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Part |

Cautionary Statement Regarding
Forward L ooking Statements

This Annua Report contains certain forward- looking statements and information with respect to
the financial condition, results of operations and business of the Company and certain of the
plans, objectives and market position of the Company with respect to these items that are based
on beliefs of the Company's management as well as assumptions made by and information
currently available to the Company. Without limiting the foregoing, any statements contained in
this Annua Report that are not statements of historical fact may be deemed to be forward
looking statements, and the words “believes’, “anticipates’, “plans’, “expects’, and similar
expressions are intended to identify forward-looking statements. Such statements reflect the
current views of the Company with respect to market conditions and future events and are
subject to certain risks, uncertainties and assumptions. Investors are cautioned that al forward-
looking statements involve risks and uncertainty as there are certain important factors that could
cause actua results, performance or events to differ materially from those anticipated including
those outlined below in the section entitled “Item 3. Key Information — Risk Factors’. The
Company’s failure to successfully address any of these factors could have a materia adverse
effect on the Company’s results of operations. Furthermore, the Company does not assume any
obligation to update these forward looking statements.

Item 1. ldentity of Directors, Senior Management and Advisors

Not applicable

Item 2. Offer Statisticsand Expected Timetable

Not applicable

Item 3. Key Information

A. Selected Financial Data

The tables below set forth selected consolidated financia data for the Company and the
Company’s predecessor, Western Waste Services Inc. (“Western Waste’) for the periods
indicated and are qualified by reference to, and should be read in conjunction with, the
Company's Consolidated Financiad Statements and the Notes thereto, which are included
elsawherein this Annual Report, and “Item 5. Operating and Financial Review and Prospects’.

The financid data for the period ended June 5, 1997 has been derived from Western Waste's
audited consolidated financia statements. The financia data as of December 31, 2000, 1999,
1998 and 1997 and the years ended December 31, 2000, 1999 and 1998 and for the period ended
December 31, 1997 has been derived from Capital Environmental’s audited consolidated
financia statements.



The selected consolidated financia data as of December 31, 2000, 1999, 1998 and 1997 and for
each of the periods presented have been prepared in accordance with United States generaly
accepted accounting principles (“U.S. GAAP’). All financia information presented herein is
thousand of U.S. dollars except share and per share data. All referencesto “$” or “dollars’ mean
U.S. dollars and “C$” mean Canadian dollars.

Western
Capital Environmental Waste
Period from inception  Period from
Year Ended Year Ended Year Ended (May 23, 1997) November 1,
December 31, December 31, December 31, through December 1996 through
2000 1999 1998 31, 1997 June 5, 1997
(Tn thousands, except share and per share data)
Statement of Operations Data:
Revenues $117,008 $97,551 $ 62,056 $ 15,089 $5,680
Cost of operations 79,327 66,091 43,002 10,676 3,472
Depreciation and amortization 12,181 8,134 4,890 1,154 612
Selling, general and administrative
expenses 18,622 13,118 8,490 1,389 1,658
Gain on fixed assets (1) - (1,100) - - -
Provision for impairment of goodwill 13,500 - - - -
Start-up, integration and transition
costs (2) - - 602 4,325 -
Income (loss) from operations (6,622) 11,308 5,072 (2,455) (62)
Interest and finance expense 10,649 6,232 3,139 898 176
Income (loss) before income taxes
and minority interest (17,271) 5,076 1,933 (3,353) (238)
Income tax (provision) benefit (1,010) (2,053) (740) 1,398 (573)
Minority Interest - - - (117) -
Net income (loss) $ (18,281) $ 3,023 $ 1,193 $(2,072) $ (811)

Basic net income (loss) per share $ (254 $ 0.60 $ 052 $ (1.51)

Diluted net income (loss) per share $ (2.54) $ 051 $ 0.29 $ (1.51)
Shares used in calculating basic

net income (loss) per share 7,196,627 5,068,607 2,304,847 1,374,220
Shares used in calculating diluted
net income (loss) per share 7,196,627 5,976,659 4,174,172 1,374,220




Western

Capital Environmental Waste
Period from Period from
Year Ended Year Ended Year Ended inception (May 23, November 1, 1996
December 31, December 31, December 31, 1997) through through June 5,
2000 1999 1998 December 31, 1997 1997

(In thousands, except share and per share data)

Other data:
Net cash provided by (used in)

operating activities $ 7362 $ 5975 $ 3,907 $ 1,167 $ (556)
Net cash used in investing activities (21,656) (50,071) (36,375) (12,529) (1,189)
Net cash provided by financing

activities 12,925 44,379 31,304 13,918 2,759
EBITDA 5,559 19,442 9,962 (1,301) 550
EBITDA margin 4.8% 19.9% 16.1% n.a. 9.7%
Adjusted EBITDA (3) 20,704 18,342 10,564 3,024 550
Adjusted EBITDA margin 17.7 % 18.8% 17.0% 20.0% 9.7%

As of December 31

2000 1999 1998 1997

Balance Sheet Data:
Cash (bank overdraft) $ (595) $ 1,398 $ 1,060 $ 2,473
Working capital, including cash (24,902) (5,547) (994) 2,475
Property and equipment, net 50,899 40,692 25,909 19,174
Total Assets 152,959 162,314 98,337 50,495
Long-term debt, including capital lease obligations net (4) 71,442 78,199 54,589 29,022
Redeemable capital stock - - 21,946 13,203
Total stockholders’ equity (deficit) 38,655 58,320 5,492 (1,424)

T. The gain on replacement of assas destroyed 1N a fite. oee NOte 16 of the NOIes to the Company s consolidaied Financial

2. %gﬁggﬁe absorption of acquisition and transition costs associated with the acquisition of selected assetsof Canadian Waste.

3. Adjusted EBITDA represents operating income plus depreciation and amortization, start -up, integration and transition costs. For

the years ended December 31, 2000 and 1999, adjusted EBITDA aso includes unusual gains and losses (see “I1tem 5. Operating
and Financial Review and Prospects’ for details of unusua gainsand losses).
4. Excludes current portion of longterm debt and capita lease obligations. See Notes 7 and 8 of the Notes to the Company’'s

Consolidated Financia Statements.

D. Risk Factors

Prospective purchasers of the Company’s common stock should consider carefully all of the
information set forth in this annual report and, in particular, should evauate the following risks
in connection with an investment in the common stock. Information contained or incorporated
by reference in this annua report contains forward-looking terminology such as “believes’,
“opinions’, “expects’, “may”, “will”, “should” or “anticipates’ or the negative thereof or other
variations thereon or comparable terminology, or by discussions of strategy. Such statements
include, without limitation, the Company's beliefs about trends in the industry and its views
about the long-term future of the industry and the Company. See, eg., “Item 5. Operating and
Firancia Review and Prospects’ and “Item 4. Information on the Company.” No assurance can
be given that the future results covered by the forward-1ooking statements including certain risks
and uncertainties that could cause actual results to vary materially from the future results covered



in such forward-looking statements. Other factors could also cause actual results to vary
materialy from the future results covered in such forward-1ooking statements.

Risks Related to Capital Environmental's Competition

The competition faced by the Company from both large and small solid waste services
companies may result in lost revenue

The solid waste services industry in the markets in which the Company operates is highly
competitive and fragmented and requires subgantial labor and capital resources. The Company
competes with large, national solid waste services companies, as well as smaller regiona solid
waste services companies of varying sizes and resources, some of which are better capitalized,
have greater nare recognition or are able to provide services a alower cost. The Company also
competes with counties, municipalities and solid waste districts that maintain their own waste
collection and disposal operations. Public sector operators may have financia advantages over
the Company because of their access to user fees and similar charges, tax revenues and tax
exempt financing.

The Company derives a portion of its revenue from exclusive municipa contracts that require
competitive bidding by potential service providers. In the future, the Company intends to bid on
additional municipal contracts and to rebid on existing municipal contracts, but those bids may
not succeed. In addition, the Company’s non-municipa contracts generally have a term of three
years a less and some of these contracts permit the Company’s customers to terminate them
before the end of the contract term. If the Company were unable to replace revenues from
contracts lost through competitive bidding or early termination within a reasonable time period,
the lost revenues could reduce earnings and result in a decline in the market price of the
Company’ s common stock.

Competitive pressures may make it difficult or impossible to execute the Company’s strategy of
generating interna growth by providing additional and upgraded services, increasing saes
penetration and implementing price increases.

The Company primarily depends on third parties for disposal, which could decrease
earnings if these third parties increased their disposal rates and the Company was unable
to passtheseincreaseson toitscustomers.

To the extent the Company is dependent on third parties for disposa of its solid waste, the
Company may be subject to cost increases which it cannot control or pass on to its customers.
The Company delivers a substantial portion of the solid waste it collects to privately owned or
operated disposa facilities under longterm contracts and to municipaly owned disposal
facilities. If municipalities increase their disposal rates or if the Company cannot extend its
favorable long-term contracts with private owners or operators, the Company might incur
significant cogts.

The Company may be unable to execute on its strategy of pursuing selective divestitures or
swapping opportunities.

Competition and market conditions may make the sdlective divestiture or swapping of assets
difficult or impossible to execute and may affect the values which the Company can redize on

diverdtiture or swapping of assets.
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Risks Related to Capital Environmental's Operations

The Company isin default under itscurrent credit facility

As described under the section entitled “ltem 13. Defaults, Dividend Arrearages and
Ddinquencies’, the Company is in default under their current credit facilities; as a result, the
lenders could at any time elect to accelerate repayment of all amounts owing under the credit
facilities and enforce their rights and remedies thereunder. The Company does not have the
funds to repay al of itsloansif the lenders accelerate repayment.

The Company may not be able to continue as a going concern

The Company may not be able to continue as a going concern if the Company’s lenders eect to
accelerate the payment of indebtedness under the Company’'s credit facilities. Since the
Company does not currently have sufficient funds to repay al of the Company’s indebtedness
under its credit facilities which are currently in default, as described under the section entitled
“Item 13. Defaults, Dividend Arrearages and Delinquencies’, the Company may not be able to
continue as a going concern if the Company’s lenders elect to accelerate payment under the
credit facilities. In that case, the Company would likely become insolvent and subject to
voluntary or involuntary bankruptcy proceedings, and the vaue of the Company’s equity
securities would likely be significantly diminished. The Company’s audited financial statements
on page F-2 of this annud report, include a reference to the uncertainty of the Company’s ability
to continue as a going concern.

The loss of key personnd could harm the implementation of the Company’s operating
strategies.

The Company depends on its senior management team for implementation of operating strategies
including implementation of operating enhancements and efficiencies and the consolidation and
reduction of its management structure and cost. The loss of one or more of the Company’s senior
management team could adversely affect its business because these individuals have unique
knowledge and experience in the solid waste industry.

The Company may be affected by foreign exchange rates fluctuations, which could affect
earnings generated by its Canadian operations.

For the year ended December 31, 2000, 77.3% of the Company’s revenue was derived from its
operations in Canada, and following the U.S. Asset Sale (described under “Item 4. Information
on the Company — History and Deveopment of the Company”) as of April 30, 2001,
approximately 93% of the Company's revenue was derived from its operations in Canada. All of
the Company’s Canadian revenue and a substantial mgjority of its Canadian expenditures are
transacted in Canadian dollars. Since the Company reportsits resultsin U.S. dollars, its revenue,
expenses and earnings generated by Canadian operations will be negatively affected if the vadue
of the Canadian dollar declines compared to the U.S. dollar. Asof April 30, 2001 approximately
46% of the Company's indebtedness is denominated in U.S. dollars.



The Company may be unable to secure some contracts and permits if it cannot obtain
performance bonds, letters of credit and insurance.

Municipa solid waste services contracts and permits to operate transfer stations and recycling
facilities typicaly require the Company to obtain performance bonds, letters of credit or dher
means of financia assurance to secure its contractua performance. Failure to obtain means of
financial assurance or adequate insurance coverage or failure to maintain existing performance
bonds or letters of credit could prevent the Company from obtaining or maintaining municipal
contracts or operating permits that require them. Losses of permits or contracts, if not replaced,
would reduce the Company’ s earnings, which could result in adecline in the price of its common
stock. Obtaining performance bonds or letters of credit is dependent on the Company’s
creditworthiness.

Waste reduction programs may reduce the volume of waste available for collection.

Waste reduction programs may reduce the volume of waste available for collection in some areas
where the Company operates and therefore reduce its revenues in those areas. This loss of

revenue, if not replaced, could result in lower earnings and a decline in the market price of the
Company’s common stock. Some areas in which the Company operates offer aternatives to
landfill disposal, such as recycling, composting and incineration. In addition, state, provincial

and loca authorities increasingly mandate recycling and waste reduction at the source and

prohibit the disposal of certain types of wastes, such as yard wastes, at landfills.

The Company may be subject to limitations on landfill permitting and expansion.

The Company may not be able to obtain, re-permit or expand landfill sites or enter into
agreements, which will give it longterm accessto landfill sites in its markets. The resulting
increased costs could reduce the Company’s earnings and result in a decline in the market price
of its common stock. The Company currently owns 1 landfill located in the province of Alberta
and operates 4 landfills under an agreement with a Canadian municipality which holds the
permits for the landfills. The Company’s ability to meet its growth objectives may depend in part
on its ability to acquire, lease or expand landfills, develop new landfill sites or enter into
agreements which will give it long-term access to landfill sitesin its markets. In some areas in
which the Company operates, suitable land for new Sites or expansion of existing landfill sites
may be unavailable. Permits to expand landfills are often not approved until the remaining
permitted disposa capacity of a landfill is very low. If the Company were to exhaust its
permitted capacity at its landfill, its ability to expand internadly could be limited, and it could be
required to cap and close that landfill and forced to dispose of collected waste a more distant
landfills or at landfills operated by its competitors or other third parties.

The Company may become liable for landfill closing cost.

The Company currently owns 1 landfill located in he province of Alberta and it operates 4
landfills. As an owner of alandfill, the Company will have materia financia obligations to pay
closure and post-closure costs. The Company’s obligations to pay closure or post-closure costs
for landfills that it owns or may acquire could exceed its reserves or accruals for these costs. This
could reduce the Company’s earnings in the future, which could result in a decline in the market
price of its common stock.



The Company is subject to changing environmental regulation, which may make it difficult
for it to obtain or maintain the permits and approvals needed to oper ate.

The Company is subject to evolving environmental and land use laws and regulations in Canada
and the United States. The enactment of additional regulations or the more stringent enforcement
of exigting regulations could materially and adversely affect the Company’s business and
financiad condition. To own and operate solid waste facilities, the Company must obtain and
maintain licenses or permits, as well as zoning, environmental and/or other land use approvals. It
has become increasingly difficult, costly and time-consuming to obtain required permits and
approvals to build, operate and expand solid waste management facilities, including landfills and
transfer stations. The process often takes severad years, requires numerous hearings and
compliance with zoning, environmental and other requirements and is resisted by citizen, public
interest or other groups. The Company may not be able to obtain and maintain the permits and
approvals needed to own, operate or expand solid waste facilities. Canada and the United States
impose stringent controls on the design, operation, closure and post-closure care of solid waste
facilities, which could require he Company to undertake investigative or remedia activities,
curtail operations or close afacility temporarily or permanently. In the future, the Company may
be required to modify, supplement or replace equipment or facilities at substantial costs.

The Company may have potential environmental liabilities, which may result in substantial
costs.

The Company is subject to liability for environmental damage at solid waste facilities that it
owns or operates, including damage to neighboring landowners or resdents, particularly as a
result of the contamination of soil, groundwater or surface water, and especially drinking water
and the costs of this liability can be very substantial. An uninsured claim against the Company, if
successful and of sufficient magnitude could increase costs and liabilities to an unacceptable
level. The Company’s potential liability may include damage resulting from conditions existing
before it purchased or operated these facilities. The Company may also be subject to liability for
any off-site environmental contamination caused by pollutants or hazardous substances that it or
its predecessors arranged to transport, treat or dispose of at other locations.

In addition, the Company may be held legdly responsible for liabilities as a successor owner of
businesses that it acquires or has acquired. These businesses may have liabilities that the
Company fails or is unable to discover, including liabilities arisng from noncompliance with
environmental laws by prior owners.

The Company’s insurance program may not cover al liabilities associated with environmental
cleanup or remediation.

The Company is a defendant in a lawsuit which, if successful, could force it to seek
protection from the bankruptcy court.

On October 12, 1999, Lynn Bishop and L& S Bishop Enterprises Inc. (collectively “Bishop”)
commenced an action against the Company, Capital Environmental Alberta Inc. and Tony
Busseri, the former Chairman of the Company, in which Bishop claims damages in the aggregate
amount of $7.5 million, being $2.0 million for alleged wrongful termination, and $5.1 million for
misrepresentations alegedly made in the course of purchasing Bishop's shares in Western
Waste, as well as $0.3 million for punitive damages, as more fully described under “Item 8,
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Financia Information — Legal Proceedings’. Due to the Company’s limited working capital, if

it cannot successfully defend this action, it would be forced to seek protection from the
bankruptcy court. That circumstance would likely have a material and negative impact on the
vaue of the Company’s stock.

It may be difficult to bring and enfor ce suits against the Company.

Capital Environmental is a corporation incorporated in the province of Ontario under the
Business Corporations Act (Ontario). A mgjority of the Company’s directors must be residents of
Canada, and al or a substantial portion of their assets are located outside of the United States. In
addition, a substantial portion of the Company’s assets are located in Canada. As aresult, it may
be difficult for the Company’'s stockholders to serve notice of a lawsuit on Ceapita
Environmental or its nonU.S. directors within the United States. Because many of the
Company’s assets are located in Canada, it may be difficult for the Company’s stocklolders to
enforce in the United States judgments of United States courts. Torys, the Company’s Canadian
counsdl, has advised the Company that Canadian courts have in the past refused to enforce a
judgment based solely on United States federal securities laws on the grounds, among others,
that those laws had no extraterritoria effect or are pena in nature. Accordingly, the Company’s
Canadian counsel advises that there is some doubt whether an action of this type could be
brought successfully in a Canadian court.

Item 4. Information on the Company
A. History and Development of the Company

Capital Environmental Resource Inc., a company incorporated under the Business Corporations Act
(Ontario), is a regiond, integrated solid waste services company that provides collection, trandfer,
disposa and recycling services. Capital Environmental was founded in May 1997 in order to take
advantage of consolidation opportunities in the solid waste industry in markets other than mgor
urban centres in Canada and the northern United States. The Company began operations in June
1997 when it acquired sdlected solid waste assets and operations in Canada from Canadian Waste
Services Inc. and its parent, USA Waste Services Inc. Since commencing operations, the Company
has acquired 46 solid waste services busnesses in Canada and the United States, including 43
collection operations, 11 transfer gtations, recycling processing facilities and a contract to operate 4
landfills. In addition, the Company owns and operates 1 landfill in Coronation, Alberta. The
consolidated operations presently serve over 694,000 resdential, commercid and industria
customers . For the year ended December 31, 2000, 77.3% of the Company’ s revenue was derived
in Canada. Largely as aresult of acquisitions, the Company believes that it has become one of the
largest solid waste services companies in Canada, and that it has significant opportunities for further
growth in Canada.

Asat April 30, 2001, the Company has 6 service areas through which it currently serves 23 markets
in Canada and 2 markets in the United States. The Company believes tha these 25 market areas
provide significant opportunities for growth because:

@ there are generaly fewer competing nationa solid waste services companiesin these
markets;

(b) some of these markets have strong projected economic and population growth rates,
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(© there is adequate disposal capacity available in these markets, and
(d  the Company’s management team hes substantia knowledge of these markets.

In addition, the Company believes that the Canadian market is particularly attractive. The Company
is the only publicly held company headquartered in Canada that has the Canadian solid waste market
asafocus of its strategy.

In the markets in which the Company operates, it seeks to secure arrangements for the disposd of the
solid waste collected in order to maintain competitive prices for collection services. The Company
disposes of waste collected at privately owned landfills and transfer stations pursuant to long-term
disposal agreements which the Company believes are at or below market rates, a municipdly
owned landfills, which generally charge the same disposa rates to al customers, and at other third-
party disposa stes. Additiondly, the Company disposes waste collected at the Company’ s transfer
dations, from which the waste is trangported to remote disposa Stes where the Company has
favorable digposd contracts, or to its own landfill in Coronation, Alberta.

On April 2, 2001 the Company entered into an agreement with Waste Management, Inc. for the sde
of substantialy dl of its assets used in connection with its operations in Rochester, New Y ork;
Syracuse, New York and Williamsport, Pennsylvania for a tota cash purchase price of
approximately $21.0 million (the“U.S. Asset Sale”).

The net cash proceeds (after taking into account a hold back plus transaction and other related costs)
from the transaction of approximately $16.4 million was to be used to repay indebtedness under the
Company's combined $102.0 million Credit Facility and Term Loan (the “ Senior Debt Facility”). In
connection with this repayment, the senior lenders have agreed to modifications to the Senior Debt
Facility, to exclude the effects of the transaction for the purpose of determining the Company’s
compliance with its financia covenants. In addition, the senior lenders have agreed that they will not
take action under the credit facilities with respect to certain defaults by the Company provided the
Company satisfies certain conditions, including that it continues to make reasonable progress
towards a transaction to reduce or refinance the Senior Debt Fecility by $16.0 million by
June 15, 2001.

Capita Environmental’s corporate offices are located at 1005 Skyview Drive, Burlington, Ontario,
Canada L7P 5B1. The Company’s telephone number is (905) 3191237 and its web Ste is
http://www.capitalenvironmental .com.

B. Business Overview

Industry Overview

According to Waste Age, the United States solid waste services industry generated $36.9 hillion in
revenues during 1997. Based on the fact that Canada's population is one-tenth the size of the
population of the United States and has smilar economic and demographic characterigtics, the
Company believes that the Canadian solid waste services industry generated revenues of
approximately one-tenth those of the United States solid waste services industry, or $3.7 hillion, in
1997. In Canada, the solid waste industry is comprised of a smdl number of large nationd
competitors, a substantid number of smdl private operators and municipal governments that own
waste collection and digposal operations. In Canada, municipalities provide waste collection services
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to approximately 43% of Canadian resdents and own a substantial mgjority of the nation's solid
wagte landfills.

The Company believes that the solid waste industry in secondary markets of Canada is characterized
by the following:

@ alarge number of private solid waste services companies suitable for acquigition in
these markets,

(b) generdly fewer competing nationa solid waste services companies in these markets,

(© some of these markets have strong projected economic and population growth rates.

In addition, the Company believes that the Canadian market for solid waste services has the
following specific attributes:

@ pricing structures for collection and disposal services are generaly higher than in the
United States,

(b) a large portion of the resdentiad solid waste collection and disposal market is
municipaly controlled, creating privatization opportunities, and

(© exclusve municipa contracts and franchise agreements are frequently granted to a
sngle operator.

The solid waste services indudtry in lith Canada and the United States has undergone significant
consolidation and integration since 1990. The Company bdieves that this consolidation and
integration in both Canada and the United States has been caused primarily by:

@ the ability of larger operators to achieve certain economies of scae;

(b) in the United States, the trend for companies to selectively integrate collection and
disposa capabilities where publicly avallable disposal is not readily available a
compstitive rates,

(© the cortinued privatization of solid waste collection and disposad services by
municipalities and other governmental bodies and authorities; and

(d) sringent environmenta regulation and enforcement in the United States and in
certain Canadian provinces, resulting in increased capital requirements for collection
companies and landfill operators in those aress.

Economies of Scale. Larger operators achieve economies of scale by expanding the breadth of
sarvices and dendty in their market areas, and through vertica integration where such integration
provides these operators with an economic advantage. Control of the waste stream in their market
areas, combined with access to sgnificant financial resources to make acquisitions, has alowed
larger solid waste collection and disposal companies to be more cost-effective and competitive.
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SHective Integration of Collection and Disposal Operations In Canada, operators dso seek to
establish integrated solid waste service networks, where doing so provides an economic advantage.
However, since landfills in Canada are predominantly municipaly owned, and the strict regulatory
framework in certain Canadian provinces makes it difficult for private companies to obtain permits
to build landfills, the Company believes owning landfillsin certain regions has not been a significant
component of the digposa Strategy for operators in Canada

Privatization of Collection and Disposal Services. In the provinces in which the Company operates,
city or municipa governments have historicaly provided avariety of solid waste services using their
own personnd. Over time, many municipdities have opted to contract out their solid waste
collection and disposal services to the private sector. Privatization is often an attractive aternative
for municipalities due, among other reasons, to the ability of integrated operators to leverage their
economies of scale to provide the community with a broader range of services which enable the
municipality to reduce its own capital asset requirements. The Company believes that these factors
have caused municipality’ s throughout Canada to consider privatization and have created significant
growth opportunities for solid waste services companies in Canada.

Increased Regulatory Impact. Stringent industry regulations such as the Environmental Protection
Act in Ontario and the Waste Management Act in British Columbia and the Subtitle D Regulations
in the United States have resulted in risng operating and capital costs and have accelerated
consolidation of the solid waste industry in those provinces and in the United States. Many smaller
industry participants have found the costs and technical expertise required by these regulations
difficult to bear and have decided to ether close their operations or sdll them to larger operators.
According to the Ontario, Alberta and British Columbia Ministries of Environment, in these
provinces there are approximately 600 to 700 operating landfill stes, of which less than 20 are
privately owned. Thislack of private landfill ownership is due to the strict regulatory framework in
these Canadian provinces, which makes it difficult for private companies to obtain permits to build
new landfills or expanding existing privately owned landfills. Accordingly, most landfills in Canada
are owned by the municipaity in which the landfill is located. Municipaly owned landfills in
Canada typicaly charge al customers the same price per ton of waste disposed, regardless of the
customer’ s size or the volume of wagte it disposes of at the facility.

Seasonality

The Company expects the results of operations to vary seasondly, with revenues typically lowest in
the first quarter of the year, higher in the second and third quarters, and lower in the fourth quarter
than inthe third quarter. The seasondlity is attributable to a number of factors. Firg, less solid waste
is generated during the late fall, winter and early spring because of decreased congtruction and
demoalition activity. Second, certain operating codts are higher in the winter months because winter
weather conditions dow waste collection activities, resulting in higher labor costs, and rain and snow
increase the weight of collected waste, resulting in higher disposal costs, which are caculated on a
per ton bass. Also, during the summer months, there are more tourists and part-time resdents in
some of the service areas in Ontario, resulting in more resdentid and commercia collection.
Consequently, the Company expects operating income to be generaly lower during the winter.
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Capital Environmental’s Objectivesand Strategies

The Company's objective is to continue to build a leading solid waste services company in its
markets. Throughout the last three and a haf years, the Company’'s main focus was on growth
through acquisition. Having established a presence in 28 markets, the Company has turned its
focus to internal growth and profitability. In April 2001, the Company disposed of 3 marketsin
the United States consisting of Rochester, New York; Syracuse, New York and Williamsport,
Pennsylvania.

The Company's strategy for achieving these objectives, which was implemented in August of
2000isto:

(& generate interna growth by providing additional and upgraded services, increasing
sales penetration and implementing price increases,

(b) implement operating enhancements and efficiencies,
(c) consolidate and reduce its management structure and cost; and

(d) pursue selective divestitures or asset exchanges whereby the Company's overall
profitability is enhanced.

Further acquisitions will not be executed unless they are of a“direct tuck-in" nature in one of the
Company’s existing markets and can be executed well within its debt capabilities.

The Company has established standards for each of its markets which set operating criteria for
collection, transfer, disposal and other operations. These standards or “key factors’ are reviewed
monthly by market and line of business aong with the operating and financial reviews.

The Company uses the TRUX® software program as ts operating system and the GREAT
PLAINS® software program for its financial system. Though the TRUX® system has been used
since the Company's inception, the financial system was changed to GREAT PLAINS® in 2000
to dlow for the integration of al market financia information into one centralized accounting
system.

Operations
Commercial, Industrial and Residential Waste Services

As of December 31, 2000, the Company served approximately 694,000 customers, comprised of
approximately 30,500 commercial clients, approximately 5,500 industriad clients and
approximately 658,000 residential and other clients. Following the U.S. Asset Sale (as described
under “Item 4. Information on the Company — History and Development of the Company”) the
tota number of customers as of April 2, 2001 was approximately 618,000, comprised of
approximately 25,000 commercia clients, approximately 5,000 industrial clients and
approximately 588,000 residential and other clients.
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The Company disposes of the waste it callects in one of five ways.

a municipally owned landfills or incinerators that generally charge the same
per-ton disposal ratesto al customers;

under long-term disposal contracts with private landfill owners or operators at
market rates or, in some instances, at below market rates;

through the Company's own transfer stations that give it access to remote landfill
gtes,

at privately owned landfills on an as needed basis; or

at its own landfill a Coronation, Alberta

The Company's commercial and industrial senvices are performed principaly under one to three
year service agreements or shorter term purchase orders. Fees are determined by a variety of
factors, including collection frequency, level of service, route densty, the type, volume and
weight of the waste collected, type of equipment and containers furnished, the distance to the
disposa or processing facility, the cost of disposal or processing and prices charged by
competitors for similar service. The Company's ability to pass on price increases is sometiimes
limited by the terms of its contracts. The Company's long-term solid waste collection contracts
with municipdities typically contain a formula, generaly based on a pre-determined published
price index, for automatic adjustment to fees to cover increases in some, but not al, operating
costs plus a pass-through of any disposal cost increases. Collection of larger volumes associated
with commercia and industriadl waste streams generdly helps improve operating efficiencies,
and consolidation of these volumes alows the Company to negotiate more favorable disposa
prices. The Company's commercial and industrial customers use portable containers for storage,
enabling the Company to service many customers with fewer collection vehicles. Commercia
and industria collection vehicles normally require one operator. The Company provides two to
eight cubic yard containers to commercial customers and 10 to 50 cubic yard containers to
industrial customers. No single commercia or industria contract is material © the Company's
results of operations.

The Company generates fees under exclusive municipal contracts that grant it the right to service
al or a portion of the residences in a specified community for a set fee. As of December 31,
2000, the Company had 60 municipa contracts, some of which were awarded by the same
municipality. Municipal contracts are typically awarded on acompetitive bid basis and thereafter
on abid or negotiated basis. No single municipal contract is material to the Company's results of
operations. Similarly, the Company has long-term franchise agreements, with the cities of Red
Deer, Alberta and Penticton, British Columbia. Under the terms of each of these agreements, the
Company has exclusive rights to provide a range of solid waste ®rvices to the community. In
Red Deer, the service provisions are commercial and residential, and in Penticton, commercial,
industrial and residential. Each of the franchise agreements was bid on a competitive bid basis.
Rates for al service provisons are set for the term of the agreement.

Fees for residentia solid waste services performed on a subscription basis are based primarily on
route density, the frequency and level of service, the distance to the disposal or processing
facility, the cost of digposal or processing and prices charged in its markets for smilar service.
No single residential subscription arrangement is material to the Company's results of operations.
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Transfer Station Services

The Company has an active program to own and operate transfer stations proximate to its
operations. Currently, the Company operates 10 transfer stations in Edmonton, Alberta;
Abbotsford, British Columbia; Barrie, Bracebridge, Brampton, Hamilton, Kingston, Newmarket,
Orillia and Scarborough, Ontario. Each transfer station receives, compacts and transfers solid
waste to larger vehicles for transport to landfills. The Company generaly seeks to establish a
transfer station network in service areas where it can gain access to remote disposal capacity at
rates that are lower than local municipa or third-party disposal options. The Company believes
that additional benefits of building a transfer station network include:

negotiating for more favorable disposal rates at remote landfill sites;

improving utilizationof collections personnel and equipment; and

building relationships with municipalities and private operators that deliver waste,
which can lead to additiona growth opportunities.

Landfills

The Company seeks to pursue an integrated approach to the solid waste business whereby it will
own landfills in those areas where ownership provides an economic advantage and not own
landfills in markets which provide ample disposal capacity and equal access to disposal sites for
all solid waste collection companies. The markets in which the Company currently operates are
distinguished by one or more of the following characteristics:

most landfills within a reasonable hauling distance are municipally owned and charge
common disposal rates,

the Company has entered into a long-term disposal contract with a private landfill
owner or operator at or below market rates,

excess digposal capacity exists in the market resulting in a depressed market rate
structure and little incentive to own landfills.

The Company operates lndfills in the towns of Bracebridge and Gravenhurst, Ontario under a
landfill management contract with the District Municipality of Muskoka. The Company intends
to rebid this contract when it expires. The responsibility for closure and post-closure costs
including any financia assurance requirements and cell development costs remains with the
municipal owner of the landfills.

On February 3, 2000, the Company completed the purchase of the Paintearth Municipa Landfill
in Coronation, Alberta. The Paintearth assets acquired include a landfill which is permitted to
accept solid waste, construction and demolition waste and certain specia wastes, together with a
composting facility, a bio-remediation facility, and a material recycling facility. The landfill

congists of 160 acres zoned for waste disposal and another 310 acres of contiguous land that is
suitable for future expansion. It is estimated that the 160 acres, has capacity for 4.6 million
metric meters or 3.2 million tonnes. The Company estimates that it has at least 25 years of

remaining airgpace in the current 160-acre parcel. There is a 200,000 tonnes per year tonnage
restriction on the landfill. This landfill will be used as the disposal site for certain of the
Company's operations in western Canada and wastes generated by the oil field industry.
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The following chart sets forth the disposal characteristics of each of the Company’s current
market areas asset as of April 30, 2001:

Capiial Municipal
Processing/ Long -term Ownership
Transfer Disposd of Local
Market Area Station Contract Landfills
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1. Includes four landfills that the Company currently operate under a municipal contract with the District

Municipality of Muskokain the towns of Bracebridge and Gravenhurst.
2. Owned landfill permitted to accept solid waste, construction and demolition waste and certain special
wastes together with acomposting facility, a bio remediation facility, and amaterial recycling facility.

Recycling

The Company offers municipa, commercia and industria customers services for a variety of
recyclable materias, including cardboard, office paper, plastic containers, glass bottles,
fiberboard, and ferrous and aluminum metals. The Company operates four recycling processing
facilities in Barrie, Bracebridge, Keswick, and Lindsay, Ontario and sells other collected
recyclable materials to third parties for processing before resde. In an effort to reduce the
Company's exposure to commodity price fluctuation on recycled materias, it has adopted a
pricing strategy of charging collection and processing fees for recycling volume collected from
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third parties. The Company believes that recycling will continue to be an important component
of provincia, state and loca solid waste management plans, due to the public's increasing
environmental awareness and regulations that mandate or encourage recycling.

Other Specialized Services

Other specidized waste management services consist primarily of contract waste management
services for chain stores with multiple locations. Under a contract management program, the
Company has secured exclusive contracts to provide comprehensive waste management services
to large companies on a nationa or regional basis. These services are performed directly by the
Company or, in areas where the Company has no present operations, by subcontractors. The
Company expects that the percentage of revenues attributable to the contract management
program will decline as other businesses continue to grow. In addition, in certain market aress,
the Company provides portable toilet services for certainspecia events or construction sites.

The Company’s specidized waste management services described above generated revenues of $9.5
million for the year ended December 31, 2000, representing approximately 8.2% of its total revenue for
this period.

Salesand Marketing

The Company markets its services on a decentraized basis principaly through its general managers and
direct sdes representatives.  This structure enables the Company to ddiver better customer service by
encouraging employees to develop cross-functional expertise.  The Company emphasizes providing
quality service to ensure customer retention and believes that it will attract customers in the future
because of areputation for quality service.

The Company sdes representatives vist customers on a regular basis and cal upon potential new
customers within a specified territory or service area, including high-growth areasin existing markets and
in markets the Company does not currently serve.

In Canada, most residentia waste collection and disposa services are provided to a municipdity or other
government authority through exclusive municipal contracts or franchise agreements and these residentia
sarvices typically are not provided directly to individual customers. The Company has been the
successful bidder for new contracts with municipalities and other governmental agencies and believes that
opportunities for obtaining these contracts are increasing due to trends among municipalities to privatize
or outsource solid waste services. Accordingly, the Company’s saes representatives monitor existing
markets and new market areas for opportunities to bid for municipal contracts which will provide an
appropriate rate of return.

The Company has a diverse customer base. No single contract or customer accounted for more than 2.0%
of revenues during the year ended December 31, 2000.

Competition

The solid waste services industry in Canada is highly competitive and fragmented and requires
substantia labor and capital resources.

The Canadian solid waste industry presently includes one large nationa waste company: Waste
Management, Inc., operating through its Canadian subsidiary, Canadian Waste. In 2000,
Browning-Ferris Industries, Inc. disposed of substantially all of its Canadian operations. Those
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assets were subject to a consent agreement with the Competition Bureau of Canada and were
acquired by Canadian Waste and a company carrying on business as BFI Canada. The Company
believes BFI Canada to be of smilar size to the Company and to have a Canadian operating
focus. The Company believes that there are currently no other publicly held solid waste
companies operating in Canada.

Certain of the secondary markets in which the Company competes are served by one or more
large, national ®lid waste companies, as well as by numerous regional and local solid waste
companies of varying sizes and resources, some of which have accumulated substantial goodwill
in their markets. The Company also competes with operators of aternative disposa facilities,
including incinerators, and with counties, municipalities, and solid waste districts that maintain
their own waste collection and disposa operations. Public sector operations may have financia
advantages over the Company, because of their access to user fees and similar charges, tax
revenues and tax exempt financing.

The Company competes for collection, transfer and disposal volume based primarily on the price
and quality of services. From time to time, competitors may reduce the prices of treir servicesin
an effort to expand their market share or service areas or to win competitively bid municipal

contracts. These practices may cause the Company to reduce the prices of its services or, if it
elects not to do o, to lose business.

The Company derives a portion of its revenue from exclusive municipa contracts that require
competitive bidding by potential service providers. In the future, the Company intends to bid on
additional municipa contracts and to rebid existing municipal contracts, but these bids may not
succeed.

Regulation

The Company is subject to evolving Canadian federal, provincid and loca and United States
federa, state and locd environmental laws and regulations, the enforcement of which has become
increasingly stringent in recent years. The United States regulations affecting the Company are
adminisered by the Environmental Protection Agency and other federal, state and loca
environmental, zoning, hedth and safety agencies and government officess. The Canadian
environmental regulations affecting the Company are administered by a variety of federd,
provincial and local agencies and government offices. The Company believes that it is currently in
subgtantia compliance with materia applicable federa, provincid, state and local environmental
laws, permits, orders and regulations, and does not currently anticipate any materia environmental
costs necessary to bring existing operations into compliance, dthough there can be no assurance in
this regard. The Company anticipates that regulation, legidation and regulatory enforcement
actions related to the solid waste services industry will continue to increase. The Company attempts
to anticipate future regulatory requirements and to plan in advance as necessary to comply with
them.

To transport and manage solid waste, the Company must possess and comply with one or more
permits from federal, provincial, state or local agencies and government offices. These permits
also must be periodicaly renewed and may be modified or revoked by the issuing agency.

The principal federal, provincia, state and local statutes and regulations that apply to the
Company’ soperations are described below.
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Canadian Regulation

The Company’s operations and activities in Canada are subject to a number of environmental

statutes and regulations at the federal, provincia and local level. Among other things, these laws
impose restrictions designed to control air, soil and water pollution and regulate hedlth, safety,
zoning, land use and the handling of hazardous and non-hazardous wastes. This regulatory

framework imposes significant compliance burdens and risks. Management believes that the
Company is currently in substantial compliance with material applicable environmental laws.
The laws of Ontario, Quebec, British Columbia and Alberta principally govern operations.

Canada. In order to meet its commitments under the Basal Convention, the federal government
IS in the process of developing regulations to control the export of solid, non-hazardous waste
that is destined for fina disposal in any other country, including the United States. Regulations
are expected to be in place by 2003.

Ontario. Ontario's Environmental Protection Act, including Ontario Regulation 558, which
regulates general waste management and Regulation 232/98, which regulates landfill standards,
prescribes the principal standards for waste management systems, transfer and disposal Sites. It
also creates environmenta offenses for spills, unlawful discharges of failure to comply with
permits or approvals.

The operation of a waste management system or a transfer or disposal site requires a certificate
of approva or a provisiona certificate of approval issued by the Ontario Ministry of the
Environment under Part VV of the Ontario Environmenta Protection Act. Regulations 347 and
232/98 prescribe standards for the location, maintenance and operation of transfer or disposa
stes. Changes to Regulation 347 were made on September 20, 2000, which amended it to
Regulation 558. The requirements of the new regulation which effectively harmonize the
Ontario hazardous waste definitions and characterization process with that of the United States,
became effective March 31, 2001.

These changes are not expected to have a materia impact on the Company’ s business.

Contravention of the Ontario Environmental Protection Act or the related regulations may result
in substantial fines that could equal or exceed the amount of monetary benefit acquired as a
result of the commission of the offense. Enforcement and compliance orders and injunctions
may aso be granted against persons in breach of the legidation or the regulations.

Alberta. Albertas environmental laws have been largely consolidated in the Environmenta
Protection and Enhancement Act which comprehensively regulates the management and control
of waste, including hazardous waste, and creates offenses for spills and other matters of non
compliance. The Waste Control Regulation deals in detail with the identification of wastes and
requirements for the handling, storage and disposal of waste. Failure to comply with these
requirements may expose the Company to substantial liabilities or penaties. Waste management
facilities currently permitted under the Alberta Public Health Act and including the Company’s
landfill in Paintearth, must be permitted by Alberta Environment no later than 2006 and re
permitted every 10 years. New landfill design standards are being developed by Alberta
Environment that may require the Company to construct or operate future landfill cells and
infrastructure to a higher and potentially more costly standard than currently allowed.
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British Columbia. Operations in British Columbia are regulated primarily through that
province's Waste Management Act and the regulations under that Act. This legidation
authorizes the making of regulations and policies to comprehensively address waste management
issues. It aso creates offenses related to unlawful discharges and other matters. The Company
may be subjected to administrative orders and/or prosecutions for breach of regulatory
requirements that could result in the imposition of substantial costs or pendties that could
materiadly affect its financial position. Various other provincia satutes, such as the
Environmental Management Act and the Transportation of Dangerous Goods Act deal generdly
with environmental matters and could impact operations in British Columbia.

Quebec. Quebec's Environmental Quality Act and the regulations pursuant thereto prescribe the
principal standards for waste management systems, transfer and disposal sites.

The establishment and operation of a waste management system, or a pat of a waste
management system, requires an operating permit under the Environmenta Quality Act. To
obtain a modification of the activities or materias referred to in a permit, the permit holder must
satisfy the conditions for the issuance of a permit, which apply to the new materials or activities
to be covered by the permit.

Contravention of the Environmental Quality Act, or the related regulations or permits issued
under the Act or regulations may result in fines which may equal the amount of monetary benefit
acquired as aresult of the commission of the offense, and the Minister of the Environmert may
make orders to cease certain activities.

United StatesRegulation

The Resource Conservation and Recovery Act of 1976. RCRA regulates the generation,
treatment, storage, handling, transportation and disposal of solid waste and requires states to
develop programs to ensure the safe disposal of solid waste. RCRA divides solid waste into two
groups, hazardous and nonhazardous. Wastes classified as hazardous under RCRA are subject
to much stricter regulation than wastes classified as non-hazardous.

In October 1991, the EPA adopted the Subtitle D Regulations governing solid waste landfills.
The Subtitle D Regulations, which generally became effective in October 1993, include location
restrictions, facility design standards, operating criteria, closure and post-closure requirements,
financid assurance requirements, groundwater monitoring requirements, methane gas emisson
control requirements, groundwater remediation standards and corrective action requirements.
The Subtitle D Regulations adso require new landfill sites to meet more stringent liner design
criteria to keep leachate out of groundwater. Each dtate is required to revise its landfill
regulations to meet these requirements or these requirements will be automatically imposed by
the EPA on landfill owners and operators in that state. Each dtate is also required to adopt and
implement a permit program or other appropriate system to ensure that landfills in each state
comply with the Subtitle D Regulations. Various states in which the Company operates or in
which the Company may operate in the future have adopted regulations or programs as stringent
as, or more stringent than, the Subtitle D Regulations.
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The Federal Water Pollution Control Act of 1972. The Clean Water Act regulates the discharge
of pollutants from a variety of sources into waters of the United States. If runoff from the
Company’s transfer stations or run-off or collected leachate from landfills operated or owned by
the Company in the future is discharged into sireams, rivers or other surface waters, the Clean
Water Act would require the Company to apply for and obtain a discharge permit, conduct
sampling and monitoring and, under certain circumstances, reduce the quantity of pollutants in
the discharge. Also, virtualy al landfills are required to comply with the EPA’s storm water
regulations issued in November 1990, which are designed to prevent contaminated landfill storm
water run-off from flowing into surface waters. The Company believes that its transfer station
facilities comply in al materia respects with the Clean Water Act requirements. Various states
in which the Company operates or in which the Company may operate in the future have adopted
regulations that are more stringent than the federa requirements.

The Comprehensive Environmental Response, Compensation, and Liability Act of 1980.
CERCLA edablished a regulatory and remedial program intended to provide for the
investigation and cleanup of facilities where or from which arelease of any hazardous substance
into the environment has occurred or is threatened. CERCLA imposes dtrict joint and severa
liability for cleanup of facilities on current owners and operators of the site, former owners and
operators of the site at the time of the disposal of the hazardous substances, any person who
arranges for the transportation, disposal or treatment of the hazardous substances, and the
transporters who select the disposa and treatment facilities. CERCLA aso imposes liability for
the cost of evauation and remediation of any damage to natural resources.

The costs of a CERCLA investigation and cleanup can be very substantial. Liability under
CERCLA may be based on the existence of small amounts of the more than 700 “hazardous
substances’ listed by the EPA, many of which can be found in household waste. If the Company
were found to be a responsible party for a CERCLA cleanup, the enforcing agency could hold
the Company, or any other generator, transporter or the owner or operator of the contaminated
facility, responsible for al investigative and remedial costs, even if others were aso liable.

CERCLA gives a responsible party the right to bring a contribution action against other
responsible parties for their alocable shares of investigative and remedia costs. The Company’s
ability to obtain reimbursement from others for their allocable shares of these costs would be
limited by its ability to find other responsible parties and prove the extent of their responsibility
and by the financia resources of these other parties.

The Clean Air Act. The Clean Air Act regulates emissions of air pollutants from certain landfills
depending on the date of the landfill construction, and the location of the landfill and the
materias disposed at the landfill. The EPA has dso issued standards regulating the disposal of
ashestos containing materials under the Clean Air Act. Air permits to construct may be required
for gas collection and flaring systems, and operating permits may be required, depending on the
estimated volume of emissions.

All of the federal statutes described above contain provisions authorizing, under certain
circumstances, the ingtitution of lawsuits by private citizens to enforce the provisions of the
satutes. In addition to a pendty award to the United States government, some of those statutes
authorize an award of attorneys feesto parties successfully advancing such an action.
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The Occupational Safety and Health Act of 1970. The OSH Act is administered by the
Occupational Safety and Hedth Administration, and in many states by state agencies whose
programs have been approved by OSHA. The OSH Act establishes employer responsibilities for
worker hedth and safety, including the obligation to maintain a workplace free of recognized
hazards likely to cause death or serious injury, to comply with adopted worker protection
standards, to maintain certain records, to provide workers with required disclosures and to
implement certain health and safety training programs. Various OSHA standards may apply to
the Company’s operations, including standards concerning notices of hazards, the handling of
ashestos and ashestos-containing materials, and worker training and emergency response
programs.

Flow Control/Interstate Waste Restrictions. Certain permits and approvals, as well as certain
state and local regulations, may limit a landfill to accepting waste that originates from specified
geographic aress, redtrict the importation of out-of-state waste or otherwise discriminate against
out-of-state waste. These redtrictions, generally known as flow control restrictions, are
controversial, and some courts have held that some flow control schemes violate congtitutional
limits on state or local regulation of interstate commerce. From time to time, federal legidation
is proposed that would alow some loca flow control restrictions.  Although no such federal
legidation has been enacted to date, if this federal legidation should be enacted in the future,
dtates in which the Company operates or, in the future owns, landfills could act to limit or
prohibit the importation of out-of-state waste or direct that wastes be handled at specified
facilities. These state actions could adversely affect any landfills the Company may own in the
future. These redtrictions may dso result in higher disposa costs for collection operations. |If
the Company were unable to pass these higher costs through to its customers, the Company’s
business, financial condition and results of operations could be adversely affected.

Even in the absence of federd legidation, certain state and locd jurisdictions may seek to
enforce flow control restrictions through local legidation or contractually and, in certain cases,
the Company may elect not to challenge these restrictions based on various considerations.
These restrictions could result in the volume of waste going to landfills being reduced in certain
areas, which may adversely affect the Company’s ability to operate landfills it may own in the
future at their full capacity and/or reduce the prices that it can charge for landfill disposa
services. If the Company owns landfills in the future, these redtrictions may also result in
higher disposa cogts for its collection operations. If the Company were unable to pass these
higher costs through to its customers, its business, financial condition and results of operations
could be adversaly affected.

Sate and Local Regulation. Each state in which the Company now operates or may operate in
the future has laws and regulations governing the generation, storage, treatment, handling,
transportation and disposal of solid waste, occupational safety and health, water and air pollution
and, in most cases, the gting, design, operation, maintenance, closure and post-closure
maintenance of landfills and transfer stations. In addition, many states have adopted statutes
comparable to, and in some cases more stringent than, CERCLA. These statutes impose
requirements for investigation and cleanup of contaminated sites and liability for costs and
damages associated with these sites, and some provide for the imposition of liens on property
owned by responsible parties. Furthermore, many municipdities also have ordinances, loca
laws and regulations affecting the Company’s operations. These include zoning and health
measures that limit solid waste management activities to specified sites or activities, flow control
provisions that direct the delivery of solid wastes to specific facilities, laws that grant the right to
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establish franchises for collection services and then put these franchises out for bid, and bans or
other restrictions on the movement of solid wastes into a municipality.

Permits or other land use approvals with respect to a landfill, as well as state or local laws and
regulations, may specify the quantity of waste that may be accepted at the landfill during a given
time period, and/or specify the types of waste that may be accepted at the landfill. Once an
operating permit for alandfill is obtained, it must generadly be renewed periodically.

There has been an increasing trend at the state and loca level to mandate and encourage waste
reduction at the source and waste recycling, and to prohibit or restrict the disposa of certain
types of solid wastes, such as yard wastes, leaves and tires, in landfills. The enactment of
regulations reducing the volume and types of wastes available for transport to and disposal in
landfills could affect the Company’s ability to operate its transfer facilitiesat full capacity.

Some state and local authorities enforce certain federal laws in addition to state and local laws
and regulations. For example, in some states, RCRA, the OSH Act, parts of the Clean Air Act
and parts of the Clean Water Act are enforced by local or state authorities instead of by the EPA,
and in some states those laws are enforced jointly by state or local and federal authorities.

Public Utility Regulation. The rates that landfill operators may charge are regulated in many
states by public authorities. The adoption of rate regulation or the reduction of current rates in
states in which the Company owns or operates landfills in the future could have an adverse effect
on its business, financial condition and results of operations.

Risk M anagement, I nsurance and Performance Bonds

The Company maintains environmental and other risk management programs that it believes are
appropriate for its business. The Company’s environmenta risk management program includes
evaluating existing facilities and potentia acquisitions for environmenta law compliance. The
Company does not presently expect environmental compliance costs to increase above current
levels, but cannot predict whether future changes in applicable laws or future acquisitions will
result in an increase in these costs. The Company aso maintains a worker safety program that
encourages safe practices in the workplace. Operating practices a al of the Company’'s
operations emphasize minimizing the possibility of environmenta contamination and litigation.
The Company believes that its facilities substantially comply with material applicable Canadian
and United States federa, provincia and state regulations.

The Company carries a broad range of insurance for the protection of its assets and operations
that it believes are cistomary to the solid waste management industry, including pollution
liability coverage. Specifically, the Company maintains pollution liability coverage of not less
than $1.0 million per occurrence subject to a deductible. The Company’s insurance program
may not cover al liabilities associated with environmenta cleanup or remediation.

Some of the Company’s municipal solid waste services contracts, supply contracts and permits to
operate transfer stations and recycling facilities require it to obtain performance bonds, letters of
credit or other means of financia assurance to secure its contractual performance. The Company
has not experienced difficulty in obtaining performance bonds or letters of credit for its current
operations. At December 31, 2000, the Company had provided customers and various regulatory
authorities with bonds and letters of credit in the aggregate amount of approximately $10.2
million to secure its obligations.
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C. Organizational Structure

The Company owns and operates its operating units both directly and indirectly through wholly
owned subsidiaries. Asat April 30, 2001, virtually al of the Company’s Canadian operations
were directly owned through the parent company Capital Environmental Resource Inc. and the
Company’s remaining United States operations were indirectly owned through United States
subsidiaries with Capital Environmental Holdings, Inc. (a Delaware corporation and a wholly
owned subsidiary of the Company) being the sole shareholder of the various subsidiaries.

D. Property, Plant and Equipment

The Company owns 6 parcels of rea property, located in Brantford, Kitchener, Ottawa and
Sarnia, Ontario; Parksville, British Columbia and Coronation, Alberta. The Brantford,
Kitchener, Ottawa, Sarnia and Parksville facilities are used for administration, dispatch and
maintenance. The Company owns the Brantford, Kitchener, Ottawa, Parksville and Sarnia
properties free of any mortgage, lien or encumbrance, other than those relating to its credit
facility.

On February 3, 2000, the Company purchased the Paintearth Municipa Landfill in Coronation,
Alberta. The Paintearth assets acquired include a landfill which is permitted to accept solid
waste, construction and demolition waste and certain special wastes, together with a compoging
facility, a bio-remediation facility, and a materia recycling facility. The landfill consists of 160
acres zoned for waste disposal and another 310 acres of contiguous land that is suitable for
future expansion. It isestimated that the 160 acres has capacity for 4.6 million metric meters or
3.2 million tonnes. The Company estimates that it has at least 25 years of remaining airspace in
the current 160-acre parcel. There is a 200,000 tonnes per year tonnage restriction on the
landfill. This landfill will be used as the disposal site for certain of the Company's western
Canadian operations and for disposal of northazardous oailfield wastes such as contaminated
soils and produced sands.

As of December 31, 2000, the Company leased a total of 33 facilities and other real properties
used in the solid waste operations. The Company leases its corporate headquarters in
Burlington, Ontario under a lease that expires in June 2003.

As of December 31, 2000, the Company owned approximately 654 and leased approximately 41
waste collection vehicles and related support vehicles. The Company believes that its vehicles,

equipment and operating properties are well maintained and adequate for its current operations.
However, the Company expects to make investments in additional equipment and property for
expansion and replacement of assets and in connection with future acquisitions.

For a more detailed discussion of environmental issues that may affect the Company’s
utilization of their properties reference is made to “Item 3. Key Information — Regulation” and
“Item 3. Key Information — Risk Factors’.

Item 5. Operating and Financial Revie