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Corporale governance

Energy Savings is committed to transparency in our operations and our approach to
governance meets all recommended standards. Full disclosure of our compliance with
existing corporate governance rules is available on our website at www.esif.ca. Energy
Savings actively monitors the corporate governance and disclosure environment to ensure
timely compliance with current and future requirements.

Based on an evaluation of the Energy Savings’ disclosure controls and procedures, the
Fund’s Chief Executive Officer and Chief Financial Officer have concluded that these
controls and procedures are effective as of December 31, 2005.

Proposed reorganization

As previously outlined in the 2005 annual report, OESC generates significant cashflows
which result in taxable income. Management had proposed a revised “trust on trust on
partnership” structure which received Unitholder approval on June 29, 2005. The Fund has
requested a tax ruling on certain aspects of the reorganization from the Canada Revenue
Agency (“CRA”). As an interim step, on August 1, 2005, Energy Savings began to conduct
substantially all of its business in Ontario under a new limited partnership, Ontario Energy
Savings L.P., which is expected to result in an increase flow through of funds for the
operation of the business. As at the date of writing, the CRA has not issued a ruling.

Class A Preference shares of OESC and Trust Units
As at February 1, 2000, there were 10,168,695 Class A preference shares of OESC
outstanding and 95,883,488 units of the Fund outstanding.

Taxability of 2005 distributions

We estimate that approximately go% of the distributions pertaining to calendar 2005 will be
taxable as other income, with the remainder classified as tax-deferred return of capital. The
actual taxability of the distributions will be determined and reported to Unitholders prior to
February 28, 2006.
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Consolidated balance sheets
(unaudited — thousands of dollars)
December 31, March 31,
2005 2005
ASSETS
Current
Cash $ 12,511 $ 16,058
Restricted cash (NOTE 4) 7,326 5,682
Accounts receivable 124,886 101,631
Gas delivered in excess of consumption 62,821 -
Gas in storage 13,252 414
Unbilled revenues - 50,536
Prepaid expenses 1,458 2,108
Corporate taxes recoverable 2,315 -
224,569 176,429
Gas contracts (less accumulated amortization —
$220,856; March 31, 2005 — $198,483) 23,072 45,446
Electricity contracts (less accumulated amortization —
$11,462; March 31, 2005 — $3,040) 14,959 8,794
Goodwill 94,576 94,576
Capital assets (less accumulated amortization —
$5,310; March 31, 2005 — $3,558) 11,313 10,279
Other assets (NOTE 9A) 20,486 5,474
$ 388,975 $ 340,998
LIABILITIES
Current
Bank indebtedness (NOTE gb) $ 35,708 $ -
Accounts payable and accrued liabilities 95,316 76,505
Customer rebates payable (NOTE 4) 7,326 5,682
Management incentive program payable 1,225 1,173
Unit distribution payable 7,311 7,039
Corporate taxes payable 229 10,048
Deferred revenue 76,347 -
Accrued gas accounts payable - 40,900
223,462 141,347
Deferred charges (less amortization — $3,108) 4,884 -
Other liabilities (NOTE ga) 400 644
Future income taxes 12,228 21,020
240,974 163,011
EQUITY
Unitholders” equity (NotE 7) $ 139,654 $ 173,106
Contributed surplus 8,347 4,881
148,001 177,987
$ 388,975 $ 340,998
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Consolidated statements of Unitholders’ equity
(unaudited — thousands of dollars)
For the nine months ended December 31

2005 2004
Unitholders’ equity, beginning of period $ 173,106 $ 206,401
Trust unit options exercised 2,112 10,434
Deferred unit grants exercised 53 -
Net income 33,738 9,937
Distributions on units (64,964) (59,271)
Class A preference distributions, net of tax (4,391) (4,392)
Unitholders’ equity, end of period $ 139,654 $ 163,109

Consolidated statements of operations

(unaudited — thousands of dollars except per unit amount)

Three months ended

Nine months ended

December 31 December 31

2005 2004 2005 2004
Sales $321,161 $ 213,649 $735,615 $ 514,012
Cost of sales 270,767 173,947 624,995 420,647
Gross margin 50,394 39,702 110,620 93,365
Expenses
General and administrative expenses 9,271 6,979 26,072 21,492
Capital tax 207 (3) 621 497
Marketing expenses 13,630 11,327 35,060 30,965
Unit based compensation (NOTE 8) 1,876 749 3912 2,184
Bad debt expense 1,300 62 3,478 84
Amortization of gas contracts 7,457 12,413 22,373 36,720
Amortization of electricity contracts 2,000 692 5314 1,226
Amortization of capital assets 629 438 1,752 1,148

36,370 32,657 98,582 94,316

Income (loss) before other income (expense) 14,024 7,045 12,038 (951)
Other income (expense) (NOTE 9) (1,876) 1,115 14,935 1,215
Income before income tax 12,148 8,160 26,973 264
Provision for (recovery of) income tax (1,069) 1,117 (6,765) (9,673)
Net income $ 13,217 $ 7,043 $ 33,738 $ 9,937
Net income per unit (NOTE 10)
Basic $ 012 % 007 $ 032 % 010
Diluted $ 012 % 007 $ 032% 009
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Consolidated statements of cash flows
(unaudited — thousands of dollars)

Three months ended Nine months ended
December 31 December 31
2005 2004 2005 2004
NET INFLOW (OUTFLOW) OF CASH RELATED TO THE FOLLOWING ACTIVITIES
Operating
Net income $13217 $ 7,043 $33,738 $ 9937
Items not affecting cash
Amortization of gas contracts 7,457 12,413 22,373 36,720
Amortization of electricity contracts 2,000 692 5,314 1,226
Amortization of capital assets 629 438 1,752 1,148
Unit based compensation 1,876 749 3,912 2,184
Future income taxes (2,623) (29) (8,792) (12,674)
Loss on foreign exchange (unrealized) 88 526 355 623
Other (income) expenses (unrealized) 1,717 (1,558) (15,390)  (1,483)
11,144 13,231 9,524 27,744
Adjustments required to reflect
net cash receipts from gas sales 1,381 2,536 23,162 24,395
25,742 22,810 66,424 62,076
Changes in non-cash working capital (24,512) (109) (28,492) (9,366)
Cash inflow from operations 1,230 22,701 37,932 52,710
Financing
Exercise of trust unit options (NOTE 8) 307 1,921 1,748 7,183
Distributions paid to Unitholders (22,001)  (20,472) (64,684) (58,539)
Distributions on
Class A preference shareholders (2,325)  (2,197) (6,874)  (6,875)
Tax impact on distributions on
Class A preference shareholders 840 793 2,483 2,483
Bank indebtedness (NOTE gb) 26,406 - 35,708 -
3,227 (19,955) (31,619)  (55,748)
Investing
Purchase of capital assets (793)  (1,779) (2,786)  (4,122)
Acquisition of customer contracts - (10,269) (6,593) (10,269)
(793) (12,048) (9,379) (14,391)
Loss on foreign exchange (unrealized) (88) (526) (355) (623)
Other (income) foreign exchange (unrealized)  (126) - (126) -
Net cash inflow (outflow) 3,450 (9,828) (3,547) (18,052)
Cash, beginning of period 9,061 32,017 16,058 40,241
Cash, end of period $12511 $ 22,189 $12511 $ 22,189

Supplemental information
Interest paid $ 251 § 35 $ 444 9 69
Income taxes paid $ 974 § 363 $12282 § 863
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Notes to the consolidated financial statements

(unaudited — thousands of dollars except where indicated and per unit amount)

1. Interim financial statements

The unaudited interim consolidated financial statements do not conform in all respects to
the requirements of Canadian generally accepted accounting principles for annual financial
statements and should therefore be read in conjunction with the audited consolidated
financial statements and notes thereto included in the Fund’s annual report for fiscal 200s.
The unaudited interim consolidated financial statements have been prepared by
management in accordance with Canadian generally accepted accounting principles
applicable to interim consolidated financial statements and follow the same accounting
policies and methods in their applications as the most recent annual financial statements.

2. Organizalion

Energy Savings Income Fund (“Energy Savings” or the “Fund”)

Energy Savings is an open-ended, limited-purpose trust established under the laws of the
Province of Ontario to hold securities and to distribute the income of its directly or indirectly
wholly owned operating subsidiaries and affiliates: Ontario Energy Savings Corp. (“OESC”),
Ontario Energy Savings L.P. (“OESLP”), Energy Savings (Manitoba) Corp. (“ESMC”),
Energy Savings (Quebec) L.P. (“ESPQ”), ES (B.C.) Limited Partnership (“ES (BC) L.P.”),
Alberta Energy Savings L.P. (“AESLP”), U.S. Energy Savings Corp. (“USESC”), Illinois
Energy Savings Corp. (“IESC”), New York Energy Savings Corp. (“NYESC”), (collectively
the “Energy Savings Group”).

Ontario Energy Savings L.P.

OESLP was formed under the laws of the Province of Ontario on June 1, 2005. Effective
August 1, 2005, OESLP acquired substantially all of the assets and certain related liabilities of
OESC, thereby transferring operations and all future marketing efforts in Ontario to OESLP.

3. Seasonalily of operations

Energy Savings’ operations are seasonal. Gas consumption by customers is typically highest
in October through March and lowest in April through September. Electricity
consumption is typically highest in January through March and July through September.
Electricity consumption is lowest in October through December and April through June.

4. Restricted cash/customer rebates payable

Restricted cash represents rebate monies received from Local Distribution Companies
(“LDCs”) in Ontario as provided by the Independent Electricity System Operator
(“IESO”). OESLP is obligated to disperse the monies to eligible end-use customers in
accordance with the Market Power Mitigation Agreement as part of OESLP’s Retailer
License conditions.
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5. Acquisition of customer contracts
On May 19, 2005, Energy Savings purchased effective May 1, 2005, approximately 187,000
residential customer equivalents (“RCEs”) of deregulated electricity customers in Ontario
from EPCOR Utilities Inc. (“EPCOR”).
The purchase price has been allocated as follows (subject to adjustments):
Net assets acquired:
Electricity contracts $ 14,585
Deferred charges (7,992)

$ 6,593

Consideration:
Cash $ 6,593

The entire purchase price will be amortized over the average remaining life of the
contracts, which at the time of the acquisition was 1.5 years.

Cash consideration was determined by valuing the margin remaining on contracts
acquired at their associated fixed prices, and is subject to adjustments. These fixed prices
were not reflective of the market price of electricity at the time of acquisition. Canadian
GAAP requires financial instruments to be fair valued upon acquisition. Customer
contracts are not considered financial instruments, while supply contracts are. Deferred
charges relate to the fair value associated with the acquired supply contracts.

6. Related party transaction

On April 1, 2003, Energy Savings entered into Marketing Fee Payment Agreements
(“Marketing Agreements”) with three officers, through its subsidiary OESC

(see Note 13(b)). The Marketing Agreements expire, at the earliest, on March 31, 2007.
Each person is entitled to receive annual marketing fees or commissions equal to the
greater of an individual’s percentage of Energy Savings” incremental gross margin and an
individual’s specified guaranteed amount, payable on March 31 in each year, as to, 50% in
cash and 50% in fully paid unit appreciation rights (“UARs”), which vest on the first,
second and third anniversary day of the grant date when they become exchangeable into
units on a one for one basis. In the event of a change of control, (i) each officer is entitled
to a lump sum payment declining to zero at March 31, 2007 and (ii) all UARs vest and
become immediately exchangeable into units on a one for one basis. For the three and
nine months ended December 31, 2005, cash payments amounted to $112 (2004 — $357) and
$338 (2004 — $1,069), respectively, while payments made in the form of UARs amounted to
$244 (2004 — $nil) and $732 (2004 — $nil), respectively.
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7. Unitholders’ equity
Trust Units of the Fund

An unlimited number of units may be issued. Each unit is transferable, voting and

represents an equal undivided beneficial interest in any distributions from the Fund

whether of net income, net realized capital gains or other amounts, and in the net assets

of the Fund in the event of termination or winding-up of the Fund.

Preference Shares of OESC

Unlimited Class A preference shares, non-voting for OESC, non-cumulative, exchangeable

into trust units in accordance with the OESC sharcholders” agreement, with no priority on

dissolution. Pursuant to the amended and restated “Declaration of Trust” which governs the
Fund, the holders of Class A preference shares are entitled to vote in all votes of Unitholders
as if they were the holders of the number of units which they would otherwise be entitled to

receive if they exercised their shareholder exchange rights. Class A preference shareholders

have equal entitlement to distributions from the Fund as Unitholders.

2005 2004

Issued and Outstanding Units/Shares $  Units/Shares $
Trust units
Balance, beginning of period 95,515,617 147,684 91,093,142 177,323
Options exercised 364,665 2,112 2,379,322 10,434
Deferred unit grants exercised 3,206 53 - -
Exchanged from

Class A preference shares - - 1,462,483 3,656
Balance before income

and distributions 95,883,488 149,849 94934 947 191,413
Class A preference shares
Balance, beginning of period 10,168,695 25,422 11,631,178 29,078
Exchanged into units - - (1,462,483) (3,656)
Balance, end of period 10,168,695 25422 10,168,695 25422
Combined balance, end of period 106,052,183 175,271 105,103,642 216,835
Net income - 33,738 - 9,937
Distributions' - (69,355) - (63,663)
Unitholders’ equity, end of period 106,052,183 139,654 105,103,642 163,109

" Unitholders are entitled to receive distributions. The holders of Preference A shares, unit appreciation rights and deferred
unit grants are also entitled to receive distributions equal to the amount receivable if their shares/rights were exchanged

into units of the Fund.
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Pre-tax distributions for the three and nine months ended December 31, 2005 and 2004 are

as follows:
Three months ended Nine months ended
December 31 December 31
2005 2004 2005 2004
Unitholders $ 21934 $ 20483 $ 64,767 $ 59,239
Class A preference
share distributions 2,326 2,197 6,875 6,875
Unit appreciation rights 70 11 189 32
24,330 22,691 71,831 66,146
Deferred unit grants 3 8

$ 24333 $ 22691 $ 71,839 $ 66,146

8. Unilt based compensation plans

(a) Unit option plan

The Fund grants awards under its 2001 unit option plan to directors, officers, full-time
employees and service providers (non-employees) of its subsidiaries and affiliates. In
accordance with the unit option plan and as a result of the unit splits which took effect July 29,
2002 and January 30, 2004, the Fund may grant options to a maximum of 11,300,000 units.

As at December 31, 2005, there were 859,166 options still available for grant under the plan.
Of the options issued, 1,736,170 options remain outstanding at quarter end. The exercise price
of the unit options equals the closing market price of the Fund’s units on the last business day
preceding the grant date. The unit options will vest over periods ranging from three to five
years from the grant date and expire after five or ten years from the grant date.

A summary of the changes in the Fund’s unit option plan during the nine-month period
and status at December 31, 2005 is outlined below:

Weighted Weighted

Range of Average Average
Outstanding Exercise Exercise  Grant Date
Options Prices Price'  Fair Value®
Balance, beginning of period 1,825,835 $ 2.50-$18.70 $ 8.99
Granted 275,000  $15.63-$15.90 $1565  $ 2.20
Exercised (364,665) $ 2.50-$11.25 $ 4.79
Balance, end of period 1,736,170  $ 2.50-$18.70 $10.92

"The weighted average exercise price is calculated by dividing the exercise price of options granted by the number of
options granted.

*The weighted average grant date fair value is calculated by dividing the fair value of options granted by the number of
options granted.
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Options Outstanding Options Exercisable
Weighted
Average  Weighted Weighted
Remaining Average Average

Range of Number Contractual Exercise ~ Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price
$2.50-$3.24 40,000 033 $ 250 40,000 $  2.50
$4.24-$6.09 462,671 1.08 $ 5.02 154,671  $  5.03
$7.29-510.68 82,666 215§ 917 51,334 § 881
$11.25-$12.17 693,333 228§ 12.05 660,002 $ 12.09
$14.25-$18.70 457,500 386 % 16.24 28,500 S 16.72
Balance, end of period 1,736,170 233§ 1092 934,507 $ 1047
Options available for grant
Available for grant 11,300,000
Less: granted in prior years (11,083,000)
Add: canceled/forfeited in prior years 917,166
Balance, beginning of period 1,134,166
Less: granted during the period (275,000)
Balance, end of period 859,166

The Fund uses a binomial option pricing model to estimate the fair values. The binomial
model was chosen because of the yield associated with the units. Fair values of employee unit
options are estimated at grant date. Fair values of non-employee unit options are estimated
and revalued each reporting period until a measurement date is achieved. The following
weighted average assumptions have been used in the valuations:

Risk free rate 3.53%-3.65%
Expected volatility 25.57%-25.62%
Expected life 5 years
Expected distributions $0.885-$0.915 per year

(b) Unit appreciation rights

The Fund grants awards under its 2004 unit appreciation rights (“UARs”) plan to senior
officers or service providers of its subsidiaries and affiliates in the form of fully paid UARs.
In accordance with the unit appreciation rights plan, the Fund may grant UARs to a
maximum of 1,000,000. As at December 31, 2005 there were 679,328 UARs still available for
grant under the plan. Except as otherwise provided, (i) the UARs vest up to one to five
years from the grant date, (ii) expire no later than ten years from the grant date, (iii) a
holder of UARs is entitled to distributions as if a UAR were a unit, and (iv) when vested, the
holder of a UAR may exchange one UAR for one unit.
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UARs Available for Grant

Available for grant 1,000,000
Less: granted in prior years (240,426)
Balance, beginning of period 759,574
Less: granted during the period (80,246)
Balance, end of period 679,328

(c) Deferred unit grants

The Fund grants awards under its 2004 Directors’ deferred compensation plan to all
independent directors. In accordance with the deferred compensation plan, the Fund may
grant deferred unit grants (“DUGs”) to a maximum of 100,000. The DUGs vest on the
earlier of the date of the Director’s resignation or three years following the date of grant and
expire ten years following the date of grant. As of December 31, 2005, there were 84,772
DUGs available for grant under the plan.

DUGs Available for Grant

Available for grant 100,000
Less: granted in prior years (9,365)
Balance, beginning of period 90,635
Less: granted during the period (5,863)
Balance, end of period 84,772

Total amounts credited to contributed surplus in respect of unit-based compensation awards,
UARs and DUGs amounted to $1,846 for the three months ended December 31, 2005
(2004 — $749), and $3,882 for the nine months ended December 31, 2005 (2004 — $2,184).

Total amounts charged to units in respect of awards exercised during the three months
ended December 31, 2005 amounted to $207 (2004 — $164) and $417 (2004 — $3,250) for the
nine months ended December 31, 2005.

Cash received from options exercised for the three and nine months ended December 31,
2005 amounted to $307 (2004 — $1,921) and $1,748 (2004 — $7,148), respectively.
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9. Financial instruments

(a) Fair value

The Fund has a variety of gas and electricity supply contracts that are considered derivative
financial instruments. The fair value of derivative financial instruments is the estimated
amount the Energy Savings would pay or receive to dispose of these supply contracts in the
market. Management has estimated the value of electricity and gas swap contracts using a
discounted cash flow method which employs market forward curves as well as a forward curve
compiled by management for Alberta electricity (electricity information is based on market).
Gas options have been valued using the Black option value model using the applicable market
forward curves and the implied volatility from other market traded gas options.

(i) (a) At December 31, 2005, Energy Savings had electricity fixed-for-floating swap
contracts in Ontario designated as hedges of Energy Savings” anticipated cost of sales to
which it has committed with the following terms:

Notional volumes

(peak, flat, off peak and weekend) 5.0-50.0 MW/h
Total remaining notional volume
(peak, flat off peak and weekend) 11,830,219 MWh
Maturity dates January 31, 2006-December 31, 2010
Fixed price per MWh (in dollars) $45.00-$103.75
Fair value $156,134 favorable
Notional value $753,349

(i) (b) At December 31, 2005, Energy Savings had electricity fixed-for-floating swap
contracts in Alberta designated as hedges of Energy Savings” anticipated cost of sales to
which it has committed with the following terms:

Notional volumes (peak and off peak) 0.1-7.9 MW/h
Total remaining estimated notional volume
(peak, off peak and load following) 2,790,670 MWh
Maturity dates January 31, 2006-October 31, 2011
Fixed price per MWh (in dollars) $55.80-$79.30
Fair value $48,219 favorable

Notional value $176,334
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(i) (c) At December 31, 2005, Energy Savings had electricity fixed-for-floating swap
contracts in New York designated as hedges of Energy Savings” anticipated cost of sales to
which it has committed with the following terms:

Notional volumes (peak and off peak) 0.2-9.8 MW/h
Total remaining notional volume

(peak and off peak) 699,785 MWh
Maturity dates January 31, 2006-January 31, 2011
Fixed price per MWh (in dollars) $108.65-$132.52 (US$93.42-$113.95)
Fair value $6,072 (US$5,221 unfavorable)
Notional value $90,042 (US$77,422)

Since hedge accounting has been applied to these swaps, no recognition of the mark to
market gain has been recognized in these financial statements. The electricity fixed-for-
floating contracts related to the Province of Alberta are predominantly load following,
wherein the quantity of electricity contained in the supply contract “follows” the usage of
customers designated by the supply contract. Notional volumes associated with these
contracts are estimates and subject to change with customer usage requirements. There are
also load shaped fixed-for-floating contracts in Ontario and New York wherein the quantity
of electricity is established but varies throughout the term of the contracts.

(ii) At December 31, 2005, Energy Savings’ fixed-for-floating gas swap contract in Ontario
has expired. The loss of $572 (2004 — $283 loss) and loss of $716 (2004 — $375 gain) for the
three and nine months ended December 31, 2005, respectively, has been recorded in other
assets with its offsetting value being recorded in other income.

(iii) At December 31, 2005, Energy Savings’ floating-for-fixed gas swap contract in Ontario
has expired. The gain of $389 (2004 — n/a) and gain of $171 (2004 — n/a) for the three and
nine months ended December 31, 2005, respectively, has been recorded in other assets with
its offsetting value being recorded in other income.

(iv) At December 31, 2005, Energy Savings had other gas puts and calls in Manitoba which
have been marked to market with the following terms:

Notional volume 465-60,450 GJ/month

Total remaining notional volume 1,684,230 GJ

Maturity dates January 31, 2006-April 30, 2011
Fixed price per GJ (in dollars) $5.48-$9.18

Fair value $399 unfavorable

The gain of $239 (2004 — $91 gain) and the gain of $245 (2004 — $946 loss) for the three and
nine months ended December 31, 2005, respectively, have been recorded in other liabilities
with its offsetting value being recorded in other income. The fair value of the options is net
of the present value of premiums which have yet to be paid.
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(v) At December 31, 2005, Energy Savings had other gas puts and calls in Alberta which
have been marked to market with the following terms:

Notional volume 500-95,500 GJ/month

Total remaining notional volume 6,059,000 GJ

Maturity dates January 31, 2006-February 28, 2011
Fixed price per GJ (in dollars) $5.50-$11.85

Fair value $4,876 favorable

The loss of $884 (2004 — $749 loss) and gain of $4,875 (2004 — $749 loss) for the three and
nine months ended December 31, 2005 has been recorded in other assets with its offsetting
value being recorded in other income. The fair value of the options is net of the present
value of premiums which have yet to be paid.

(vi) At December 31, 2005, Energy Savings had other gas put and call options in Illinois
which have been marked to market with the following terms:

Notional volume 500-150,000 MmBTU/month

Total remaining notional volume 7,915,000 MmBTU

Maturity dates January 31, 2006-November 30, 2010
Fixed price per MmBTU (in dollars) $6.40-$11.63 (US$5.50-$10.00)

Fair value $13,129 favorable (US$11,289)

The fair value is net of prepaid premiums of $2,347 (US$2,018). These premiums are included
in other assets. The loss of $780 (US$671) and gain of $10,862 (US$9,340) for the three and
nine months ended December 31, 2005 (2004 — loss of $511 (US$410) and $206 (US$171)) has
been recorded in other assets with its offsetting value being recorded in other income.

(vii) At December 31, 2005, Energy Savings had gas put and call options in New York
which have been marked to market with the following terms:

Notional volume 173-1,440 MmBTU/month

Total remaining notional volume 350,387 MmBTU

Maturity dates January 31, 2006-January 31, 2011
Fixed price per MmBTU (in dollars) $10.93-$12.35 (US$9.40-$10.62)
Fair value $134 favorable (US$115)

The loss of $23 (US$20) (2004 — n/a) and gain of $134 (US$115) (2004 — n/a) for the three
and nine months ended December 31, 2005 has been recorded in other assets with its
offsetting value being recorded in other income. The fair value of the options is net of the
present value of premiums which have yet to be paid.

These derivative financial instruments create a credit risk for Energy Savings since they
have been transacted with a limited number of counterparties. Should any counterparty be
unable to fulfill its obligations under the contracts, Energy Savings may not be able to
realize the other asset balance recognized in the financial statements.
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Energy Savings’ physical gas supply contracts are not considered derivative financial
instruments and a fair value has therefore not been assessed.

The carrying value of cash and cash equivalents, accounts receivable, accounts payable and
accrued liabilities, management incentive program payable and unit distribution payable
approximates their fair value due to their short-term liquidity.

(b) Bank indebtedness

Energy Savings has available a $60,000 operating credit facility. As at December 31, 2005
Energy Savings had drawn $35,708 against the facility to assist with working capital
requirements. In addition, outstanding letters of credit at December 31, 2005 amounted to
$5,075. Energy Savings has $18,617 of the facility remaining for future working capital and
security requirements. The operating line of credit bears interest at bank prime plus 0.5%
and letters of credit bear interest at 1.5% and is secured by the majority of the assets held
by Energy Savings.

(c) Customer credit risk

In linois and Alberta, Energy Savings assumes the credit risk associated with the
collection of its customers. Credit review processes have been put in place for these
markets where Energy Savings has credit risk. If a significant number of customers were to
default on their payments, it could have a material adverse effect on Energy Savings’
operations and cash flow.

For the remaining markets in which Energy Savings operates, the LDCs provide collection
services and assume the risk of any bad debts owing from Energy Savings’ customers.
Therefore, Energy Savings receives the collection of customer account balances directly
from the LDCs. Management believes that the risk of the LDCs failing to deliver payment
to Energy Savings is minimal.

(d) Foreign currency risk

The Fund has an exposure to foreign currency exchange rates, as a result of its investment in
U.S. operations. Changes in the applicable exchange rate may result in a decrease or increase
in income. A non-cash loss of $88 (2004 — $526) and $355 (2004 — $623) for the three and nine
months ended December 31, 2005 has been recorded in other income (expense).
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10. Income per unit

Three months ended
December 31

Nine months ended

December 31

2005 2004 2005 2004

BASIC INCOME PER UNIT
Net income available

to Unitholders $ 13217 $ 7,043 $ 33,738 § 9,937
Weighted average number

of units outstanding 95,879 94,700 95,791 93,432
Weighted average number

of Class A preference shares 10,169 10,169 10,169 11,071
Basic units and shares outstanding 106,048 104,869 105,960 104,503
Basic income per unit $ 012 % 007 $ 032 % 0.10
DILUTED INCOME PER UNIT
Net income available

to Unitholders $ 13217 $ 7,043 $ 33,738 § 9,937
Basic units and shares outstanding 106,048 104,869 105,960 104,503
Dilutive effect of:
Unit options 688 1,448 692 1,642
Unit appreciation rights 300 50 270 50
Deferred unit grants 13 - 11 -
Units outstanding on

a diluted basis 107,049 106,367 106,933 106,195
Diluted income per unit $ 0.12 ) 0.07 $ 0.32 ) 0.09

11. Reportable business segments

Energy Savings operates in two reportable geographic segments, Canada and the

United States. Reporting by geographic region is in line with Energy Savings’ performance

measurement parameters. Both the Canadian and the U.S. operations have gas and

electricity business segments.

Energy Savings evaluates segment performance based on gross margin.
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The following tables present Energy Savings results from continuing operations by

geographic segment:

Three months ended December 31, 2005 Canada  United States  Consolidated

Sales $ 287,692 $ 33,469 $ 321,161

Gross margin $ 43,216 $ 7,178 $ 50,394

Amortization of gas contracts (7,457) - (7,457)
Amortization of electricity contracts (2,000) - (2,000)
Amortization of capital assets (511) (118 (629)
Other expenses (21,530) (4,754) (26,284)
Other (expenses) income (689) (1,187 (1,876)
Recovery of income tax 1,066 3 1,069

Net income $ 12,095 $ 1,122 $ 13,217

Additions to capital assets $  (1,239) $ 2,032 $ 793

During the quarter, assets were allocated from OESC to USESC.

Three months ended December 31, 2004 Canada  United States  Consolidated

Sales $ 206,305 $ 7344 $ 213,649

Gross margin $ 38,316 $ 1,386 $ 39,702

Amortization of gas contracts (12,413) - (12,413)
Amortization of electricity contracts (692) - (692)
Amortization of capital assets (423) (15) (438)
Other expenses (17,031) (2,083) (19,114)
Other (expenses) income (686) 1,801 1,115

Provision of income tax (1,117) - (1,117)
Net income $ 5954 $ 1,089 $ 7,043

Additions to capital assets $ 1,746 33 $ 1,779

Nine months ended December 31, 2005 Canada  United States  Consolidated

Sales $ 689,465 $ 46,150 $ 735,615

Gross margin $ 101,718 $ 8,902 $ 110,620

Amortization of gas contracts (22,373) - (22,373)
Amortization of electricity contracts (5,314) - (5,314)
Amortization of capital assets (1,606) (146) (1,752)
Other expenses (52,641) (16,502) (69,143)
Other income 4,717 10,218 14,935

Recovery of income tax 6,765 - 6,765

Net income $ 31,266 $ 2472 $ 33,738

Additions to capital assets $ 705 $ 2,081 $ 2,786

Total goodwill $ 94,576 $ - $ 94,576

Total assets $ 332,596 $ 56,379 $ 388,975
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Nine months ended December 31, 2004 Canada  United States  Consolidated
Sales $ 505,324 $ 8,088 $ 514,012
Gross margin $ 91,718 ) 1,647 $ 93,365
Amortization of gas contracts (36,720) - (36,720)
Amortization of electricity contracts (1,226) - (1,226)
Amortization of capital assets (1,106) (42) (1,148)
Other expenses (50,337) (4,885) (55,222)
Other income (expense) (586) 1,801 1,215
Recovery of income tax 9,673 - 9,673
Net income (loss) $ 11,416 $  (1,479) $ 9937
Additions to capital assets $ 4,020 $ 102 $ 4122
Total goodwill $ 94,576 $ - $ 94,576
Total assets $ 323,892 $ 15,014 $ 338,906

12. Guarantees

(a) Officers and Directors

Corporate indemnities have been provided by the Fund to all directors and certain officers
of its subsidiaries and affiliates for various items including, but not limited to, all costs to
settle suits or actions due to their association with the Fund and its subsidiaries and/or
affiliates, subject to certain restrictions. The Fund has purchased directors’ and officers’
liability insurance to mitigate the cost of any potential future suits or actions. Each
indemnity, subject to certain exceptions, applies for so long as the indemnified person is a
director or officer of one of the Fund’s subsidiaries and/or affiliates. The maximum amount
of any potential future payment cannot be reasonably estimated.

(b) Operations

In the normal course of business, the Fund and/or the Fund’s subsidiaries have entered into
agreements that include guarantees in favor of third parties, such as purchase and sale
agreements, leasing agreements and transportation agreements. These guarantees may
require the Fund and/or its subsidiaries to compensate counterparties for losses incurred by
the counterparties as a result of breaches in representation and regulations or as a result of
litigation claims or statutory sanctions that may be suffered by the counterparty as a
consequence of the transaction. The maximum payable under these guarantees is
estimated to be $27,000.
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13. Commitments
(a) Commitments for premises and equipment under operating lease obligation for each of
the next five years are as follows:

2006 $ 689
2007 2,587
2008 2,590
2009 2,571
2010 2,421

$ 10,858

(b) Commitments under the Marketing Agreements for each of the next two years are
as follows:

2006 $ 1,191
2007 2,721
$ 3912

(¢) Commitments under the Master Service agreement with EPCOR for each of the next
four years are as follows:

2006 $ 1,686
2007 6,743
2008 1,324
2009 200

$ 9953

(d) Commitments under long-term gas and electricity contracts with various suppliers for
each of the next five years are as follows:

2006 $ 281,426
2007 993,924
2008 768,692
2009 553,036
2010 381,883

$2,978,961

Energy Savings is also committed under long-term contracts with customers to supply gas
and electricity. These contracts have various expiry dates and renewal options.
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