
of such person if (i) his acts were committed in bad faith or were the result E;n){ his acﬁ\;: and
deliberate dishonesty and were material to such action or proceedings or (if) he pc:moml]y geined in
fact a financia] profit or other advantage w which he was not legally entitled.

() The termination of any such civil or criminal action or proceeding by judgment,
scttlement, conviction or upen a plea of nolo contendere, or its equivalent, shall not in itself create a
presumption that any such person did not act in good faith, for a purpose wiuth he reasonably
believed to be. in, or, in the case of service for any cotporation or any parmn'shlp.Jmm venture,
tnast, employee benefit plan or other enterprise, not 6pposeti to, the best interests of the Corporation
or that he had reasonable cause to believe that his conduct was unfawful,

Section 2 - Other Indemnification:

The Corporation may, to the fullest extent permitted by law, indemnify or advance the
expenses of anyr other person including agents and ¢nployees to whom the Corporétiun i permitted
by law 1o provide indermification or advancement of expenses. |
Section 3 ~ Pavment of Expenses in Advance: |

To the fullest permitted by New York Business Corporation Law, the Corporation will
advance to any person who may be entitled to indemmification vnder Sections Ifux' 2 sums with
which to pay expenses incurred by that person| in defending against the clanns, actions or
proceedings fﬁr which such person may become entitled to indemmification, upon receipt of an

undertaking by or on behalf of such person 1o repay the sums which are advanced :fxt is nltinmtely
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" determined that such person is not entitled to indernnification under Sections 1 or 2 ot the extent the

sums which are advanced exceed the indenmification te which such person is entitled.

Section 4 - Enforcement, Defenses:
The right to indemnification or advan:jzm of expenses pranted by this Article shall be

enforceable by the person in any court of competent jurisdiction if the Corporation denies such

request, in whole or in part, or if no disposition|thereof is made within 60 days. Such person's

expenses incwred in coppection with successfully ¢stablishing his right to indemmification, in whole
of in part, in any such action shall also be indemnified by the Corporation. 1t shall be a defense to
any such action {other than an action brought to enforce a claim for the advancement of expenses
under Section 3 of this Article where the required undertaking has been received by the Corporation)
that the claimant has conducted himsell in 2 manner which would preclude the Corporation from
indemnifying him pursuant to Sections 1 or 2 of this Article, but the burden of provmg such defense
shall be on the Corporation. Neither the failure of the Corporstion (including the Bc:md of Directors,
its independent legal counsel, and s shareholders) to have made a determination that the
indemmification of the claimant is proper in the citcumstances, nor the fact that there bas been an
actual determination by the Corporation (including its Board of Directors, its Mep:ndent jegal
counsel, and its sharebolders) that indemnification of the claimant is not proper in the circumstances
shall be a defensc to the action or create a presumption that the claimant is. not eatitled to

indenmification.

provisions are in effect, and any repeal or modification of the New York Business Corporation Law

shall pot affect any right or obligation then existing with respect to any state of facts then or
previously existing or any action or proceeding previ
in whole or in part upon any such state of facts, exccpt as provided by law. Such a contract right may

naot be modified retroactively without the consent or s
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®) If this Article or any portion hereof shall be invalidated on any grounds by any
court of competent junsdiction, then the Corporation shall nevertheless indemnify each person of the
Corporation against judgments, fimes, amounts paid in senlement and expenses {including attormeys’
fees) incurred in connection with any actual of threatened action or proceeding, where civil or
criminal, including any actual or threatened a by or in the right of the Cblponnon. or any
appeal therein, 1o the full extent permitied by any applicable portion of this Article that sball pot
have been invalidated ang to the full extent permitted by applicable law.

(c} The indemnification provided by this Article shall not be deemed exclusive of any
other rights to which those indemnified may be entitled under any other by-law, agreement, vote of
shareholders or directors or otherwise, both as 1o action in his official capacity and as to action in
another capacity while bolding such office, and shall continue as 10 a persan who has ceased to be 2
director or officer and shall inure to the benefit of the heirs, executors and ad:mmmtors of such a
person. The Corporation is hereby authorized fto provide further indemmification if it deems
advisable by resolution of shareholders or di rs, by amendment of these bylaws or by

agreement.

Section § ~ New York Business
All references to the New York Business Corporation Law in this Article IX shall mean

such Law as it may from time to time be amended.

Section 7 — Insurance:

The Corporation may purchase and maintain insurance to indemnify officers, directors and
otbers against costs or Liabilities incurred by them in connection with the performance of their duties
and any activities undertaken by them for, or at the request of, the Corporation, 1o thc fullest exienl

permitied by New York Business Corporation Law.
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GT-07

CERTIFICATE OF AMENDMENT
OFTHE
RESTATED CERTIFICATE OF INCORPORATION
‘OF
ECONNERGY ENERGY COMPANY, INC.

Under Section 805 of the Business Corporation Law of the State of New York

FIRST: The name of|the corporation is E,c,';mergy Energy Company, Inc. (the
“Corporation™). - '

SECOND:  The Corporation's -Certificate of lIncorporation was filed with the
Department of State ori May 6, 1997, ité Restated ‘Certificate. of Incorporation was filed with the
Department of State on April 22, 1999, a Certificate of Amendment to the Restated Certificate of
Incorporation was filed with the Depaﬂment of State: on April 22, 1999, a Certifitate of
Correction of the Certificate of Amendment to the Restated Certificate of Incorporation was filed
with, the Départment of State on Apu] 13, 2000, a Certificate of Amendment to the Restated
Certificate of Incerporation was filed. with the Department of State on June 19, 2000, a
Certificate of Amendment to the Restated Certificate of Incorporation was filed with the
Departmient of State on June 19, 2000 and a Restaied Certificate of Incorporation was filed with
the Departent of State on July 21,2006 @he “Restated Ceitificate of Incorporation™).

THIRD: The amendments affected by this Certificate of Amendment are as
follows: '

(a) To changejthe name of the Corporation. To effect the foregoing
amendment, _Article FIRST lof the Restated Cem.ﬁcate of Incorporation i3 hereby

(b3 To change the name of the Corpor: ion in the definition of “Company™
in subsection (E): of Article FOURTH. To effect thie foregoing amendment, “Company”
in section (B) of Article FOURTH is herchy amended and restated to read in its cntirety
as follows:

““Company” s‘ all mean Gateway En

Services Corporation, a
New York corpiration.” .

071TY5000S55
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(ck To change the name of the Corperation i Ariiclé FIFTH. To effect
the foregoing amendment, Article FIFTH is hereby amended and restated to read in its
cntirety as follows: !

“FIFTH: | The Secretaxy of State is designated as the agent of the
corporation vpon whomi process agaipst it may be served. The post office
addressmwh:chmeSecremyofS e shall mail a copy of any process
i upon him is Gateway Energy Services
pring Valley, New York 10977."

'Corpurhnon 86 North Main Street,’

- FOURTH: This Cerufc?le of Amendment was authorized pursuant to a resolution
adopted by the unanimous written consent-of all of the members of the Board of Directors of the
Corporation in lieu of a meeting pursuant to Sechon 708 of|the Busmcss Corpm-at:on Law of the
State-of New York decldring said amendmerits S

said amendments to the sharehold’ of lhe Corpozahon f wntten consent without a meeting, -

FIFTH: Thercafter, p to a resclution of the Board of Directors of the
Corporation, said: amendmepts m‘iguu’-;‘;lm to the shareholders of the Corporation, and such
-shareholders, by written consént pursuant to Section 615 of; e Business Corporation Law of the
State of New York, gave their wijtten consent and agreed to the adoption of the foiegoing

Certificate of Amendment of the Reitated Certificate of Inc '.rporatlon of the Corporation.

IN WITNESS WHEREOF] the undersigned has
to be executed this (5 day of iﬂcnagdd;ZﬂW

used this Cestificate of Amaildmenl

ECONNERGY ENERGY COMPANY,
INC, '

Name: 'Erﬁncis A. iFﬁeﬁu
Title: Vice President & General Counsel

B4T4BLID )
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CERTIFICATE OF AMENDMEN
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Exhibi+ A-1&

STATE OF NEW YORK

DEPARTMENT OF STATE

] hereby certify that the annexed copy has been compared with the
original document in the custody of the Secretdry of State and that the same
1s a true copy of said original. |

WITNESS my hand and official seal of the
Department of State, at the City of Albany, on
November 15, 2007. :

[l R i

Paul LaPojnte
Spectal Deputy Secretary of State

Rev. 06/07
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CERTIFICATE OF AMENDMENT

OF THE

RESTATED CERTIFICATE OF INCORPORATION

OF

ECONNERGY ENERGY COIJ’IPANY, INC.

Under Section 805 of the Business Corporation Law of the State of New York

FIRST: The name of the corporation is E
“Corpaoration”).

SECOND: The Corporation’s Certificate o

onnergy Energy Company, Inc. (the

incorporation was filed with the

Depariment of Stale on May 6, 1997, its Restated Certifichte of Incorporation was filed with the
Department of State on April 22, 1999, a Certificate of Amendment to the Restated Cerlificate of
Incorporation was filed with the Department of State jon April 22, 1999, a Certificate of
Correction of the Certificate of Amendment to the Restated Certificate of Incorporationjwas filed
with the Department of State on April 13, 2000, a Certificate of Amendment to the Restated
Certificate of [ncorporation was filed with the Department of State on June 19, 2000, 2
Centificare of Amendment to the Restated Certificate pf Incorporation was filed 'with the

Department of State on June 19, 2000 and a Restated Certh

ficate of Incorporation was filed with

the Department of State on July 21, 2006 (the “Restated Certificate of Incorporation™). _

THIRD: The amendments affected by thig
follows:

Certificate of Amendment are as

{4} To change the name of the Corporation. To effect the forepoing
amendment, Article FIRST of the Restated Cenificate of Incorporation is hereby
amended and restated to read in its entirety as follows:

“FIRST: “The name of the co|
Services Corporation.™

rporation is Gateway Energy

{(b) To changc the name of the Corporation in the definition of “Company”

in subsection (E} of Article FOURTH. To effect

¢ foregoing amendment, “Company”

in section (E) of Article FOURTH is hereby amended and restated 1o read in its entirety

as follows:

““Company” shall mean Gateway Energy Services Corporation, a

New York corporation.”
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(c) To change the name of the Ceroraljon in Article FIFTH. To effect
the foregoing amendment, Article FIFTH is hereby amended and restated to read in its
entirety as fotlows:

“FIFTH: The Secretary of State is designated as the agem of the
corporation upon whom process against it may be served. The post office
address 10 which the Secretary of State shall mait a copy of any process
against the Corporation served upon him is Gateway Energyi Services
Corporation, 286 North Main Street, Spring Valley, New York 10977.”

FOURTH:  This Centificate of Amendment was authorized pursuant to a fesolution
adopted by the unanimous written consent of al} of the members of the Board of Directors of the
Corporalion in lieu of a meeting pursuant to Section 708 of the Business Corporation Law of the
State of New York declaring said amendments to be advisable and calling for the submission of
said amendments to the shareholders of the Corporation for written consent without a meeting,
pursuant (o Section 6135 of the Business Corporation Law of the State of New York.

FIFTH: Thereafter, pursuant to a resolution of the Board of Directors of the
Corporation, said amendrents were submitted to the shareholders of the Corporation, and such
sharcholders, by written consent pursvant wo Section 615 df the Business Corporation Law of the
Statc of New York, gave their written consent and agreed to the adoption of the foregoing
Centificate of Amendment of the Restated Certificate of Incorporation of the Corporation.

IN WITNESS WHEREOF, the undersigned has icaused this Certificate of Amendment
to be executed this (5 day of }xmsnﬁd;;ZOO'f.

ECONNERGY ENERGY COMPANY,
INC. s

Byﬁ‘% g’—‘“\

Name: Francis A. Fuselier
Title: Vice President & General Counsel

Ka2aB410 !
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STATE OF NEW YORK

DEPARTMENT OF STATE

1 hereby certify that the annexed copy has been compared with the
onginal document in the custody of the Secretary of State and that the same
is a true copy of said original. '

WITNESS my hand and official seal of the
Department of State, at the City of Albany on
November 15, 2007

Paul LaPointe
Special Deputy Secretary of State

ar®®tee,
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CT-07

NYS Departinent of Stata
Diviston of Corporations, State Records and UCC

Certificate of Assumed Name 41 State Strest, Albany, NY 12231-0001
Pursuant o Generel Business Law, §130 www.do:s.stala.ny.us
M
s NAME QF ENTITY .

Gateway Energy Services Corporation

1a. FOREFGN ENTITIES ONLY. It spplicabte. the Nclitious neme e aollly sgeavt Io paain Naw Yorh Sisle -

7. NEW YORK (AW FORMED OR AUTHORIZED UNDER [CHECK ONEY

Business Corporation Law [} timited Liablity Compeny Law
[:] Education Law T3 Notfor-Profit Corparation Law
D Insurance Law D Revised Limited Panparship Act

L__I Other (specify lawj:

3. ASSUMED NAME

LECONnergy Energy Company

&, PRINCIPAL PLACE OF BUSINESS I NEW YORK STATE (MUST BE NUMBER AN STREET. IF NONE_INSERT DUT-OF-STATE ADORE S5}

286 North Main Street, Spring Valley, NY 10977

5. COUNTIES W WHICH 8 USINESS WL BE CONDUCTED UNDER ABSUMLD NAME
AL COUNTIES {if not, clrcle countylies) befow)

Abany Cinton Greene Monigomery Oswego Schenectady WUister
Allegany Columbia Hamillon Nagsay Otsego Schobarle Waran
Bronx Cortland Herklner New York Puinam Schuyles Wasiinglon
Brocome Delgwon: Jeferson Niagare Qusens Seneca Wayna
Cattaraugus Outchess Kings Cnelda Rensset Steuty . Wesichoster
Cayuga Erie Lewis Onondaga Richmond Suffof Wyoting
Chautaugua Essex Livingston Oniario Rockiand Suftivan Yatep
Chemung Frankiin Madison . Orange St Lawrence Tioga
Chenango Fulton Maonroe Ordeans Saraloga Tompkins

Genesee

6. INSERT THE ADORESS OF EACH LOCATIGN WHERE BUSINESS WAL BE CARRIED ON OR TRANSACIED UNDER THE ASSUMEP RAME,
Ussa e sheoL, if d. (The ad musl ba sof kil In t2rms of 3 pbmbaer and siieal City. state snd Hip code. Plesse nols Byl the
addresaes) refiwcied W paragrapn € musl be wikhin the counlyfics ) circlad 1 paregraph 5. i the eplify dots not have » spocific localion wbﬁr! i wh
conduct business undes Ibe assuimed Rame pitssa check the statemeal belaw.}

[ﬁ No New York Siate Business Location !

DOS-1338 (Rev. 4/07) --1-

NYOI - Du26ABT € ¥ Syssem Owine

20071115057
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INSTRUCTIONS FOR SIGNATURE: H corporetion, by an olficer; If imkted partnership, by & genersl pertndr, Tl Iﬁ'nm ﬁabmy -
company. by a member or manager or by sn suthodzed person or attomay-in-fact for such corparation, Bmited partnadship, or
fimited Fabifity company. i tha certificate (s signed by an stiomey-in-facl, include the name and ttle of the pesson for whom the

altorey-in-tact Is acling. (Exampla, John Smith, attomey-in-foct lor Robart Johnson, presiden.)

Francis A. Fuselier, Vice Pres. & (General Counsel 2‘9_‘, %——.\

Slgﬂamre

Nome and Title

CERTIFICATE OF ASSUMED NAME

CT-07 OoF |
(Gateway Fnergy Services Corporanon '
oy e e e
L (hmrf Enmy Nome)
ol Pursuanl [o §130, General Businass Law
[Ep]

SYREEOF NEW YORX

- Katten Muchin Rosenman LLP, 575 Madison Avenue, New York, NY 10022 5 EP, g HI! A E' I QE S_-” IE

FILER'S NAME AND MAILING ADDRESS
NOV 1 5 2007

FLER ] '6%1_40:3:
g L),

NOTE: This form was prepared by the New Yark Staie Department of State. You are not reguired to use this form. You may draft
your own form or use forms available at legal stationery stores, The Depertment of Siate recommcnds that si] docoments be prepared
under the guidance of an snomey. The cerificate mmisi be submitted with & §25 fre. The Depurtment of State adso collects the
followiug, odditional, county clerk fees for cach county in which a corporation does or ransacts business: $100 for ¢agh counry
within New York City {(Bronx, Kings, Hew York, Queens and Richmond} end $25 for each county outside New York City. Al

checks over 35000 must be certified. .

{For office use only)
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CRNGS Renewal
Application of Gateway
Energy Services
Corporation October 2008

EXHIBIT B-1

JURISDICTIONS OF OPERATION

Gateway Energy Services Corporation (“Gateway Energy”) is currently certified, registered
licensed or otherwise authorized to provide retail natural gas and/or electnc service in the

following areas:

State
New York
New Jersey
Maryland
DC
Virginia
Texas
Chio
Ontario, Canada

(Gas License #
Registration, no license required
GSL-0020
IR-334
Docket GAO3-4
G-19

02-040(3)
GM-2008-0040

Electric License #
SAME '
ESL-0022
IR-340

E-13
REP # 10080
02-091(3)



CRNGS Renewal
Application of Gateway
Energy Services
Corporation - October 2008

EXHIBIT B-2

EXPERIENCE & PLANS

Econnergy Energy Company, Inc. (“Econnergy”) was incorporated in the State of New York on May
6, 1997 to coincide with the deregulation of retail natural gas in New York State. Econnergy began
with 50 customers in New York and has served more than 300,000 residential and business
customers in 26 markets across six states, the District of Columbia, and Ontario, Canada. On
March 11, 2008, Econnergy launched a new corporate identity and changed its name to Gateway
Energy Services Corporation. (“Gateway Energy”).

Gateway Energy markets to residential and business customers offering a variety of products to help
customers manage their energy costs. Customer contact is made either through Gateway Energy's
network of Account Executives and independent sales agents making "warm” sales to friends,
relatives, and neighbors, or through mass marketing channels such as door-to-door or
telemarketing.

Gateway Energy's customer service department is available Monday through Friday from SAM to
5PM for questions, comments, or complaints at (800) 805-8586. Additionally, icustomers can
contact us by e-mail: customerservice@gesc.com, in writing: 400 Rella Boulevard, Suite 300,
Montebello, NY 10901, or via our web site: www.gesc.com. Customer issues which cannot be
resolved during initial contact will be escalated to a Supervisor for resolution. If the Supervisor
cannot resolve the issue for the customer, it will be escalated to our Consumer Advocate for foliow-
up.

Gateway Energy’s plans consist of continuing to expand our business in all of our existing markets
while seeking out a license to serve electricity in Ontario, Canada.


mailto:customerservice@gesc.com
http://www.gesc.com

CRNGS Renewal
Application of Gateway
Energy Services
Corporation October 2008

EXHIBIT B-3

SUMMARY OF EXPERIENCE

Econnergy Energy Company, Inc. (*Econnergy”) was incorporated in the State of New York on May
6, 1997 to coincide with the deregulation of retail natural gas in New York State. Econnergy began
with 50 gas customers in New York and has served over 300,000 residential and business
customers in 26 markets across six states, the District of Columbia, and Canada.

Gateway Energy Services Corporation has a well-seasoned management team with significant
consumer marketing, retail energy and commodity supply experience. The team leverages its
diverse management, financial and operational backgrounds to deliver outstanding results.
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CRNGS Renewal
Application of Gateway
Energy Services
Corporation - October

2008

EXHIBIT B4, B-5, B-6

DISCLOSURE OF LIABILITIES AND INVESTIGATIONS

B-4 To date, there are no existing, pending or past rulings, judgments, contlﬂgent liabilities,

revocations of authority or regulatory investigations against Gateway Energy Services Corporation
(“Gateway Energy”) that could adversely impact its financial or operational status or ability to provide
the services it is seeking to be certified to provide.

B-5 Neither Gateway Energy, an affiliate, predecessor of Gateway Energy, or any principal officer of
Gateway Energy has been convicted or held liable for fraud or for violation of any consumer
protection or antitrust laws since it last filed for certification.

B-6 Gateway Energy has not had any certification, license, or application to provide retall gas supply
service denied, curtailed, revoked, or cancelled within the past two years.
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CRNGS Renewal Application of
Gateway Energy Services
Corporation October 2008

EXHIBIT C-1

ANNUAL REPORTS

Gateway Energy Services Corporation is a privately held company owned by private investors. The
Company's investors who have more than a 10% ownership are Gary Bondi (Chairman), Saul
Horowitz, RBS Sempra Commodities LLP and Credit Suisse Private. Accordingly, no Annual
Reports to Shareholders or similar information is available. Please refer to Exhibit C-3, “Financial
Statements,” for information concerning Gateway Energy Services Corporation’s financial condition.
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CRNGS Renewal Application of
Gateway Energy Services
Corporation

EXHIBIT C-2

SEC FILINGS

Gateway Energy Services Corporation is a privately held company owned by private investors. The
Company's investors who have more than a 10% ownership are Gary Bondi (Chairman), Saul
Horowitz, RBS Sempra Commodities LLP and Credit Suisse Private Equity. Accordingly, no filings
with the Securities and Exchange Commission are required. Please refer to Exhibit C-3, “Financial
Statements,” for information concerning Gateway Energy Services Corporation’s financial condition.
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CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

items.

EXHIBIT C-3

FINANCIAL STATEMENTS

Please see the attached audited financials. Also, please note our motion for confidentiality of these

4b



CRNGS Renewal Appilication
of Gateway Energy Services
Corporation - October 2008

EXHIBIT C4

FINANCIAL ARRANGEMENTS

Please see the attached submission for Exhibit C-3. Contact Angela Schorr at Gateway Energy for
any more information if needed. :

Y1



CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT C-5

FORECASTED FINANCIAL STATEMENTS

Please see the attached forecasted financial statements. Also, please noteﬁ our motion for
confidentiality of these items.

ot



CRNGS Renewal Application of
Gateway Energy Services
Corpaoration October 2008

EXHIBIT C-6

CREDIT RATING

Gateway Energy Services Corporation is a privately held company with private investors. Gateway
Energy Services Corporation is rated by Dun & Bradstreet and has an overall rating of 4A2 with a
Payment History and Trend rating of 78 (Paydex). See attached Dun & Bradstreet report for more

information.
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Deport Printed: 10/07/2008

Live Report : GATEWAY ENERGY SERVICES

CORPORATION |

D-U-N-S® Number: 01-387-6508
Endorsement: hking@gesc.com

iDR&B Address

iAddress 400 Reila Bivd Ste 300
Montebello , NY - 10201

Location Type Headqguarters

Phone 845 503-5100

Fax

Web WWW.ECONNENgy.com

Trade Names

Trade Names No trade names for this company.

Company Summary

Trade Payments - Timeliness of Historical Payments

When weighted by dollar amount, Paymenis to suppliers
average & days beyond terms

12-month D&B PAYDEX®: 76 &
(Lowest Risk:100; Highest Risk: 1) This assessment is based on
D&B's 12-month PAYDEX® Score.

Financial Stress Score Class: 1
Low risk of severe financial stress over the next 12 menths,

History & Operations

This is 8 headquarters location

Branch(es) or Division(s) exist Y

Chief Executive STEVE MASLAK, CEO
Year Started 1997

Employees 150 {130 Here)
Financing ° SECURED

SIC 4911

Line of business Electric and gas services
NAICS 221122

History Siatus CLEAR

Financial Condition GOooD

Public Filings

The following data includes both open and closed filings found in
D&B's database on this company.

Type: :
Bankruptcies © -
Judgments 0 -

. Liens 0 -
" Suits o -
Uccs 12 06/01/06

Predictive Indicators - Risk of Payment Deiinquency

Commercial Credit Score Class: 2
Low To Moderate risk of severe payment defingiiency over
next 12 months. .

Predictive Indicators - Supplier Evaluation Risk

Supplier Evaluation Risk Rating: ¢ Low risk Of supplier
experiencing severe financial stress over the next:12 months.

Predictive Indicators - Credit Capacity :

Financial Strength: 4A indicales $10,000,000 ta $49,990,999
Commerical Gredit Appraisal: 2 is good

This assessment is based on D&R's D&B Rating,

Financials Overview

Financiaf Statement Date 02012007

Total Current Assets $45,715,508.00
Tolal Current Liabilities $17,569,143.00
Total Assels $63,035,532.00
Total Lisbifities + Equity $63,035,532.00
Cuwirent Ratio 25

Quick Ratio 14

Total Liabiliies to Net Worth Ratio UN

Sales to Netl Working Capital Ratio 46 :

Net Worth $17,108,360.00
Annual Sales $594,908,499.00
News & Alerts

Alert Type Date Alert Detalls
Commerdial Credit Score Class 10/05/2008 View


mailto:hking@gesc.com
http://www.econnergy.ccm

. . . N ) inguiry 09/18/2008 View
The public record items contained herein may have been paid,

terminated, vacated or released prior to todays date. .
in the last 30 days, 2 alerts were generated for this company.

This information may not be reproduced in whole or in part by any means of reproduction.
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CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT C-7

CREDIT REPORT

Please see attached Dun & Bradstreet report.

S3A



CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT C-8

BANKRUPTCY INFORMATION

There are no reorganizations, protection from creditors, or any other form of bankrsuptcey filings made
by Gateway Energy Services Corporation.
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CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBIT C-9

MERGER INFORMATION

In May, 2003, Econnergy Energy Company, Inc. (“Econnergy”) acquired the customers of KeySpan
Energy Services. This acquisition added approximately 50,000 natural gas customers in New York
City and Long Island to Econnergy's customer base.

In July, 2003, Econnergy acquired Mirabito Gas and Electric Corp. and added approximately 2,500
customers to Econnergy's service. We have retained the Mirabito name and serve these customers
as Econnergy dba Mirabito Gas and Electric.

In November, 2003, Econnergy acquired a portion of the customer base of AllEnergy New York Gas
Marketing and was authorized to retain the name for approximately 3,000 cusiomers. We now
serve these customers under the name Gateway Energy Services Corporation and have
discontinued use of the name Econnergy dba AllEnergy Gas Marketing.
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CRNGS Renewal Application
of Gateway Energy Services
Corporation - October 2008

EXHIBITS D-1 and D-2

OPERATIONS and OPERATIONS EXPERTISE

Gateway Energy Services Corporation (“Gateway Energy’), is a retail provider of natural gas and
electricity. We do not own generation nor do we sell wholesale power. We sell natural gas and

electricity to residential, commercial, and industrial customers. We schedule and arrange delivery of
same.

Gateway Energy has demonstrated its experience and technical ability to perform these operations
by providing these same services to thousands of customers in 26 markets across six states, the

District of Columbia and Ontario, Canada. We have served gas customers since 1997 and electric
customers since 1998.



CRNGS Renewal
Application of Gateway
Energy Services Corporation
- October 2008

EXHIBIT D-3

KEY TECHNICAL and OPERATIONAL PERSONNEL

Eric Hansen, Sr. Director of Electric Supply

Mr. Hansen joined Gateway Energy Services Corporation (*Gateway Energy”} in May of 2007
bringing 7 years of experience in the deregulated energy industry. Mr. Hansen's prior
experience includes extensive trading and structuring for both retail and wholgsale energy at
Constellation NewEnergy.

Mr. Hansen has taken on the responsibility for developing the supply, rates and risk
management areas of the energy markets relevant to the Company. His experiences in
physical and financial markets assists in the development of products for Gateway Energy’s
customers while ensuring the Company's interests are protected.

Mr. Hansen holds a Bachelor of Science degree in Finance from Bentiey College.

Angela Schorr, Vice President of Requlatory Affairs and Quality Assurance

Ms. Schorr joined Gateway Energy in September of 2004 bringing more than 16 years of
experience in the energy industry. Ms. Schorr’s prior experience includes working for regulated
and non-regulated energy companies in various departments inciuding gas accounting,
nominations and trading as well as electric bidding and scheduling.

Ms. Schorr currently oversees both the Regulatory Affairs and Quality Assurance departments.
Ms. Schorr and her team are responsible for ensuring corporate compliance, invoivement in
rulemaking proceedings and maintaining document version control for all: territories that
Gateway Energy is conducting business. Additionally, through the Quality Assurance team,
overall customer satisfaction is observed using tasks such as call momtonng welcome calls,
corporate training and customer contract audits.

Ms. Schorr holds a Bachelor of Science degree in Accounting and a Master’s of Business
Administration degree in Quantitative Analysis from St. John's University.

Rachel Baier, Director of Pricing and Sales Support Services

Ms. Baier joined Gateway Energy in August 2003 and currently serves as the Director of Pricing
and Sales Support Services. Her responsibilities include the maintenance of ‘cost allocation
across all natural gas territories, variable and structured product pricing, natural gas price
modeling, utility rate analysis, tracking financial results for all financial supply transactions,
monitoring operations activities to ensure compliance with both internal and external guidelines
and standards, as well as competitive and business analytics.

Prior to joining Gateway Energy, Ms. Baier most recently served as Assistant Controller for
United States Gypsum Company in Stony Point, NY, a manufacturer of gypsum wallboard and
other building products. She hoids a combined Bachelor of Business Administration in
Accounting and Master's of Science degree in Accounting/Controllership from Texas Tech
University.

Ethan Kagan, Vice President and Chief Information Officer

Mr. Ethan Kagan is respensible for all aspects of planning and directing the activities of a team
consisting of professional and technical personnel involved in the design, development, and
systems analysis functions required to build and maintain Gateways Energy's computer
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sysiems. Ethan also oversees a team dedicated to maintaining Gateway Energy’s hardware
and network infrastructure and works with these teams to define and maintain Gateway Energy's
Energy’s overall technology strategy.

Mr. Kagan began his career as an Information Systems Developer for Consolidated Edison, and
in the 20 years since, has progressed to hold roles in IT management and senior management
in diverse industries as well as a diverse array of technologies and platforms. Prior to joining
Gateway Energy in 2002, Ethan spent five years in financial services with Bear Stearns as an
Associate Director managing a staif of 13 responsible for development of a large suite of
Internet-hosted business applications and a year in telecomsnunications at Net2Phone serving
as Director of Internet Development with a staff of 16. Areas of expertise include EDI,
deregulated energy enroliment and billing, Internet, multi-tier architectures, and Data Warehouse
applications, with a track record of successful projects in each.

Mr. Kagan holds a Bachelor of Science in Computer Information Science from Brooklyn College.

Joseph Waldman, Vice President of Operations

Mr. Joseph Waldman has over 7 years experience in the energy industry and serves as Vice
President of Operations. He is responsible for Billing, Accounts Receivable, Enroliments,
Cancellations, and the Collections areas at Gateway Energy. His focus is on projects that will
improve the overall operations of his departments while maintaining the integrity of the data
generated.

Prior to joining Gateway Energy in 2006, Mr. Waldman was employed at a competitor of
Gateway Energy’'s where he remained for five years as Manager of Operations. While Mr.
Waldman has only been in the energy industry for 7 years, he ran Operations for over 15 years
during his work at several different Wall Street firms including the nation's third largest bond
brokerage firm. Mr. Waldman holds a Bachelor of Science degree in Busmess, Management,
and Finance from Brookiyn College.
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CoNFIDENTI AL

Exhibit C-5 - Forecasted Financial Statements
CRNGS Renewal Application of Gateway Energy Services Corporation
Fiscal Years Ending September 30, 2008 - 2010

2008 2009 2010

Revenues $91,500 $96,075 $100,879
COGS {80,063) (84,086) (88,269)
Gross Profit 11,438 12,009 12,610
SG&A - - -
Bad Debt Expense 915 961 1,008
Total SGA 915 961 1,008
EBITDA 10,523 11,049 11,601
Depreciation & Amortization - - -
Operating Income $10,523 $11,049 $11,601

12.50% 12.50% 12.50%

Gross Margin PercenEge
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coneipenTIR-

Grant Thomton &

Accountants and Business Advisors

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Shareholders of
Gateway Energy Services Corporation

We have audited the accompanying consolidated balance sheet of Gateway Energy Services
Corporation (a New York corporation) and Subsidiary as of September 30, 2007 and the related
consolidated statements of operations, shareholders’ equity and cash flows for the six months then
ended. These financial statements are the responsibility of the Company's management. Our
responsibility is 10 express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America as established by the American Institute of Certified Public Accountants. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal contro! over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a fest basis, evidence supporting the amounts and disclosures in the
consolidated financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall consolidated financial statement presentation.

We believe that our audit provide a reasonable basis for our opinion.

In our opinicn, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Gateway Energy Services Corporation and Subsidiary
as of September 30, 2007 and the consolidated results of their operations and their consolidated cash
flows for the six months then ended in conformity with accounting principies generally accepted in the
United States of America.

QQ)&JJ“"T%JV#M LiAP

New York, New York
February 5, 2008

The Chrysler Center, 666 Third Avenue
12" Floor

New York, New York 10017

T 212.599-0100

F 212.370-4520

W www.grantthornton.com

GRANT THORNTON LLP
US Member of Grant Thormton Intemnational


http://www.grantthornton.com

CONFIDENTI A-

Gateway Energy Services Corporation
Consolidated Balance Sheets

September 30,

ASSETS

CURRENT ASSETS
Cash
Accounts receivable, net of allowance for doubtful accounts of
$3,040,278 and $11,951,181, respectively
Prepaid and deferred expenses (Note K)
Natural gas storage
Commodity imbalance
Other cusrent assets
Deferred tax assets

Total current assets
PROPERTY AND EQUIPMENT, net

OTHER NONCURRENT ASSETS
Security and energy deposits
Deferred tax assets, net
Other long-term assets, het

Total noncurrent assets
Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable and accrued expenses (Note K)
Taxes payable
Other current liabilities

Total current liabilities

LONG-TERM LIABILITIES
Loan payable - related party

Total liabilities
COMMITMENTS AND CONTINGENCIES (Note O}
MANDATORILY REDEEMABLE STOCK

SHAREHOLDERS' EQUITY

Series A Convertible Preferred Stock, $.01 par value; 510,000
issued and outstanding

Series C Convertible Preferred Stock, $.01 par value; 3,129,320
issued and outstanding

Common stock, $.001 par value; 15,000,000 shares authorized;
3,612,500 and 3,600,000 issued and outstanding, respectively

Additional paid-in capital

Retained eamings

Accumulated other comprehensive income

Total sharehoiders’ equity
Total liabilities and shareholders’ equity

2007 2006

' (Unaudited)

$ 053808 $ 1,059,749
24,450,499 35,114,718
8,222,189 3,588,849
8,209,332 8,887,145
977,777 9,853,087
136,304 24 370,254
2,765,509 2,058,872
45715.508 54.032 674
2 441 768 1,205,970
1,754,961 4,107,079
11,767,727 3,673,985
1,356,568 496,020
14,878,256 8,277,084
$63.035,532 $94,415.728
$ 4474756  $38,795.237
337,664 383,810
12,756,723 11,438,375
17,569,143 50,617,422
114,622 112,640
17,683,765 50,730,062
9,724,786 9,660.231
5,100 5,100
31,203 31,293
3,613 3,600
35,409,598 35,365,225
1,098,198 271,352
(920.821) (1,671,135)
35,626 981 34,005,435
$63,035,632 $84.415.726

The accompanying notes are an integral part of these consolidated financial statements.
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Gateway Energy Services Corporation
Consolidated Statements of Operations

Six months ended September 30,
2007 2008 . 2005
(Unaudited) (Unaudited)

Sales $ 130,689,974 $147268,727 $ 222,162,937
Cost of goods sold (Note K) (113.582.838) (132,252 785) {202.220,116)

Gross profit 17,107,138 15,015,942 19,942,821
Selling, general and administrative expenses 11,843,773 10,574,810 14.516.219

Profit before other (income) expense and income taxes 5,163,363 4 441 ,132 5,427,602
Other {income) expense

Interest (income) expense, net {Note K} (397,077) 1,882,929 1,805,353

Interest expense associated with the sale of receivables oo L. 1,494,840

Other (income) expense, net 375,625 (499,471) 42,629
Non-cash charge to reflect the value of Series C issuance (Note 1) (7,931.812) (7,937 907) -

Profit (loss) before income taxes (2,748,997) (4,880,533) 2,084,780
Benefit from (provision for) income taxes, net 653,896 1.863.031 {865,999)

Net income (loss) $_(2.093,101) $_(2.917.502) $._.1,228.781

The accompanying noles are an integral part of these consolidated financial stétements.



Balance, March 31, 2005

Change In fair value of derivative
ingtruments
Net Income

Total comprehensive income

Accration of cumulative Series B dividends

Agccretion of [ssuance costs

Balancs, September 30, 2005
{unaudited)

Balance, March 31, 2006

Change In fair value of derivative
Instruments
Nat loss

Total comprehensive loss

Accretion of cumulative Series B
dividends

Issuance of Series C Convertible
Preferred Stock

Balance, September 30, 2006
{unaudited)

Balance, March 31, 2007

Change in fair value of derivative

ingtruments
Netless -

Total comprehensive loss

Issuance of Common Stock

Issuance of Series G Convertible
Praferrad Stock

Balance, Ssptember 3¢, 2007

Gateway Energy Services Corporation

Consolidated Statement of Shareholders’ Equity

Six months ended September 30, 2007, 2006 and 2005

Preferred Stock Preferred Stock Additiona!l
Series A Series C Common Steck Paid-in
Shares Par Value Shares Par Value Shares Par Value Capital
510,000 $5.100 - $ - 3,600,000 $3.,600 $ 3,726,476
- - - . - - (5.884)
£10.000 $5.100 = - 2800000 $.600 $_3.720592
510,000 $5.100 - $ - 3,600,000 $3,600 $ 3,720,602
- - 3120320 31203 - - 31644633
£40.000 $5.100 2428320 331283 4,600,000 $3.600 535385225
510,000 $5,100 3,129,320 531,293 3,600,000 $3,600 $35 409 682
. - - - 12,500 13 48 987
u = = = - L {60.071)
£10.000 $£.100 2129320  $3l233 A8i2.500 $A613 535408588

The accompanying notes are an integral part of this consolidsted financial statement.

Accumulated
Retained Other
Earnings Comprehensive
(Deficit) Income Total
$(11,845,527) $ 3,417,020 $ (4,603,331)
- 9,676,770 9,676,770
1,228,781 - 1,228,781
10,905,551
(355,213) _ (355,213}
- - 5884
$(10.971.969)  $13003790  S._5861123
$ 3,378,152 $ 1,187,742 $ 8,295,188
- (2,858,877) (2,658,877)
_{2917.502) - (2.917.502)
{5,776,379)
(189,298) - {189,298)
- : 31675928
§__ 271362 $1871138) 534005435
$ 3,181,200 $ 382,016 $39,022 990
- (1,302,837} (1,302,837)
12.093.101) - (2.983,101)
(3,395,938}
. . 50,000
- - (60.071)
510881098 (920821 $30.026.981
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Gateway Energy Services Corporation
Consolidated Statements of Cash Flows

Six months ended September 30,
2007 2006 2005
(Unaydited) (Unaudited)
Cash flows from operating activities -
Net income (loss) $(2,093101)  $(2,917,502) $ 1,228,781
Adjustments to reconcile net income (loss) to net cash
provided by operating activities
Depreciation and amortization 799,837 1,508,930 1,771,008
(Benefit from) provision for deferred tax (2,272,263) {2,938,458) 791,260
Provision for bad debts 1,150,236 1,203,080 3518518
ineffective portion of hedge portfolio 175,123 Co- -
Non-cash charge associated with the Series C issuance 7,931,812 7,937,907 -
Provision for loss on contracts - - (177,148)
Changes in operating assets and liabilities
Decrease in accounts receivable 35,924,251 44,711,711 7,479,100
Increase in prepaid and deferred expenses (8,061,387) (3,079,257) (3,719,806)
{Increase) decrease in other current assets {481,997) (2,218,292) 581,736
Increase in natural gas storage (7,011,680) (7.911,772) {11,396,980)
Decrease (increase) in security and energy deposits 345,027 (437,649) 356,002
Increase in other long-term assets 5012 - 17,869
(Decrease) increase in accounts payable and accrued (31,306,949) (33.848,591) 11,998,652
expenses
Increase (decrease) in commodity imbalance 6,661,984 191,719 (16,359,823)
Decrease in taxes payable (5,053,694) {9,077,538} {475,863)
Increase in other current liabilities 5,305,098 7.969,028 4,878,204
Increase (decrease) in loan payable - related party (371) 1.767 (5.076)
Net cash provided by operating activities 2,016,938 1,095 063 486,632
Cash flows from investing activities |
Purchase of property and equipment (1,639,153} {480,126) {277,227)
Customer acquisition costs {339,333) {159.741) (302,874)
Net cash used in investing activities (1.978.486) (639.,887) {580,101)
Cash flows from financing activities |
Issuance of common stock 50,000 - -
lssuance costs associated with Series C (50,071} {75,702) -
Net cash used in financing activities (71) {75.702) -
Net increase in cash 38,381 379,494 (93,469)
Cash, beginning of period 915,517 680,255 562,875
Cash, end of period $..953.808  $.1050749  $__469.400
Supplemental disclosures of cash flow information:
Cash paid during the period for
Income taxes $ 5514112 $ 8477977 $ 211350
Interest 100,772 1,960,380 3,258,525

NEP

The accompanying notes are an integral part of these consolidated financial statements.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE A - NATURE OF BUSINESS

Gateway Energy Services Corporation {f’k/a Econnergy Energy Company, Inc.} (the “*Company” or
“Gateway”) was incorporated in the State of New York on May 6, 1897 and is headquastered in
Rockiand County, New York. Econnergy is a full service marketer of natural gas and electric service
to residential and commercial customers in the deregulated markets of the U.S. The Company
purchases natural gas and electricity on a wholesale basis and transporis it to retail energy
consumers in New York, New Jersey, Maryland, Washington D.C., Virginia, Ohio and Texas.

On September 29, 2007, the Company changed its fiscal year end from March 31st ic September
30th. The accompanying financial statements were prepared to report the short period beginning
April 1, 2007 and ending September 30, 2007. Subsequent to the balance sheget date, the Company
changed its name to Gateway Energy Seitvices Corporation in connection with a brand expansion
marketing initiative. 3

NOTE 8 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1. ‘Unaudited Interim Financial Statements

The accompanying unaudited financial statements as of and for the six-months ended
September 30, 2006 and 2005 have been prepared in accordance with accounting principles
generally accepted in the United States of America. In the opinion bf management, the
unaudited financial statements furnished herein include all adjustments necessary for a fair
presentation of the Company's financial position at September 30, 2006 and the results of its
operations and its cash flows for the six-month periods ended September 30, 2006 and 2005.
Interim financial statements are prepared on a basis consistent with the Company's annual
financial statements.

2. Consolidation

The accompanying consolidated financial statements include the consolidated accounts of the
Company and its wholly-owned subsidiary, Mirabito Gas & Electric Corporation. All significant
intercompany accounts and transactions have been eliminated in consolidation. in fiscal year
2006, the Company’s consolidated financiaj statements inciuded the accounts of its wholly-
owned subsidiaries, AlEnergy Gas Marketing Company New York, L.L.C. and AllEnergy Gas
Marketing New Jersey, LL.C. In order to improve operating efficiencies, the assets and
liabilities of these subsidiaries were transferred to the Company in June 2006. ,

3. Revenue Recognition

The Company recognizes revenue for the sale of natural gas and electricity based on actual
customer usage. The Company records gas and electric sales under the accrual method, and

Information as of and for the six months ended September 30, 2006 and 2005 Is unaudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statemenis
September 30, 2007, 2006 and 2005

NOTE B (continued)

these revenues are recognized upon delivery of gas and electricity {o the customer's meter.
Gas and electric services detivered but not yet billed are estimated and recorded each period.
Budget billed amounts are not recognized as revenue until services have been delivered.

4. Accounts Receivable

Credit to customers is extended based on evaluation of customers’ financial condition and
generally collateral is not required. Accounts receivable are usually due Wwithin thirty days and
are stated at amounts due from customers net of an allowance for doubtful accounts. Accounts
outstanding longer than the contractual payment terms are considered past due. The Company
determines its allowance by considering a number of factors including the iength of time trade
accounts receivable are past due, the Company’s previous loss history, the customer's current
ability to pay its obligation to the Company as well as the condition of the generat economy and
the industry as a whole. The Company writes off accounts receivable: when they become
uncollectible, and payments subsequently received on such receivables are credited to the
allowance for doubtful accounts.

5. Property and Equipment

Property and equipment are stated at cost. Depreciation is computed uging the straight-line
method over the estimated useful lives of the assets. Leasehold improvements are amortized
over the shorter of their useful fives or the remaining lease term. Major renewals and
improvements of property and equipment are capitalized. Maintenance and repairs which do not
extend the useful life of the related property or equipment are charged to operations as
incurred.

6. Concentration of Credit Risk

Many of the local distribution companies (“LDC's”) through which the Company delivers gas and
electricity also purchase the customers’ accounts receivable from Gateway. The purchase
discounts range from 0% to 2.60% of billed account receivables and are charged to bad debt
expense in the consclidated statements of operations as revenue is recorded. Therefore, credit
risk associated with trade account receivables purchased by LDC’s is limited.

In markets where the LDC does not purchase the Company's receivables, the Company
maintains & provision for bad debt based upon the age of the receivables, payment history and
historical loss experience. At September 30, 2007 and 2006, the Company had gross accounts
receivable where no receivables purchase agreements exist of approximately $6,205,000 and
$18,894,000, respectively. The Company’s mix of accounts receivable is diverse, with no one
customer balance in excess of 10% of total accounts receivable.

information as of and for the six months ended September 30, 2006 and 2005 is unaudited.

-9-



(,mpaozNW R

Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE B (continued)
7. Fair Value of Financial Instruments

The Company's financial instruments consist primarily of cash, accounts. receivable and
accounis payable. The carrying amounts of these financial instruments approximate fair value
due to their short-term maturity.

8. Dernivative Instruments

The Company utilizes derivative instruments to reduce its exposure to fluctyations in the price of
natural gas and to hedge fixed-price commitments to its customers. The Company accounts for
derivative instruments based on the provisions of SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities,” as amended by SFAS No. 138, “Accounting for Centain
Derivative Instruments and Certain Hedging Activities.” These standards rpquire the Company
to recognize all derivative instruments as either assets or liabilities at fair value. The accounting
for changes in the fair value of a derivative depends on the use of the derivative. To the extent
that a derivative is designated as hedging the exposure to variable cash flows of a forecasted
transaction, the effective paortion of the derivative’s gain or loss is initially reported as a
component of accumulated other comprehensive income and subsequently reclassified into
earnings when the forecasted transaction affects eamings. The ineffective portion of the gain or
loss is reported in earnings immediateiy. To the extent that a derivative is designated as
hedging the exposure to changes in the fair value of a recognized asset or liability, the gain or
loss is recognized in the statement of operations in the period of change together with the
offsetting loss or gain on the hedged item.

9. Income Taxes

The Company accounts for income taxes in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 109, “Accounting for Income Taxes,” which requires accounting for
deferred income taxes under the asset and liability method. Deferred income taxes are
recognized for the tax consequences of temporary differences by applying enacted statutory tax
rates applicable in future years to differences between the financial statement carrying amounts
and the tax basis of existing assets and liabilities. When it is not considered more likely than not
that a part or the entire deferred tax asset will be realized, a valuation allowance is recognized.

10. Internal-Use Computer Software
in accordance with Statement of Position (“SOP”) 98-1, “Accounting for the: Costs of Computer

Software Developed or Obtained for Internal Use,” the Company capitalizeés costs incurred in
the application development stage related to the development of the Company’s proprietary

Information as of and for the six months ended September 30, 2006 and 2005 Is unaydited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE B {continued)

11.

12.

13.

systems. Development costs for the six months ending September 30, 2007 and 2006 were
approximately $315,000 and $353,000, respectively. Amortization expense was approximately
$312,000, $273,000 and $245,000 for the six months ending September 30, 2007, 2006 and
2005, respectively.

Cusfomer Acquisition Costs

Incremental direct customer acquisition costs are capitalized and amorlized over the future
benefit period of twenty-four to thirty-six months. Such costs represent costs paid to third parties
incurred in connection with the generation of new customer contracts. Customer acquisition
costs, net of accumulated amortization as of September 30, 2007 and 2006 were approximately
$1,345,000 and $491,000, respectively, and are included in the accompanying consolidated
balance sheets as other noncurrent assets. Amortization costs were appfoximately $409,000,
$591,000 and $830,000 for the six months ending September 30, 20@7, 2006 and 2005,
respectively.

Commaodity imbalances

Commodity imbalances result when customers consume more or less gas and electricity than
has been delivered by the Company to the LDC’s. Gas imbalance volumes are settled either
monetarily or as unit adjustments to a subsequent month’s delivery requirement. Electric
volumes are settlied monetarily on a monthly basis, generally using a four-month look back.
These amounts are stated at their net realizable value in the aocompanymg consolidated
balance sheets.

Accounting for Long-Lived Assets

The Company accounts for long-lived assets in accordance with the pmVisions of SFAS No.
144, “Accounting for the impairment or Disposal of Long-Lived Assets.” SFAS No. 144 requires
that long-lived assets and identifiable intangible assets that are not deemed to have indefinite
lives will be reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amounts of the assets may be impaired. Furthermore, these assets are evaluated
for continuing value and proper useful lives by comparison to undiscounted expected cash flow
projections. if there are indications that the carrying amounts of such assets may not be
recoverabie, the Company would recognize an impairment loss by a charge against curmrent
operations.

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE B (continued)
14. Stock-based Compensation

Prior to April 1, 2006, the Company accounted for stock-based wmpedsaﬁon to employees
under the intrinsic-value-based method of accounting prescribed by Accounting Principles
Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and discloses the
effect of the differences which would result had the Company applied: the fair-value-based
method of accounting on a pro forma basis, as required by SFAS No. 123, “Accounting for
Stock-Based Compensation.”

Consistent with the requirements of APB Opinion No. 25, the Company did not recognize
compensation expense in its statement of operations for options granted that had an exercise
price equal to the market value of the underlying common stock on the date of grant.

Effective Aprit 1, 2006, the Company adopted the provisions of SFAS No. 123 revised 2004
(Statement 123R), “Share-Based Payment,” which revises SFAS No. 123, and supersedes APB
Opinion No. 25. Statement 123R requires the Company to recognize expense related to the fair
value of stock-based compensation awards, including employee stock options. Statement 123R
allows the Company to use the prospective transition method and therefore, we have not
restated our financial results for prior periods. Under this transition method, we are applying the
provisions of Statement 123R to new awards and to awards modified, repurchased, unvested or
cancelled after April 1, 2006. :

The Company's pre-tax compensation cost for stock-based employee compensation was $0 for
the six months ended September 30, 2007, 2006 and 2005, respectively.

Had the Company determined compensation expense for stock options under the fair value
method of SFAS No. 123, the Company’s net income would have decreased to the following pro
forma amounts for the six months ended September 30, 2005:

Netincome as reported $1,228,781
Pro forma net income $ 563,397

15. Use of Estimates

The preparation of financial statements in conformity with accounting iprinciples generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilites 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 materially differ from
those estimates.

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements @
September 30, 2007, 2006 and 2005

NOTE B (continued)
16. Reclassifications

Certain reclassifications have been made in the fiscal 2006 and 2005 financrai statements to
conform to the fiscal 2007 presentation.

17. New Accounting Pronouncements

In July 2006, the Financial Accounting Standards Board issued Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes: an interpretation of FASB :Statement No. 109°.
Interpretation No. 48, which clarifies SFAS No. 109, establishes the criterion that an individual
tax position has to meet for some or alt of the benefits of that position to be recognized in the
Company's financial statements. On initial application, Interpretation No. 48 will be applied to ali
tax positions for which the statute of limitations remains open. Only tax positions that meet the
more-likely-than-not recognition threshold at the adoption date will be recognized or continue to
be recognized. The cumulative effect of applying Interpretation No. 48 will be reported as an
adjustment to retained earnings at the beginning of the period in which it is adopted.
Interpretation No. 48 is effective for fiscal years beginning after December 31, 2007, and will be
adopted by the Company on October 1, 2008. The Company has not yet determined the impact,
if any, that the implementation of Interpretation No. 48 will have on its results of operations or
financial condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”™ (“SFAS No.
157"). SFAS No. 157 clarifies the principle that fair value should be based on the assumptions
market participants would use when pricing an asset or fiability and establishes a fair value
hierarchy that prioritizes the information used to develop those assumpfions. Under the
standard, fair value measurements would be separately disclosed by level within the fair value
hierarchy. SFAS No. 157 is effective for financial statements issued for fiscal years beginning
after November 15, 2007, and interim periods within those fiscal years, with early adoption
permitted. The Company has not yet determined the impact, if any, that the implementation of
SFAS No. 157 will have on its results of operations or financiat condition.

in February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Asseis
and Financial Liabilities” (“SFAS No. 159”), which permits entities to choose to measure many
financial instruments and certain other items at fair value that are not curently required to be
measured at fair value. SFAS No. 159 will be effective for the Company for the year ended
September 30, 2008. The Company has not yet determined the impact, if any, that the
implementation of SFAS No. 159 will have on its results of operations or financial condition.

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE B {continued)

In June 2006, the Financial Accounting Standards Board ratified a consensus opinion reached
by the Emerging Issues Task Force ("EITF"} on EITF Issue 06-3, “How Taxes Collecled from
Customers and Remitted to Governmental Authorities Should Be Presented in the Income
Statement (that is, Gross versus Net Presentation).” The guidance in EITF Issue 06-3 requires
disclosure in interim and annual financial statements of the amount of taxes on a gross basis, if
significant, that are assessed by a govemmental authority that are imposed on and concurrent
with a specific revenue-producing transaction between a seller and customer such as sales,
use, value added, and some excise taxes. Additionally, the income statement presentation
{gross or net) of such taxes is an accounting policy decision that must be disclosed. The
consensus in EITF Issue 06-3 is effective for interim and annual reporfing periods beginning
after December 15, 2006. The Company adopted EITF Issue 06-3 effective April 1, 2007, and
concluded that the adoption had no significant effect on its financial statements as it does not
intend to change its existing accounting policy, which is to present taxes within the scope of
EITF Issue 06-3 on a net basis. :

NOTE C - PROPERTY AND EQUIPMENT, NET

As of September 30, 2007 and 2006, property and equipment consisted of the following:

Estimated ‘
Useful Lives 2007 2006
Furniture and fixtures 7 years $ 645936 $ 645191
Computer equipment 3 years 1,223,942 1,100,197
Software 3 years 4,521,893 3,811,966
Leasehold improvements Shorter of the life of i
the lease or the life
of the asset 982,698 980,898
7374469 6538262
t ess accumulated depreciation and amortization {6.117.788) (5.3 32,282)
Total property and equipment 1,256,681 1,205,970
Construction in progress 1,185,087 -
Property and equipment, net $2,441,768 $.1.205970

Construction in progress represents leasehold improvements and fumiture and fixtures related to
our new corporate offices located in Montebello, New York,

Information as of and for the six months ended September 30, 2006 and 2005 is ungudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE C (continued)
Depreciation and amortization expense associated with property and equipment for the six months
ended September 30, 2007, 2006 and 2005 amounted to $390,745, $468,265 and $491,050,
respectively.
Internal use computer software, net of accumulated amortization as of Sepiember 30, 2007 and
2006, was approximately $894,000 and $840,000, respectively.

NOTE D - OTHER LONG-TERM ASSETS, NET

Other long-term assets, net, consist of the following as of September 30, 2007 and 2006:

2007 2006
Customer acquisition COsts. net $1,345,068 $491,010
Acquired customer contracts, net - -
Other 10,500 5,010
Other long-term assets, net $1.355,568 $496.020

NOTE E - RELATED PARTY TRANSACTIONS

During 1999, a corporation owned by one of the shareholders of the Company loaned the Company
$91,055 to fund its operations. The loan bears interest at an annual rate of 5% and matures on
October 1, 2009. The balance as of September 30, 2007 and 2006 includes accrued interest.

Sempra Energy Trading, LLC (formery known as Sempra Energy Corp.) is the Company's
exclusive supplier of natural gas and power and owns 100% of the Series C Convertible Preferred
Stock (see Note | and Note K).

In October 2006, the Company entered into a two-year consulting agreement with a former officer
(also a shareholder of the Company) to provide transition assistance to the new executive
management team and on-going strategic consulting services. The agreement provides for
$850,000 in compensation in addition to business expense reimbursements up to $65,000. The
balance remaining as of September 30, 2007 is approximately $471,000.

Information as of and for the six months ended September 20, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
- Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE F - INCOME TAXES

The income tax provision for the six months ended September 30, 2007# 2006 and 2005 is
comprised of the following:

2007 2006 2005

Current provision 1
Federal $ 1,327 916 $ 731,310 $ 42,554
State 290,450 244 117 22,184
1,618,366 975,427 64,738

Deferred (benefit) provision ;
Federal (2.378,067) (2,466,854) 611,005
State 105,805 (471,604) 180,166
{2,272,262) {2,938 458) 791,261
Total provision $_(653,896) $(1.963.031) $850.999

The Company’'s normalized tax rates for 2007, 2006 and 2005 were 35%, 34% and 34%,

respectively, for the U.S. Federal tax rate and 5%, 6.5% and 6.5% for state and local taxes, net of
Federal benefit, respectively. The effective combined Federal and state income tax rate was 23.8%,

40.2% and 41.1% for 2007, 2006 and 2005, respectively. In 2007, the effective tax rates depart
from the normalized rates because of changes in state rates.

The following is a reconciliation of statutory U.S. Federal income tax rates to effective income tax

rates. The Company’s effective income tax rates differ from the statutory Federal income tax rates
as a result of the following: :

Six months endﬁ September 30,

2007 2006 2005
Statutory U.S. Federal tax rate 35.00% 34.00% 34.00%
State and local taxes, net of Federal benefit 1.77 6.50 6.50
Permanent items (-36) (.13) .38
Change in valuation allowance 04 122 -
Prior year true up 3.61 2.81 .22
Rate change (16.26) {4.20) -

Total effective rate 23.80% 40,20% 41.10%

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
Nofes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE F (continued)

The significant compeonents of the Company’s deferred tax assets at September 30, 2007 and 2006
are as follows: =

2007 2006
Bad debt reserve $ 1,086,608 $1,788,422

Depreciation 294 587 326,289
Series C issuance costs 11,642,264 3,000,529
Accrued litigation 595,249 -
Amortization 537,979 594 984
Other : - 474 545 181,303
Total deferred tax assets 14,631,232 5,891,527
Less valuation allowance 97.996 158.670
Net deferred tax assets $14,533,236 $6.732,857

The Company maintains a valuation allowance against certain deferred tax assets due to the
uncertainty of recognizing future tax benefits. The valuation allowance that remains as of
September 30, 2007 consists of deferred tax assets relating to a capital loss carryforward.

NOTE G - SHAREHOLDERS’ EQUITY

On April 22, 1899 and May 27, 1999, the Company consummated a private placement in which the
Company issued 50 units and 1 unit, respectively, each unit consisting of 10,000 shares of the
Company’s 8% Series A Convertible Preferred Stock, par vaiue $.01 per share (the “Series A
Preferred Stock™). Each unit was sold at $50,000 per unit, for total aggregate gross proceeds to the
Company of $2.55 million. The Series A Preferred Stock is convertible into shares of the
Company’s common stock at a 1 to 1 ratio, par value $.001 per share (the “Common Stock”), at the
option of the holder, at any time, after nine months from the date of issuance or auvtomaticaily upon
the consummation of an underwritten initial public offering of the Common Stock. The Seties A
Preferred Stock has voting rights and as deciared by the Company's Board of Directors, are entitied
to cumulative dividends from the date of issuance of such shares at the rate of 8% per year,
payable beginning 12 months thereafter. As of September 30, 2007, the undeclared cumulative
dividends atiributable to the preferred Series A shareholders amounted to $1,722,159.

The Series A Preferred Stock is not redeemable and carries a preference of $5.00 per share plus

accumulated and unpaid dividends whether or noi declared in the event of any liquidation,
dissolution or winding up of the Company, either voluntarily or involuntarily. As a result of the

information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NQOTE G {continued)

issuance of mandatorily redeemable stock in June 2000, upon conversion, the Series A Preferred
Stock conversion ratio was changed from 1 1o 1.13836.

In conjunction with the issuance of the Series C Convertible Preferred Stock {Note 1), the Company
restated its certificate of incorporation to increase the number of aggregate shares from 17,500,000
to 21,000,000 and Preferred Shares from 2,500,000 to 6,000,000 (for all series of preferred stock).
As of September 30, 2007, there were 510,000 Series A Preferred Shares; 1,583,114 Series B
Preferred Shares and 3,129,320 Series C Preferred Shares issued and outstanding.

NOTE H - MANDATORILY REDEEMABLE STOCK

On June 18, 2000, the Company entered into a Securities Purchase Agreement (the “Agreement”)
with Credit Suisse First Boston (*CSFB”} and one of the Company’s principal owners whereby it
authorized and issued 1,583,114 shares of $.01 par value Convertible Preferred Stock (the “Series
B Preferred”) for a purchase price of approximately $5,858,600, net of lssuance costs. The Series B
Preferred shares have voting rights and accrue quarterly cumuiative dividends at a rate of 8% per
annum. The dividends begin to accrue from the Original Issue Date (the “Issuance Date”) of the
preferred stock and are convertible into common stock. The Agreement provided that the
mandatory redemption election period begins on the fifth anniversary of the Issuance Date and
requires the Company, if CSFB so elects, to redeem all the outstanding Series B Preferred shares
at the greater of $3.79 (plus accrued and unpaid dividends) or the fair market vialue per share of the
Series B Preferred. Each holder of the Series B Preferred shail have the right, at any time, to
convert any of its shares of Seres B Preferred into common stock. The number of shares of
common stock deliverable upon conversion shall equal the greater of (a) the sum of (i) $3.79 plus
{ii) accrued and unpaid dividends or (b) the fair market value per share of the Series B Prefetred
divided by $3.79 (or as adjusted). The Series B Preferred has a liquidation preference equal to the
greater of (a) the sum of (i) $3.79 plus (i) accrued and unpaid dividends or (b) the fair market value
per share of the Series B Preferred. As of September 30, 2007, the undeclared cumulative
dividends attributable to the Series B Preferred shareholders amounted to $3,724,790. Such
amount is presented as part of the carrying value of the Series B Preferred mandatorily redeemable
stock in order to reflect its redemption value as of September 30, 2007. In connection with the
issuance of Series B Preferred, the Company incurred issuance costs of approximately $140,000.
Such costs were recorded as a reduction of the carrying amount of such preferred stock and have
been accreted over the five-year period to the earliest redemption date.

in conjunction with the issuance of the Series C Preferred Stock (Note 1), the Certificate of
Designation of the Series B Preferred was modified to temminate the preferred di\ﬂdends accrued on
the Series B effective as of the date of the Series C issuance and defetred the mandatory
redemption date from June 16, 2005 to July 31, 2011. |

Information as of and for the sbx months ended September 30, 2006 and 2005 Is unaindited.
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Gateway Energy Services Corporation
Notes to Consolidated Financial Statements
September 30, 2007, 2006 and 2005

NOTE | - SERIES C CONVERTIBLE PREFERRED STOCK

On July 21, 2006, the Company executed the Tenth Amendment to the Sempra Commodity
Purchase Agreement and the Company issued 3,129,320 shares of $.01 par value Convertible
Preferred Stock (“Series C Preferred Stock™) to Sempra Energy Trading Corp. At any time and from
time to time at the option of the holder, the Series C Preferred Stock is convertible into shares of the
Company’s common stock at a 1 to 1 ratio. Series C Preferred Stock has bothivoting rights and the
right to participate in dividends when and if declared by the Board of Directors. The Series C
Preferred Stock is not redeemable and has a $0.01 per share liquidation preference. As a result of
the Series C Preferred Stock issuance, the Company obtained a third party valuation, which valued
the Series C issuance at approximately $31,700,000, which was amortized over the term of the
Tenth Amendment {one year). In the six months ending September 30, 2007 and 2006, a non-cash
charge reflecting the value of the Series C issuance in the amount of approximately $7,900,000
was included in the consolidated statement of operations. As of September 30, 2006, there was
approximately $23,000,000 of unamortized deferred expenses, which is inchided in other currest
assets in the consolidated balance sheets. '

NOTE J - STOCK OPTION PLAN

In 1999, the Company adopted a stock option plan (the “1999 Plan”), under Whlch the Company
may issue qualified and incentive stock options. Awards may be granted to directors, employees
and consultants of the Company as the Board of Directors selects in its discretion. As amended, a
combined totat of 1,000,000 shares of Common Stock has been reserved for issuance under the
1999 Plan.

As of September 30, 2007, there are 313,866 shares available for future grants..

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option
valtuation model with the following weighted-average assumptions:

Six months ended MQI
Expected life (in years) 10.00%
Risk-free interest rate 4.75%
Volatility 30.00%
Dividend yield 0.00%

Utilizing these assumptions, the weighted-average fair value of the options granted for the six
months ended September 30, 2005 was $4.33. The Company did not grant any Opnons in the six-
month period ended September 30, 2007 and 2006.

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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NOTE J (continued)

The Biack-Scholes option valuation model was developed for use in estimating the fair value of
traded options which have no vesting restrictions and are fully transferable. In addition, option
valuation models require the input of highly subjective assumptions including the expected stock
price volatility. Because the Company’s employee stock options have characteristics significantly
different from those of fraded options, and because the changes in the subjective input assumptions
can materially affect the fair value estimate, in management’s opinion the existing models do not
necessarily provide a reliable single measure of the fair value of the Company’s employee stock
options.

A summary of the activity under the 1999 Plan is as follows:

: Weighted-Average
Weighted-Average Remaining Life
Shares Exercise Price {Years)
Outstanding, March 31, 2005 525,300 $4.54 : 5.43
Granted 302,334 4.00 -
Exercised - - -
Canceled !4,000) 6.00 -
Outstanding, September 30, 2005 823,634 $4.36 il
Outstanding, March 31, 2006 848,634 $4.44 6.11
Granted - - -
Exercised - - -
Canceled (70,000) 6.50 -
‘Outstanding, September 30, 2006 778,634 $4.26 6.45
Outstanding, March 31, 2007 763,634 $4.22 573
Granted - - -
Exercised (12,500) 4.00 -
Canceled {77,500} 5.68 —
Outstanding, September 30, 2007 673,634 $4.06 230
Exercisable, September 30, 2007 673,634 $4.06 9,30

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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NOTE K - CREDIT AND LOAN FACILITIES

On December 26, 2002, the Company entered into a three-year Commodity Purchase Agreement
(*“CPA") with Sempra Energy Trading LLC (“Sempra®), which initiaily expired on December 26,
2005; however, through several amendments, the CPA was extended through June 30, 2008. The
CPA, as amended, provides for Sempra to act as the Company's exclusive supplier for natural gas
and power. In addition, Sempra granted Gateway an extension to its customary payment terms for
the supply of such commodity costs and extended credit up to an aggregate of $45 milfion. In
return, the Company provides Sempra a first priority security interest on substantially ali of its
current and future assets, including without limitation all cash and cash equivaients, all accounts
receivable and all deposit accounts. Under the CPA, all payments from its customers and
distributors are paid to a specific lockbox or by wire to the lockbox account under the control of
Sempra, from which Sempra permits certain payments to be made to the Conﬁpany for its general
corporate purposes. The Company pays or is credited for financing fees and interest for outstanding
balances that are either due te or from Sempra.

Financing fees are calculated on a daily basis and payable monthly in arears on the tenth day of
each month in the amount equal to the LIBOR (based on the offered rate for two-month deposits)
plus 4%, which was 9.17%, 9.35% and 7.94% as of September 30, 2007, 2006 and 2005,
respectively. The CPA contains both financial and non-financial covenants and at September 30,
2007, the Company is in compliance with its covenants.

In connection with an amendment to the CPA, on March 21, 2003, the Company also granted
Sempra 100,000 warrants at an exercise price of $4.00 per share exercisable at any time until June
30, 2008. The fair value of these options was $137,014, which was charged to operations.
Additionally, in conjunction with another amendment, on October 30, 2003, the Company granted
Sempra an additional 100,000 warrants at an exercise price of $4.00 per share exercisable at any
time until October 30, 2008. The fair value of these warrants was $84,224, which was charged to
operations. All warrants remain ouistanding as of September 30, 2007.

On April 1, 2004, the Company entered into a Receivables Transfer Agreement (“RTA") in which it
sold to SET Trade Finance LLC (“STF”), a wholly-owned subsidiary of Sempra, rights fo certain
customer payment obligations. The activity under this program was accounted for as a sale of
accounts receivable in accordance with SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities.” For the six months ended September 30, 2007,
2006 and 2005, total receivables sold to STF approximated $0, $0 and $195,182,000, respectively.
The discounts from the face amount of each sale consist of cost of capital (interest expense) and
loss discounts, which were approximately $0, $0 and $1,494,000 for the isix months ended
September 30, 2007, 2006 and 2005, respectively, and included in the accompanying consolidated
statements of operations. The loss discounts are presented as part of selling, general and
administrative expenses, while the cost of capital discounts are presented as a separate line item
within other (income) expense. The Company retained servicing responsibilities for which the
servicing compensation was taken into account in the determination of the accounts receivable
purchase price.

information as of and for the six months ended September 30, 2006 and 2005 Is unaudited.
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NOTE K (continued)

The RTA was initially for one year; however, it was extended for an additional eleven months as
documented in the April 2005 Amendment to the RTA. In March 2006, the RTA was terminated and
the Company was released from its obligations under the agreement. In conjunction with the
termination, the Company purchased $22 162,161 of receivables net of a provision for bad debts of
$11,562,079.

NOTE L - PROCEEDS RELATING TO PROPOSED MERGER

On September 30, 2005, the Company entered into an Agreement and Plan of Merger (“Merger
Agreement”) with a third party. The Merger Agreement provided for liquidated damages of
$7,300,000 to the Company if the third party failed to close upon the Company’s satisfaction of its
closing obligations. The Company entered into several amendments including the final amendment
dated January 24, 2006, that extended a grace period to consummate the merger through February
17, 2006. The third party was not able to complete its closing obfigations and, as a result, the
Company received liquidated damages of $7,300,000 plus accrued interest of $61,847. The
Company offset direct costs associated with the transaction of $755,345. In: February 2006, the
Company recorded the remaining net proceeds of $6,544,655. See Note O for a lawsuit filed by
this third party. :

NOTE M - ACQUISITIONS
Mirigas Inc. (formally known as Mirabito Gas & Electric Inc.)

Effective July 1, 2003, the Company entered into an Agreement and Plan of Merger with Mirabito
Gas and Electric Corporation (“MGE™), a wholly-owned subsidiary of Mirigas Inc. (“Mirigas”),
whereby the Company acquired certain assets and liabilities of Mirigas, specifically those relating to
its business of selling natural gas and electric. This acquisition has beeh accounted for in
accordance with SFAS No. 141, “Business Combinations,” and resuits of the operations of the
acquired business have been included in the accompanying financial statements since the date of
acquisition. The total purchase price, excluding $688,400 paid for natural gas acquired, includes
cash consideration of $1,800,000, of which $400,000 was paid at closing ard the balance was
being paid in the form of a contingent earn-out payment in equal instaliments over fourteen months
up to a maximum of $1,400,000. Based on the final earn-out, the full amount paid of $1,800,000
was allocated as acquired customer contracts and included in other long-term assets. This balance
was amortized over the future benefit period of thirty-six months. Amortization expense was $0,
$450,000 and $450,000 for the six months ended September 30, 2007, 2006 and 2005,
respectively.

Information as of and for the six months ended September 30, 2008 and 2005 is unai_ldﬂed.
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NOTE N - DERIVATIVE FINANCIAL iINSTRUMENTS

The Company uses derivative instruments to manage its exposure to fluctuating natural gas prices
through the use of natural gas swap and option contracts. To the extent that these instruments are
effective in hedging the Company s exposure to price changes, changes in the fair values of the
hedge contracts are deferred in accumilated other comprehensive income and reclassified to cost
of goods sold as the natural gas is purchased. Changes in the time value of’ optton contract have
been included in the. Company’s assessment of hedge effectiveness and reported in eamings
immediately The amount of ineffectiveness which is reported in cost of goods sold in the
accompanying statements of operations for the six months ended September 30, 2007, 2006 and
2005 was not material.

Deferred gains on outstanding natural gas option and swap contracts are reflected in other cusrent
assets/liabilities and accumulated other comprehensive income in the amount of $(920,821) and
$(1,671,135), respectively, at September 30, 2007 and 2006.

During the six months ended September 30, 2007, 2006 and 2005, gains and losses on derivative
financial instruments that were used to reduce exposure to fluctuations in the, price of natural gas
and to hedge fixed-price commitments to customers were not recognized until the hedged
transaction was reflected in the statements of operations. These hedging transactions increased
(decreased) cost of goods sold by $602,000, $(496,000) and $(912,000), respectively. Premiums
paid on option contracts were amortized over the life of the contracts (typically one year or less).

NOTE O - COMMITMENTS AND CONTINGENCIES
Operating Leases
In October 2001, the Company entered into a five-year lease agreement with the owners of the
Company's headquarters in Spring Valley, New York. in September 2008, the Company amended
its lease agreement to extend the terms of the lease through October 2007 with the ability to extend
the agreement until October 2011 at the Company’s election.
In February 2007, the Company entered into a new seven-year lease with Mack-Cali Realty

Corporation for approximately 32,000 square feet of office space. The lease commenced November
2007.

Information as of and for the six months ended September 30, 2006 and 2005 Is unaudfted
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NOTE O (continued)

The Company is obligated under operating leases for its office space, requiring minimum annual
rental payments as follows:

Year ending September 30,

2008 $ 673,590
2009 764,345
2010 764,345
2011 764,345
2012 and thereafter 2547.818
Total $5,514.443

The Company has the option to terminate its lease agreement with Mack-Cali at the end of the fifth
or sixth year. If the Company exercises its termination option, the Company will be required fo pay
an early termination fee of approximately $300,000 or $144,000, respectively.

Rent expense was approximately $199,349, $240,422 and $150,7389, respéctively, for the six
months ended September 30, 2007, 2006 and 2005.

Contingencies

On May 11, 2006, a retail energy marketer filed a lawsuit claiming that the Company is liable for
allegedly breaching the terms of a failed merger agreement between the two companies. In
September 2006, the Company filed a motion to dismiss the lawsuit for failure to state a claim on
which relief can be granted The motion to dismiss remains pending before the Courl. Wiritten
discovery in the case is substantially complete and the parties anticipate deppsition discovery in
late 2007. The Company intends {o vigorously defend against this lawsuit; lhowever, it cannot
predict the resolution of this lawsuit. In March 2007, the Company recqrded a reserve of
$1,750,000 related to this litigation matter. As of September 30, 2007, expenses in the amount of
$182,427 have been offset against this reserve.

From time to time, the Company is a party to litigation arising in the normal course of its business
operations. In the opinion of management and counsel, it is not anticipated that the settiement or
resolution of any such matters will have a material adverse impact on the Company’s financial
position, liquidity or results of operations.

t

Information as of and for the six months ended September 30, 2006 and 2005 is unaudited.
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NOTE P - EMPLOYEE BENEFIT PLAN

In July 2000, the Company established a 401(k) profit-sharing plan covering all eligible employees.
The plan allows employees to defer up to 15% of their annual earnings subject to limitation of
Section 401(m} of the Intemal Revenue Code. The Plan was amended in Augbst 20086 to include a
partial employer matching contribution where the Company matches one-half of the first 6% of
employee contributions up to the maximum atlowable under the plan. The employer expense

portion was $72,380, $18,152 and $0 for the six months ended September 30, 2007, 2006 and
2005, respectively.

The plan provides that the Company can make discretionary contributions. These contributions
would be allocated based on the participant’s compensation in proportion to the compensation of all

participants. The Company paid $0, $63,000 and $0 during the six months ended September 30,
2007, 2006 and 2005, respectively.

information as of and for the six months ended September 30, 2006 and 2005 Is unaudifed.
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Gateway Energy Services Corporation
Consolidated Balance Sheets

March 31,

ASSETS

CURRENT ASSETS
Cash
Accounts receivable, net of allowance for doubtful accounts of
$3,798,318 and $11,002,697, respectively
Prepaid and deferred expenses
Natural gas storage
Commodity imbalance
Other current assets
Deferred tax assets

Total current assets
PROPERTY AND EQUIPMENT, net

OTHER NONCURRENT ASSETS
Security and energy deposits
Deferred tax assets, net
Other long-term assets, net

Total noncurrent assets
Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable and accrued expenses
Taxes payable
Commodity Imbalance
Other current liabilities

Total current liabilities
LONG-TERM LIABILITIES
Loan payable - related party
Total liabilities
COMMITMENTS AND CONTINGENCIES
MANDATORILY REDEEMABLE STOCK

SHAREHCLDERS' EQUITY

Series A Convertible Preferred Stock, $.01 par value; 510,000
issued and outstanding

Series C Convertible Preferred Stock, $.01 par value; 3,129,320
issued and outstanding

Common stock, $.001 par value; 15,000,000 shares authorized;
3,600,000 issued and outstanding

Additional paid-in capital

Retained eamings

Accumulated other comprehensive income

Total shareholders’ equity
Total liabilities and shareholders' equity

-27-

2007 2006
$ 915517 $ 680255
61,524,086 81,029,490
160,802 509,592
1,197,652 975,372
7,639,761 10,044,807
8,888,957 1,197,118
2,696,595 2,158,060
83,024,270 96,594,694
1,193 359 1,194,100
2,099,988 3,669,430
9,564,378 636,339
1,430,339 1,376,943
13,094,705 5682712
$97.312.334  $103.471.516
$35,781,705 $ 72,643,828
5,391,358 9,461,348
7,276,502 3,469,348
48 449 565 85,574,524
114,093 110,873
48,564 558 85.685.397
9,724,786 9,490,932
5,100 5,100

31,293 -
3,600 3,600
35,409,682 3,720,592
3,191,299 3,378,152
382016 1,187,742
9,022,990 8205186
$103,471.515

SRL312.334



Gateway Energy Services Corporation
Consolidated Statements of Operations

Year ended March 31,
2007 2006 2005
Sales $ 374,564,886 3 594.998,499E $ 460,628,267
Cost of goods sold (322,644.422) 532 341 {420.930.761)
Gross profit 51,920,464 62,453,158 39,697,506
Selling, general and administrative expenses {23.688.951) (33.506,221) {26,219 320)
Profit before other income (expense) and :
income taxes 28,231,513 28,946,937 . 13,478,186
Other income (expense) .
Interest expense, net (2,454,057) (4,762,103) {5,238,503)
Interest expense associated with the sale of - (3.282,400) {2,396,920)
receivables :
Proceeds from proposed merger - 6,544,655 -
Warrant income, net - - 455 559
Other expense, net (1,751,730) (588,174) (2,741)
Non-cash charge to refiect the value of Series C i
issuance {23,813.721) - -
Profit before income taxes 212,005 26,858,915 6,295,581
{Provision for) benefit from income taxes, net {165.004) (10,912,458} 5,330,553

Net income

$___47001  $.15946457  $_11.626,134
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Gateway Energy Services Corporation
Consolidated Statements of Cash Flows

Year ended March 31,

Cash flows from operating activities
Netincome
Adjustments to reconcile net income to net cash provided by
{(used in) operating activities

Depreciation and amortization

(Benefit from) provision for deferred tax

Provision for (benefit from) bad debts

Stock-based compensation

Non-cash charge asscciated with the Series C issuance

Provision for loss on contracts

Non-cash compensation expense

Changes in operating assets and liabilities
Decrease (increase) in accounts receivable
DPecrease (increase) in prepaid and deferred expenses
(Increase) decrease in other current assets
(Increase) decrease in natural gas storage
Decrease (increase) in security and energy deposits
(Increase) decrease in other long-term assets
(Decrease) increase in accounts payable and accrued

expenses

Increase (decrease) in commodity imbalance
(Decrease) increase in taxes payable
Increase in other current liabilities
Decrease in other long-term liabilities
Decrease in long-term taxes payabie
Increase (decrease) in loan payable - related party

Net cash provided by (used in) operating activities

Cash flows from investing activities
Purchase of property and equipment
Customer acquisition costs
Cash paid in acquisitions

Net cash used in investing activities

Cash flows from financing activities
{ssuance costs associated with Seties C

Net cash used in financing aclivities

Net increase {decrease} in cash
Cash, beginning of year
Cash, end of year

Supplemental disclosures of cash flow information:
Cash paid during the year for
Income taxes
Interest

-29.-

2006

2007 2005
$ 47001 $15946457  $11626,134
2,193,100 3,588 393 084,186
(9,466,574) 2 576 420 (5,370,818)
2985332 11,126,500 (4,634,750)
55,409 . .
23,813.721 - .
: (177,148) (501,465)
- - (455,550)
17219171 (75,223,804) 59,995 838
348,790 (274,984) 3,240,603
(559,657) 95,570 (394.788)
(222.279) (338,642) 208,840
1,569 442 555,305 (1,259.208)
(10,502) 65,489 1,051,581
(36,862,123) 48,108,842 (64,235 586)
2405045  (12,320,571) 993,801
(4.069,990) 5,470,327 220,613
3.807.155 1,500,822 330,675
. - (87.500)
. . (385.494)
4120 (2,352) 216
2,557,161 1.276.624 1,426 508
(862.276) (634,441) (591,149)
(1,372,968) (524,803) (1,587,827)
. - (600.000)
(2235244)  _(1.159.244) (2.778.976)
86.655 ; ]
(86,655) . -
235,262 117,380 (1,352.468)
680,255 562 875 1,015,343
$_ 015517 $___ 680255 $__ 562875
?
$13320487 §$ 857870 $ -
8,634,416 7,582,717

3,038,496



