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MNP,

Independent Auditor's Report

To the Shareholders of SustainCo Inc.

We have audited the accompanying consolidated financial statements of SustainCo Inc., which comprise
the statement of financial position as at August 31, 2013, and the statements of loss and comprehensive
loss, changes in shareholders' equity and cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Financial State  ments

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards and for such internal control
as management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the

financial position of SustainCo Inc. as at August 31, 2013, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting Standards.

Other matters

The consolidated financial statements as at August 31, 2012 and for the year then ended were
audited by MSCM LLP of Toronto, Canada, prior to its merger with MNP LLP. MSCM LLP
expressed an unmodified opinion on those statements on December 31, 2012.

MNP cep

Chartered Professional Accountants
Licensed Public Accountants
Toronto, Canada
December 26, 2013
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Consolidated Statements of Financial Position
(Expressed in Canadian Dollars)

August 31, August 31,
2013 2012
Assets
Current assets
Cash $ 1,594,877 $ 1,383,371
Accounts receivable, net of allowance of $73,31R22- $nil) 749,698 1,317,330
Inventories(note 6) 57,395 102,943
Note receivablénote 5) - 500,000
Prepaid expenses 31,736 70,763
Current assets held for sdfeote 5) 23,606,036 -
26,039,742 3,374,407
Property and equipme(tote 7) 54,137 68,768
Intangible assetéote 4&9) 282,000 318,000
Goodwill (note 4&8) - 4,617,003
Non-current assets held for sétete 5) 12,154,558 -
$ 38,530,437 $ 8,378,178
Liabilities
Current liabilities
Trade payables and accrued liabilties $ 1,350,489 $ 831,786
Deferred revenue 54,368 -
Due to related partgnote 11) 978,146 1,142,714
Notes payablénote 15) 2,800,000 -
Current portion of finance lease obligatignste 13) - 4,266
Current liabilties held for saknote 5) 32,595,216 -
37,778,219 1,978,766
Non-current liabilties held for salgote 5) 165,378 -
37,943,597 1,978,766
Shareholders' equity
Share capitalhote 10) 14,188,904 7,901,791
Contributed surplugnote 10) 1,455,935 242,103
Deficit (15,057,999) (1,744,482)
586,840 6,399,412

$ 38,530,437 $ 8,378,178

The accompanying notes are an integral part oféfmmsolidated financial statements.

Subsequent evenfsote 18)

Approved on behalf of the Board
Signed:*Emlyn J. David” SignedMichael Galloro”

Director Director
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Consolidated Statements of Loss and Comprehensivengs
(Expressed in Canadian Dollars)

Year ended August 31,

2013 2012
Sales $ 3,437,779 $ 426,851
Cost of salegnote 6) 2,967,887 287,283
Gross margin 469,892 139,568
General and administratifeote 14) 2,498,799 369,895
Share-based paymerftsote 10) 1,139,660 -
Depreciationnote 78&9) 59,030 2,299
3,697,489 372,194

Loss from continuing operations before finance espetransaction costs,

impairment and income taxes (3,227,597) (232,626)

Finance expens@ote 11) 135,886 1,304
Transaction costéote 4&5) 226,613 705,134
Impairment in goodwilnote 8) 4,617,003 -
Net loss from continuing operations (8,207,099) (939,064)
Discontinued operatior(®ote 5) (5,106,418) -
Net loss and comprehensive loss $(13,313,517)$ (939,064)

Net loss per share

Basic and diluted from continuing operations $ (0.32) $ (0.27)
Basic and diluted from discontinued operations $ (0.20) $ -
Weighted Average shares outstanding 25,997,976 3,466,633

The accompanying notes are an integral part oféfmmsolidated financial statements.
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Co

Consolidated Statements of Changes in Share holde iEtuity
(Expressed in Canadian Dollars)

Share  Contributed

Capital Surplus Deficit Total

Balance, August 31, 2011 $ 77397% 116,340 $ (805,418)% 84,899
Shares issued for CleanEnergy 5,000,000 - - 5,000,000
Private placement, net of issuance costs 1,845,814 125,763 - 1,971,577
Shares issued for consulting on transaction 262,00 - - 282,000
Net loss for the year - - (939,064) (939,064)
Balance, August 31, 2012 $ 7,901,79% 242103 $ (1,744482)% 6,399,412
Shares issued for Urban Mechanical 5,278,419 - - 5,278,419
Private placement, net of issuance costs 1,008,694 74,172 - 1,082,866
Share-based payments - 1,139,660 - 1,139,660
Net loss for the year - - (13,313,517) (13,313,517)
Balance, August 31, 2013 $ 14,188,904 1,455,935 $(15,057,999)$ 586,840

The accompanying notes are an integral part ofétmmsolidated financial statements.
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Consolidated State ments of Cash Flows
(Expressed in Canadian Dollars)

Year ended August 31,

2013

2012

Cash flow from operating activities
Net loss from continuing operations
Add (deduct) items not involving cash

$ (8,207,099)

$  (939,064)

Depreciation 59,030 2,299
Share-based payments 1,139,660 -
Impairment in goodwill 4,617,003 -
Non-cash transaction costs - 282,000
Change in non-cash working capital
Accounts receivable 567,632 (1,317,330)
Prepaid expenses 39,027 (70,763)
Inventory 45,548 (102,943)
Deferred revenue 54,368 -
Accounts payable and accrued liabiities and duelgded party (245,864) 1,952,191
Cash used in continuing operations (1,930,695) (193,610)
Cash used in discontinued operations (1,789,236) -
(3,719,931) (193,610)
Cash flow from financing activities
Private placement, net of issuance costs 1,082,866 1,971,577
Issuance of notes payable 3,287,500 -
Repayment of notes payable (487,500) -
Due to related party 100,000 -
Repayment of finance leases, net (4,266) (537)
Cash provided by continuing operations 3,978,600 1,971,040
Cash provided by discontinued operations 299,387 -
4,277,987 1,971,040
Cash flow from investing activities
Investment in property and equipment (8,399) (1,267)
Investment in note receivable - (500,000)
Cash used in continuing operations (8,399) (501,267)
Cash used in discontinued operations (338,151) -
(346,550) (501,267)
Total cash provided by continuing operations 2,039(6 -
Total cash used by discontinued operations (1,828,000) 1,276,163
Cash, beginning of the year 1,383,371 107,208
Cash, end of the year $ 1,594,877 $ 1,383,371
Supple mentary cash flow information:
Shares issued for acquisition of Urban Mechanical $ 6,278,419 $ -
Shares issued for acquisition of CleanEnergy $ - $ 5,000,000
Agent options issued $ 74,172 $ 125,763

The accompanying notes are an integral part of¢fmmsolidated financial statements.
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

1. Nature of Operations

SustainCo Inc. (formerly Bellair Ventures Inc.hdt“Company” or “SustainCo”), was incorporated
under theCanada Business Corporation Agh August 22, 2008. The address of the Company’s
corporate office is 151 Bloor Street West, Suit®@,1Toronto, Ontario, Canada. The Company is
listed on the TSX Venture Exchange Inc. (the “TSX-& the “Exchange”) under the trading
symbol “SMS”.

SustainCo conducts its operations through two whallvned subsidiaries, Clean Energy
Developments Corp. (“CleanEnergy”) and Urban MedaterContracting Ltd. (“Urban Mechanical”
or “Urban”).

CleanEnergy is a Canadian industry leading geo@gehaompany that provides heating and cooling
solutions for residential and commercial buildingsing energy from the earth. It provides a
complete energy solution and is able to providerergging and design, geo installation, equipment
and control systems as well as manage the conjpigject.

Urban Mechanical is a mid-tier mechanical contracidhich, together with its predecessor
businesses, has a history spanning more than 45 yredow-rise residential, high-rise residential
and industrial commercial institutional (“ICI”) itedlations in Ontario, Canada. Subsequent to the
year, the Company sold Urban Mechanical (note 5).

2. Basis of Presentation

Statement of compliance

The Company'’s financial statements have been pedparaccordance with International Financial
Reporting Standards (“IFRS”) as issued by the iatonal Accounting Standards Board (“IASB”)
and Interpretations of the IFRS Interpretations Guitee (“IFRIC”).

These consolidated financial statements were aa#tbifor issue by the Board of Directors on
December 26, 2013.

Basis of measurement and functional currency

The consolidated financial statements are prepanethe historical cost basis. The accompanying
consolidated financial statements have been premarghe basis of accounting principles applicable
to a going concern, which presumes the Companybailable to realize its assets and discharge its
liabilities in the normal course of business.

The consolidated financial statements are presént&hnadian dollars, the Company’s functional
currency.

Principles of consolidation

The Company consolidates its interest in entitibéchvit controls. Control comprises the power to
govern an entity’s financial and operating policggsas to obtain benefits from its activities. All
intercompany balances and transactions have bieimaied.
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3.

Summary of Significant Accounting Policies

Revenue recognition

Revenue from long-term service contracts, congjstif design and engineering services and
installation of mechanical and geoexchange systdmsiecognized using the percentage-of-

completion method of accounting. The degree of detigm is determined by comparing the costs

incurred to the total costs anticipated for the tami. Where the contract outcome cannot be
measured reliably, revenue is recognized only ¢oetktent that the expenses incurred are eligible to
be recovered.

Advance payments received from customers, in exoésgvenue recognized, are classified as
deferred revenue until the service is providechergroduct delivered.

Product revenue is recognized when the signifiogaks and rewards are transferred to the buyer, the
amount of revenue can be measured reliably, itrabable that the economic benefits will be
received, and the costs incurred or to be incureedbe measured reliably.

Financial instruments

All financial instruments are classified into orfetloe following categories: fair value through prof
and loss (“FVTPL"), held-to-maturity, loans and ea@bles, available-for-sale financial assets, or
other financial liabilities. Loans and receivablbsld-to-maturity investments, and other financial
liabilities which are measured at amortized coBVVTPL financial instruments are subsequently
measured at fair value and all gains and lossemelaed in net income or loss in the period which
they arise. Available-for-sale financial instrungerdre subsequently measured at fair value with
revaluation gains and losses included in other cehgmsive income or loss until the instrument is
derecognized or impaired.

Cash, accounts receivable, and the note receieablelassified as loans and receivables, which are
measured at amortized cost less any provision ffggairment.  Trade payables and accrued
liabilities, due to related party, notes payabld &inance lease obligations are classified as other
financial liabilities which are measured at amatiz cost. The Company had neither

available-for-sale nor held-to-maturity instrumemlsring the years ended August 31, 2013 and
2012.

Foreign currency translation

Transactions in foreign currencies are initiallgoeded at the functional currency rate prevailihg a
the date of the transaction. Monetary assets adulities denominated in foreign currencies are
retranslated at the functional currency spot rdétexahange at the end of the reporting period. All
differences are recorded in the statement of lndscamprehensive loss.
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3. Summary of Significant Accounting Policies — cdmued

Income taxes

Deferred tax assets and liabilities are recognipedhe future income tax consequences of events
that have been included in the consolidated firnsiatements or income tax returns of the

Company. Deferred taxes are provided for usingagset and liability method. Under this method,

deferred taxes are recognized for all significamporary differences between the tax and financial
statement bases of assets, liabilities and cectaity forward items.

Deferred tax assets are recognized only to thenegtat, in the opinion of management, it is more
likely than not that the deferred tax assets wdllrbalized. Deferred tax assets and liabilities ar
adjusted for the effects of changes in tax laws i@tes on the date of enactment or substantive
enactment.

Equipment
Equipment is stated at cost, net of accumulatededeytion and accumulated impairment losses, if
any.

Such cost includes the cost of replacing partbefquipment. Likewise, when a major inspection is
performed, its cost is recognized in the carryimdue of the equipment as a replacement if the
recognition criteria are satisfied. All other rapand maintenance costs are recognized in the
statement of loss and comprehensive loss as imtuffee present value of the expected cost for the
decommissioning of the asset after its use is deduin the cost of the respective asset if the
recognition criteria for a provision are met.

Depreciation is calculated on a declining balanasidover the expected useful life of the asset at
the following rates:

Office furniture & equipment — 20%

Computer equipment — 30-40%

Job equipment — 20-30%

Vehicles — 30%

Leasehold improvements — straight-line over theddgarm

An item of equipment is derecognized upon dispasalvhen no future economic benefits are
expected from its use. Any gain or loss arisingdamecognition of the asset (calculated as the
difference between the net disposal proceeds anddhrying value of the asset) is included in the
statement of loss and comprehensive loss in thegtre asset is derecognized.

The assets’ residual values, useful lives and nastlod depreciation are reviewed at each financial
year end, and adjusted prospectively if appropriate



D Co
S u Stal n CO I n C . Q) Sustainable Infrastructure Solutions

Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3.

Summary of Significant Accounting Policies — camued

Leases

Finance leases, which transfer to the Company antially all the risks and benefits incidental to
ownership of the leased item, are capitalized atcibmmencement of the lease at the fair value of
the leased property or, if lower, at the presehievaf the minimum lease payments. Lease payments
are apportioned between finance charges and reducfi the lease liability so as to achieve a
constant rate of interest on the remaining balaridbe liability. Finance charges are recognized in
the statement of loss and comprehensive loss.

Leased assets are amortized over the useful lifdnedfasset. However, if there is no reasonable
certainty that the Company will obtain ownershipthg end of the lease term, the asset is amortized
over the shorter of the estimated useful life ef édlsset and the lease term.

Operating lease payments are recognized as an&xjethe statement of loss and comprehensive
loss on a straight line basis over the lease term.

Intangible assets

Intangible assets with finite lives are amortizegerothe useful economic life and assessed for
impairment whenever there is an indication that th&ngible asset may be impaired. The
amortization period and the amortization methodafierintangible asset with a finite useful life are
reviewed at least at each financial year end. Céminiig the expected useful life or the expected
pattern of consumption of future economic benediisbodied in the asset are accounted for by
changing the amortization period or method, as@pjate, and are treated as changes in accounting
estimates. Amortization expense on the intangildsets with finite lives is recognized in the
statement of loss and comprehensive loss.

Gains or losses arising from derecognition of aarigible asset are measured as the difference
between the net disposal proceeds and the cargyimaunt of the asset and are recognized in the
statement of loss and comprehensive loss wherstet B derecognized.

Intangible assets consist of customer relationsleipdusivity contracts, and brand names. Customer
relationships are amortized over five years, andusivity contracts over the expected life of the
contract. The brand name is an indefinite lifemgiale, which is tested for impairment annually.

Inventories
Inventories are valued at the lower of cost ande&izable value.

The costs incurred to bring each product to itsgme location and condition are accounted for as
follows:

* Raw materials — purchased cost on a first ist But basis.
» Work in progress — cost of direct materials aatablr.

Net realizable value is the estimated selling pnicéhe ordinary course of business, less estimated
costs of completion and the estimated costs negetsaake the sale.

10
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3. Summary of Significant Accounting Policies — cdmued

Impairment of non-financial assets

At the end of each reporting period, the Compargesses whether there is an indication that an
asset or cash-generating unit (“CGU”) may be imgzhidf any indication exists, or when annual
impairment testing for an asset or CGU is requitkd,Company estimates the recoverable amount.
The recoverable amount is the higher of an aseet®U'’s fair value less costs to sell and its galu
in use. Where the carrying value of an asset or @&téeds its recoverable amount, the asset or
CGU is considered to be impaired and is written midwvits recoverable amount. In assessing value
in use, the estimated future cash flows are digenlto their present value using a pre-tax discount
rate that reflects current market assessmentsdirtie value of money and the risks specific to the
asset or CGU, using an appropriate valuation modlbkse calculations are corroborated by
calculation multiples or other available fair vaindicators.

Impairment losses are recognized in the statenfeloss and comprehensive loss in those expense
categories consistent with the function of the imgzhasset.

For assets excluding goodwill, an assessment isenaadhe end of each reporting period as to
whether there is any indication that previouslyograzed impairment losses no longer exist or may
be decreased. If such indication exists, the Compmtimates the asset or CGU’s recoverable
amount. A previously recognized impairment loseeiersed only if there has been a change in the
assumptions used to determine the asset’s recdgesaiiount since the last impairment loss was
recognized. The reversal is limited so that theyoag amount of the asset does not exceed its
recoverable amount, nor exceed the carrying amthatt would have been determined, net of

depreciation, had no impairment loss been recodrfiaethe asset in prior years. Such reversal is
recognized in the statement of loss and comprebeihsss.

Goodwill is tested for impairment annually and wiogrcumstances indicate that the carrying value
may be impaired. Impairment is determined for goddey assessing the recoverable amount of
each CGU to which goodwill relates. Where the recalile amount of the CGU, including
goodwill, is less than its carrying value, an immpant loss is recognized (Note 8). Impairment
losses related to goodwill cannot be reversedturéuperiods.

Stock-based compensation

The Company has in effect a stock option plan widctiescribed in Note 10(c). All stock-based

awards granted are accounted for using the faireveised method. Fair value is calculated using
the Black-Scholes valuation model. Any considerapaid by eligible participants on the exercise

of stock options is credited to share capital. Thatributed surplus associated with options is
transferred to share capital upon exercise.

11
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3. Summary of Significant Accounting Policies — cdmued

Loss per share

Basic loss per share is computed by dividing nes lavailable to common shareholders by the
weighted average number of common shares outstuddiring the year. The Company applies the
treasury stock method in the calculation of dilutesk per share. Diluted loss per share exclullles a
dilutive potential common shares if their effecamgi-dilutive.

Use of estimates

The preparation of these consolidated financiakstants requires management to make estimates
and assumptions that affect the reported amourdsssts and liabilities and disclosure of contihgen
assets and liabilities at the end of the reporpagod and the reported amounts of revenues and
expenses during the reporting period. Actual teszduld differ from those estimates.

The following are the critical assumptions conaegnihe key sources of estimation uncertainty at
August 31, 2013, that have a significant risk aistag adjustments to the carrying values of assets
and liabilities.

Assessment of impairments

The Company’s impairment tests for goodwill andaingiible assets are based on value in use
calculations that use a discounted cash flow modibE value-in-use calculations employ the
following key assumptions: future cash flows, growprojections including economic risk
assumptions and estimates of achieving key operatietrics. The cash flows are derived from the
Company’s budget for the future and do not incltelructuring activities that the Company is not
yet committed to or significant future investmetitat will enhance the asset base of the CGU being
tested. The recoverable amount is most sensititedaliscount rate used for the discounted cash
flow model as well as the expected future castowdl and the growth rate used for extrapolation
purposes.

Purchase price allocation

The estimated purchase price and purchase priseasitbn of Urban Mechanical remains subject to
the completion of the determination of fair valddle net identifiable assets acquired. The purehas
price allocation of CleanEnergy was completed duthre current fiscal year. Both allocations are
subject to assumptions regarding future cash flgsmswth projections and estimates of achieving
key operating metrics.

Percentage of completion

The Company uses the percentage of completion mhéthaccounting for its contract revenues. Use
of the percentage of completion method requires Gompany to estimate the contract work

performed to date as a proportion of the total rmmtwork to be performed and it is management’s
judgment that use of the costs to date in proportithe total estimated costs provides the most
appropriate measure of percentage of completion.

12
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

3.

Summary of Significant Accounting Policies — camued

Future changes in accounting standards

A number of new standards, amendments to standadigterpretations are not yet effective for the
year ended August 31, 2013, and have not beeneappli preparing these consolidated financial
statements but may affect the Company.

IFRS 9 - Financial Instruments: Classification dndasurement, effective for annual periods yet to
be determined, with early adoption permitted, idtrces new requirements for the classification and
measurement of financial instruments.

IFRS 10 - Consolidated Financial Statements, effedior annual periods beginning on or after
January 1, 2013, with early adoption permitted,|dsuion existing principles by identifying the
concept of control as the determining factor in thike an entity should be included within the
consolidated financial statements of the parentpaom.

IFRS 12 - Disclosure of Interests in Other Entitieffective for annual periods beginning on or rafte
January 1, 2013, with early adoption permittedy isew and comprehensive standard on disclosure
requirements for all forms of interests in othetitaas, including joint arrangements, associates,
special purpose vehicles and other off balancet stedcles.

IFRS 13 - Fair Value Measurement defines fair vakets out in a single IFRS framework for

measuring fair value and requires disclosures ataiuvalue measurements. IFRS 13 applies when
another IFRS requires or permits fair value measargs or disclosures about fair value

measurements (and measurements, such as fair Mmsiecosts to sell, based on fair value or
disclosures about those measurements), excepsliare-based payment transactions within the
scope of IFRS 2 Share-based Payment; leasing tt@orss within the scope of IAS 17 Leases;

measurements that have some similarities to fdwevdut that are not fair value, such as net
realizable value in IAS 2 Inventories or value seun IAS 36 Impairment of Assets. This standard
is effective for annual periods beginning on oreaffanuary 1, 2013, with early application

permitted.

The Company is currently assessing the effectisede new standards.

13
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

4.

Acquisitions

CleanEnergy

On July 26, 2012, the Company completed its qualiftransaction by acquiring all of the issued
and outstanding shares of Clean Energy Developn@ons. for $5 million in consideration satisfied
by the issuance of 10,000,000 of the Company’s comshares. In addition, working capital of
CleanEnergy on closing was paid for in cash by&u€b.

The purchase consideration was as follows:
Purchase price to vendors - 10,000,000 shares & f86r share $ 5,000,00

Payment for working capital in excess of $nil 981,68
Total purchase price $ 5,981,68¢

The allocation of the purchase price to the idatile assets acquired and liabilities assumed is
based upon fair values at the date of acquisitsosed out below:

Cash $ (128,172)
Accounts receivable 1,207,179
Inventories 136,636
Restricted cash 107,274
Prepaid expenses 37,553
Customer relationships 70,000
Exclusivity contracts 180,000
Brand name 68,000
Property, plant and equipment 69,801
Accounts payable and accrued liabilties (309,324)
Deferred revenue (69,463)
Finance lease obligations (4,803)
Identified net assets acquired $1,364,681

Identified net assets acquired
Consideration paid

$ (1,364,681)
5,081,684

Goodwill

$4,617,003

The goodwill is attributable to the sustainableibess platform provided by CleanEnergy and the
skills and technical talent of CleanEnergy’s workfn Total transaction costs were $705,134.

The purchase price allocation was completed in 204t prior period balances being restated to
reflect the allocation. In the previous financittements for the year ended August 31, 2012, the
excess of purchase price over net assets identifigtle amount of $4,935,003 was temporarily
recorded to “unallocated purchase price”. In fis@lL3, after the purchase price allocation was
completed, the 2012 figures have been restatechd¢lude customer relationship of $70,000,
exclusivity contract of $180,000, and brand $68,0@® cumulative intangible assets $318,000).
The remainder of unallocated purchase price of 43 has been classified as goodwiill.

14
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

5. Discontinued Operations

Acquisition of Urban Mechanical

On December 5, 2012 the Company completed the sitiqui of all of the issued and outstanding
shares of Urban Mechanical pursuant to the terrdcanditions of a share purchase agreement for a
purchase price equal to $10,000,000 less all mdsig long term debt of Urban Mechanical and
less up to $2,000,000 of shortfall in the workirapital target of $3,000,000 as at closing of the
Acquisition.

On closing, Urban Mechanical had $1,721,581 of leergn debt outstanding. The purchase price
was satisfied by the Company through the issuah®587,125 common shares of the Company at
an issue price of $0.55 per share, the paymen500$00 in cash, payable within 90 days after
closing and the assignment to the vendor by the gaom of a $500,000 term loan previously

advanced by the Company to Urban Mechanical. Triosacosts of $226,613 incurred during the

year relate to this acquisition.

The purchase consideration was as follows:

Shares $ 9,000,00i
Less: Long-term debt within Urban Mechanical (1,721,58:
Less: Reduction of shares for working capital beg3)§000,000 (2,000,00(
Total share consideration - 9,597,125 shares @ $@bshare 5,278,41
Cash (payable within 90 days of closing) 500,000
Assignment of term loan 500,000
Total purchase price $ 6,278,419

The estimated allocation of purchase price to deatifiable assets acquired and liabilities assumed
has not been finalized. The carrying values of tifiable assets acquired and liabilities assumed at
the date of acquisition is as follows:

Accounts receivable $ 12,945,035
Inventories 810,544
Income taxes recoverable 241,500
Prepaid expenses 247,166
Property, plant and equipment 2,720,423
Bank indebtedness (943,737)
Accounts payable and accrued liabilties (16,665,902)
Loans payable - related party (1,770,121)
Deferred revenue (1,314,104)
Finance lease obligations (66,424)
Loans payable (715,553)

Identified net liabilities acquired

$(4,511,173)

Identified net liabilties acquired $ 4511173
Consideration paid 6,278,419
Net unallocated purchase price $10,789,592

15
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Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

5. Discontinued Operations — continued

Acquisition of Urban Mechanical — continued

On August 31, 2012, the Company advanced $500@QBkan Mechanical prior to the acquisition.
The term loan was repayable on demand at any tftee & months following the date of advance
and was subject to interest charged at a rate %f @€ annum. The amount advanced was subject to
a security interest granted over all of the perkgmaperty of Urban Mechanical. This note
receivable was assigned to the vendor of Urban kt&chl upon acquisition on December 5, 2012.

Sale of Urban Mechanical

Since acquisition, the results of Urban Mechanicabperations have been included in the
consolidated financial statements. In August 2ah&, Company commenced plans to dispose of
Urban, and in October 2013, the Company enter@dardales agreement to dispose of all the assets
and liabilities of Urban Mechanical. The sale pexte were $3 million in cash, the forgiveness of
$500,000 of debt owed by the Company for the ocalgactquisition of Urban Mechanical, and the
assumption of $500,000 of debt from Urban Mechadrigathe Company. Accordingly, the Urban
Mechanical results of operations and assets ahtlities are now shown as discontinued operations.
Subsequent to the year-end, the Company closeshteef Urban Mechanical (Note 18).

The breakdown of current and non-current assetdiaitities is presented below:

2013 2012
Assets
Current assets
Cash $ 10,894 $ -
Accounts receivable 20,779,550 -
Unbilled receivables 1,467,824 -
Inventories 776,611 -
Income tax recoverable 267,049
Prepaid expenses 304,108 -
Current assets held for sale $ 23,606,036 $ -
Property and equipment $ 2,627,726 $ -
Unallocated purchase price 9,526,832 -
Non-current assets held for sale $ 12,154,558 $ -
2013 2012
Liabilities
Current liabilities
Trade payables and accrued liabilties $ 21,799,089 $ -
Deferred revenue 8,565,116 -
Due to related party 1,564,968 -
Current portion of loans payable 631,357 -
Current portion of finance lease obligation 34,686 -
Current liabilities held for sale $ 32,595,216 $ -
Loans payable $ 71,987 $ -
Finance lease obligation 93,391 -
Non-current liabilties held for sale $ 165,378 $ -
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5. Discontinued Operations — continued

Sale of Urban Mechanical — continued

The breakdown of revenue, expenses and after saxdpresented below:

Year ended August 31,

2013 2012

Sales $ 48,284,401 $ -
Cost of sales 47,383,618 -
Gross margin 900,783 -
General and administrative 4,061,786 -
Depreciation 162,078 -
4,223,864 -

Loss before finance expense, income taxes andrimgat (3,323,081) -
Finance expense 520,576 -
Loss from discontinuted operations before impaitmen (3,843,657) -
Impairment in goodwil 1,262,761 -
Net loss from discontinued operations $ (5,106,418)$ -

Property and equipment

Property and equipment for Urban Mechanical inctugeimarily job equipment, leasehold
improvements, vehicles, computer & software, anchifure & fixtures, with a carrying value at
August 31, 2013 of $2,627,726.

Lease obligations
Urban Mechanical has finance lease obligationgfpipment of $128,077.
Loans payable

Urban Mechanical has loans payable of $570,000ateatiue upon demand bearing interest at 15%.
In addition, it had vehicle finance loans totallit33,344.
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6. Inventories
The Company maintains inventory, which consistaw materials, equipment and spare parts for
sale or for use.
During the year, the Company recognized an impaitnebarge on inventory of $79,241 (2012 -
$nil), which has been included in cost of sales.
7. Property and Equipment
Office
Computer furniture &
equipment Job equipment equipment Total
Cost
At August 31, 2011 $ - 0% - $ - % -
Additions 19,282 11,075 40,710 71,067
At August 31, 2012 19,282 11,075 40,710 71,067
Additions - 8,399 - 8,399
At August 31, 2013 $ 19,282 $ 19,474 $ 40,710 $ 79,466
Depreciation
At August 31, 2011 $ - 0% - $ - % -
Expense for the year 1,140 336 823 2,299
At August 31, 2012 1,140 336 823 2,299
Expense for the year 9,924 5,128 7,978 23,030
At August 31, 2013 $ 11,064 $ 5,464 $ 8,801 $ 25,329
Net book value
At August 31, 2012 $ 18,142 $ 10,739 $ 39,887 $ 68,768
At August 31, 2013 $ 8,218 % 14,010 $ 31,909 $ 54,137
8. Goodwill

As described in Note 4, the Company completed tiyeiaition of CleanEnergy in 2012, resulting in
goodwill of $4,617,003. During the year, the Compgrerformed an impairment test, which
compared the carrying amount of CleanEnergy tor¢iceverable amount. The recoverable amount
determined in the impairment test was lower thanctirrying amount. The Company performed the
second step of the impairment test, resulting icogeizing a full impairment of goodwill of
$4,617,003. The recoverable amount determined wasdon the estimated fair value less cost to
sell as determined for CleanEnergy. This impairmergoodwill was due to a number of factors,
including the focus on integration and operation&Jdban Mechanical during the year, and a re-
organization of CleanEnergy.

The Company considered as part of the impairmesttaethe time the recoverable amount of its
other long-lived assets and concluded that thesst@were not impaired.
18
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9. Intangible Assets

2013 2012
Customer relationships $ 70,000 $ 70,000
Exclusivity contracts 180,000 180,000
Brand name 68,000 68,000
318,000 318,000
Accumulated amortization (36,000) -
Closing balance at August 31, 2013 $ 282,000 318,000
10. Share Capital
(a) Authorized
An unlimited number of common shares
(b) Issued
Number of shares Amount
Issued as at August 31, 2011 1,956,600 $ 773,977
Shares issued for CleanEnergy acquisifioote 4) 10,000,000 5,000,000
Shares issued for consulting 564,000 282,000
Private placement, net of issuance costs 4,788,000 1,845,814
Issued as at August 31, 2012 17,308,600% 7,901,791
Shares issued for Urban Mechanical acquisifioote 5 9,597,125 5,278,419
Private placement, net of issuance costs 2,534,492 1,008,694
Issuedas at August 31, 2013 9,240,217 $ 14,188,904

Shares issued for consulting

The Company paid a success fee of 564,000 shahesdvat $0.50 per share in relation to its
acquisition of CleanEnergy which was expensed utrdasaction costs (note 4).

Private placements

On June 6, 2012, CleanEnergy completed a brokemichte placement of 4,788,000
subscription receipts at $0.50 per subscriptioreipgcfor gross proceeds of $2,394,000.
Concurrent with the qualifying transaction, the stription receipts were exchanged for units of
SustainCo. Each unit consisted of one common shark one warrant of the Company
exercisable at $0.75. Share issuance costs fopldeement were $548,186, which includes
$125,763 allocated to agent options under congibsurplus. The total proceeds net of share
issuance costs were attributed to the common shares

On January 15, 2013, the Company completed a ledkanivate placement of 2,534,492 units
of the Company (each, a Unit) at a purchase prfc0db0 per Unit, for gross proceeds of
$1,267,246, less share issuance costs of $258/x8ading $74,172 of non-cash agent options).

19



SustainCo Inc.

<
) Co
Sustainable Infrastructure Solutions

Notes to the Consolidated Financial Statements
For the years ended August 31, 2013 and 2012

10. Share Capital — continued

Private placements — continued

Each Unit is comprised of: one common share ofGbmpany (a "Common Share"), and one
Common Share purchase warrant (a “Warrant”). Eaanraiit entitles the holder to purchase
one Common Share at an exercise price of $0.73afperiod of 24 months following the
closing.

(c) Stock options

The Company adopted a stock option plan under whidh authorized to grant options to
officers, directors, employees, and consultant®lerg@them to acquire up to 10% of the issued
and outstanding common stock of the Company. Tgtems granted can be exercised for a
maximum of 5 years and vest as determined by trerdof Directors. The exercise price of
each option may not be less than the discountedrfaiket value of the common shares on the
date of grant.

The option details of the Company are as follows:

Weighted
Number of average
Options exercise price Vested
Outstanding, August 31, 2011 255,660  $0.50 255,660
Expired (85,220) $0.50 (85,220)
Outstanding, August 31, 2C 170,44 $0.5( 170,441
Granted during the peric
500,000 $0.50 500,000
500,000 $0.55 125,000
1,400,000 $0.68 1,400,000
Forefeited: (375,000) $0.55 -
Outstanding, August 31, 2013 2,195,440 $0.62 2,195,440

During the year, the Company granted 500,000 ogtairan exercise price of $0.50 per share as
disclosed during the qualifying transaction. Théays are exercisable for a period of four years
and vested immediately. The value of the option$Xf2,700 was recorded as an addition to
contributed surplus and share-based payment expense

The Company also granted 500,000 options at arciseeprice of $0.55 per share in February
2013. The options were exercisable for a periothofe years and were to vest in four equal
installments every three months over a period ¢f gear. 125,000 of these options vested
during the year, with the remainder being forfeit€de value of the vested portion of options is
$47,703, which was recorded as an addition to dhased payment expense and contributed
surplus.

1,400,000 options were granted at an exercise pfi$6.68 per share in April 2013. The options
are exercisable for a period of five years andedgginmediately. The value of the options of
$919,257 was recorded as an addition to contribsiteglus and share-based payment expense
during the year.
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10. Share Capital — continued

(c) Stock options — continued

The Company uses the Black-Scholes option pricingehto determine the fair value of options
granted using the following assumptions:

Volatility 100%
Risk-free interest ra 1.03% to 1.29¢
Expected life (year 3to 5year
Dividend yielc Nil
Forfeiture rat 0%
Share price $0.50 to $0.85
Fair value of option $0.35 to $0.66
Weighted average
remaining life
Weighted average exercise price Number of Options (years) Vested
$0.50 670,440 1.55 670,440
$0.55 125,000 0.05 125,000
$0.68 1,400,000 4.59 1,400,000
Balance at August 31, 2013 2,195,440 3.41 2,195,440
(d) Warrants
Weighted Weighted
Number of average exercise average
warrants price remaining life
Outstanding, August 31, 20 - N/A
Issued during private placement 4,788,00 $0.7¢
Outstanding, August 31, 20 4,788,00 $0.7¢ 1.9C
Issued during private placement 2,534,492  $0.7¢
Outstanding, August 31, 2013 7,322,492 $0.75 1.07

As part of the private placement that closed dutimg year, the Company issued 2,534,492
warrants (2012 — 4,788,000), exercisable for aopeoiff two years at $0.75 per warrant for one

common share of the Company.
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10. Share Capital — continued

(e) Agent options

Weighted average
Number of Weighted average remaining life

warrants  exercise price (years)
Outstanding, August 31, 2011 - N/A N/A
Issued during private placement 8,800 $0.50
Outstanding, August 31, 2012 478,8 $0.50 1.90
Issued during private placement 2,289 $0.50
Outstanding, August 31, 2013 681,559 $0.50 1.04

Each agent option is exercisable at $0.50 for om@necon share and one warrant of the
Company. Each warrant received from the exercisth@fagent option will be exercisable at
$0.75 for one common share of the Company.

In fiscal 2012 as part of the private placement8,800 agent options were issued as
compensation. Each agent option is exercisabl®.&0¥or one common share and one warrant
of the Company. Each warrant received from theaserof the agent option will be exercisable
at $0.75 for one common share of the Company ardldexpire 2 years from the date of
issuance. The value of agent options issued of $635vas included as contributed surplus.

In January 2013 as part of the private placembetagent was issued 202,759 broker warrants
(also referred to here as agent options) at anceseeprice of $0.50 per broker warrant. Each
broker warrant entitles the holder to (a) one Comn&hare; and (b) one Common Share
purchase warrant, which shall further entitle tigerd to purchase one Common Share at an
exercise price of $0.75 per Common Share for aodeof 24 months from date of Closing,
subject to adjustment in certain events. The breokarants were valued at $74,172 and were
recorded as an addition to contributed surplus.

The value of the broker warrants issued duringyder was estimated using the Black-Scholes
option pricing model, based on the following asstioms: volatility of 100%; risk-free interest
rate of 1.18% (2012 — 1.01%); current value of whi$0.63 (2012 - $0.50); dividend yield of
nil; forfeiture rate of nil; and expected life ofyRars.

11. Related Party Balances and Transactions

(&) A corporation that holds significant influence owlie Company, was owed approximately
$378,146 (August 31, 2012 - $1,142,714), which usstanding consideration payable for the
gualifying transaction. These amounts are non@stdvearing and due on demand.

(b) During the year, rent of $219,750 was paid to agamy controlled by a beneficial owner that
held significant influence over the Company. Iniédd, rent of $12,650 was paid to a company
controlled by an officer of the Company, for addlital office space used by the Company.

(c) A promissory note of $1,000,000 (August 31, 20%2if) was owed to a corporation controlled
by an officer and director of the Company. The pezory note bears interest at 9% per annum
and is due upon demand. Interest of $50,671 wakchaing the year (2012 - $nil) and has been
included in discontinued operations. Refer to dd@dor subsequent events.
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11.

Related Party Balances and Transactions — contied

12.

(d) A promissory note of $500,000 (2012 - $nil) was dwie a beneficial owner that holds
significant influence over the Company as partte& tUrban Mechanical acquisition, bearing
interest of 10% per annum. $36,986 of interest paid during the period (2012 - $nil). This
note is included in discontinued operations. Anitalthl $500,000 non-interest bearing amount
was owed to the same beneficial owner, with payndelet upon demand as part of the original
purchase price on the acquisition of Urban Meclanwhich remained unpaid.

(e) A promissory note of $100,000 (August 31, 2012 if)$a owed to a corporation controlled by
an officer and director of the Company, which isterest bearing. The funds were used for
general working capital.

(f) A loan payable totalling $64,968 from a corporataamtrolled by a beneficial owner that holds
significant influence over the Company was owedagust 31, 2013. This loan was in place
prior to the acquisition of Urban Mechanical andnisluded in discontinued operations. The
loan is repayable in equal monthly principal payteeof $9,608 plus interest at 5.75% per
annum. The loan matures on October 15, 2016.

(g) A corporation controlled by an officer and directdithe Company made a payment of $44,354
to a vendor on behalf of the Company. This amowag repaid during the year by the Company,
with no interest.

(h) Remuneration of key management personnel of thep@oyfor the year ended August 31,

2013, included $590,633 of short-term compensafii2 - $84,646) and $697,990 of share-
based compensation (2012 — $nil).

Financial Instruments and Risk Management

Capital management

The Company's capital currently consists of delot @guity. Its principal sources of cash are from
operations, the issuance of common shares and dBf¢. Company's objective is to maintain a
strong capital base so as to maintain investodittnreand market confidence.

The Company intends to maintain a flexible caps#iucture consistent with the objectives
mentioned above and to respond to changes in edormmnditions and the risk characteristics of
underlying assets. In order to maintain or adjtsstcapital structure, the Company may issue new
shares, raise secured debt or refinance existibgvdéh different characteristics.
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12. Financial Instruments and Risk Management

Financial instrument risk exposure and management
Liquidity risk

The Company is exposed to liquidity risk or theék rid not meeting its financial obligations as they
come due. The Company constantly monitors and genés cash flows to assess the liquidity
necessary to fund operations.

The carrying value of accounts receivable, tradabpl@ and accrued liabilities, due to related party
and notes payables reflected in the consolidatreent of financial position approximates fair
value because of the short-term nature of theseimsnts.

As at August 31, 2013, the Company had a workirgitaadeficiency of $11,738,477. Subsequent
to year-end, the Company sold Urban Mechanicat&sh proceeds of $3,000,000 (Note 5), thereby
eliminating $8,989,180 of working capital deficignattributed to Urban Mechanical while
increasing cash by $3,000,000. The Company is @& plocess of finalizing the term note
agreements, which includes the $2,800,000 of np@gble at year-end and $1,388,000 of
subscriptions received subsequent to year-end.iffiteation will be to convert these notes from
current liabilities into secured notes with a 5ryieam (Note 18). In addition, the acquisition\El
(Note 18) will result in a reduction in working dtgh of approximately $725,000. Consequently,
after giving effect to these subsequent events,agement estimates the Company will have
approximately $3,400,000 of working capital, whistsufficient for the next 12 months.

Credit risk

The Company’s cash is held at chartered Canadimdial institutions. Management reviews the
strength of these institutions on a regular basis.

Accounts receivable subject the Company to credk. rThe Company believes the remaining
amounts will be collected. Holdbacks are receiveonusubstantial completion of the projects.

Accounts receivable aging 2013 2012

Within 30 $ 184,105 $ 446,460
31to 60 183,219 174,231
61 to 90 53,141 21,639
Over 90 27,214 116,455
Holdbacks 302,019 558,545
Total accounts receivable $ 749,698 $ 1,317,330

The maximum exposure is limited to the carrying amoof financial assets on the consolidated
statement of financial position that includes casti accounts receivable.

Interest rate risk

Notes payable owed by the Company are fixed rateuiments.
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12. Financial Instruments and Risk Management — cdmued

Concentration risk
Revenue generated from major customers was asvill

Year ended August 31,
2013 2012
Largest customer 39% 66%
Second largest customer 39% 21%
Third largest customer 4% 6%

As at August 31, 2013 $473,453 is receivable frasingle customer.

Foreign exchange risk

The Company purchases a portion of its inventoryited States dollars (*USD”) and does not
currently engage in hedging activities. Accordinglye Company is exposed to foreign exchange
risk on a portion of its accounts payable and aatdiabilities and its USD bank account balances.

However, the foreign exchange exposure to the Cagnpathis time is not significant.

13. Finance Lease Obligations and Commitments

Future minimum payments under finance leases, aldtty the balance of the obligations under
finance leases are as follows:

August 31, 2013 August 31, 2012

Not later than one year $ - $ 4,509
Less amounts representing interest - (243)
Present value of obligations under finance lease $ - $ 4,266
Current portion $ - $ 4,266
Present value of obligations under finance lease $ - $ 4,266

The Company is committed to the rental of fac#iti¢-uture minimum lease payments are as

follows:
2014 $ 80,944
2015 60,000
2016 60,000
2017 55,000
$ 255,944
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14. General and Administrative Expense

2013 2012

Salaries and wages $ 1,236,760 $ 130,836
Office expense 355,853 64,619
Professional fees 445,989 127,511
Travel 166,958 23,796
Advertising & promotion 31,243 4,274
Fiing fees 54,773 24,627
Consulting fees 81,549 7,200
Bad debts 125,674 (12,968)
$ 2,498,799 $ 369,895

15. Notes payable

The Company issued $487,500 in short-term loanSlay 7, 2013, which were repaid in full plus
$12,500 of interest on June 15, 2013.

An additional $2,800,000 was raised in 2013, beanmerest at 12% per annum. These notes are
part of the proceeds, which the Company intendsltanto a 5 year secured term note unit private
placement. Each secured term note unit would coakig) $1,000 principal secured term note and
(i) 100 warrants. The secured term notes will bieggrest at 12% per annum and mature 5 years
from the closing date. The warrants will have apreise price of $0.25 per common share, for a
period of 24 months.

16. Contingent Liabilities

The Company is involved in a number of claims i@ tlapacity of plaintiff as well as defendant. The
Company or its insurer, where applicable, has fdefenses where the Company has been named
defendant. In the opinion of management, the réisolwof claims against the Company for an
amount differing from the amount reflected in tlieeards will not result in a material effect on the
financial position of the Company.
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17. Income Taxes

The reconciliation of income taxes calculated atdtatutory rate on the net loss is as follows:

2013 2012
Net loss from continuing operations $ 8,207,098 939,064
Statutory rate 26.5% 27.0%
Expected income tax recovery at combined basic
federal and provincial tax re $ (2,174880)$ (253,550)
Effect on income taxes of:
Tax rate changes and other adjustments 28,420 45,440
Non-deductible expenses 246,940 -
Undeducted share issue costs (48,860) (148,010)
Effect of non-deductible goodwill impairment 1,238)7 -
Addition of unrecognized tax assets on acquisition - (3,609,170)
Utilization of losses not previously recognized - 3,354,530
Change in tax benefits not recognized 714,610 610,760
Income tax recovery $ - $ -

The 2013 statutory tax rate of 26.5% differs frdra 2012 statutory tax rate of 27% because of the
reduction in federal and provincial substantivatpeted tax rates.

Deferred income tax assets and liabilities have be®n recognized in respect of the following
deductible temporary differences:

2013 2012
Non-capital loss carried forward $ 5298650 $ 2,209,203
Net capital losses carried forward 225,000 225,000
Property and equipment 12,720 230,370
Share issuance costs 420,960 469,820
Cumulative eligible capital 248,120 -

The Company has accumulated non-capital losseésdome tax purposes that expire as follows:

2028 $ 21,680
2029 349,490
2030 66,570
2031 708,490
2032 1,062,970
2033 3,089,450

$ 5,298,650
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18. Subsequent Events

Sale of Urban Mechanical

Subsequent to the year-end, the Company closedlésof Urban Mechanical in December 2013 for
gross proceeds of $3,000,000 in cash (Note 5).r Roiclosing the sale, the Company assumed
$500,000 of debt from Urban Mechanical.

Acquisition of VCI Controls Inc.

Subsequent to the year-end, the Company enteredd@neéements with PriceCo Inc. ("PriceCo") and
Tannenberg Management Inc. ("TMI"), the sharehaldeir VCI Controls Inc. ("VCI"), for the
purchase of all of the issued and outstanding sharene capital of VCI.

The Company has entered into a share purchasenagmeand assignment agreement with PriceCo
and TMI respectively (collectively the "Agreementdbr the purchase of all of the issued and
outstanding subordinate voting and multiple votgigres in the capital of VCI for the aggregate
purchase price of $2,300,000.

The Purchase Price will be satisfied through thgrmant of $100,000 cash (with $30,000 due on
closing, and the remaining $70,000 due 1 year fobwsing), the issuance of 4,444,444 common
shares in the Company (the "Shares") at an issuoe pf $0.1125 per Share for an aggregate value
equal to $500,000, and the assumption of debt énamount of $1,700,000 owing to TMI by
PriceCo (the "Debt"). The Debt was also acquiredhieyCompany through an assignment by TMI
for the purchase price of $625,000. The Company eahcel the Debt upon closing of the
transactions contemplated by the Agreements, whishbject to TSX Venture Exchange approval.

Private Placement

Subsequent to the year-end, the Company raisedditiomal $1,388,000 in funds, which will be a
part of the consolidation of pre-existing debt iat@ecured term note unit. Each Unit to be issued
pursuant to the secured note offering shall be cm@g of: (i) one CAD $1,000 principal amount
secured term note (each, a "Term Note") of the Gompand (ii) one hundred (100) common share
purchase warrants (each common share purchasemyaraNVarrant") of the Company. The Term
Notes will bear interest at a rate of 12% per ananchwill have a maturity date that is five (5) sgea
following the closing, with a redemption featureemisable by the Company after a period of 24
months following the closing. Each Warrant, inijahtended to be exercisable for a period of 24
months following the closing at an exercise pride$@.00 per Common Share, will now be
exercisable for a period of 36 months following tGtosing at an exercise price of $0.25 per
Common Share, subject to adjustment in certaintsv&ollowing the closing, the Company intends
to apply to list the Term Notes with the Canadiatidhal Stock Exchange.
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Introduction

This management discussion and analysis (“MD&A"tIné financial condition and results of
operations of SustainCo Inc., (the “Company” ors&inCo"), is for the year ended August 31,
2013 and 2012. It is supplemental to, and shouldelae in conjunction with the Company’s
audited annual consolidated financial statemendista@ accompanying notes for the year ended
August 31, 2013.

The Company’s financial statements are preparedcoordance with International Financial
Reporting Standards (“IFRS”). Comparative finanaiérmation has been restated to conform to
IFRS, unless otherwise stated. All amounts pregdmeeein are stated in Canadian dollars, unless
otherwise indicated.

Readers are cautioned that this MD&A contains gefftarward-looking statements. Please see
the “Notice concerning forward-looking statemensgttion at the end of this document for a
discussion concerning the use of such informaticthis MD&A.

Company Overview

SustainCo was incorporated under the Canada Bss@poration Act on August 22, 2008. The
Company is listed on the TSX Venture Exchange (tie “TSX-V” or the “Exchange”) under
the ticker symbol “SMS”.

SustainCo is the leading provider of sustainabfeagtructure solutions and services through a
broad offering including energy modelling, faciligchnology solutions, and facility maintenance
services to customers in the multi-residential emldistrial commercial institutional (ICl) sectors
across Canada. SustainCo focuses on both new anddretrofit markets. The Company
conducted its operations through its wholly ownelsidiary, Clean Energy Developments Corp.
(“CleanEnergy”).

CleanEnergy Overview

CleanEnergy is a Canadian industry leading geoeggha&ompany that provides heating and
cooling solutions for residential and commercialildings using energy from the earth. It
provides a complete energy solution and is ableprtovide engineering and design, geo
installation, equipment and control systems, a$ agmanage the complete project. In a highly
fragmented Canadian market, CleanEnergy is the coyplete solution provider that operates
nationally. CleanEnergy is currently the commdrgieoexchange leader in Canada and intends
to continue to build market share by doing incneglsi larger projects in this growing market
segment. For further information on CleanEnergysrfgrmance please see the “Overall
Performance” and “Outlook” sections below for a swemy of CleanEnergy’s completed and
ongoing projects and contracts.
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Overall Performance
CleanEnergy Overall Performance

CleanEnergy continues to execute large-scale pmjéacluding municipal, commercial and
residential projects and continues to focus ondngl its brand and reputation through strategic
partnerships and the dealer network. CleanEneagyrbvenue of $3.4 million this year and has
successfully positioned itself to be the industeading commercial geoexchange company.
During the year ended August 31, 2013, CleanEnactieved the following:

» CleanEnergy closed on sales of $1,340,000 for theexchange retrofit of several
elementary schools in Delta, British Columbia. Tisipart of a large British Columbia
wide program to perform energy saving retrofitshandreds of schools in the province.

» CleanEnergy substantially completed the Terminalig@o of the Calgary Airport project
worth about $3 million out of the total contraciued at $4.5 million in revenue. The
Calgary Airport Authority continues its major deepinent project at YYC, including
building a new runway and doubling the size of &kie Terminal Building with the
addition of a new concourse, which will be the nleeme for International and U.S.
flights. YYC has chosen to incorporate geoexchaagepart of its sustainable design
principles that are expected to reduce the carlootpfint by 4,900 tonnes per year,
which is equivalent to taking 1,200 cars off thad@ermanently.

» CleanEnergy completed construction of its geothésystem on a state of the art mental
hospital in Ontario for $1.5 million. Mental HealCentre Penetanguishene aims to
achieve Leadership in Energy and Environmental @ediEED®) Gold certification for
the design and construction of the new facilitye&lEnergy's geothermal system will
help the Health Centre achieve the necessary poimeach a LEED® Gold certification.

» CleanEnergy completed its geoexchange installaidhe Central Nova Scotia Regional
Civic Centre in Truro, Nova Scotia for $880,000.sTfacility will feature a NHL-sized
ice surface with seating for 3,200 spectators.ilt also be home to an indoor aquatic
centre, an exercise track, a fithess centre, aadesfor events like concerts, tradeshows,
and community gatherings.

* CleanEnergy completed $450,000 of geoexchangengeatid cooling solutions for a 72
unit senior's affordable living complex in Lond@ntario.
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Highlights
SustainCo as New Operating Brand

In February 2013, the Company commenced usingets operating name, SustainCo, as its
corporate identity. SustainCo represents the catpobrand while its operating entity,
CleanEnergy, will continue to utilize their knowalsbrands in the market place. In July 2013,
the Company formalized its name change from Belleintures Inc. to SustainCo Inc.

The SustainCo brand is consistent with the corpordirection to provide sustainable
infrastructure solutions and services to our custsmOur range of services and solutions offer
long-term customer value and environmental sudbéitathrough alternative energy solutions,
energy efficiency, and innovative facility techngjosolutions. SustainCo offers sustainable
energy and facility maintenance services to custsrimethe education, government, municipal,
healthcare, and ICI sectors across Canada. Theigedhbompany will continue to focus both on
the new build and retrofit markets.

The SustainCo brand will focus on providing thoutgadership in the industry while the sub-
brands of the operating entities will continue tarket as CleanEnergy.

Private Placement

On January 15, 2013, the Company completed a ldkmivate placement of 2,534,492 units of
the Company (each, a “Unit”) at a purchase prices@50 per Unit, for gross proceeds of
$1,267,246. Proceeds of the private placementbeilused for targeted acquisitions and general
working capital purposes.

Each Unit is comprised of: one common share ofGbepany (a "Common Share"); and one
Common Share purchase warrant (a “Warrant”). Eaelr&it entitles the holder to purchase one
Common Share at an exercise price of $0.75 foriaghef 24 months following the closing (the
“Closing”), subject to adjustment in certain events

Portfolio Strategy Securities Inc. (the “Agent”)ted as agent for private placement. As
compensation, the Company paid the Agent a casimiggion equal to 8% of the gross proceeds.
The Agent was also issued 202,759 broker warrdBi®Ker Warrant”) at an exercise price of
$0.50 per Broker Warrant. Each Broker Warrant imgased of (a) one Common Share; and (b)
one Common Share purchase warrant, which enthliegAgent to purchase one Common Share
at an exercise price of $0.75 per Common Shara fmeriod of 24 months from date of Closing,
subject to adjustment in certain events.
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Discontinued operations
Urban Mechanical Contracting Ltd. (“Urban Mechanical”)

The Company originally purchased Urban Mechanitarder to implement a vertical integration
strategy to meet the increasing demand of the tnduscommercial institutional (“ICI”)
marketplace through the combination of Clean En&ygyelopments Corp. (“CleanEnergy”), a
national leader of sustainable design build enesgiutions, with Urban Mechanical, a
mechanical contracting business with a history span more than 45 years (including
predecessor businesses) in low-rise residentigh-tise residential and ICI installations. This
combination was expected to provide the delivergeid-to-end sustainable solutions for asset
owners, managers and construction leaders.

The Company acquired all of the issued and outstgndhares of Urban Mechanical on
December 5, 2012 pursuant to a share purchasenagmeeated September 6, 2012 between the
Company (then as Bellair Ventures Inc.) as purahadee Edward J. Winter Family Trust as
vendor, and Edward Winter and Marco Winter as [p@ls. The purchase price paid was
$8,278,419, being $10,000,000 less $1,721,581 mf kerm debt outstanding at closing. The
purchase price paid at closing was satisfied thidag the issuance of 9,597,125 common shares
of the Company at an issue price of $0.55 per sliiayehe assignment by the Company of a loan
payable by Urban Mechanical of $500,000 and (c)ptioeise to pay $500,000 in cash within 90
days after closing (which amount has not been gadithe forgiveness of which is a condition of
closing the transaction of purchase and sale).bBfence of the purchase price, being $2,000,000,
was to be paid through the issuance of up to 3336¢common shares of the Company which
were not issued at closing as security for a warkiapital adjustment and other amounts which
may have been payable in connection with indemetifio claims. The working capital of Urban
Mechanical determined as at December 5, 2012 iordance with the share purchase agreement
was in a deficit position of approximately $6,0@M0 which was $9,000,000 less than the
required working capital amount of $3,000,000. Ashs none of those 3,636,363 common shares
are expected to be issued to The Edward J. Wirderilif Trust. As a result of the working
capital adjustment, the purchase price was deemdakttreduced by $2,000,000, for a total
purchase price paid of $6,278,419.

Subsequent to the purchase of Urban MechanicalCtivapany has found that the resources
required to fund and operate Urban Mechanical weeater than originally anticipated. While
Urban Mechanical has a substantial backlog of rnegeto be realized from uncompleted
construction contracts, the working capital defmi¢ated unplanned financial pressures on the
Company as a whole and necessitated cash flow rearead strategies. This, in turn, diverted
the Company’s attention away from providing solnsoand services that offer long-term
customer value and environmental sustainabilitpugh a broad offering including alternative
energy solutions, energy efficiency, innovative ilfgc technology solutions, and facility
maintenance services to customers in the multdesgial and ICI sectors across Canada. As a
result, the Company had been forced to delay ae/tr strategy and strategic acquisitions due to
the funding requirements for Urban Mechanical.

The Company was approached by the Purchaser insfug@13 with respect to a potential sale
of Urban Mechanical. The board considered othetegic alternatives while executing cash-flow
management strategies on a stand-alone basis. Aesuit of the strategic review process
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undertaken by the board and upon careful consideraif the terms of the share purchase
agreement, the board concluded that the best gyradealleviate the financial pressures of the
Company would be the sale of Urban Mechanical.

On October 15, 2013, the Company and the Purchergered into the Purchase Agreement,
which was publicly announced by the Company prmrtie commencement of trading on
October 16, 2013. Under the terms of the Purchageeinent, the Purchaser will purchase all of
the issued and outstanding shares of Urban Medhldioica purchase price of $3,000,000 on an
“as is, where is” basis, except for certain limitegbresentations and warranties given by the
Company as set out in the Purchase Agreement.

The closing of the transaction was subject to abamaf conditions, including the approval of

the shareholders of the Company, the approval ®fTt8X Venture Exchange, receipt by the

Company of full and final releases by the Purchasbe Edward J. Winter Family Trust and

Edward J. Winter, among others, in favour of thenPany with respect to all matters other than
those pertaining to the Purchase Agreement butidnay the release and forgiveness by The
Edward J. Winter Family Trust of a debt payablethy Company to The Edward J. Winter

Family Trust of $500,000, and receipt by the Pusehaf full and final releases by the Company
in favour of the Purchaser, Urban Mechanical, The&d J. Winter Family Trust and Edward J.

Winter, among others, with respect to all mattetteenthan those pertaining to the Purchase
Agreement but including the release and forgiverafsany and all debt payable by Urban

Mechanical to the Company which was advanced befmtber 15, 2013 (excluding certain

amounts advanced as a short-term loan), which adgams at such date amounted to
approximately $2.5 million.

It is a condition of closing in favour of the Puader that the debt payable by Urban Mechanical
to CanGap Merchant Capital LP (“CanGap”) at closingexceed $250,000.

The Company closed its sale of Urban MechanicaDatember 2013 for gross proceeds of
$3,000,000 in cash. Prior to closing the sale Gbmpany assumed $500,000 of the CanGap debt
from Urban Mechanical and CanGap divested itsethefremaining $250,000 balance to satisfy
the closing condition.
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Selected Financial Information

Selected annual information

2013 2012 2011
Total revenue $ 3,437,779 $ 426,851 $ nil
Net loss from continuing
operations $ 8,207,099 $ 939,064 $ 351,120
Net loss from discontinued
operations $ 5,106,418 $ nil $ nil
Net loss $ 13,313,517 $ 939,064 $ 351, 120
Net loss per share from
continuing operations $0.32 $0.27 $0.26
Net loss per share from
discontinued operations $0.20 $ nil $ nil
Total assets $ 38,530,437 $ 8,378,178 $ 107,208
Long-term liabilities $ 165,378 $ nil $ nil
Dividends per share $ nil $ nil $ nil

Selected Quarterly Financial Information

Q4-2013 Q3-2013 Q2-2013 Q1-2013 Q4-2012 Q3-2012 Q2-2012 Q1-2012
$ $ $ $ $ $ $ $
Revenue 312,662 1,008,499 1,034,748 1,081,870 826,8
Net loss 11,446,695 1,651,113 105,592 861,4 53,354 60,975 23,300
Basic &
diluted loss 0.44 0.06 0.00 0.01 0.19 0.04 0.03 0.01
per share

The Company completed its qualifying transactio®@#2012.
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Results of Operations

The Company had the following sales and directscost
Year ended August 31,

2013 2012
Sales $3,437,779 $ 426,851
Cost of sales 2,967,887 287,283
Gross margin $469,892 $ 139,568

Revenues are earned on services provided for #igrdand engineering of geoexchange projects,
the sale of geoexchange equipment and the ingballaf geoexchange systems. The increase in
revenue to $3,437,779 in 2013 is mainly attribwgatal having a full year of operations with
CleanEnergy in 2013 as compared to 2012 (wherenEleargy was acquired in July 2012). Prior
to the qualifying transaction in July 2012, the Qamy did not generate any revenue.

Margins for the year ended August 31, 2013 wer@%3(2012 — 32.6%), which has decreased
from the prior year. The margins earned in fis€@l2 are closer to what can be expected in the
future. In 2012, there were limited operations fasjuisition, with certain projects ongoing at
the time having margins that are higher than typidaect cost of sales includes direct labour
and expenditures for services provided, as weHlggspment costs and materials for geoexchange
projects.

Year ended August 31, 2013, compared with year ended August 31, 2012

For the year ended August 31, 2013, the Comparortegba net loss from continuing operations
of $8,207,099 versus $939.064 in the prior year.

A large portion of this loss is attributable to iampairment charge to goodwill related to the
acquisition of CleanEnergy for $4,617,003. This weorded after an impairment assessment of
the carrying value of CleanEnergy versus its ree amount at the end of fiscal 2013, which
was due to a number of factors, including the shifocus on integration and operations at Urban
Mechanical during the year, and re-organizatio@leinEnergy. This impairment is not expected
to recur.

General and administrative expenses were $2,498jidéig 2013. This includes items such as
salaries and wages, professional fees, filing fees, other office expenses. While this is an
increase from the prior year, it includes operatisom CleanEnergy for the entire year.

During the year, the Company had $1,139,660 ofeshased payments, versus $nil in the same
period in 2012. This is due to stock options grdrdaring 2013, with the value of share-based

payments was determined using the Black-Schole®mrogdricing model. These share-based

payments are a non-cash cost.

Finance expenses of $135,886 were incurred ingeded August 31, 2013, and relate to interest
and bank charges on the Company’s notes payableagoiidl leases. This increase is attributable
to the notes payable that were raised during 2@it8,a total of $2,800,000 raised as at August
31, 2013, bearing interest at 12% per annum.
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Transaction costs of $226,613 recorded during the months ended May 31, 2013 relate to the
acquisition of Urban Mechanical. During the priaay, $705,134 were classified as transaction
costs, which relate to the purchase of CleanEnergy.

The net loss for discontinued operations was $541@6in 2013 ($nil in 2012). Discontinued
operations relate to the results of Urban Mecharioan the date of acquisition in December
2012 through to August 31, 2013 (refer to “Disconéd Operations” for additional details).

Three months ended August 31, 2013, compared with three months ended August 31, 2012

The fourth quarter of 2013 had a significant desega revenue from continuing operations. This
is mainly due to the timing of completion of therieais larger scale projects by CleanEnergy. In
addition, the Company at the time was focused omagiag and negotiating the disposition of its
discontinued operations, Urban Mechanical.

Liquidity and Capital Resources

The Company is exposed to liquidity risk or thekrig not meeting its financial obligations as
they come due. The Company constantly monitors raadages its cash flows to assess the
liquidity necessary to fund operations.

As at August 31, 2013, the Company had a workingitah deficiency of $11,738,477.
Subsequent to year-end, the Company sold Urban &hécdd for cash proceeds of $3,000,000
(Note 5), thereby eliminating $8,989,180 of workingpital deficiency attributed to Urban
Mechanical while increasing cash by $3,000,000. Company is in the process of finalizing the
term note agreements, which includes the $2,800,60(hotes payable at year-end and
$1,388,000 of subscriptions received subsequene#o-end. The intention will be to convert
these notes from current liabilities into securetka with a 5 year term (Note 18). In addition,
the acquisition of VCI (Note 18) will result in @duction in working capital of approximately
$725,000. Consequently, after giving effect to ¢heabsequent events, management estimates
the Company will have approximately $3,400,000 ofking capital, which is sufficient for the
next 12 months. Please see the “Outlook” sectoruirther details.

Related Party Balances and Transactions

(a) A corporation that holds significant influence owae Company (Alter NRG Corp.), was
owed approximately $378,146 (August 31, 2012 - &4,114), which is outstanding
consideration payable for the qualifying transattibhese amounts are non-interest bearing
and due on demand.

(b) During the year, rent of $219,750 was paid to apamy controlled by a beneficial owner
(Urban Alliance Inc., Mr. Winter) that held sigmifint influence over the Company. In
addition, rent of $12,650 was paid to a companytrotlad by an officer of the Company
(Bridgepoint Group Ltd., Mr. Carnevale), for addital office space used by the Company.
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(c) A promissory note of $1,000,000 (August 31, 2013nil) was owed to a corporation
controlled by an officer and director of the Compd@anGap Merchant Capital LP, Mr.
David). The promissory note bears interest at 9%@paum and is due upon demand. Interest
of $50,671 was paid during the year (2012 - $nil)l &as been included in discontinued
operations.

(d) A promissory note of $500,000 (2012 - $nil) was due a beneficial owner (The Edward J.
Winter Family Trust) that holds significant influee over the Company as part of the Urban
Mechanical acquisition, bearing interest of 10% aenum. $36,986 of interest was paid
during the period (2012 - $nil). This note is irada in discontinued operations. An
additional $500,000 non-interest bearing amount axaed to the same beneficial owner,
with payment due upon demand as part of the ofiginechase price on the acquisition of
Urban Mechanical, which remained unpaid.

(e) A promissory note of $100,000 (August 31, 2012 if)$s owed to a corporation controlled
by an officer and director of the Company (CanGapital Corp., Mr. David), which is non-
interest bearing. The funds were used for geneodkiwg capital.

(f) A loan payable totalling $64,968 from a corporataamtrolled by a beneficial owner (The
Edward J. Winter Family Trust) that holds signifiitanfluence over the Company was owed
at August 31, 2013. This loan was in place prioth® acquisition of Urban Mechanical and
is included in discontinued operations. The loarreisayable in equal monthly principal
payments of $9,608 plus interest at 5.75% per aniiin@ loan matures on October 15, 2016.

(g) A corporation controlled by an officer and directwfr the Company (Mr. David) made a
payment of $44,354 to a vendor on behalf of the gamg. This amount was repaid during
the year by the Company, with no interest.

(h) Remuneration of key management personnel of thep@oynfor the year ended August 31,

2013, included $590,633 of short-term compensa(@dil2 - $84,646) and $697,990 of
share-based compensation (2012 — $nil).

Financial Instruments Risk Exposure and Management

The Company’s financial instruments consist of casitounts receivable, trade payables and
accrued liabilities, due to party, and notes pagiable to the short-term nature of these financial
assets and liabilities, the carrying values appnaté the fair values.

The Company did not hold or issue any derivatinarficial instruments during the year.

Credit risk

The Company’s cash is held at chartered Canadiemdial institutions. Management reviews
the strength of these institutions on a regulaisbas
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Accounts receivable subject the Company to créaslit The Company believes the remaining
amounts will be collected. Holdbacks are receiveonusubstantial completion of the projects.

Accounts receivable aging 2013 2012

Within 30 $ 184,105 $ 446,460
31 to 60 183,219 174,231
61 to 90 53,141 21,639
Over 90 27,214 116,455
Holdbacks 302,019 558,545
Total accounts receivable $ 749,698 $ 1,317,330

The maximum exposure is limited to the carrying amf financial assets on the statement of
financial position that includes cash and accouedgivable. As at August 31, 2013 $473,453 is
receivable from a single customer.

Concentration risk

Revenue generated from major customers was asviollo

Year ended August 31,
2013 2012
Largest customer 39% 66%
Second largest customer 39% 21%
Third largest customer 4% 6%

Future Changes in Accounting Standards

A number of new standards, amendments to standadigterpretations are not yet effective for
the year ended August 31, 2013, and have not bpplied in preparing these consolidated
financial statements but may affect the Company.

« |FRS 9 - Financial Instruments: Classification didasurement, effective for annual
periods yet to be determined

* IFRS 10 - Consolidated Financial Statements, affedor annual periods beginning on
or after January 1, 2013.

» IFRS 12 - Disclosure of Interests in Other Entitieffective for annual periods beginning
on or after January 1, 2013.

 IFRS 13 - Fair Value Measurement defines fair valeective for annual periods
beginning on or after January 1, 2013.

The Company is assessing the effects of these taedards.
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Outlook

The goal of SustainCo is to be at the forefronad¥ancing sustainability principles in leading

organizations. The Company will continue to look &nd promote leading edge services and
technology combined with our experienced design @eldzery teams to create a tremendous
value proposition for our customers. The Compamgdees the rapid growth of the Company
and each of the subsidiaries in order to meetrtti@asing demand of larger projects.

Effect of the Sale of Urban Mechanical on the Compgy

The financial results of Urban Mechanical will nonger be consolidated with that of the
Company, effective from the date of closing. Howevevenue and expenses incurred prior to
the date of closing will continue to be consolidateith the operations of the Company and
CleanEnergy.

The Company’s objective is to refocus on verticailggrating and building the Company to be a

true turnkey business that offers a complete rasfgsustainable infrastructure solutions and

services. It is anticipated this will allow the Cpamy to take advantage of the higher margin
areas of the full service business model initialyisioned for the Company, such as the finance,
consulting, and design solutions, as well as simalously enabling the Company to capitalize on
life-cycle cross selling. This is expected to resulthe creation of more revenue streams along
the entire life cycle of a project, without compiiemg control over the process and competitive

prices to consumers.

With the disposition of Urban Mechanical, the Compis expected to be in a position to refocus
its capital on acquiring businesses and/or indizisluo build and complete the Company’s full
service business model. The Company has identitgdareas for these acquisitions/hires:

» mechanical and electrical design, installatiorrofés, and maintenance;

» lighting design, installation, retrofits, and manance;

» sustainability infrastructure consulting services;

* energy management and automation; and

* equipment design, installation, automation, andchteaiance.

With these strategic additions to the CompanyQbmpany plans to offer consumers a “one stop
shop” of solutions from the inception of a projeactthe implementation of the project, to finally
the maintenance and long term servicing of a cotagl@roject. The Company’s competitive
advantage is expected to be the ability to bridgeigh, build, and maintenance and take
advantage of the synergies between each acquitatigat.
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These “one stop shop” solutions are expected tadec

Design: Conceptualization of a project at the stagenception, including:

(a) Consulting Services: The Company intends to oftersalting services for both new
build and retrofit projects. It will also seek telp clients identify the best sustainable
infrastructure solutions for a site while takingoirconsideration the site’s use and the
client’s objectives and budget.

(b) Financing: The Company intends to offer financiofugons, which will allow the
Company to take a stake in a project as a lenddioarquity stakeholder. On the
consumer’s end, such financing is expected to aseahe consumer’s accessibility
to sustainable infrastructure. On the Company’'s é@nds expected to add to
accessibility and appeal to the consumer, poténtakating a significant revenue
stream.

(c) Mechanical and Electrical Engineering and Desighe TCompany intends to offer
mechanical engineering and design through Cleamggn&he Company is exploring
potential acquisitions to enhance mechanical arstttal engineering design
capabilities.

Build: Implementation of design, including:

(a) Mechanical and Electrical Installation: The Compamyends to offer project
management and mechanical installation servicesugfr CleanEnergy. The
Company is aiming to build out these offerings atguisitions and/or outsourcing to
enable electrical installation services.

(b) Equipment: The Company intends to continue to ecdais sustainable equipment
and product lines through exclusive licencing aistridbution arrangements.

Maintain: Operations and maintenance of instaljetesns, including:

(a) Operations and Maintenance Services: The Compam@nds to offer long-term
services to operate and maintained installed system

(b) Energy Monitoring: To ensure the performance of @empany’s products and
systems, the Company intends to explore the pdisgibi monitoring the long-term
energy consumption and outflows of the systems.

The Company’s objective is to bundle these servaces solutions, thereby taking advantage of
the client's needs along the entire lifecycle géraject. The Company’s refocused full service
business model is expected to allow for improvedgmng, the creation of additional revenue
streams, and increased accessibility and appeahsumers.
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Acquisition of VCI Controls Inc.

In December 2013, the Company entered into agresmeith PriceCo Inc. ("PriceCo") and
Tannenberg Management Inc. ("TMI"), the sharehald#rVCI Controls Inc. ("VCI"), for the
purchase of all of the issued and outstanding sharthe capital of VCI.

The Company has entered into a share purchasenagmeeand assignment agreement with
PriceCo and TMI respectively (collectively the "Agments") for the purchase of all of the
issued and outstanding subordinate voting and pheltioting shares in the capital of VCI for the
aggregate purchase price of $2,300,000.

The Purchase Price will be satisfied through thergat of $100,000 cash (with $30,000 due on
closing, and the remaining $70,000 due 1 year fttowing), the issuance of 4,444,444 common
shares in the Company (the "Shares") at an issge pf $0.1125 per Share for an aggregate
value equal to $500,000, and the assumption of idettie amount of $1,700,000 owing to TMI
by PriceCo (the "Debt"). The Debt was also acquingdhe Company through an assignment by
TMI for the purchase price of $625,000. The Compaillycancel the Debt upon closing of the
transactions contemplated by the Agreements, wisclBubject to TSX Venture Exchange
approval.

Secured Term Note Private Placement

The Company intends to consolidate pre-existingt di#io a secured term note unit, with an
expected total of $5,000,000. Each Unit to be idguesuant to the secured note offering shall be
comprised of: (i) one $1,000 principal amount seduterm note (each, a "Term Note") of the
Company; and (ii) one hundred (100) common sharehase warrants (each common share
purchase warrant, a "Warrant") of the Company. Taen Notes will bear interest at a rate of
12% per annum and will have a maturity date théitvis (5) years following the closing, with a
redemption feature exercisable by the Company affmriod of 24 months following the closing.
Each Warrant, initially intended to be exercisdblea period of 24 months following the closing
at an exercise price of $1.00 per Common Sharé,neilv be exercisable for a period of 36
months following the Closing at an exercise pride$6.25 per Common Share, subject to
adjustment in certain events. Following the clositigg Company intends to apply to list the
Term Notes with the Canadian National Stock Exckang
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CleanEnergy Outlook

CleanEnergy’s strengthening reputation has allowed bid on a number of projects. The
following is a list of projects that CleanEnergycigrently involved in:

CleanEnergy intends to continue working and biddamgprojects with respect to the
British Columbia wide program to perform energyisgvetrofits on hundreds of schools
in the province.

CleanEnergy entered into a Letter of Intent wittlean technology company to provide
CleanEnergy the exclusive use of the GeoModule(TM)ardware and software package
used to design optimal hybrid geoexchange systems.

In addition to its completion of the Terminal proje CleanEnergy continues its
involvement in the Calgary Airport project with tlkenstruction of the Piers portion of
the project, which is worth approximately $1.5 roifl out of the total contract valued at
$4.5 million in revenue. The Calgary Airport Authtgp continues with its major
development project at YYC, including building asneunway and doubling the size of
the Air Terminal Building with the addition of a weconcourse, which will be the new
home for International and U.S. flights. YYC ha®sén to incorporate geoexchange as
part of its sustainable design principles thateaqgected to reduce the carbon footprint by
4,900 tonnes per year, which is equivalent to @Hiiy200 cars off the road permanently.

CleanEnergy recently began work on the construatioa new Environmental Sci and
Chem building at the University of Toronto Scarhayb in Toronto, Ontario. The
innovative 110,000 square foot facility will proeicdustainable and flexible research and
study spaces for students and faculieanEnergy's geothermal system will help achieve
the necessary points to reach a LEED® Gold ceatifin.
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Disclosure of Outstanding Share Data

As at the date of this report, there were 29,44Dj8%ued and outstanding common shares in the
capital of the Company. The Company has outstandjptipns to purchase an aggregate of

1,650,000 common shares, outstanding warrantsrithase an aggregate of 7,322,492 common
shares, and outstanding agent options to purchassggregate of 1,363,118 common shares
(assuming warrants obtained from exercising ofalpent options are also exercised).

Risk Factors

The Company’s overall performance and results @frations are subject to a number of risks
and uncertainties. The Company is subject to eeriaks and uncertainties from both financial
and operational factors. Some of the key riskshagklighted as follows:

Revenue Risk

The Company may experience delays in achievingnie® Revenues may be delayed or
negatively impacted by issues encountered by thep@ay or its customers including:
» unforeseen engineering and environmental problems;
» delays or inability to obtain required financingceinses, permits and regulatory
approvals;
* supply interruptions or labour disputes;
» foreign exchange fluctuations and collection resfcl
* competition from other geoexchange suppliers a@radtte less capital intensive energy
solutions.

There is no assurance that the business will paréw expected or that returns from the business
will support the expenditures needed to develop it.

Sales Cycle and Fixed Price Contracts

The Company may enter into sales contracts withdfipricing, which may be impacted by
changes over the period of implementation. The esgcof sales execution will require
collaboration between the Company and its custamers

There is no assurance that delays or problems énirtiplementation process used for all
customers will not adversely affect the Companytsiviies, operating results or financial
position.

Sensitivity to Fixed Costs

Fixed costs, including costs associated with opegdbsses, leases, labour costs and depreciation
will account for a significant portion of the Cormyés costs and expenses. As a result, reduced
productivity resulting from reduced demand, equiptiilure, weather or other factors could
significantly affect financial results.
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Reliance on Management and Key Personnel

The Company’s success and future operations arendept upon the abilities, expertise,

experience, judgment and efforts of senior manageued key technical and field personnel of
the Company. Any loss of the services of thesegmeral could have a materially adverse impact
on the Company’'s business, technical capabilitggrating results or financial condition or

could result in delays to or abandonment of the gamyg’s projects.

Loss of Contracts

The Company may lose contracts or customer arra@ggsnthrough competitive bidding or early
termination, which would cause its revenue and ifaofity to decline. In addition, some
customers of the Company may terminate their cotsrar arrangements before the end of the
contract term. If the Company loses contracts @tauer arrangements through competitive
bidding, early termination or other competitive ggeres, it may not be able to replace the lost
revenue, which will result in a decrease in itserase. Whether the Company will be the
successful bidder for any particular contract igjsct to significant uncertainty.

Competition

The geoexchange industry is competitive; howevaes, anticipated that the Company will be the
only public company offering a turn-key solutiorhefe are smaller privately-owned companies
which are providing segments of the geoexchangeessobut not a complete solution. There can
be no assurance that such competitors will nottanbally increase the resources devoted to the
development and marketing of a complete soluti@t dompetes with those of the Company or
that new or existing competitors will not enter tlgious markets in which the Company will be
active.

There can be no assurance that the Company’s cibonpetill not develop new and unknown
technologies, with which the Company may have diffy competing. As well, without
remaining cost competitive there is also a riskt ttee Company may lose business to its
competitors.

Dependence on Suppliers

The ability of the Company to compete and grow Wil dependent on the Company having
access, at a reasonable cost and in a timely matmeskilled labour, equipment, parts and
components. Failure of suppliers to deliver sudhesklabour, equipment, parts and components
at a reasonable cost and in a timely manner woelddirimental to the Company’s ability to
compete and grow. No assurances can be given HigatCompany will be successful in
maintaining its required supply of skilled laboeguipment, parts and components.

Environmental Liability

The Company will be subject to various environmemdsvs and regulations enacted in the
jurisdictions in which it operates which govern theanufacture, processing, importation,
transportation, handling and disposal of certairtemas used in the Company’s operations.
There can be no assurance that the Company’s pnaedvill prevent environmental damage
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occurring from spills of materials handled by then@pany or that such damage has not already
occurred. On occasion, substantial liabilitieshiodt parties may be incurred. The Company may
have the benefit of insurance maintained by it lex bperator, however, the Company may
become liable for damages against which it candegaately insure or against which it may
elect not to insure because of high costs or ategons.

Disclosure Controls and Procedures

Disclosure controls and procedures (the “DisclosBrecedures”) are designed to provide
reasonable assurance that all relevant informasigathered and reported to senior management
on a timely basis so that appropriate decisionsbeamade regarding public disclosure.

The Company’s management conducted an evaluatiotheofeffectiveness of the Disclosure
Procedures. Based on this evaluation, managementcbacluded that, subject to certain
limitations indicated in the MD&A, our Disclosurerdeedures are effective to ensure that
information required to be disclosed in reportd tha file or submit under Canadian securities
legislation is recorded, processed, summarizedreparted within the time periods specified in
those rules and forms.

It should be noted that while management beliekias dur Disclosure Procedures are effective
and will provide a reasonable level of assuranicey do not expect that they will prevent all

errors and frauds. A control system, no matter a@l designed or operated, can only provide
reasonable and not absolute assurance that thetiebgeof the control system are met.

Notice Concerning Forward-looking Statements

Certain statements in this MD&A constitute forwaodking statements. Often, but not always,
forward-looking statements can be identified by tise of words such as “plans”, “expects” or
“does not expect”, “is expected”, “estimates”, &nts”, “anticipates” or “does not anticipate”, or
“believes”, or variations of such words and phragestatements that certain actions, events or
results “may”, “could”, “would”, “might” or “will” be taken, occur or be achieved. Forward-
looking statements involve known and unknown risks;ertainties and other factors which may
cause the actual results, performance or achiewsnoérthe Company to be materially different
from any future results, performance or achievemenpressed or implied by the forward-
looking statements. Examples of such statementsdadhe intention to grow the business and
operations of the Company. Actual results and ldgveents are likely to differ, and may differ
materially, from those expressed or implied by fitvevard-looking statements contained in this
MD&A. Such forward-looking statements are basedaonumber of assumptions which may
prove to be incorrect, including, but not limited the ability of the Company to obtain necessary
financing; the economy generally; consumer intefigstthe services and products of the
Company; competition; and anticipated and unardteigp costs. While the Company anticipates
that subsequent events and developments may césiseeivs to change, the Company
specifically disclaims any obligation to updatesdorward-looking statements. These forward-
looking statements should not be relied upon aesemting the Company’s views as of any date
subsequent to the date of this MD&A. Although trenpany has attempted to identify important
factors that could cause actual actions, eventesuits to differ materially from those described
in forward-looking statements, there may be othetdrs that cause actions, events or results not
to be as anticipated, estimated or intended. Tleare be no assurance that forward-looking
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statements will prove to be accurate as actualtseand future events could differ materially
from those anticipated in such statements. Accgiginmeaders should not place undue reliance
on forward-looking statements. The factors idestifiabove are not intended to represent a
complete list of the factors that could affect tbempany. Additional factors are noted under
“Risk Factors” in this MD&A. These forward-lookirgfatements are made as of the date of the
MD&A, and the Company assumes no obligation to tgpaa revise them to reflect new events
or circumstances.

Additional Information

Additional information relating to the Company is#dable on SEDAR at www.sedar.com.

Page 19



