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KPMG LLP Telephone (306) 934-6200
Chartered Accountants Fax {306) 934-6233
600-128 4™ Averue South Interaet www.kpmg.ca
Sashkatoon Saskalchewan S7TK 1M8

Canada

AUDITORS' REPORT

To the Shareholders of Cover-All Holding Corp.

We have audited the consolidated balance sheet of Gover-All Holding Corp. as at January 31, 2009
and the consolidated statements of earnings and retained earnings (deficit) and cash flows for the year
then ended. These financial statements are the responsibility of the Corporation's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporiing the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all materia respects, the
tinancial position of the Corporation as at January 31, 2009 and the results of its operations and its

cash flows for the year then ended in accordance with Canadian generally accepted accounting
principles.

The prior year financial statements were audited by another firm of chartered accountants.

KPHG cef

Chartered Accountants

Saskatoon, Canada
April 29, 2009

KPMG LLP, is a Canadian Bmited llabikty parinership and & member fitm of the KPMG
network of Independan! membar frms alfifziod with KPMG Iniernabonal, & Swiss cooperatvs.
KPAG Canada provicdas services to KPM3 LLP.




COVER-ALL HOLDING CORP.

Consaolldated Balance Shest

January 31, 2009, with comparative figures February 2, 2008

2009 2008
Assels

Current assals:
Cash $ 2,433,450 $ 611,502
Accounts recelvable (nole 2) 28,297,875 13,608,015
Income taxes receivable - 1,682,938
Inventories (note 3) 11,853,490 9,165,887
Prepald exponses 547,185 518,588
40,832,000 25,455,928
Propsity, plant and equipment {note 4) 17,101,260 17,318,558
Intangiblo asssis and goodwill (note %) 83,208,922 71,491,845

$ 151,142,182

$§ 114,284,431

Liabilities and Shareholders' Equity

Gurrent liabilitias;

Bank facilities (note 6) $ 4,000,000 $ 1,550,000
Accounts payable and accrued llablilties (note 7) 23,727,173 10,839,744
Income taxes payable 2,210,242 -
Currenl portion of long-term debt {note 8) 5402955 2,658,511
35,340,370 15,346,255
Long-term debt (note 8) 49,284,600 52,409,718
Shareholder loans and promissory notes (note 9) 11,090,600 -
Fulure income taxes (note 12) 12,988,000 10,930,462 .
Minority interest 73,977 543,424
Shareholders squity:
Share capital (note 10) 36,939,436 33,321,035
Contributed surplus {nots 10) 893,017 1,768,351
Rotalned earnings (deficit) 4,524,182 (54,814}
42,358,635 35,034,672
$ 151,142,182 $ 114,264,431

Commilmants and contingencies {note 11)

Swe agcompanying notes to consolidatad financial statoments.
Onb the Board:

Director

Diractor




COVER-ALL HOLDING CORP.

Consolidated Statement of Earnings and Retained Earnings (Dsficit)

Year ended January 31, 2009, with comparative figures for the period from Oclober 23, 2007 1o

February 2, 2008

2009 2008
Revenus:
Gross sales $ 129,208,141 $ 22,749,963
Sales returns, allowances and discounts (5,158,963} {812,384)
124,047,178 21,936,979
Cost of goads sold 94,421,916 14,992,285
Gross profit on sales 29,625,262 6,944,694
Expenses:
Marketing, sales and administrative 12,673,397 2,870,001
Other expenseos 394,345 -
Interost and management fees 6,762,732 1,689,581
Amortization 3,699,950 2,243,912
Unrealized losses on derivatives 2,619,425 -
Foreign exchange (gain) loss (461,283) 40,930
25 688,568 6,844 424
Earnings before income taxes and minority interest 3,936,696 100,270
Income taxes (note 12):
Current 2,423,176 699,034
Fulure (recovery) (3,947,059) (664,881)
(1,523,883) 34,153
Earnings (loss) betore minority interest 5,460,579 66,117
Minority interest (881,583) (120,931)
Net earnings (loss) 4,678,996 {54,814)
Deficit, beginning of period (54,814) .
Retained earnings (deficit), end of period 4,524,182 $ {54,814)

See accompanying notes to consolidated financial statements.




COVER-ALL HOLDING CORP.

Consolidated Stalement of Cash Flows

Year ended January 31, 2009, with comparative figures for the period Oclober 23, 2007 to February 2,

2008
2009 2008
Cash provided by {(used in):
Operations:
Net earnings (loss) 4,578,996 $ {54,814)
ltems not involving cash:
Amortization of intangible assets 2,073,087 1,830,697
Amortization of property, plant and equipment 1,626,863 413,215
Foreign exchange (gains) losses (300,283) -
Interest expense 1,150,951
Unrealized losses on derivatives 2,619,425 -
Future income taxes recovery {3,947,059) (664,881)
Minority intergst 881,583 120,931
Change in non-cash operating working capital:
Accounts receivable {10,040,640) {734,030)
Income taxes payable (receivable) 3,873,180 280,642
Inventories (2,397,603) (78,373)
Prepaid expenses {30,599) 257,576
Accounts payable and accrued liabilities 10,407,287 {4,549,882)
10,495,188 (3,178,919)
Financing:
Increase in bank facilities 2,450,000 1,550,000
Increase in shareholder loans and promissory notes 7,500,000 -
Dividends paid to minority interest {857,516) -
Proceeds from long-term debt - 136,695
Repayment of long-term debt {2,926,520} (192,689)
‘ 6,165,964 1,494,008
Investments:
Additions to property, plant and equipment {882,959) {127 441)
Acquisitions, net of cash acquired (note 13) {13,956,245) -
(14,839,204) (127,441)
Increase (decrease) in cash position 1,821,948 (1.812,354)
Cash position, beginning of period 611,502 2,423,856
Cash position, ond of period 2,433,450 $ 611,502
Supplemental cash flow information:
Interest paid 5,613,312 3 1,068,480

See accompanying notes to consolidated financial statemonts.




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements

Year ended January 31, 2008

Background

The principal business activity of the Cover-All Holding Corp. (the "company"} is the manufacturing and
sale of pre-engineered membrane buildings systems which can be utilized for storage, military,
livestock operations, recreational facilities, warehousing and manufacturing. The company's year end
will coincide with the Saturday nearest to January 31 of each year.

The company was reorganized on October 23, 2007. A consolidated combined statement of earnings
from January 28, 2007 to Octaber 22, 2007 for Cover-All Holdings Inc. and from Oclober 23, 2007 to
February 2, 2008 for the company are included in note 15 to these consolidated financial statements
for illustrative purposes.

1. Significant accounting policles:

These financial statements have been prepared to reflect the following significant accounting
polices: '

(a)

(b)

(c)

Basis of consolidation:

These consolidated financial statements include the accounts of the company, and its
subsidiaries, Cover-All Building Systems Inc., Cover-All Holding US LLC, NorthStar Cover-All
LLC, Eastern Cover-All Inc., Cover-All Europe GmBH, Summit Structures LLC, Summit
Structures US LLC, Summit Project Management LLC, Summit Structures Limited, Quick
Structures LLG, Cover-All US Holding Corp.

Cash and cash equivalents:

Cash and cash equivalents consist of cash on hand, cash at banks and other short term
investments with initial terms to maturity of less than 90 days.

Inventories:
Inventories are valued at the lower of cost and net realizable value.

Costs incurred in bringing each product to its present location and condition are accounted
for as follows: ’

Raw Materials Purchase cost using the weighted average
cost method,

Finished goods and work in process Cost of direct materials and labouwr and a
proportion of manufacluring overheads
based on normal operating capacity, using
the weighted average cost method.




COVER-ALL HOLDING CORP.

Notss to Consolidated Financial Statements {continuad)

Year ended January 31, 2009

1. Significant accounting policies (continued):

{d)

(e)

Spare parts and supplies Cost using the welghted average cost
method.

Net realizable value is the estimated selling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary fo make the sale.

Property, plant and equipment:

Property, plant and equipment is initially recorded at cost. Buildings and equipment ars
amortized using the declining balance method. Leasehold improvements are amonized
using the straight-line method.

Annual amortization rates are as follows:

Assot Rate
Automotive equipmoent 30%
Buildings 4%
Computer hardware 30%
Computer soflware , « 30%
Equipment 20-50%
Fences 10%
Leasehold improvements 10 years
Manutacturing equipment 20%
Paving 8%

Intangible assets:

Intangible assets acquired Individually or as part of a group of other assets are Initially
recognized and measured at cost. The cost of a group of intangible assets acquired in a
transaction, Including those acquired in a business combination that meet the specitied
criteria for recognition apart from goodwill, is allocated lo the individual assels acquired
based on their relative fair values.

Customers list represents the value the company has with its customers. It is being
amortized over the estimated useful lives of the relationships, depending on region, which is
between eight and ten years.

Tradenames represent the value in the registered trade names with in geographic markets,
and include Cover-All, Summit Struciures, Quick Structure, Titan, Legend, Vipersteel,
Duraweave, and Winchloc. Tradenames have an indefinite life and are therefore not




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

1. Significant accounting policies (continued):

(9)

amortized.

Tersitorial sales rights represent the value of the dealer sales rights that were acquired by the
company through business combinations. Dealership rights have an indefinite life and
therefore are not amortized.

Employment relationship represent the value assigned to the employment relationship with
one of the principle employees in an acquired entity representing the amount paid to ensure
that the employee continue the employment relationship up to 2011.  Amortization is
calculated on a straight line basis.

Goodwiil:

Goodwill is the residual amount that results when the purchase price of an acquired business
oxceeds the sum of the amounts allocated to the assets acquired, less liabiliies assumed,
based on their fair values. The amount recognized as goodwill would include acquired
intangible assets that do not qualify for recognition as separate assets in accordance with
generally accepted accounting principles. Goodwill is not amortized.

Asset impairment;

Long-lived assets, including property, plant and equipment and purchased intangibles subject
to amortization, are reviewed for impalrment whenever events or changes in circumstancas
indicate that the carrying amount of an asset may not be recoverable. Recoverability is
measured by a comparison of the carrying amount to the estimated undiscounted future cash
flows expected o be generated by the assel. If the carrying amount of the asset exceeds its
gstimated future cash flows, an impairment charge is recognized by the amount by which the
carrying amount of the asset exceeds the falr value of the asset, When quoted market prices
are not available, the company uses the expected future cash flows discountsd at a rate
commensurate with the risks associated with the recovery of the asset as an estimate of fair
value.

Intangible assets with indetinite usoful lives are tested for impairment annually or more
frequently if events or changes in circumstances indicale thal the assets might be impaired.
Impairment is measured by a comparison of the fair value of the asset to the carrying
amount. if the carrying amount of the asset exceeds its fair value, an impairment charge is
recognized in an amount equal to the excess.

Goodwill s tested for impairment annually or more frequently if events or changes in
circumstances indicate that the asset might be impaired. The impairment test is carried out in
two steps. In the first step, the carrying amount of the reporting unit is compared with its fair
value. When the fair value of a reporling unit exceeds its carrying amount, goodwill of the
reporting unit is considered not to be impaired and the second step of the impairment test is

6




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

1.

Significant accounting policles (continued):

(h)

unnecessary. The second step is carried out when the carrying amount of a reporting unit
exceeds ils fair value, in which case the fair value of the reporting unit's goodwill is compared
with its carrying amount o measure the amount of the impairment loss, if any.

Income taxes:

The company uses the asset and liability method of accounting for incoms laxes. Under the
asset and liability method, future tax assets and liabilities are recognized for the future tax
conssquences aliributable to differences between the financial statement carrying amounts
of existing assets and liabilities and thoir respective tax bases. Future tax assels and
liavilties are measured using enacted or substaniively enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be
recovered or seftled. The effect on fulure tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the date of enactment or substantive
enactment,

A valuation allowance s recorded against any future income tax asset if it is more likely than
not that the asset will not be realized. Income tax expense or benefit is the sum of the
company'S provision for the current income taxes and the difference between the opening
and ending balances of the future income lax assets and liabilities.

Transtation of foreign currencies:

Monetary assets and liabilities denominated in foreign currencies are ftranslated into
Canadian dollars at exchange rates prevailing at the balance sheet date. Revenue and
expenses are translated into Canadian dollars using the approximate rate of exchange on
the date of the transactions. The resulting gains or losses are included in the statement of
eamings.

The Canadian dollar is considered the functional currency of the company's subsidiaries.
Monetary assets and liabilities denominated in foreign currencies are lransiated into
Canadian dollars at exchange rates prevailing at the balance sheet date and non-monetary
items are translated at rates of exchange in offect when assets were acquired or obligations
incurred. Revenue and expenses are translated into Canadian dollars using the approximale
rate of exchange on the date of the trangactions. The resulting gains or losses are included
in the statement of earnings.




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

1. Significant accountiing policies (conlinued):

M

{k)

Revenua:

Revenue from building sales is recognized on shipment and the customer takes ownership
and assumes risk of loss in accordance with customer contracts, collection of the relevant
receivable is probable, persuasive evidence of an arrangement exists and the sales price is
fixed or determinabte.

Installation” service revenue and contract maintenance revenue is recognized on a
percentage of completion basis. The percentage of completion is determined by the field
estimates compared to budget. Field estimates compared to budget is the most reasonably
determinable measure of performance which relate as directly as possible to the activities
critical to completion of the contract.

Financial instruments:

Financial instruments, excepting freestanding derivatives, are initially recorded at fair value.
Equity instruments are thereafler carried at cost. Interest-bearing assets and liabilities are
subsequently accounted for al amortized cost using the effective interest method.

Whaen there is a loss in value of a financlal asset that is other than temporary, the asset is
written down and the loss is recorded in income. The write-down is not reversed if there is a
subsequent increase in value,

Freestanding derivatives, including currency swaps on long-term debt and forward sales
contracts are used by the company in the management of foreign currency exposure. These
freestanding derivatives are recorded at fair value with changes In falr value being recorded
in net earnings.

No financial statement recognition is given o embedded derivatives or non-financial
contracts with derivative characteristics.

During 2008, Canada’s Accounting Standards Board withdrew the requirement for non-
publicly accountable enterprises to adopt the new standards and the company has elected to
continue with the cost-based model.




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements {continued)

Year ended January 31, 2009

1. Significant accounting policies (continued):

()

(m)

Use of estimates:

The preparation of the financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
dates of the financial statements and the reported amounts of revenues and expenses during
the reporting periods. Significant items subject to such estimates and assumptions include
the carrying amount of property, plant and equipment, intangibles and goodwill; valuation
allowances for receivables, inventories and future income taxes and valuation of derivative

. financial instruments. Aclual rosulis could differ from those estimates. These estimates are

reviewed periodically, and, as adjustments become necessary, they are reported in earnings
in the year in which they become known.

Recently adopted standards:
(i} Inventories:

In May 2007, the Accounling Standards Board issued Handbook Section 3031,
Inventories, which supersedes Handbook Section 3030.

The standard introduces significant changes to the measurement and disclosure of
inventory. The measurement changes include; the elimination of LIFO, the requirement
o measure inventories at the lower of cost and net realizable value, the allocation of
overhead based on normal capacity, the use of the speclfic cost method for inventories
that are not ordinarily interchangeable or goods and services produced for specific
purposes, the requirement for an entity to use a consistent cost formula for inventory of
a similar nature and use, and the reversal of previous write-downs to nel realizable
value when there is a subsequent increase in the value of invenlories. Disclosures of
inventories have also been enhanced. Inventory policies, carrying amounts, amounts
recognized as an expense, write-downs and the reversals of write-downs are required to
be disclosed.

The new standard became cffective to the Company as of February 3, 2008, The
adoption of this standard did not have a material impact on the financial statements.




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year anded January 31, 2009

1. Significant accounting policles {continued):

(ii)

Accounting changes:

CIiCA 1506, Accounting Changes revises current standards on changes in accounting
policy, estimates or errors.  An entily is permitted to change an -accounting policy only
when it results in financial statements that provide reliable and more relevant
information or resulls from a requirement under a primary source of Canadian GAAP.
The guidance also addresses how to account for a change in accounting policy,
estimate or corrections of errors, and establishes enhanced disclosures about their
offects on the financial statements. The application of the guide did not have an impact
on the consolidated financlal statements.

(n} Recently issued standards:

(i

Goodwill and intangible assets:

Handbook Section 3064, Goodwill and Other Intangible Assets replaces Section 3062,
Goodwill and Other Intangible Assets and Section 3450, Research and Development.
This section establishes standards for recognition, measurement, presentation and
disclosure of goodwill and intangible assets. The Company will adopt the new
accounting standard on the annual periods beginning February 1, 2009 and its adoption
is not expected to have a material impact on the Company’s financial statements.

Business combinations:

Handbook Section 1582, Business Combinations replaced the former Handbook
Section 1581, Business Combinations. Section 1582 will require additional use of fair
value measurements, recognition of additional assets and liabilities, the expensing of
transaction costs, and increased disclosure. This standard will become effective for
business combinations for which the acquisition date is on or after February 1, 2011.

10




COVER-ALL HOLDING CORP.

Notes 10 Consolidated Financial Statements (continued)

Year ended January 31, 2009

1. Slgnificant accounting policies {continued):
(i) Consolidated financial statements and non-controlling interest

Handbook Section 1601, Consofidated Financial Statements, and Section 1602, Non-
controfling  Interests  replaced the former Handbook  Section 1600,
Consolidated Financial Statements and establishes a new sectlon for accounting for a
non-controlling interest and subsidiary. These sections will require a change in the
measurement of non-controlling interest and will require the change 1o be presented as
part of shareholders’ equity. The Company will adopt this new accounting standard
concurrently with the adoption of the new Handbook Section 1582 and is currently
assessing the impact that the adoption of this standard will have on its consolidated
financial statements.

2. Accounts receivable:

2009 2008
Trade receivables $ 23152353 $ 11,899,712
Other 3,607,763 2,309,303
Less: allowance for doubtful accounts 462,241 700,000

$ 26,297,875 $ 13,509,015

3. Inventories:

2009 2008
Raw materials $ 3,593,246 $ 1,894,948
Manufactured goods 1,297,238 1,381,929
Finished goods 6,613,866 5,821,641
Supplies and spares 49,140 57,371

$ 11,553,480 $ 9,155,887

H




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

4. Property, plant and equipment:

2009 2008

Accumulated Net book Net book

Cost  amortization value value

Automotive aguipment $ 1,150,155 § 852,546 $ 297,609 $ 301,093
Buildings 12,113,807 1,996,544 10,117,263 10,081,442
Computer hardware 1,622,684 1,088,747 435,937 455,791
Computer software 1,506,377 716,515 789,862 1,008,211
Equipment 2,591,414 1,689,691 901,723 919,645
Fences 41,646 22,453 19,193 21,326
Leasehold improvements 99,341 44,674 54,667 8,239
Manufacturing equipment 4,759,357 3,805,848 853,509 875,058
Paving 789,582 358,085 431,497 447 753
24574363 10,673,103 13,901,280 14,118,558

Land 3,200,000 - 3,200,000 3,200,000
$ 27774383 $ 10,673,103 $ 17,101,260 $ 17,316,558

Amortization during the period was $1,626,863 (2008-$413,215).

12




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements {continued)

Year ended January 31, 2009

5. Intangible assets and goodwiil:

2009 2008
Cost  Accumulated Net book Net book
amortization value valus
Tradenames $ 6,293,000 $ - $ 8,293,000 $ 8,293,000
Customer lists 15,175,000 2,417,065 12,757,835 14,664,303
Territorial sales rights 16,787,749 - 16,787,749 -
Employment relationships 1,000,000 166,719 833,280 -
Goodwill 56,536,958 . - 56,536,958 50,534,642

$ 95,792,707 $ 2,583,784 $ 93,208,922 §$ 71,491,945

Amortization during the period was $2,073,087 {2008 -_$1 ,830,697)

6. Bank facllitles:

The company has an operating line of credit with CIBC (Lead arranger and administration agent)
and the Bank of Nova Scotia with a maximum combined availability of $10,000,000 and a
revolving credit facility with both banks for up to $4,000,000. The debt is secured by a general
securily agreement covering the assets of the group of companies and an assignment of
insurance coverage.

7. Accounts payable and accrued liabilities:

2009 2008
Trade payables $ 8,801,550 $ 3,516,023
Customer deposits 4,011,008 2,149,058
Other accruals 8,295,189 5,174,663
Unrealized loss on derivatives {note 14) 2,619,428 -

$ 23,727,173 § 10,839,744

i3




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year endad January 31, 2009

8. Long-term debt:

2008

2008

CIBC term loan bearing interest at prime plus 1.5%, with
quarterly principat payments of $360,000 in fiscal 2009,
$450,000 in fiscal 2010, $540,000 in liscal 2011, $630,000 in
fiscal 2012 and $720,000 in the first three quarters of fiscal
2013, plus interest paid monthly, secured by general security
agreement, due Cctober 2012 $ 18,560,000

Bank of Nova Scotia ferm loan bearing interest at prime plus
1.5%, with quarterly principal payments of $360,000 in fiscal
2009, $450,000 In fiscal 2010, $540,000 in fiscal 2011,
$630,000 In fiscal 2012 and $720,000 in the flrst three quarters
of fiscal 2013, plus interest paid monthly, secured by general
security agreement, due October 2012 18,560,000

CIBC subordinate term loan bearing interest at 14.25%, with
monthly payments of 11% of the monthly interest and remaining
3.25% being added to the oulstanding principal loan balancs,
sacured by general security agreement subordinate to CIBC
and Bank of Nova Scotia term loans, dus April 2013 7,804,792

E Roynat Capital Inc. subordinate term loan bearing interest at

14.25%, with monthly payments of 11% of the monthly interest

and remaining 3.25% being added to the outstanding principal

loan balance, secured by general security agreement

subordinate to CIBC and Bank of Nova Scatia term loans, due

April 2013 7,786,794

Various loans bearing interest between 0% to B.5%, with total
monthly payments of approximately $3,500, with no security on

specific assels, maturity dates between April 2009 and January
2013 183,014

Note payable related to the acquisition of NorthStar Cover-All
non-interest bearing due on April 10, 2009 1,802,955

$ 20,000,000

20,000,000

7,577,268

7,569,427

229,534

54,697,555

Lass current portion 5,402,955

55,366,229

2,956,511

$ 49,294,600

$ 52,409,718

14




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

8. Long-term debt (continued):

Principal payments due in each of the next five years, based on current repayments schedulos,
are as follows:

2010 $ 3,861,209
2011 4,365,907
2012 5,070,605
2013 5,775,302
2014 therealter 35,824,532

$ 54,697,555

Interest on long-term debt was $4,916,643,

9. Shareholder loans and promissory note:

2009 2008

Shareholder lvans bearing interest at 14.9% annually, due
November 1, 2013 or the next major share transaction which
ever oceurs first $ 7984615 $ -

Vendor take back promissory notes bearing interest at 10%
annually, with interest payments made from time to time at the
discretion of the company. Principal payment due November 1,
2013 or the next major share transaction, which ever occurs ,
first. 3,105,985 -
$ 11,080,600 $§ -

Interest on shareholder loans was $484,615 and the promissory note was $150,000.

15




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements {conlinuod)

Year ended January 31, 2009

10. Share capital:

2009 2008

Authorized:

1,000,000,000 Class A voting , common shares

1,000,000,000 Class B voling common shares, with one
vote of of each Class B share equal to 1.0001 Class A
share vole

1,000,000,000 Class O voting , common shares, with one
vole of each Class O share equal to 1.0002 Class A
share vole

Issued:
29,798,481 Class A shares (2008-29,798,481) $ 29,708,581 $ 29,798,581
5,890,400 Class B shares (2008-3,522,454). ) 7,140,855 3,522,454

$ 36,939,436 $ 33,321,035

During the year the following shares were issued:

. 1,230,313 Class B shares as consideration of $2,276,079 to acquire the remaining
49% of NorthStar Cover-All {note 13}.
. 253,651 Class B shares as consideration of $466,988 to acquire the assets of
Friedman Distributors inc. {note 13).
. 864,082 Class B shares for options exercised by key management.
. Stock option plan

On October 23, 2007, the company implemented a formal stock plan with a maximum number of
shares resarved under the plan of 26,195,346. On October 23, 2007, the company authorized the
issuance of 24,937,207 options on Class O shares to omployess. The options will vest at 20%
each year for five years from the anniversary date, provided the grantee is still employed. The
options have exercise prices that range from $1 to $15.

As of February 2, 2008, 24,937,207 options had been granted and outstanding subject to the
conditions noted above. The fair value of the options issued in the year was estimated using the
Black Scholes option pricing model, with assumptions being made for each of the following
variables: risk frae rate of 3.48%, volatility factor of nil, dividend yield of nil, weighted average
expected option life of five years. The value of the issued options using the option model, along
with forfeiture assumptions, was determined to be normal.

During the year the company granted an additional 400,000 share options to its key employees.
The terms are similar to the shares granted in 2007. The value of options granted are nominal.
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COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements {continued)

Year ended January 31, 2009

10.

it

Share capltal (continued):

Employee stock option transactions were as follows:

Number of shares 2009 2008
Beginning of year 24,937,207 -
Options granted 400,000 24,937,207
Options cancelled {100,000) -

25,237,207 24,937,207

Also, as part of the company’s acquisition of Cover-All Holdings Inc., key managoment contributed
$1,768,163 towards the purchase price by exchanging oplions to purchase shares of Cover-All
Holkdings Inc. for 1,786,023 options to purchase Class B Shares of the company at a strike price
of $.01 per share. The fair value of these options issued Is estimated using the Black Scholes
option pricing model, with assumptions being made for each of the following variables: risk free
rate of 3.48%, volatility factor of nil, dividend yield of nil, weighted average expected option life of
five years and expected forfeiture rate of nil. The value of the issued options using the option
model described above was $1,768,163, which was recognized as part of the purchase price for
Cover-All Holdings Inc., with a corresponding increase in contributed surplus.

During the year 884,082 option shares were exercised by key management.

Commitments and contingencles:

The company has been named in legal proceedings with customers. Management and legal
counsel believe the likelihood of liability is low or will be covered by insurance.

The company is contingently liable under three letter of credit in the amount of $700,000 (CAD),
$200,000 (USD), and $3,230 {USD) as at January 31, 2008.

The company has entered into lease and administration agreements with the fallowing minimum
annual payments over the next five years:

2010 $ 54,689
2011 27,796
2012 11,685
2013 879
2014 -
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COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

12,

Income taxes:

The provision for income taxes differs from the amount computed by applying the tederal and
provincial statutory income tax rates to earnings before income taxes of 26% {2008 - 32%). The

reasons for the diflorences and the related tax offects are as follows:

2009 2008
Tax at statutory tax rate $ 1,023,541 $ 32,086
Tax effects rosulting from changes in tax rates (2,563,000) -
Other permanont differences 15,626 2,067
Income tax (recovery) expense $ (1,523,833) § 34,153
The significant components of the company’s future tax assets and liabilities are as follows:
2009 2008

Future income tax assets:

Working capital ' $ 403,000 $ 388,000

Property, plant and equipment 256,000 -
Future income tax liabllities:

Property, plant and equiprnent - 2,511,859

Intangible assets 13,645,000 8,786,603
Net future income tax liability $ 12,886,000 $ 10,930,462
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COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements (continued)

Year ended January 31, 2009

13. Acquisitions:

a)

(b}

Acquisition of Cover-All Alberta Ltd.

Effeclive July 9, 2008, the company acquired 100% of Cover-All Alberta, previously a dealor
for the company. The initial purchase price was $10,000,000, of which $7,500,000 was paid
in cash and $2,500,000 was paid by way of a promissory note due on November 1, 2013.
The purchase price was adjusted by $621,248 for working capital changes before the closing
date. The costs associated with the acquisition amounted to $657,845.

The purchase price allocation is as follows:

Working capital $ 1,265,961
Property, plant and equipment 105,286
Intangible assets:
Territorial sales rights 8,907,846
Employment refationships 1,000,000
Goodwill 2,850,513
Future income tax liability (2,850,513)
$ 11,279,093

Acquisition of Friedman Distributing Inc.

Effective August 29, 2008, the company acquired the assets of Friedman Distributing inc.,
previously a dealer for the company. The Initial purchase price was $1,600,000 (US), of
which $800,000 (US) was paid in cash, $400,000 (US) paid by way of a promissory due on
November 1, 2013 and $400,000 (US) paid in shares. Costs atiributable to the acquisition
amounted to $129,750 (US). The purchase price was adjusted by $545,721 (US) for working
capital changes before the closing date.

The purchase price aliocation is as follows:

Property and equipment $ 71,798
Working capital 945,288
Intangible assets - territorial sales rights 1,767,846
Future income tax liability (707,058)
Goodwill 707,058

$ 2,784,732




COVER-ALL HOLDING CORP.

Notes 1o Consolidated Financial Statements (continued)

Year ended January 31, 2009

{

S

13. Acquisitions {continued):

Acquisition of Cover-All North West lowa

Eifective August 24, 2008, the company acquired the assets of Cover-All North West lowa,
previously a dealer for the company. The initlal purchase price was paid in cash of
$1,750,000 {(US) with costs of $128,700 (US) attributabls to the acquisition. The purchase
price was adjusted by $171,000 (US) for working capital changes before the closing date.

The purchase price allocation of Cover-All North West lowa Is as foliows:

Properly and equipment $ 37,609
Working capital 265,000
Intangible assets - territorial sales rights 2,211,424
Future income tax liability (884,520)
Goodwill 884,520

$ 2,514,033

Acquisition of 49% minority interest in NorthStar Cover-All LLG

Effective November 8, 2008, the company acquired the 49% minority intorest in Northstar
Cover-All. The initial purchase price for the acquisition was $3,920,000 {US), of which
$1,980,000 (US) by way of cash and notes payable and $1,960,000 (US) was pald through
the issuance of shares. The costs aftributable to the acquisition amounted to $221,422 (US}).

The purchase price allocation is as follows:

Working capital $ 271,970
Property, plant and equipment 152,913
Minority Interest 493,514
Intangible assets-territorial sales rights 3,800,563
Goodwill 1,560,225
Future incoma tax liability (1,560,225}
$ 4,818,960
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COVER-ALL HOLDING CORP.

Notes to Consgolidated Financial Statements (continued)

Year ended January 31, 2009

14. Financlal instruments:
Fair values:

The fair value of the company's cash, accounts receivable, accounts payable and bank facilities of
credit approximate their carrying amounts due to the short term nature of these items.

Interest on long-term loans, shareholder loans and promissory notes approximate market rates for
similar debt instruments. As such, the fair value of these loans approximate these carrying
values.

Credit risk.

The company primarily sells to North American and European distributors and customers. The
company's credit risk associated with the non performance of these customers can be directly
impacted by a decline in economic conditions which would impair the customers' ability to satisty
their obligations to the company. In order fo reduce this economic risk, the company has credit
procedures in place whereby analyses are performed to control the granting of credit to any high
risk customer. '

Currency risk:

The company manages its exposure to fluctuations in exchange rates, principally on United States
dollar denominated revenues, by forward foreign exchange coniracts. At year end, the forward
forelgn exchange contracts covered poriods of up 1o 1 year.

At January 31, 2009, the company had forward contracts 10 purchase $30,650,000 (USD) at an
average exchange rate of $1.11 during the period from February 1, 2009 to January 28, 2010.
The company had also forward contracts to purchase € 750,000 at an average vaiue of $1.59
during the period from February 1, 2009 to April 27, 2009. These contracts have not been
designated as hedges for accounting purposes and therefore mark to market adjustments on
these contracts are recognized in the statement of earnings each reporting period. At January 31,
2009, these contracts had unrealized losses of $2,541,612, which have been included as part of
unrealized losses on derivatives.

Interest rate risk

The company is exposed to interest rate risk on its interest bearing financial instruments. To
partially mitigate the foreign exchange risk on cash inflows and to manage interest rate risk, the
company entered into cross currency swaps with a notional face value of $52.8 million, and
interest rate swaps with a notional value of $14 million. As of January 31, 2009 these swap
contracts had unrealized losses of $77,814 which have been included as part of unrealized losses
on derivatives. '
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COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Statements {continued)

Year ended January 31, 2009

15. Comparative figures:

Certain prior year balances have been reclassified to conform 1o the current financial statement
presentation.

The company was incorporated on October 9, 2007 for the sole purpose of acquiring 100%
control of Cover-All Holdings Inc.  On October 23, 2007, the company, through a series of
transactions acquired 100% of the outstanding common shares of Cover-All Hoklings Inc., then
immediately thereafter the company and Cover-All Holdings Inc. were amalgamated. The
comparative figures reflact the operating resuits and cash flows of Cover-All Holdings Inc. and its
subsidiaries since that date.

The following Is provided as supplemental comparative information.

22




COVER-ALL HOLDING CORP.

Notes to Consolidated Financial Stataments (continued)

Year ended January 31, 2009

15. Comparative figures (continued):

January 28 October 23
to October 22 to February 2 Combinad

Gross sales $ 67,656,387 $ 22,749,963 § 90,406,350
Sales returns, allowances and
discounts 2,798,259 812,984 3,611,243
Net sales 64,858,128 21,836,979 86,795,107
Cost of sales 47,114,234 14,892,285 62,108,519
Gross profit 17,743,894 5,944,694 24,588,588
Expenses
Amortization 913,274 2,243,912 3,157,186
Interest and other 715,217 1,689,581 2,404,798
Marketing, sales and
administration 9,393,288 2,910,931 12,304,219
11,021,779 6,844,424 17,866,203
Earnings (loss) before undernoted 6,722,115 100,270 6,822,385
QOther accrued expenses (5,381,863) - (5,381,863)
Earnings (loss) before taxes 1,340,252 100,270 1,440,522
Income taxes:
Current {recovary) (842,122) 699,034 {143,088}
Future (recovery) 972,586 (664,881} 307,705
130,464 34,153 164,617
Earnings before minority interest 1,209,788 66,117 1,275,908
Minority interest 288,238 120,931 408,167
Net earnings (loss) 921,652 (54,814) 866,738
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March 24, 2010 BUILDING SYSTEMS

Ernst & Young Inc.

Ernst & Young Tower

1000, 440 ~ 2" Avenue SW
Calgary, Alberta T2P 5E9Q

Attention: Neil Narfason, CA,CIRP, CBV
Dear Sirs:

Re: Proceedings under the Companies’ Creditors Arrangement Act (“CCAA”)
Responsibilities/Obligations and Disclosure with Respect to Cash Flow Projections

In connection with the application by Cover-All Holding Corp., Cover-All Building Systems Inc.

and its related entities (“Cover-All") for the commencement of proceedings under the CCAA in

respect of Cover-All, the management of Cover-All (‘Management”) has prepared the attached
Cash-Flow Statement and the assumptions on which the Cash-Flow Statement is based.

Cover-All canfirms that:

1 The Cash-Flow Statement and the underlying assumptions are the responsibility of
Cover-All,

2 All material information relevant to the Cash-Flow Statement and to the underlying
assumptions has been made available to Ernst & Young Inc., in its capacity as Monitor,
and

3. Management has taken all actions that it considers necessary to ensure:

a. That the individual assumptions underlying the Cash-Flow Statement are
appropriate in the circumstances; and

b That the individual assumptions underlying the Cash-Flow Statement, taken as a
whole, are appropriate in the circumstances.

Yours truly,

Todd Payne, CMA
Chief Financial Officer

www.coverall.net R

Cover-All Building Systems Inc,
3815 Wanuskewin Road » Saskatoon, SK Canada S7P 1A4
Phone: 306.657.2888 ¢ Fax: 306.664.7979 * Toll Free: 1.877.615.4776

Picturad: Caver Al Corpurate Headguarters”



CALGAR'

Action No. 1001-

IN THE COURT OF QUEEN’S BENCH
OF ALBERTA
JUDICIAL DISTRICT OF CALGARY

INTHE MATTER OF THE COMPANIES'
CREDITORS ARRANGEMENT A CT, R.S.C.
1985, ¢. C-36, AS AMENDED:;

AND IN THE MATTER OF A PLAN OF
COMPROMISE OR
ARRANGEMENT OF COVER-ALL HOLDING
CORP,,

COVER-ALL BUILDING SYSTEMS INC.
AND THOSE ENTITIES LISTED IN
SCHEDULE “A” HERETO

AFFIDAVIT OF NATHAN STOBBE

DOCS #1155384 v. |

GOODMANS LLP
Barristers and Solicitors

333 Bay Street, Suite 3400
Toronto, Ontario, Canada M5H 2S7

Jay A. Carfagnini
David Bish
Melaney Wagner
Fred Myers

Tel: 416.979.2211
Fax: 416.979.1234

McCARTHY TETRAULT LLP
Barristers & Solicitors

Suite 3300, 421-7th Avenue S.W.
Calgary AB T2P 4K9

Sean F. Colling
Phone: 403 260-353]




