








2 A GREAT REVIEW

Our Product Portfolio

Control Transformer Distribution Transformer Shovel Duty Transformer
$34,742,000 41%
EBITDA :

Sales growth

$6.254 000 ............................................

Cash provided by operations

540,000,000  20%  san 3%

Increase in U.S. Sales  ©  Increasein EBITDA growth

4-year committed bank faohty (U.S.$) net earnings

0
2 0 . Hammond Power Solutions Inc. has experienced

Increase in bookings expansive growth since its inception.

. Year after year Hammond Power Solutions Inc. has successfully
O O/O delivered steady sales growth and while we are proud of our
. past achievements, we are equally energized about our future
opportunities. We are well positioned to capitalize on both
. traditional and growing market segments in new regions around
8 O/ the world and we expect that our leading market positions, our
0 . strong supplier relationships and our determination to fuel our

Increase in gross margin dollars . growth will provide attractive returns to our shareholders.

Growth in backlog levels
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Power Transformer

Global diversification.

Oliver Hammond began the business of building transformers
in Guelph, Ontario, in 1927. Over the last 90 years we have
continued the tradition, expanding our business and markets
to the magnitude where Hammond Power Solutions Inc.

is now the largest manufacturer of dry-type transformers
in North America. We are a total transformer solutions
provider in some of the most unique applications, in the
harshest environments, in the most remote countries around
the world.
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A GREAT REVIEW
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Net Earnings (s000)

2008 was once again a positive and industrious year for Hammond Power Solutions Inc.

("HPS").The Company not only generated record sales and profits, but also acquired our

largest Canadian competitor, Delta Transformers Inc., divested our equity investment in

Moloney Electric Inc., accelerated our penetration of the United States distributor channel,

began operations in our second Mexican manufacturing facility, purchased a new logistics

centre to better serve our Canadian market, and signed a new four year bank agreement.

(in thousands of dollars, except eamings per share) 2008 2007
Sales $ 160,606
Earnings from operations 19,575
Net Earnings 12,403
Cash provided by operations 7,611
Overall cash (bank indebtedness) 4,395
Basic earnings per share 1.08




6 ALETTER TO OUR SHAREHOLDERS

"We've got
~good thing

going on.”
Wgs—

William G. Hammond
Chairman of the Board & Chief Executive Officer



2008 was indeed an extraordinary year for

Hammond Power Solutions. It was a year of

unparalleled  financial

Company, and it was a year when the global
financial and economic crisis began. As our 2008
results illustrate HPS has come through these

challenging economic times relatively unscathed.

performance for the
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41%

Sales growth

84%

Net Earnings Increase
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Fellow Shareholders,

In spite of the current global economic situation, the theme of this year's
annual report says it best: “We've got a good thing going on”.

I am pleased to present our 2008 financial results. Not only are we
posting record sales and profits, but that they were delivered in a very
difficult economic environment is extraordinary. Although we are proud
of these accomplishments, we recognize that more challenging and
uncertain times lie ahead.

During 2008, the Company continued to benefit from the strong
demand for resources and the industrialization and urbanization of
developing economies, as well as infrastructure investments here in
North America and abroad. HPS also continued to expand its market
share of the electrical distributor channel in both the United States
and Canada. A major driver of our success has been our ability to bring
together decades of experience, engineering expertise and solid supplier
relationships, as well as a unique business perspective gained through
our diverse products, customers and markets. Furthermore, this was the
first full year of integrating the results of Delta Transformers Inc., which
we acquired at the beginning of 2008, and for the first time in years the
Company benefited financially from a sustained drop in value for the
Canadian dollar against its American counterpart.

Throughout 2008 we have been very mindful of the global economic
storm raging around us. We also recognize that as this downturn
continues and perhaps worsens in the year ahead, no market or
company will be immune from its effects. Since the last recession six years
ago,wehaveimplementedawiderangeofinitiativestodiversifyourmarkets
and channels.We are expanding plant capacities in Monterrey, Mexico and
Granby, Quebec, and have streamlined production to give us more cost
and service flexibility in these competitive times. We continue to look

atways to cost reduce our products through redesign and global sourcing
of materials. Regardless of the state of the economy, we are always
looking for markets, customers, and channels where we can bring our
advantages of custom engineering, breadth of product, and corporate
mass to bear in order to grow our sales and market share.

Lastly, we have managed the business in a very conservative fiscal
manner with very little debt in spite of an acquisition and some sizeable
internal capital projects in 2008. Not only does this put us in a relatively
secure financial position to ride out the storm, it also gives us the ability
to take advantage of weak markets to make selective acquisitions which
should benefit HPS when the economy recovers.

2008 was indeed an extraordinary year for Hammond Power Solutions.
It was a year of unparalleled financial performance for the Company,
and it was a year when the global financial and economic crisis began.
As our 2008 results illustrate HPS has come through these challenging
economic times relatively unscathed. Yet we recognize that no company
is immune to the economic downturn that is currently spreading around
the world. As a result, our focus in 2009 is to continue to manage the
Company in a conservative fiscal manner to minimize risk, to prudently
control our cost structures, and to seek out all profitable opportunities to
grow our sales in this global economy in the years ahead.

While we cannot predict which types of opportunities will present
themselves in the coming year, we can assure our shareholders that
we will attempt to build on our track record of demonstrated sound
financial results. a



Hammond Power Solutions strives
to be a good corporate citizen by
giving back to the communities
in which we live and work.
Through many community relations
endeavours we invest in several
individual ~ charities and non-
profit  organizations, including
specific requests brought forward
by employees. HPS supports
such ventures through financial
contributions and by promoting
and  encouraging  employee
volunteerism. Corporate dollars
are primarily directed to initiatives
in health, education, sodial
services, arts and culture and
civic leadership.

Being a leader in the communities
in which we operate is equally as
important to us as being a leader
in our industry.

lils




Employees ana
Responsibility

HPS offers employees dynamic career opportunities and an outstanding
technical work environment. We use advanced technological approaches
to design, maintain and operate our manufacturing facilities. A strong
employee team environment encourages innovative thinking, creativity
and self-development. We believe that we can only reach our full
potential, as a company and as individuals, by working in a culture that
supports both individual talent and team collaboration.

The manufacturing of transformers is a highly integrated and complex
process and to be successful requires skills and input from every major
function of the Company. HPS products are produced in world-class
manufacturing facilities in Canada, the United States and Mexico.
Positions in manufacturing are staffed by assemblers, technicians and
engineers who contribute decades of expertise in their fields and strive
to continuously optimize our production processes.

At HPS, we believe we have both a moral and a business imperative
to be a good neighbour wherever we operate and demonstrate socially
responsible initiatives as a commitment to this belief. We must maintain
strong and mutually beneficial relationships with communities and
stakeholders wherever we live and work and always strive to do the
right thing.

HPS quides its conduct through policies and practices (such as
the Employee Code of Conduct & Ethics and the Mission, Vision, and
Values) that apply to every HPS employee across our global operations,
from senior management to front-line team members. These serve as
guidelines in the ongoing development of strategies, business plans and
processes at both the corporate and facility-specific level.

Our values operate within the context of our fundamental business
objectives, which is to create value for our stakeholders. We believe
strongly that profitability and social responsibility are not mutually
exclusive, but rather mutually reinforcing. Only by thriving as a growing
and profitable manufacturer can we generate the results that bring us
sustainable benefits to our employees, suppliers and communities as
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EMPLOYEES BY FACILITY

Guelph: 340
Walkerton: 75
Granby: 200
Baraboo: 30
Compton: 50
Monterrey: 290

well as to our shareholders.

 We maintain the highest standards of honesty, integrity, and ethical
behaviour in our relationships with all stakeholders.

* We are committed to ensuring our people live by these principles and

that our actions consistently reflect these values.

We put people first and our priority is the personal safety of all

stakeholders.

We conduct all of our activities in accordance with accepted standards
in the protection and promotion of human rights. We respect the
cultural and historical perspectives and rights of those affected by
our operations.

We provide a rewarding and meaningful livelihood to our employees
and strive to be an employer of choice.

We provide lasting benefits to the communities where we work by
supporting sustainable initiatives to develop their social, economic
and institutional fabric. We recognize that every community is unique
and we work with our community partners to ensure that our support
matches their priorities. A

COMMUNITY INVESTMENT FOCUS 2008

45% HEALTHCARE

10% EDUCATION
5% ARTS & CULTURE

40% COMMUNITY & SOCIAL SERVICES



Visionary Oliver Hammond and his
son Len found the Company

Hammond begins the development
and manufacturing of transformers

Transition of ownership of the
Company to 3rd generation of Hammonds

Hammond goes public, trading on
the Toronto Stock Exchange

Hammond Power Solutions Inc. is
newly created

HPS ventures into Mexico with the
construction of a state-of-the-art facility
in Monterrey

The Company celebrates 90 years

Start-up of second manufacturing
facility in Mexico and new distribution
centre in Canada
Acquisition of Delta Transformers Inc.

Frederick 0. Hammond  Bill Hammond
One of the four founding brothers.  Chairman and Chief Executive Officer

is one of North America’s premiere
wireless museums. It is home
to thousands of receivers and
transmitters dating back to the
turn of the century. The museum
is open regular business hours
Monday to Friday; evenings and
weekends by special appointment.
Tours can be arranged by calling:
519-822-2441 x590



90 years and
going strong

The invention of the radio gave them a purpose. The Great Depression
helped them remain strong. World War Il made them prosper. Hurricane
Hazel gave them reason to grow.

Hammond's 90-year history follows this century’s many turning points
in North America. The Company’s founder, Oliver Hammond, was born in
Pennsylvania in 1875 and moved to Ontario as a young man. An early
innovator, he designed and patented several inventions.

In 1917, Oliver and his son Len founded the Company known as
Hammond Manufacturing, making specialized tools for the foundry
industry. Always experimenting from their home workshop, Oliver and
his six sons built the town’s first radio in 1919. Later, they produced a
three-dial, five-tube radio set, and sold 500 of these units in the mid
1920s. Hammond Manufacturing’s philosophy of producing quality
products can be traced back to Oliver. He taught his sons to build a
product like they were going to use it themselves.

Oliver Hammond died prematurely in 1925 and his sons Len and
Roy took over the business. The brothers
switched gears, and began to build —_—
battery chargers, eliminators and AC
power amplifiers. Hammond amplifiers
were soon used in theatres, skating
rinks, auditoriums and fair grounds
across North America.

The stock market crash of 1929
brought an abrupt end to the
prosperous 1920s and sales of the
products that represented the good
life also collapsed. Once again called
upon to adapt, the resourceful
Hammond brothers developed a line
of transformers and filter chokes

—

for broadcast transmitters and AC
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radio sets. Throughout the 1930s Hammond added other magnetic
designs to their growing list of products, including more specialized
audio and transmitter transformers as well as high voltage transformers.
The continuous growth in demand for transformers, even during the
Depression, led the brothers to invest further and they purchased some
river front land for the construction of a 4000 square foot plant.

By 1962 Hammond Manufacturing’s transformer product listing
included over 50,000 special designs and over 1,000 stock items. In the
1970s the Company began their expansion into the U.S. market.

In 2007 Hammond Power Solutions Inc. celebrated its 90th
anniversary. We have not only survived but also flourished over the last
90 years through the constant application of our values and strengths.
Hard work and commitment from everyone in the Company will help
see them through the many changes that will occur in the next 90 years
and beyond. a

Hammond Staff - 1925
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PRODUCTS AND THEIR APPLICATIONS

Distribution transformers account for over
50% of HPS sales. These transformers step higher
voltage levels on the utility grid down to lower
voltage levels that power lights, equipment and
other systems used in commercial, institutional
and industrial buildings. Growth in the global
power quality market is a large part of HPS'

future business.

HPS drive isolation transformers are

engineered to regulate power to conveyors,
robotics, machine tools and other production

line equipment.
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HPS manufactures transformers to withstand some of the harshest outdoor environments. HPS power

transformers can be found on one of the largest and deepest oil-drilling platforms of its kind in the

world. Power transformers are cost effective and dependable solutions for indoor commercial, as well

as industrial and manufacturing processes.

Our distribution transformers
power the world’s first and
largest production windmills
installed in the middle of the
Atlantic and Pacific Oceans,

as well as in the Bering Sea.

HPS requlates power in windmills
around the globe and is an active
player in the renewable energy
revolution.
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Our transformers appear in
countries such as China,
Russia, Saudi Arabia, India,
Australia, Sahara Africa,
Mexico, Chile and Brazil.

We plan to hold and
improve our margins in
this competitive economy.

Record sales
and profits

2008 was once again a positive and industrious year for Hammond Power Solutions Inc. (“HPS").
The Company not only generated record sales and profits, but also acquired our largest Canadian
competitor, Delta Transformers Inc., divested our equity investment in Moloney Electric Inc.,
accelerated our penetration of the United States distributor channel, began operations in our second
Mexican manufacturing facility, purchased a new logistics centre to better serve our Canadian
market, and signed a new four-year bank agreement.

All of this was accomplished amid the steady deterioration of the North American economy,
which began to hit the electrical industry in 2007. Another contributing factor to the decline in
the Canadian manufacturing sector was the Canadian dollar. Although it finally fell against its U.S.
counterpart in late 2008, it was uncomfortably high for the majority of the year.

Six years ago the Company began to focus its efforts on diversifying its business to lessen the
dependence on our traditional North American markets and to take advantage of the growing global
economy. These efforts paid off considerably in 2008 with strong growth in the sales of engineered
transformers to the mining, oil and gas, alternative energy, and industrial systems sectors. Many of
these custom transformers made their way around the world to countries like China, Russia, Saudi
Arabia, India, Australia, Sahara Africa, Mexico, Chile and Brazil. We estimate that more than 30%
of our OEM sales were exported to markets outside of North America. This growth in global sales
helped to offset a decline in sales to the U.S. commercial construction market, which began to slow
in the second half of 2008.

Our penetration of the U.S. electrical distributor channel also accelerated last year, even against
strong economic headwinds. 2008 was the first complete year HPS was endorsed as a total
transformer provider to the two largest buying groups in the United States — Affiliated Distributors
and IMARK Group. Our upgraded supplier status opened many new doors to member distributors
across the U.S., creating the opportunity to participate in new MRO, institutional, industrial, and
export business. Our unequalled breadth of standard and custom products, as well as large local
inventories in ten regional warehouses located coast-to-coast, contributed to HPS more than
doubling distributor sales in the U.S. over the last three years. Continued penetration in this channel
will assist in diversifying our market footprint and provide opportunities to grow our sales should
some of our OEM markets slow.

Compared to the United States our growth in Canada was slightly more subdued. Institutional
construction was relatively robust and we benefited from our strong specification position
in the Canadian market. Sales in the utility market were another bright spot during the year
as spending in Canada’s manufacturing sector declined due to the high value of the Canadian
dollar and the continued downfall of the automotive industry. Our total market share in Canada
grew significantly in 2008 with the acquisition of Delta Transformers Inc. Integration of this
company has proceeded slowly and carefully during the year, as it is our intention to continue
to market and sell under both the HPS and Delta brand names with separate sales and
support organizations.

2008 was also a very busy year from an operational standpoint. We began the year with
two primary operational objectives: to increase our manufacturing capacities and to reduce our
costs. The largest capacity expansion project was the establishment of our second transformer
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plant in Monterrey, Mexico. This 55,000 square foot state-of-the-art facility began producing
its first power transformers in Quarter 3 of 2008. A major project to improve the layout of our
main custom power transformer plant in Guelph, Ontario also began in the second half of the
year which, along with the second Mexican facility, will enable the Company to better serve
the power transformer needs of our OEM, utility and industrial markets. Production capacities
were also expanded at our Compton, California and Walkerton, Ontario plants. We also began
construction to expand warehousing and production capabilities at the newly acquired Delta
plant in Granby, Quebec. When completed, all of these projects will give HPS greater flexibility
and capacity to serve both the lead time and technical needs of our customers from any one
of our six plants located in three countries. Given the growing unpredictability of demand, the
uncertain economy, and delays as customers firm up financing for projects, we believe that it
will be those companies that have the capacity and flexibility to react quickly to short lead time
opportunities that will win the order at the right price. We will also be better positioned in terms of
additional capacity to accommodate increased levels of business to be ready for the turn-around in
global markets.

The second key objective for the Company in 2008 was cost reduction. The various projects that we
haveimplemented overthe lastnumberofyearshave beeninstrumental inreducing costsandimproving
our margins as evidenced by the strong gross margin rates HPS has delivered. In 2007, with the first
signs of an economic slowdown appearing on the horizon, we concentrated our efforts on a number
of key projects to improve our cost flexibility. Again the expansion of our manufacturing capabilities
in Mexico gave us the means to build a wider range of products from reactors to power transformers,
enabling HPS to be more price aggressive and to pursue custom business at more attractive margins.
This is also a large part of a wider ranging project to reorganize where we build products amongst
our six plants to give us more competitive costs, better lead time flexibility, and to better utilize the
experience of our workforce. An element of this project is to refocus the Guelph, Ontario plant with a
more efficient layout to increase our capacity and reduce costs as we produce larger custom
power transformers.

Our engineering efforts in 2008 through 2009 have been focused on developing more cost
effective products to allow us to increase our market share in the OEM and distributor channels. Our
objective is to hold and improve our margins in this competitive economy. Towards this goal, certain
products are being redesigned to take advantage of our cost competitive plants and our Chinese
contract manufacturer.

Along with these operational activities and projects in 2008, we were also able to complete two
key strategic initiatives, the successful negotiation of the sale of our interest in Moloney Electric
Inc. and our acquisition of our largest Canadian competitor, involved in our core dry transformer
business, Delta Transformers Inc.

During the year, we also engaged in negotiations with an Indian transformer company for the
purpose of establishing a joint venture to serve parts of the Asian continent; these discussions
were not successful and we have since put this project on hold while we navigate through the
challenging economic environment. As part of our strategy to become a global manufacturer of
transformers, it is our intention to look at how we can take advantage of the opportunities that will
reappear in Asia as the global economy recovers.

In spite of the growing economic turmoil and the negative effects of the high Canadian dollar,
2008 was a very successful year for Hammond Power Solutions. We recognize that the global
economy continues to worsen, and the degree of uncertainty is greater than at any time in many
decades. We know that some of the markets we serve will be adversely affected. Yet even in these
challenging times we see opportunities to take market share and grow certain segments of our
business. We remain vigilant in continuing our disciplined cost management initiatives and in
bringing quality and value to our customers, partners and shareholders. a
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We began the year with two
primary operational objectives:
to increase our manufacturing
capacities and to reduce

our costs.

We remain vigilant in
continuing our disciplined cost
management initiatives and in
bringing quality and value to
our customers, partners and
shareholders.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

2008 Financial and operating highlights

In 2008, the Company delivered unparalleled sales growth, exceptional profit performance and
a bolstered Balance Sheet through a blend of short-term operational initiatives and longer-term
strategic projects that focus on market growth, margin realization and operational profitability.
HPS is well positioned for electrical industry market share growth in the United States and Canada
as well as offshore markets.

e We have produced another year of  Gross margin dollars increased by 38%
double-digit consolidated sales growth over 2007,
resulting in increases of 41% over
2007. When sales from the acquisition e We have decreased our SG&A expense
are excluded, overall sales increased by rates by 1.4% from the prior year.
17.0% year-over-year.
e Net earnings increased 84% from
e We have delivered another year of 2007.
double-digit sales growth in the U.S.

market resulting in increases of 20%
over 2007.

e We have maintained our higher gross

margin rates and delivered our second
highest year since 2001, despite the
negative effect of the stronger Canadian
dollar on our U.S. margins, competitive
pressures and extremely volatile raw
material costs.

We have increased our basic earnings
per share by 81% over 2007 to
$1.95 per share.

We secured a four-year committed
banking facility that supports our
operational and strategic plans.
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HPS showed strong performance across all financial and operational metrics and it is noteworthy
that last year's extraordinary financial performance was realized during a global economic
decline.

We will continue to focus our efforts on sustaining profit rates through selling price increases,
sales growth, geographic manufacturing dispersion, productivity gains, new product development
and market share penetration.

We expect sales growth will be realized in several of our market segments but will remain
at a lower level in others. A portion of our sales will come from major customer projects for
which the exact timing is hard to predict, thus influencing quarterly sales fluctuations. In 2009
approximately 61% of our revenues will be generated in the U.S. and 39% will be in the
Canadian market.

HPS is positioned to meet the evolving needs of our traditional markets while becoming a
central player in a growing number of emerging markets. Our success lies in our ability to bring
together decades of experience, engineering expertise, solid supplier relationships, as well as a
unique business perspective gained through our diverse products, customers and markets.

We define success during these periods of economic disruption as the ability to deliver sound
financial results while maintaining the level of investment required to keep our Company at a
strategic advantage going forward.

Overview

Hammond Power Solutions Inc. ("HPS" or the “Company”) is a North American leader in
the design and manufacture of custom electrical engineered magnetics as well as a leading
manufacturer of standard electrical dry-type transformers. Advanced engineering capabilities,
high quality products and fast responsive service to customers’ needs have established the
Company as a technical and innovative leader in the electrical and electronic industries. The
Company has manufacturing plants in Canada, the United States and Mexico.

The following is Management's discussion and analysis of the Company’s consolidated
operating results for the years ended December 31, 2008 and 2007, and should be read in
conjunction with the accompanying Consolidated Financial Statements of the Company as
at December 31, 2008 and 2007, which have been prepared in accordance with Canadian
generally accepted accounting principles (“GAAP"). All amounts in this report are expressed
in Canadian dollars unless otherwise noted. Additional information relating to the Company
may be found on SEDAR's website at www.sedar.com or at the Company's website
www.hammondpowersolutions.com.

In 2008, the Company delivered unparalleled sales growth, exceptional profit performance and
a bolstered Balance Sheet through a blend of short-term operational initiatives and longer-term
strategic projects that focus on market growth, margin realization and operational profitability.
HPS is well positioned for electrical industry market share growth in the United States and
Canada as well as the offshore markets.

As demonstrated in our 2008 Annual Report, despite erratic and unpredictable economic
and market conditions, the Company continues to grow in both Canada and the U.S. Although
we continue to perform well in the markets we serve, the Company is very cognizant of the
slowdown in the U.S. and Canadian economies, the banking crisis particularly in the U.S., the
unpredictability of the Canadian dollar, fluctuating resource based commodity costs and global
economic unrest.

The global economy that fueled much of the growth the past few years will slow as 2009
progresses, however market share penetration achieved during this period will continue to deliver

Hammond Power Solutions Inc.

is a North American leader in
the design and manufacture of
custom electrical engineered
magnetics as well as a leading
manufacturer of standard

electrical dry-type transformers.

Six years of double digit
sales growth

17
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MANAGEMENT'S DISCUSSION AND ANALYSIS

sales opportunities and mitigate much of the market contraction that
HPS will face over the next twelve to eighteen months.

The Company expects that with its current backlog and bookings
rates as well as a more favourable U.S dollar exchange rate, it will
start 2009 with some traction as the Canadian and U.S. resource
based markets carry on with capital spending on new equipment and
infrastructure for committed projects.

HPS' market diversification provides a natural business hedge, as
the Company is not dependent on any one single market.

HPS will continue to direct its efforts towards the production
of premium quality transformers, expanding product breadth and
competitive custom engineered designs. These strategies combined
with our distributor channel expansion and our multinational
manufacturing capabilities will provide existing customer sales growth
and new customer opportunities that will be conducive to our positive
revenue and profitability trends.

HPS is well positioned for the future.

Our financial results for 2008 demonstrate the effectiveness of
our strategic initiatives as proven by our market share expansion,
realized cost reductions, productivity improvements and increased
manufacturing throughput. This is also evidenced by consistent, year-
over-year sales gains, margin growth and profit escalation.

The Company will continue to develop and expand its market share
growth through both our U.S. and Canadian distributor channels, by
developing supplier relationships with new OEM (Original Equipment
Manufacturer) customers and by seeking new markets and expanding
our sales of custom engineered transformers to alternative energy
systems, mining equipment and drives equipment manufacturers.

In 2008, we achieved sales and booking rates growth as a result
of our focus on identified strategic target markets which resulted in
additional market share penetration, new account development and
organic sales increases. The electrical distributor, motor control drives,
capital equipment, mining equipment, specialty transformer and oil
and gas markets in Canada and the United States remained fairly solid
through the majority of the year. Capital spending on new equipment
in resource industries, mining, wind power and offshore gas and oil
finished with year-over-year increases.

The Company's ability to concentrate its efforts on producing
premium quality transformers, competitive custom engineering designs
and providing a broad and evolving product range, combined with our
market channel growth and manufacturing agility, was integral to the
success of HPS in 2008.

Significant gains were made with respect to the Company's
financial performance in 2008, despite the unfavourable exchange
environment the Canadian dollar had on our U.S. margins for three

quarters of the year, volatile and unpredictable raw material costs and
ongoing competitor selling price pressures. These negative economic
challenges are being attacked by market share expansion, market
specific selling price increases, manufacturing capacity growth and
persistence in attaining cost reduction.

We expect that this combined organic and new customer sales
expansion, manufacturing agility, and our multinational operations
capabilities, will provide market opportunities going forward and
maintain our positive revenue and profitability trends.

Sales

The Company is pleased to report 2008 sales of $226,358,000
versus sales of $160,606,000 in 2007, an increase of $65,752,000
or 40.9%. Sales initiatives, continuous focus on key market segments
and the purchase of Delta Transformers Inc., (“DTI") on January 1,
2008, resulted in increased market share, bookings and sales. This
was further supported by positive market conditions in Canada and
the United States, especially in the OEM equipment, mining equipment
and oil and gas markets. 2008 sales include revenues generated by
DTl of $38,416,000. When sales from DTl are excluded, overall sales
totalled $187,942,000, an increase of $27,336,000 or 17.0% from
2007. The Company was faced with ongoing selling price pressures
due to the stronger Canadian dollar and volatile and escalated raw
material costs. In response to the deteriorating effects this had on its
financial performance, the Company focused on strategic sales growth,
market specific selling price increases and price maximization.

In 2008 sales to the U.S market (stated in Canadian dollars)
increased by 20.4% compared to 2007. This is the sixth consecutive
year of double digit sales increases (29% in 2007, 38% in 2006, 20%
in 2005, 18% in 2004 and 22% in 2003). This growth continues to
be fuelled by the expansion of sales in our U.S. electrical distributor
channel and our OEM customer base. This success is attributable to
our ability to provide high quality standard and custom engineered-
to-order product designs and an expanding product range.

The Canadian electrical industry markets were solid in 2008, as the
North American Electrical Distributor (NAED), motor control, power
conditioning and utility and excitation market segments all realized
sales growth. As a result HPS was able to attain sales increases in
the Canadian market of 97.8% in 2008 (including DTI) compared to
2007. Excluding DTI, Canadian market sales increased by 12.8% and
18.6% in the U.S. market.

The Company continues to expand sales by focusing on strategic
target markets, assisted by the improvement in market conditions in
the electrical industry in the United States and Canada. We expect our
focus on custom and competitive product design and uncompromised
quality will fuel this continued growth.

Stated by geographic segment, U.S. sales were 62.7% of our total
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sales, while 37.3% of the segment sales were derived in Canada in 2008.

HPS is adamant that it produces premium quality transformers, competitive custom
engineered designs and offers a broad and evolving product range. We expect that this,
combined with our distribution channels and our manufacturing agility, will be a competitive
advantage over the next year.

Our ability to continuously innovate and lead the industry in many markets in terms
of breadth of product and market diversification was a major driver of our success. HPS
gained new customers in almost all of its product areas and in each of the customer
markets we participate in. These strategies will provide existing customer sales growth and
new customer opportunities. We expect that this, combined with our distributor channel
growth and our multinational manufacturing capabilities, will continue to generate revenue
opportunities and industry leading sales.

Order Bookings and Backlog

Our sales development initiatives, the acquisition of DTI, our engineering and manufacturing
strategies, combined with beneficial electrical market conditions through most of the year
produced strong bookings rates in 2008. This resulted in a 32.1% increase in bookings over
2007. Bookings by channel on a direct basis increased 8% over the prior year and were up
53.3% through our distributor channel as compared to 2007.

Excluding the positive impact DTI has on our year-over-year results, bookings increased
10.5% over last year. By channel, booking rates decreased 6.4% on a direct basis, and
increased 22.8% through our distributor channel as compared to fiscal 2007.

Despite capacity increases, booking rates once again exceeded our shipping levels, and
excluding DTI, resulted in a backlog rise of 29.6% from 2007.

Gross Margins
2008 gross margin dollar contribution increased by 38.4% compared to 2007 as a result of
our rising sales levels, the acquisition of DTI, selling price increases and a beneficial product
mix. Gross margin rates finished at 28.8% versus 29.3% in 2007, a decrease of 0.5%.
Compared to last year, gross margin rates were impacted by higher customer rebate
expenses, increased U.S. dollar denominated raw material costs, lower plant efficiencies
and for three quarters of the year, a stronger Canadian dollar which had an eroding effect
on gross margin rates on Canadian manufactured products sold in the U.S. The Company
saw some downward selling price pressure and lower manufacturing lead-times from many
of our competitors. The Company did benefit from more favourable exchange conditions in
the Quarter 4 of 2008. Some of the margin pressures encountered in 2008 were partially
offset by our material procurement cost reduction activities, product design cost reduction
initiatives, market specific selling price increases and higher manufacturing throughput.
Sustaining gross margin rates is a cornerstone to delivering the profit objectives of
the Company.

Selling, General and Administrative Expense
Total selling, general and administrative ("SG&A") expenses amounted to $35,452,000 in
2008 versus $27,518,000 in 2007, an increase of $7,934,000 or 28.8%. However, as a
percentage of sales, SG&A expenses decreased from 17.1% in 2007 to 15.7% in 2008.
SG&A expenses attributed to DTl were $7,749,000 for fiscal 2008.

SG&A expenses include foreign currency exchange gains of $3,174,000 in 2008 as

Sustaining gross margin rates
is a cornerstone to delivering
the profit objectives of

the Company.

The Company continued with
its people resource investment,
specifically in the areas of
information services, sales

and engineering.
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compared to foreign currency exchange losses of $2,088,000 in 2007.
Excluding foreign exchange gains in 2008 and losses in 2007, SG&A
expenses as a percent of sales increased 1.2%, finishing at 17.0% of
sales in 2008 versus 15.8% in 2007. This percentage increase was
mostly caused by the gain in the U.S. dollar exchange rate, as U.S.
SG&A expenses were converted at higher average exchange rates in
2008.

Although there is a natural rise in freight costs and sales
commission expense from the increased sales volumes, the Company
still shows reductions in SG&A expenses as a percent of sales for
the year, through controlled expense management, a gain on foreign
exchange for the year and the impact of higher sales volumes.

In 2008, the Company continued with its people resource
investment, specifically in the areas of information services, sales and
engineering.

Interest Expense

The interest expense for the year ended December 31, 2008, finished
at $321,000 as compared to $371,000 in 2007, a decrease of
$50,000 or 13.5%. The reduction of interest expense for the year
was as a result of low operating debt levels and further interest rate
reductions from our principal lender. A breakdown of interest costs on
bank indebtedness and long-term debt instruments are detailed in the
Notes to the Consolidated Financial Statements of the Company.

Co-tenancy Expense

The property at 2 Glen Road, Georgetown, Ontario, is owned equally
as a co-tenancy agreement with Hammond Manufacturing Company
Limited ("HMCL") and expenses in respect to the property are shared
equally.

In 2008 the Company completed a detailed selection process for
the engagement of environmental remediation consultants and is
just now finalizing a remediation plan and entering the first phase
of the plan. The Company is satisfied that the best estimate available
for the Company's portion of the environmental remediation costs
for this site remains at $383,000 (December 31, 2007 - $383,000)
and has provided for a reserve accordingly. Excluding the remediation
provision, HPS' share of ongoing operational legal and consulting costs
pertaining to the Glen Road site incurred during the year, described
above, was $130,000 as compared to $128,000 in 2007. Refer to
Note 23(b) in the Notes to the Consolidated Financial Statements for
further details regarding the co-tenancy arrangement.

Sale of Equity Investment in Moloney Electric Inc.
1159714 Ontario Inc. Properties

The Company announced on January 7, 2008, that the sale of the
Company's 45% interest in the operations (oil filled distribution

transformers) of Moloney Electric Inc. (“MEI") to Universal Power
Transformer Private Limited (“UPTPL") had been finalized. In addition
to the operations, the Company also sold the Sackville, New Brunswick
and Spruce Grove, Alberta plants, which had been jointly owned with
HMCL in 1159714 Ontario Inc., which were associated with the MEI
operations. The Sterling Rd., Toronto, Ontario plant continues to be
held by 1159714 Ontario Inc. and was rented by UPTPL on a short-
term basis through December 31, 2008.

Gross proceeds for the sale to UPTPL was $7,727,000 derived
from $6,027,000 for HPS" equity interest in MEI and $1,700,000 for
HPS' share of the related properties held in 1159714 Ontario Ltd.
This translates to HPS in a book gain of $1,033,000 from MEI and
a current tax provision of $182,000 as well as a net book gain of
$1,053,000 from 1159714 Ontario Inc.

Asset Purchase of Delta Transformers Inc.

The Company announced on February 7, 2008, that the acquisition of
Delta Group XFO Inc. (" Delta Group”) and Delta Transformer of Canada
(1999) Ltd. effective January 1, 2008 was completed and will be
operated as Delta Transformers Inc. (“DTI") a wholly owned subsidiary
of HPS. With over 20 years of experience, DTI has a manufacturing
plant in Granby, Quebec and a sales office in Boucherville, Quebec.
DTl's business involves the design and manufacture of standard
and custom dry-type distribution and power transformers and has a
reputation in the industry for product reliability and quality.

Asset Purchase of Delta Transformers Inc.
Total purchase consideration is comprised of the following:

Cash $ 12,773,000
Common Stock — HPS 2,043,000
Note payable 1,000,000
Transaction fees 342,000
Total $ 16,158,000
The allocation of the acquisition costs for DTl as at
December 31, 2008 is as follows:
Accounts Receivable $ 5,232,000
Inventory 5,150,000
Prepaid Expenses 105,000
Property, Machinery & Equipment 3,622,000
Intangible Assets

— Customer Relationship 5,250,000
Goodwill 2,180,000
Accounts Payable (5,381,000)
Fair value of assets acquired $ 16,158,000




Income Taxes

As a result of our profitability growth in 2008, income tax expense
increased to $8,543,000 as compared to $8,073,000 in 2007. The
consolidated effective tax rate for 2008 decreased to 27.2% versus
39.4% last year due to lower federal corporate income tax rates in
Canada, the elimination of capital tax in the Province of Ontario and
the dilutive effect of U.S. dollar Balance Sheet conversion foreign
exchange currency gains. The current future tax assets and liabilities
consist mainly of reserves and allowances, and are related to current
assets and liabilities, which are not deductible against current year
earnings. The long-term future tax assets and liabilities relate to
temporary differences resulting primarily from the difference between
net book value and undepreciated capital cost of capital assets and
intangible assets. Our income tax provision is explained further in
Note 13 in the Notes to the Consolidated Financial Statements.

Net Earnings

Earnings from operations (a non-GAAP financial measure used by
the Company as one of its measures of financial performance) in
2008 climbed to $29,732,000 compared to $19,575,000 in 2007,
an increase of $10,157,000 or 51.9% as a result of the increased
sales, reduced selling, general and administration expense rates and
lower interest expense. The income before income taxes grew to
$31,372,000, compared to $20,476,000 in 2007, up $10,896,000 or
an increase of 53.2%. The 2008 earnings before taxes include gains
from the sale of MEIl and associated properties noted above. Our 2008
net earnings finished at $22,829,000 as compared to $12,403,000,
in 2007, an increase of $10,426,000 or 84.1%.

EBITDA

Although there is not a standard definition of this term, the Company
uses EBITDA (earnings before interest, taxes, depreciation and
amortization) as a non-GAAP financial measure as one of its indicators
of operational profitability. EBITDA was $34,742,000 for 2008 versus
$22,704,000 in 2007, an increase of $12,038,000 or 53.0%.

EBITDA is calculated as outlined in the following table:

2008 2007

Net earnings for the year $ 22,829,000 $ 12,403,000
Add:

Income tax expense 8,543,000 8,073,000

Interest expense 321,000 371,000

Depreciation and amortization 3,049,000 1,857,000

EBITDA $ 34,742,000 $ 22,704,000
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Adjusted EBITDA

The Company realized a net gain on the sale of MEI and the
associated properties in the amount of $1,904,000. Adjusted EBITDA
calculated to exclude these gains will provide a better indication of
the fundamental business operational condition.

Adjusted EBITDA is calculated as outlined in the following table:

2008 2007

EBITDA $ 34,742,000 $ 22,704,000
Gain on sale of MEl and
associated properties

(net of tax) (1,904,000) -

Adjusted EBITDA $ 32,838,000 $ 22,704,000

Adjusted EBITDA was $32,838,000 for 2008 versus $22,704,000
in 2007, an increase of $10,134,000 or 44.6%.

Capital Resources and Liquidity
In 2008, the Company continued to focus on generating cash from
operations, debt management and liquidity.

Cash provided by operations during 2008 was $6,254,000 versus
$7,611,000 in 2007, a decrease in cash generated from operations
of $1,357,000. Working capital requirements to support our sales
growth resulted in increased accounts receivable and inventory, which
was partially financed by a corresponding rise in accounts payable.
Accounts receivable finished the year at $41,069,000 as compared to
$22,708,000 as at December 31, 2007, an increase of $18,361,000.
This change was a result of slower U.S. trade collections, an extension
in customer credit terms, a change in customer mix and the purchase
of DTI accounts receivables. Although accounts receivable dollars
increased, the average collection time decreased resulting in slightly
lower average days sales outstanding at the end of 2008 compared
to 2007. Inventories amounted to $33,903,000 as at December
31, 2008, versus $19,038,000 as at December 31, 2007. The
purchased inventory of DTl and higher finished goods stocking levels
to service geographically dispersed sales opportunities were the
main contributing factors to our elevated inventory year end values.
Accounts payable and accrued liabilities increased by $10,838,000
finishing at $30,451,000 as at December 31, 2008, compared
to $19,613,000 at the end of 2007. This provided some natural
financing of our working capital. Income taxes payable were (net)
$262,000 as at December 31, 2008, versus a recoverable of $59,000
as at December 31, 2007.

Cash provided from financing activities was $3,423,000 in 2008,
compared to cash used of $461,000 in 2007.
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There was an increase in capital spending of $6,165,000 over the
prior year, totalling $9,161,000 in 2008, compared to $2,996,000 for
2007, an increase of 206%.

The majority of the capital dollars spent in 2008 were for the
purchase of a new Canadian distribution warehouse in Aberfoyle,
Ontario, investment in machinery and equipment relating to the
start-up of the second Monterrey, Mexico manufacturing facility, and
expanded production and warehousing facilities in Granby, Quebec.
Capital funds were also spent on manufacturing capacity expansion
initiatives in several of our other locations, productivity improvement
projects and information technology infrastructure.

Bank operating lines of credit finished the year at $6,473,000
as at December 31, 2008, compared to $1,609,000 as at December 31,
2007, resulting in an increase of $4,864,000 in the year.

Overall bank indebtedness including bank operating lines of
credit, current and long-term portion of long term debt and net
of cash balances resulted in a net debt position of $4,100,000 as
at December 31, 2008, versus a net cash position of $4,395,000
as well as at December 31, 2007.

In 2008 the Company completed a new financing arrangement
with JP Morgan Chase Bank, N.A. for a $25,000,000 U.S. revolving
credit facility and a $15,000,000 U.S. delayed draw credit facility. This
is an unsecured, four-year committed facility that provides financing
certainty for the future. This financing better aligns our Canadian and
U.S. banking requirements, supports our hedging strategies, provides
financing for our operational requirements and capital for our
strategic initiatives.

All scheduled payments of principal and interest have been made
by the Company on the applicable due dates and the Company was
well within all bank covenants which have been met throughout the
year as at December 31, 2008.

Additional details of our change in non-cash working capital
can be found in Note 19 in the Notes to the Consolidated
Financial Statements.

Contingent Liabilities

As described in Note 23 in the Notes to the Consolidated
Financial Statements, we have two properties for which there are
contingent liabilities.

Moloney Properties (1159714 Ontario Inc.):

The Company and HMCL each own 50% of the shares of 1159714
Ontario Inc., which in turn owns the property at 213 Sterling Road,
Toronto, and was vacated by Moloney Electric Inc. (“MEI") at December
31, 2008. The property has mineral oil contamination as well as
some PCB contamination although the source of such contamination
(except for a spill in 1993 reported by MEI) has not been determined.

The contamination is not a result of the normal operations of the
Company. It appears to predate the Company’s ownership; the source
or sources may include adjoining properties. As indirect owner and
occupier, the Company and HMCL may, without admitting any liability,
have some responsibility to participate in the remediation of the
property and adjacent properties. In this regard the Company received
a complaint in 1994 from Toronto Hydro as an adjoining owner, to
the effect that mineral oil and possibly PCB contaminants may have
migrated to its property, which is an inactive substation. The Company
continues to review further remediation activities. 1159714 Ontario
Inc. will fund current recovery, monitoring, professional fees and
reporting at this site through its rental income. The Sterling property is
currently listed for sale or lease. No determination as to the specifics
of full remediation has been made, but the recovery period is expected
to take several years.

Glen Ewing Properties:

The property at 2 Glen Road, Georgetown, Ontario is owned equally
as a co-tenant with HMCL and any expenses or liabilities in respect of
the property have been agreed to be shared equally. In January 2002
the two owners were served with a statement of claim by an adjoining
industrial property owner, in which the plaintiff has claimed damages
in the amount of $8,000,000 for negligence, breach of warranty and
other matters relating to alleged environmental contamination of the
property. The Company intends to vigorously defend the action if it
proceeds. In 2004 the Company and HMCL served a counter-claim
against the plaintiff in the amount of $8,000,000. Both claims, by
agreement between the parties, are in abeyance. The contamination
does not result from the normal operations of the Company. The parties,
under the direction of the Ontario Ministry of the Environment, are in
the process of undertaking a coordinated and shared investigation of
the condition of the property and remediation options. In 2008 the
exact approach for active remediation was not finalized, but there was
a determination of remediation alternatives and estimates of related
costs to the Company. During the year the Company undertook a
detailed selection process for the engagement of environmental
remediation consultants and finalization of a remediation plan and is
now just entering the first phase of the plan. The Company is satisfied
that the best estimate available for the Company’s portion of the
environmental remediation costs for this site remains at $383,000
(December 31, 2007 - $383,000). Excluding the provision, HPS'
share of ongoing operational legal and consulting costs pertaining
to the Glen Road site incurred during the year, described above, was
$130,000 (2007 - $128,000).

Management is not aware of any other contingent liabilities.
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International Financial Reporting Standards

Accounting standards in Canada are to converge with International Financial Reporting
Standards (“IFRS"). HPS is required to begin reporting under IFRS by the first quarter of 2011
with comparative data also reported under IFRS. While IFRS has similarities to Canadian GAAP,
there are significant differences with respect to recognition, measurement and disclosures. The
Company is assessing the impact on accounting policies, data systems, internal controls over
financial reporting and business activities such as financing and compensation arrangements
during the period to the transition date.

Controls and Procedures

During 2008 there were no material changes identified in HPS" internal controls over financial
reporting that had materially affected, or was reasonably likely to materially affect, HPS" internal
control over financial reporting. HPS carries out ongoing improvements to its internal controls over
financial reporting but nothing considered at a material level. Canadian Securities Administrators
require that companies with year-ends after December 15, 2008 be required to certify the
effectiveness of internal controls over financial reporting. It also requires a company to use a
control framework such as the Internal Control — Integrated Framework (COSO Framework) to
design internal controls over financial reporting. As well, the threshold for reporting a weakness
of internal controls over financial reporting should be of a “material weakness” rather than
“reportable deficiency.” HPS has designed its internal controls in accordance with the COSO
Framework and has carried out testing during 2008, which was completed in Quarter 4, and
confirms the effectiveness of these controls.

Second Manufacturing facility in Mexico is Operational

In January 2008, the Company signed a seven-year lease on a second plant in Monterrey,
Mexico. The Company accepted beneficial occupancy of this facility early in Quarter 2, 2008 and
completed the commissioning of the plant, equipment installation and training of employees in
the second half of Quarter 3, 2008. This plant is now manufacturing and shipping transformers
to the U.S and Canadian markets. The second plant in Monterrey is located close to the existing
plant, which started production in mid 2001. Both of these facilities support the growing, yet very
competitive, commercial and industrial markets for general-purpose distribution transformers and
provide a dependable, high level of quality and workmanship, which our worldwide customers
have come to expect.

Canadian Distribution Warehouse Facility
The Company purchased a 45,000 square foot warehouse facility in Aberfoyle, Ontario on
August 29, 2008. This facility will serve as a distribution centre that will supply standard dry-type
transformers to the Canadian and northeastern U.S. customer base. This warehouse consolidates
and eliminates the need of two leased facilities and was funded through our operating line
of credit.

It is expected that the new distribution centre will be fully operational in early
Quarter 1, 2009.

Risks and Uncertainties
As with most businesses, HPS, is subject to a number of marketplace, industry and economic
related business risks, which could have some material impact on our operating results.
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Both of these facilities
support the growing, yet
very competitive, commercial
and industrial markets for
general-purpose distribution
transformers and provide a
dependable, high level of
quality and workmanship,
which our worldwide
customers have come

to expect.

The Company continuously
works to minimize the
negative impact of these risks
and strengthen its position
through diversification of its
core business, market channel
expansion, geographic diversity
of its operations and business
hedging strategies.
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These risks include:

e The cydlical effects, unpredictability and volatility of market
costs and supply pressures for commodities such as copper,
insulation and electrical grain oriented steel;

e A significant, unexpected change in the global demand for
resources;

«  The extreme variability of the Canadian dollar versus the U.S.
dollar;

+  Global economic recession;

e Interest rates;

»  Competition;

«  Credit risk; and

*  Global political unrest.

The Company continuously works to minimize the negative impact of
these risks and strengthen its position through diversification of its
core business, market channel expansion, geographic diversity of its
operations and business hedging strategies.

There are, however, several risks that deserve particular attention.

Commodity Prices
Cyclical effects and unprecedented market cost pressures of
copper commodity and steel pricing in the global market have had
a definite effect on the Company'’s costs and earnings. Due to this
unpredictability, particularly with copper pricing, HPS does not
currently utilize future contracts. Strategic supply line agreements
and alliances are in place with our major steel suppliers to ensure
adequate supply and competitive market pricing.

The Company does not have forward commodity contracts in place
for 2009.

Foreign Exchange
HPS operating results are reported in Canadian dollars. Nonetheless,
the majority of our sales and material purchases are denominated
in U.S. dollars. A change in the value of the Canadian dollar against
the U.S. dollar will impact earnings. There is a natural hedge as this is
partially offset by a corresponding change in the cost of raw materials
purchased from the U.S. and commodities tied to U.S. dollar pricing.
In general, a lower value for the Canadian dollar compared to the
U.S. dollar will have a beneficial impact on the Company'’s results;
inversely a higher value for the Canadian dollar compared to the
U.S. dollar will have a corresponding negative impact on the
Company's profitability.

The Company also has a U.S. operating subsidiary and U.S. dollar
assets. The exchange rate between the Canadian and U.S. dollar can
vary significantly from year to year. There is a corresponding positive

or negative impact to the Company's Statement of Earnings solely
related to the foreign exchange translation of its Balance Sheet.

We have partially reduced the impact of foreign exchange
fluctuations through increasing our U.S. dollar driven manufacturing
output and have further enhanced our geographic manufacturing
hedge through the acquisition of DTI. This operation is a buyer of
U.S. currency driven raw materials and essentially has all of its sales
in Canada.

The Company also lessens its exchange rate risk by entering into
forward foreign exchange contracts.

Finally, HPS periodically institutes price increases to help offset
the negative impact of changes in foreign exchange and product
cost increases.

Interest Rates

The Company has structured its debt financing to take advantage of
the current lower interest rates, but is cognizant that a rise in interest
rates will negatively impact the financial results of the Company.
The Company continuously reviews its interest rate strategy and
with current lower short-term interest rates has not entered into
any long-term contracts. As part of hedging this risk, the Company
may enter into fixed long-term rates on part of its total debt.
The Company believes that a more significant impact on a rise in
interest rates would apply to our customers' investment decisions and
financing capabilities.

Credit

A substantial portion of the Company’s accounts receivable are with
customers in manufacturing sectors and are subject to credit risks
normal to those industries. Although the Company has historically
incurred very low bad debt expense, the current economic conditions
increase this risk.

Global/North American Economy

Given the very negative economic environment, particularly in North
America, we are focusing our efforts over the next twelve months
on projects that will increase our cost competitiveness, capacity and
improve our manufacturing flexibility. We believe that being agile as
an organization will become even more important in order to respond
quickly to both unexpected opportunities and challenges. We also
believe that through our OEM and distributor channels, our growing
access to a variety of global and domestic markets will help HPS
expand market share during this economic slowdown.



Strategic Direction and Outlook

As evidenced in the 2008 Annual Report HPS continues to expand
in both Canada and the United States. Although their economies
and the electrical market performed fairly well for most of this year,
the Company is very aware of the general global economic decline
particularly in North America, as well as the potential negative impact
of a stronger and unpredictable Canadian dollar and variability of raw
material commodity costs.

The Company is not immune to the challenges it faces from these
negative influences but is confident that the business fundamentals
it has built will sustain and grow the Company in the future.
The Company believes that this is a time to be cautious but not
complacent, conservative but progressive. It will be unwavering in
its pursuit of improved productivity gains, sales growth from new
product development, geographic diversification, capacity expansion
and escalation of market share.

We are working to build a company that can be relied upon in all
we do, in the goals we set and in the commitments we undertake. We
are focused on creating sustainable value for our shareholders as we
pursue our mission.

The Company is proud of our past achievements and is aware of
the cloak of economic pessimism, but we are excited about our future
opportunities. We are stronger and much more capable of weathering
the current global economic unrest than in years past.

We remain vigilant in continuing our disciplined cost management
initiatives and in bringing quality and value to all stakeholders of the
Corporation. We will deliver solid financial performance, provide a
sustainable return to its shareholders and maintain the Balance Sheet
strength of the Company.

The Company will act in a conscientious and reliable manner and
is determined and confident that its strategies will deliver financial
consistency going forward.

Significant and New Accounting Policies

Note 1 in the Notes to the Consolidated Financial Statements
describes the basis of accounting and the Company's significant
accounting policies, while Note 2 describes changes in accounting
policies adopted in the year.

Translation of Foreign Currency

The Company's subsidiary operations, located in the U.S. and Mexico
are deemed to be integrated foreign operations and therefore their
financial statements are translated using the temporal method.
Under this method all asset, liability, revenue and expense items
are translated at the exchange rate in effect at the transaction date.
At the balance sheet dates, monetary assets and liabilities are
adjusted to reflect the year-end exchange rate. The gain or loss
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resulting from translation is included in the determination of income
for the current period.

Revenue Recognition
The Company recognizes revenue when products are shipped and
the customer takes ownership and assumes risk of loss, collection
of the relevant receivable is probable, persuasive evidence of an
arrangement exists and the sales price is fixed or determinable.
Service revenue is recognized when the service is performed, or, in the
case of maintenance contracts, is recognized as costs are incurred to
fulfil the contract.

A provision for potential warranty claims is provided for at the same
time of sale, based on warranty terms and prior claims experience.

Financial Instruments

The carrying values of cash and cash equivalents, accounts receivable,
note receivable, bank operating lines of credit, accounts payable and
accrued liabilities and notes payable approximate their fair value due
to the relatively short period to maturity of the instruments.

The carrying value of the Company's long-term debt is comparable
to its fair market value. Fair value has been calculated using the
estimated future cash flows of the actual outstanding debt instruments,
discounted at current market rates available to the Company for the
same or similar instruments.

The Company’s accounts receivable are not subject to significant
concentrations of credit risk. Accounts receivable include U.S.
$20,813,000 (2007 — U.S. $14,797,000) and Mexican Pesos
19,148,000 (2007 — 8,142,000). Accounts payable include U.S.
$13,986,000 (2007 — U.S. $12,380,000) and Mexican Pesos
6,988,000 (2007 — 6,647,000).

Changes in market interest rates directly affect cash flows
associated with the Company's variable rate term loans and bank
operating lines of credit.

There was no long-term debt denominated in U.S. funds (2007
— U.S. $79,700), which would affect the amount of principal and
interest payments ultimately recorded.

The Company has entered into forward foreign exchange
contracts in order to reduce the Company’s exposure to changes in
the exchange rate of the U.S. dollar as compared to the Canadian
dollar. At December 31, 2008, the Company had outstanding forward
foreign exchange contracts in the amount of U.S. $900,000 (2007
- U.S. $ 1,700,000) at rates ranging from 1.021 — 1.085, (2007 —
0.9550 to 1.045) with maturity dates ranging from January 2009 to
June 2009. As at December 31, 2008 the Company has recognized
an unrealized loss of $123,000 (December 31, 2007 — unrealized
gain of $23,000) representing the fair value of these forward foreign
exchange contracts.
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HPS is positioned to meet the
evolving needs of our traditional
markets while becoming a
central player in a growing
number of emerging markets.
Our success lies in our ability
to bring together decades

of experience, engineering
expertise, solid supplier
relationships, as well

as a unique business
perspective gained through

our diverse products, customers
and markets.

Stock Based Compensation

The Company accounts for its stock based compensation under Canadian Institute of Chartered
Accountants (“CICA") handbook section 3870 — Stock based compensation and other stock
based payments. The adoption of this accounting policy and the assumptions used to determine
fair value are described in Notes 1(m) and 15(c) in the Notes to the Consolidated Financial
Statements.

Use of Estimates

The preparation of the consolidated financial statements in conformity with Canadian generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities as well as disclosure of contingent assets and
liabilities atthe dates of the consolidated financial statements and the reported amounts of revenues
and expenses during the reporting periods. Significant estimates and assumptions are used for
accounting for items such as the determination of estimated useful lives of intangible assets and
property, plantand equipment, valuation of receivables, inventories, future income taxes, long-term
investments, investment in properties, valuation of derivative financial instruments, obligations
related to accrued pension benefits, stock options and reporting units and related goodwill.
Actual results could differ from those estimates.

Impairment of Long Lived Assets

In 2004 the Company adopted CICA handbook section 3063 — Impairment of Long Lived Assets.
This section establishes standards for recognizing, measuring and disclosing impairment of
long-lived assets held for use. Impairment is recognized when the carrying amount of an asset
to be held and used exceeds the sum of undiscounted cash flows expected from its use and
disposal, and is measured as the amount by which the carrying amount exceeds its fair value.
Additional policy information can be found in Note 1 (o) in the Notes to the Consolidated
Financial Statements.

Forward-Looking Information

Certain information in this MD&A is forward-looking and is subject to important risks and
uncertainties. The results or events predicted in this information may differ from actual results
or events. Forward-looking statements are often, but not always, identified by the use of words
such as “anticipate”, “plan”, “estimate”, “expect”, “may"”, “project”, “predict”, “potential”,
“could”, “might”, “should” and other similar expressions. The Company believes the expectations
reflected in forward-looking statements are reasonable but no assurance can be given that these
expectations will prove to be correct. These forward-looking statements speak only to the date of
this MD&A. The Company disclaims any intention or obligation to update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise except

as required pursuant to applicable securities laws. a
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The Consolidated Financial Statements are the responsibility of the management of Hammond Power Solutions Inc. These statements have
been prepared in accordance with Canadian generally accepted accounting principles, using management’s best estimates and judgments
where appropriate.

Management is responsible for the reliability and integrity of the Consolidated Financial Statements, the Notes to the Consolidated
Financial Statements and other financial information contained in the report. In the preparation of these statements, estimates were sometimes
necessary because a precise determination of certain assets and liabilities is dependent on future events. Management believes such estimates
have been based on careful judgment and have been properly reflected in the accompanying Consolidated Financial Statements. Management
is responsible for the maintenance of a system of internal controls designed to provide reasonable assurances that the assets are safequarded
and that accounting systems provide timely, accurate and reliable financial information.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities through the Audit Committee of the
Board, which is composed of all of the directors, of whom four are non-management directors. The Audit Committee meets periodically with
management and the auditors to satisfy itself that management's responsibilities are properly discharged, to review the Consolidated Financial
Statements and to recommend approval of the Consolidated Financial Statements to the Board of Directors.

KPMG LLP, the independent auditors appointed by the shareholders, has audited the Company's Consolidated Financial Statements in
accordance with Canadian generally accepted auditing standards, and their report follows. The independent auditors have full and unrestricted
access to the Audit Committee to discuss their audit and related findings as to the integrity of the financial reporting process.

WG l—F

William G. Hammond

Chris R. Huether

Chairman and Chief Executive Officer Corporate Secretary and Chief Financial Officer

AUDITORS' REPORT
To the shareholders of Hammond Power Solutions Inc.

We have audited the consolidated balance sheets of Hammond Power Solutions Inc. as at December 31, 2008 and 2007 and the consolidated
statements of earnings and comprehensive earnings, shareholders’ equity and cash flows for each of the years then ended. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits 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 supporting 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 material respects, the financial position of the Company as at
December 31, 2008 and 2007 and the results of its operations and its cash flows for each of the years then ended in accordance with Canadian
generally accepted accounting principles.

L oy L4
s 2

Chartered Accountants, Licensed Public Accountants
Waterloo, Canada, February 6, 2009
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Consolidated Balance Sheets
Years ended December 31, 2008 and 2007 (in thousands of dollars)

2008 2007
Assets
Current assets:
Cash and cash equivalents $ 2,373 $ 8,394
Accounts receivable 41,069 22,708
Note receivable (Note 8) - 1,574
Income taxes recoverable 919 855
Inventories (Note 4) 33,903 19,038
Prepaid expenses 395 249
Future income taxes (Note 13) 1,046 488
79,705 53,306
Property, plant and equipment (Note 5) 21,655 11,568
Long-term investments (Note 6) 1,302 3,619
Investment in properties (Note 7) 1,044 1,044
Deferred costs, net (Notes 24 and 25) - 138
Future income taxes (Note 13) 66 89
Intangible assets (Note 9) 4,939 -
Goodwill (Note 24) 2,180 -
Other assets (Note 24) - 500
$ 110,891 70,264
Liabilities and Shareholders’ Equity
Current liabilities:
Bank operating lines of credit (Note 10) $ 6,473 1,609
Accounts payable and accrued liabilities 30,451 19,613
Income taxes payable 1,181 796
Notes payable (Note 14) 1,833 -
Current portion of long-term debt (Note 11) - 2,390
39,938 24,408
Accrued pension benefit obligation (Note 17) 29 23
Environmental reserve, net of current portion (Note 23(b)) 224 224
Future income taxes (Note 13) 916 1,129
Shareholders’ equity:
Share capital (Note 15) 13,061 10,850
Contributed surplus 512 248
Retained earnings 56,211 33,382
69,784 44,480
Contingent liabilities (Note 23)
$ 110,891 70,264

See accompanying Notes to the Consolidated Financial Statements.

On behalf of the Board:

L\/ /,’ ,J ///éu%u;—-\

William G. Hammond Douglas V. Baldwin
Chairman & Chief Executive Officer Director
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Consolidated Statements of Earnings and Comprehensive Earnings

Years ended December 31, 2008 and 2007 (in thousands of dollars except earnings per share)

2008 2007
Sales $ 226,358 160,606
Costs of sales 161,174 113,513
65,184 47,093
Selling, general and administrative (Note 22) 35,452 27,518
Earnings before the undernoted 29,732 19,575
Other (income) expenses:
Interest expense (Note 11) 321 371
Gain on sale of investment (1,033) -
Co-tenancy expense 130 128
Equity earnings (1,058) (1,400)
(1,640) (901)
Earnings before income taxes 31,372 20,476
Income tax expense (recovery) (Note 13):
Current 9,220 7,765
Future (677) 308
8,543 8,073
Net earnings and comprehensive earnings $ 22,829 12,403
Earnings per share (Note 16):
Basic $ 1.95 1.08
Diluted 1.93 1.06

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Shareholders’ Equity
Years ended December 31, 2008 and 2007 (in thousands of dollars)

Share Contributed Retained Total shareholders’
capital surplus earnings equity
Balance, as at January 1, 2007 $ 10,613 $ 284 $ 20,979 $ 31,876
Cash consideration on exercise
of stock options 161 - - 161
Ascribed value credited to share captial
from exercise of stock options 76 (76) - -
Stock option compensation costs - 40 - 40
Net earnings - - 12,403 12,403
Balance as at December 31, 2007 $ 10,850 $ 248 $ 33,382 $ 44,480
Cash consideration on exercise
of stock options 116 - - 116
Ascribed value credited to share capital
from exercise of stock options 52 (52) - -
Stock option compensation costs - 316 - 316
Share issuance on business acquisition 2,043 - - 2,043
Net earnings - - 22,829 22,829
Balance as at December 31, 2008 $ 13,061 $ 512 $ 56,211 $ 69,784

See accompanying Notes to Consolidated Financial Statements.



Consolidated Statements of Cash Flows
Years ended December 31, 2008 and 2007 (in thousands of dollars)

HAMMOND POWER SOLUTIONS

ANNUAL REPORT

2008 2007
Cash provided by (used in):
Operations:
Net earnings $ 22,829 $ 12,403
Add (deduct) items not involving cash:
Amortization of property, plant and equipment 2,696 1,777
Amortization of intangible assets 353 45
Amortization of deferred costs - 35
Equity earnings (1,058) (1,400)
Accrued pension benefit obligation 6 (10)
Future income taxes (677) 308
Foreign exchange (71) 37
Stock option compensation costs 316 40
Gain on sale of investment (1,033) -
23,361 13,235
Change in non-cash operating working capital (Note 19) (17,107) (5,624)
Cash provided by operations 6,254 7,611
Financing:
Deferred corporate transaction costs - (138)
Advances from repayment of bank operating lines 4,864 134
Issue of common shares 116 161
Proceeds from notes payable 1,700 -
Principal repayment of notes payable (867) -
Principal repayment of long-term debt (2,390) (618)
Cash provided by (used in) financing activities 3,423 (461)
Investments:
Other assets - (500)
Repayment of notes receivable 1,949 391
Proceeds on disposal of investment 4,134 -
Acquisiton of subsidiary company (12,578) -
Purchase of other itangible assets (42) -
Purchase of property, plant and equipment (9,161) (2,996)
Cash used in investment activities (15,698) (3,105)
Increase (decrease) in cash (6,021) 4,045
Cash and cash equivalents, beginning of year 8,394 4,349
Cash and cash equivalents, end of year $ 2,373 $ 8,394

See Note 18 for supplemental cash flow information.

See accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

Hammond Power Solutions Inc. (“"HPS” or the “Company”) is a public company, traded on the Toronto Stock Exchange (“HPS.A") and is
incorporated under the Ontario Business Corporations Act. HPS designs and manufactures custom electrical engineered magnetics and
standard electrical dry-type transformers, serving the electrical and electronic industries. The Company has manufacturing plants in Canada,
the United States and Mexico.

1. Summary of significant accounting policies:
The consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles
("GAAP") and reflect the following policies:

(@)  Principles of consolidation:
The consolidated financial statements include the accounts of Hammond Power Solutions Inc. and its wholly-owned subsidiaries,
Hammond Power Solutions, Inc., Hammond Power Solutions, S.A. de C.V,, and Delta Transformers Inc. All significant inter-company
transactions and balances have been eliminated.

(b)  Translation of foreign currencies:
The Company's subsidiary operations, located in the United States and Mexico, are deemed to be integrated foreign operations and,
therefore, their financial statements are translated using the temporal method. Under this method, all asset, liability, revenue and
expense items are translated at the exchange rate in effect at the transaction date. At the balance sheet dates, monetary assets and
liabilities are adjusted to reflect the year end exchange rate. The gain or loss resulting from translation is included in the determination
of income for the current period.

()  Revenue recognition:
The Company recognizes revenue when products are shipped and the customer takes ownership and assumes risk of loss, collection
of the relevant receivable is probable, persuasive evidence of an arrangement exists and the sales price is fixed or determinable.
Service revenue is recognized when the service is performed, or, in the case of maintenance contracts, is recognized as costs are
incurred to fulfill the contract.
A provision for potential warranty claims is provided for at the same time of sale, based on warranty terms and prior
claims experience.

(d)  Cash and cash equivalents:
Cash and cash equivalents consist of cash and short-term deposits with original maturities of three months or less.

(e) Inventories
Inventories are valued at the lower of cost, determined on a first-in, first-out basis and net realizable value. When circumstances which
previously caused inventories to be written down no longer exists the previous impairment is reversed.

f) Long-term investments:
The investments in the co-tenancy of Glen Ewing Properties (50%) and in 1159714 Ontario Inc. (50%), the rental property investment,
are accounted for using the proportionate consolidation method whereby the Company's proportionate share of the assets, liabilities
and the related revenues and expenses of the co-tenancy and rental property is included in the consolidated financial statements.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

(9)

(h)

Property, plant and equipment:
Property, plant and equipment are stated at cost less accumulated amortization. Property, plant and equipment under capital leases
are initially recorded at the present value of the minimum lease payments at the inception of the lease.

Amortization is provided over the estimated useful lives of the assets using the following method and annual rates:

Asset Basis Rates
Buildings Straight-line 33%
Leaseholds Straight-line 20%
Machinery and equipment Straight-line 10 - 25%
Office equipment Straight-line 10 - 25%

Financial instruments:

The Company has classified its financial instruments as follows:

 (Cash and cash equivalents are classified as held-for-trading;

« Accounts receivable and note receivable are classified as loans and receivables;

 Bank operating lines of credit is classified as held-for-trading;

 Account payable and accrued liabilities, notes payable, long-term debt and environmental reserve are classified as other
liabilities; and

« Derivative financial instruments are classified as held-for-trading.

All financial assets and financial liabilities are initially recognized at fair value. Subsequent measurement is dependent on their initial

classification, as follows:

« Financial assets and financial liabilities classified as held-for-trading are measured at fair value with changes in fair value recorded
in the consolidated statements of earnings and comprehensive earnings; and financial assets classified as loans and receivables
and financial liabilities classified as other liabilities are measured at amortized cost using the effective interest method.

The Company is party to derivative financial instruments in the form of forward foreign exchange contracts used to manage
foreign currency exposures on export sales. The Company records all of its forward foreign exchange contracts at fair value, with
changes in fair value recognized through earnings as foreign exchange gains or losses. The carrying amount of foreign exchange
contracts is included in accounts receivable in the case of contracts in a gain position and in accounts payable and accrued liabilities
in the case of contracts in a loss position.

The Company capitalizes transaction costs related to financial instruments classified as other than held-for-trading.

The Company uses trade date accounting for regular-way purchases and sales of financial assets.

The fair value of a financial instrument is the amount of consideration that would be agreed upon in an arm’s length transaction
between knowledgeable, willing parties who are under no compulsion to act. The fair value of a financial instrument on initial
recognition is the transaction price, which is the fair value of the consideration given or received. Subsequent to initial recognition, the
fair values of financial instruments that are quoted in active markets are based on bid prices for financial assets held and offer prices
for financial liabilities. When independent prices are not available, fair values are determined by using valuation techniques that refer
to observable market data.

33



34 CONSOLIDATED FINANCIAL STATEMENTS

Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

(i)  Goodwill:

Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the sum of the amounts
allocated to the assets acquired, less liabilities assumed based on their fair values. Goodwill is allocated as of the date of the business
combination to the Company's reporting units that are expected to benefit from the synergies of the business combination. 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 and is tested for impairment annually or more frequently if events or changes in circumstance indicate
that the asset might be impaired. The Company completed its goodwill impairment test as at December 31, 2008 and concluded there
was no impairment.

(j)  Other intangible assets:
Intangible assets acquired individually or as part of a group of other assets are initially recognized and measured at cost and are
amortized over their useful lives. The amortization methods and estimated useful lives of intangible assets, which are reviewed
annually, are as follows:

Basis Rates
Customer relationships Straight-line over 15 years
Other Straight-line over 4 years

(k) Accrued pension benefit obligation:

The Company has a defined benefit pension plan covering the hourly employees at the Company’s Baraboo, Wisconsin facility.

The Company accrues its obligations under the employee benefit plan as the employees render the services necessary to earn the

pension. The Company has adopted the following policies:

« The cost of pensions earned by employees is actuarially determined using the projected benefit method pro rated on service and
management's best estimate of expected plan investment performance, salary escalation and retirement ages.

« For the purpose of calculating expected return on plan assets, those assets are valued at fair value.

« Past service costs from plan amendments are amortized on a straight-line basis over the average remaining service period of
employees active at the date of the amendment.

* The excess of the net actuarial gain or loss over 10% of the greater of the benefit obligation and the fair value of plan assets is
amortized over the average remaining service period of active employees, which for the pension plan is 21.35 years
(2007 - 21.41).

« When arestructuring of a benefit plan gives rise to both a curtailment and a settlement of obligations, the curtailment is accounted
for prior to the settlement.

U] Income taxes:
The Company provides for income taxes under the asset and liability method. Under the asset and liability method, future tax assets
and liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying
value of existing assets and liabilities and their respective tax bases. Future tax assets and liabilities are measured using enacted or
substantively enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on future 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.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

(m)

(n)

(0)

(p)

Stock-based compensation:

The Company has a stock-based compensation plan, which is described in Note 15(c). The Company accounts for all stock-based
payments using the fair value based method, in accordance with Canadian Institute of Chartered Accountants (“CICA") Handbook
Section 3870 — Stock based compensation and other stock based payments.

Under the fair value based method, compensation cost for stock options and direct awards of stock is measured at fair value at
the grant date. Compensation cost is recognized in earnings on a straight-line basis over the relevant vesting period. The counterpart
is recognized in contributed surplus. Upon exercise of a stock option, share capital is recorded at the sum of the proceeds received
and the related amount of contributed surplus.

Earnings per share:

Basic earnings per share are computed by dividing net earnings by the weighted average shares outstanding during the reporting
period. The Company uses the treasury stock method for calculating diluted earnings per share. Diluted earnings per share are
computed similar to basic earnings per share except that the weighted average shares outstanding are increased to include additional
shares from the assumed exercise of warrants or stock options, if dilutive. The number of additional shares is calculated by assuming
that outstanding warrants and stock options were exercised and that the proceeds from such exercises were used to acquire shares
of common stock at the average market price during the reporting period.

Impairment of long-lived assets:

Long-lived assets, including property, plant and equipment, other intangible assets and certain other long-lived assets are amortized
over their useful lives. The Company periodically reviews the useful lives and the carrying values of its long-lived assets for continued
appropriateness. The Company reviews for impairment of long-lived assets, or asset groups, held and used whenever events or
changes in circumstances indicate that the carrying amount of the assets may not be recoverable. If the sum of the undiscounted
expected future cash flows expected to result from the use and eventual disposition of an asset is less than its carrying amount,
it is considered to be impaired. An impairment loss is measured at the amount by which the carrying amount of the asset exceeds
its fair value. When quoted market prices are not available, the Company uses the expected future cash flows discounted at a rate
corresponding with the risks associated with the recovery of the asset as an estimate of fair value.

Use of estimates:

The preparation of the consolidated financial statements in conformity with Canadian GAAP 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 consolidated financial statements and the reported amounts of revenues and expenses during the reporting periods.
Significant estimates and assumptions are used when accounting for items such as the determination of estimated useful lives of other
intangible assets and property, plant and equipment; valuation of receivables, inventories, future income taxes, long-term investments,
investment in properties, derivative financial instruments, obligations related to accrued pension benefits, environmental liabilities,
stock-based compensation costs, and reporting units and related goodwill. Actual results could differ from those estimates.

Changes in accounting policies:
Effective January 1, 2008, the Company adopted the following new CICA standards:

Capital Disclosures
Handbook Section 1535 Capital Disclosures, establishes standards for disclosure of information regarding the Company's capital and
how it is managed, including information about the Company's objectives, policies and processes for managing capital. The Section
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

also requires disclosure of the existence of any capital requirements to which the Company is subject and whether it is in compliance
with such requirements and the consequences of non-compliance. These new disclosures are included in Note 26.

Financial Instruments — Disclosure and Presentation

Handbook Section 3862 — Financial Instruments — Disclosures, outlines disclosure requirements for financial instruments and places
increased emphasis on disclosure of the risks associated with recognized and unrecognized financial instruments and how these
risks are managed. Handbook Section 3863 — Financial Instruments — Presentation, carries forward the presentation requirements
from Section 3861 — Financial Instruments — Disclosure and Presentation. The expanded disclosures are included in Notes 21 and 27
through 32.

Inventories
Handbook Section 3031 — Inventories, provides additional guidance in the measurement of inventories, including the requirements to
measure inventories at the lower of cost and net realizable value, allocate overhead based on normal capacity and reverse previous
writedowns to net realizable value when there is a subsequent increase in the value of inventories. The Company adopted this
standard retrospectively without restatement and there was no impact on opening returned earnings as at January 1, 2008 as a result
of the adoption of this standard.

The standard also expanded disclosures associated with inventories, including the requirements to disclose the amount of inventory
recognized as an expense and writedowns and reversals of writedowns recognized. These new disclosures are included in Note 4.

3. Future accounting changes:
Goodwill and intangible assets
In February 2008, the CICA issued Handbook Section 3064 — Goodwill and Intangible Assets, which will be effective on
January 1, 2009 for the Company. The standard provides new guidelines for recognition, measurement, presentation and disclosure
of goodwill and intangible assets and eliminates the practice of recognizing as an asset startup, pre-production and similar costs
that do not meet the definition and recognition criteria of an asset. The Company is currently evaluating the impact of the adoption
of this standard.

International Financial Reporting Standards

Accounting standards in Canada are to converge with International Financial Reporting Standards (“IFRS"). HPS is required to begin
reporting under IFRS by the first quarter of 2011 with comparative data also reported under IFRS. While IFRS has similarities to
Canadian GAAP, there are significant differences with respect to recognition, measurement and disclosures. The Company is assessing
the impact on accounting policies, data systems, internal controls over financial reporting, and business activities, such as financing
and compensation arrangements during the period to the transition date.

4. Inventories:
2008 2007
Raw materials and work-in-process $ 18,778 $ 10,608
Finished goods 15,125 8,430
$ 33,903 $ 19,038

The Company recognized $161,027,000 of inventory as an expense which is included in cost of sales during the year (2007 - $113,513,000).
During the year $147,000 was recorded in cost of sales for the writedown of inventory to estimated net realizable value.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

5. Property, plant and equipment:

2008
Accumulated Net book
Cost amortization value
Land $ 1,491 $ = $ 1,491
Buildings 8,365 2,633 5,732
Leaseholds 1,709 687 1,022
Machinery and equipment 27,538 17,272 10,266
Office equipment 7,156 5,218 1,938
Construction in progress 1,206 - 1,206
$ 47,465 $ 25,810 $ 21,655
2007
Accumulated Net book
Cost amortization value
Land $ 951 $ - $ 951
Buildings 4,689 2,237 2,452
Leaseholds 1,039 486 553
Machinery and equipment 21,103 15,726 5,377
Office equipment 6,102 4,665 1,437
Construction in progress 798 - 798
$ 34,682 $ 23,114 $ 11,568
Amortization expense for the year is $2,696,000 (2007 - $1,777,000).
6. Long-term investments:
(@)  Equity investment-Moloney Electric Inc.:
2008 2007
Investment in Moloney Electric Inc. (45% of common shares owned) $ - $ 1,126
Retained earnings (deficit), beginning of year - 528
Share in net income for the year - 1,346
$ = $ 3,000

The Company sold its investment in Moloney Electric Inc. (“MEI") on January 7, 2008 (see Note 25).
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

(b)  Rental property investment-1159714 Ontario Inc.:
The consolidated financial statements include the Company's proportionate share of the revenue, expenses, assets and liabilities of
1159714 Ontario Inc. (the “Rental Property”).

2008 2007

Long-term notes receivable $ - $ 375
Investment (50% common shares owned) 520 520
Deficit, beginning of year (276) (330)
Share of income for the year 1,058 54
$ 1,302 $ 619

Total long-term investments $ 1,302 $ 3,619

In 2008, the Company sold certain properties within 1159714 Ontario Inc. (see Note 25).

7. Investment in properties:
The consolidated financial statements include the Company’s proportionate share (50%) of the revenue, expenses, assets and
liabilities of the co-tenancy called Glen Ewing Properties.

2008 2007
Assets:
Cash $ 10 $ 3
Investment in properties 1,044 1,044
$ 1,054 $ 1,047
Liabilities and deficiency:
Accounts payable and accrued liabilities $ (173) $ (159)
Environmental reserve, net of current portion (224) (224)
Accumulated deficit (1,247) (1,129)
$ (1,644) $ (1,512)
Cash provided by (used in):
Operations $ (118) $ (130)
Financing 125 120
Total increase (decrease) in cash $ 7 $ (10)

The investment in properties is stated at the lower of carrying amount and estimated net realizable value. The final realized value will
be dependent on the state of the real estate market and the approval of the residential rezoning. The proposed plan is in compliance
with the Official Plan of the Region of Halton.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

8. Note receivable:
The note receivable from MEI was repaid in full in conjunction with the sale of MEI (see Note 25).
9. Intangible assets:
2008 2007
Customer relationships $ 5,250 $ -
Other 42 -
5,292 -
Less accumulated amortization 353 -
$ 4,939 $ -

Amortization expense for the year is $353,000.

10.

Bank operating lines of credit:

In Quarter 4 of 2008, the Company completed a new financing arrangement with JP Morgan Chase Bank, N.A. for a U.S. $40,000,000
revolving credit facility. This financing aligns the Company’s Canadian and U.S. banking requirements, supports the hedging strategies,
provides financing for operational requirements and capital for strategic initiatives.

Under this banking facility, which matures on September 30, 2012, the Company has a U.S. $25,000,000 Canadian dollar equivalent
revolving credit line, and a U.S. $15,000,000 Canadian dollar equivalent delayed draw revolving credit line facility, which are both
unsecured. Interest on the revolving credit lines is dependent on certain financial ratios and ranges from Canadian bank prime rate
minus 0.50% to Canadian bank prime rate for the Canadian dollar denominated revolving credit lines or, if designated, the banks CDOR
rate +1.25% to 1.75% and from U.S. base rate less 1.00% to U.S. base rate minus 1.50% for the U.S. dollar denominated revolving
credit lines or, if designated, the banks LIBOR rate +1.25% to 1.75%. As at December 31, 2008, the Canadian dollar equivalent
outstanding under the Canadian revolving credit line and the U.S. revolving credit line was $2,151,000 and $4,322,000 respectively
(2007- $1,444,000 and $165,000).

Under the terms of the facility, the Company pays an unused line fee at rates ranging from 0.15% to 0.25% calculated monthly
in arrears, on the average daily un-borrowed portion of the credit facility.
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Notes to Consolidated Financial Statements

Year ended December 31, 2008 (tabular amounts in thousands of dollars)

11.  Long-term debt:

2008 2007
Term loans, secured by a first priority security interest in all existing and future
personal property:
Term loan of U.S. $nil (2007 - U.S. $79,700) repayable in monthly
payments of U.S. $5,817 plus interest at U.S. base rate less 0.50% to
U.S. base rate plus 0.25% $ - $ 80
Term loan repayable in monthly payments of $24,250 plus interest at
bank prime rate to bank prime rate plus 0.75% - 1,892
Term loan repayable in monthly payments of $23,250 plus interest
at bank prime rate to bank prime rate plus 0.75% - 418
- 2,390
Less current portion of long-term debt - 2,390
$ - $ -
Interest expense is comprised as follows:
2008 2007
Long-term debt $ 75 $ 172
Other 246 199
$ 321 $ 371

12.  Lease obligations:
The Company has entered into various non-cancelable operating leases. The future minimum lease payments for each of the five years
subsequent to December 31, 2008, are as follows:

2009 $ 1,781
2010 1,681
2011 1,416
2012 675
2013 541

$ 6,094
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Notes to Consolidated Financial Statements
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13.  Income taxes:
The Company's provision for income tax is comprised of the following:

2008 2007
Income taxes based on a combined Canadian federal and
provincial income tax rate of 42.00% (2007 - 43.12%) $ 13,176 $ 8,829
Increase (decrease) in income taxes resulting from:
Reduced rate for active business and manufacturing and processing (1,352) (695)
Lower income tax rate on income of foreign subsidiaries (1,162) (787)
Foreign exchange translation loss (gain) (1,480) 1,007
Permanent tax differences (380) (354)
Other (259) 73
Income tax expense $ 8,543 $ 8,073
The tax effect of temporary differences that give rise to significant portions of the
future tax assets and future tax liabilities at December 31, are presented below:
Current future tax asset:
Inventory provisions $ 340 $ 153
Accounts receivable, allowance for doubtful accounts 317 75
Investment tax credits (20) (8)
Accounts payable and accrued liabilities not deductible currently 371 275
Unrealized foreign exchange (gains) losses on forward exchange contracts 38 (7)
$ 1,046 $ 488
Long-term future tax asset:
Property, plant and equipment - differences in net book value
and undepreciated capital cost $ 66 $ 89
Long-term future tax liability:
Loss carryforwards $ - $ (16)
Property, plant and equipment - differences in net book value and
undepreciated capital cost 905 1,031
Intangible assets - differences in net book value and undepreciated capital cost 30 -
Equity investment - difference in net book value and tax basis 108 278
Accrued liabilities not currently deductible (127) (164)

$ 916 $ 1,129
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14.  Notes payable:
The notes payable are unsecured, non-interesting bearing, and are to be repaid in 2009.

15.  Share capital:

(@) Authorized:
Unlimited number of special shares, discretionary dividends, non-voting, redeemable and retractable
Unlimited number of Class A subordinate voting shares
Unlimited number of Class B common shares with four votes per share, convertible into Class A subordinate voting shares on a
one-for-one basis. Annual dividends on the Class B common shares may not exceed the annual dividends on the Class A subordinate
voting shares.

(b) Issued:

2008 2007
8,942,000 Class A shares (2007 - 8,726,000) $ 13,054 $ 10,843
2,778,300 Class B common shares (2007 - 2,778,300) 7 7
11,720,300 total Class A and B shares $ 13,061 $ 10,850

During the year 56,000 shares were issued upon exercise of stock options, resulting in cash proceeds of $116,000 and a transfer
of $52,000 from contributed surplus. 160,000 additional Class A shares with an assigned value of $2,043,000 were issued in
conjunction with the purchase of Delta Transformers Inc. ("DTI") (see Note 24).

(c)  Stock option plan:

The Company uses a stock option plan to attract and retain key employees, officers and directors. The shareholders have approved a
maximum of 800,000 Class A shares for issuance under the Stock Option Plan, with the maximum reserved for issuance to any one
person at 5% of the Class A shares outstanding calculated immediately prior to the time of the grant. As per the Stock Option Plan,
the Board of Directors may, at its sole discretion, determine the time during which the Options shall vest and the method of vesting,
or that no vesting restriction shall exist. The stock option exercise price is the price of the Company’s common shares on the Toronto
Stock Exchange at closing for the day prior to the grant date on which the Class A shares traded. The period during which an option
will be outstanding shall be seven years, or such other time fixed by the Board of directors, subject to earlier termination upon the
optionee ceasing to be a director, officer or employee of the Company. Options issued under the plan are non-transferable unless
specifically provided in the Stock Option plan. Any option granted, which is cancelled or terminated for any reason prior to exercise,
shall become available for future stock option grants.

57,500 options were granted and vested in 2008. Stock option compensation recognized and the amount credited to contributed
surplus during the year is $316,000 and relates to 2008 options granted and to options granted in prior years that vested during the
year. The maximum period for which these options can be outstanding is seven years. The weighted average fair value of the options
granted was $4.62. In 2007 no options were granted. The compensation expense recognized and amount credited to contributed
surplus in 2007 amounted to $40,000. The fair value of the options granted was calculated based on the following assumptions:

2008 2007
Expected volatility 47.0% -
Risk-free interest rate 3.8% -
Expected life in years 3 years -

Expected dividend yield 0.0% -
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Summary of the Plan as at December 31, 2008 and 2007:

2008 2007
Weighted Weighted
Number of average Number of average
options exercise price options exercise price
Outstanding, beginning of year 226,000 $ 3.15 295,000 $ 2.96
Granted 57,500 13.64 - -
Exercised 56,000 2.08 69,000 2.34
Cancelled 3,000 6.00 - -
Outstanding, end of year 224,500 $ 6.07 226,000 $ 3.15
Exercisable, end of year 202,500 $ 6.08 190,000 $ 2.62
Options outstanding and exercisable at December 31, 2008:
Options outstanding Options exercisable
Weighted
Range Number average Weighted Number Weighted
of of remaining average of average
exercise options contractual exercise options exercise
price outstanding life (years) price exercisable price
$ 1.93 104,000 3.6 $ 1.93 104,000 $ 1.93
6.00 63,000 4.9 6.00 41,000 6.00
13.64 57,500 6.2 13.64 57,500 13.64
$ 6.07 224,500 4.6 $ 6.08 202,500 $ 6.08
16.  Earnings per share:
The computations for basic and diluted earnings per share are as follows:
2008 2007
Net earnings $ 22,829 $ 12,403
Weighted average number of common shares outstanding during the year 11,709,180 11,483,884
Incremental shares issued from assumed exercise of stock options 94,777 166,069
11,803,957 11,649,953

Earnings per share:
Basic $ 1.95 $ 1.08
Diluted 1.93 1.06
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17.  Pension plans:

(@) Defined contribution plan:
The Company has defined contribution pension plans that are available to virtually all of its employees with eligible employee
contributions based on 2-5% of annual eamings. The Company's contribution of $741,000 (2007 - $591,000) matches the
employee contribution.

(b)  Defined benefit plan:
The Company maintains a contributory, defined pension plan covering all of its hourly employees in Baraboo, Wisconsin. The Company
measures its accrued pension benefit obligations and the fair value of plan assets for accounting purposes as at October 1 of each
year. The most recent actuarial valuation of the pension plan for funding purposes was as of August 1, 2008 and the next required
valuation is August 1, 2009.

Information about the Company’s defined benefit plan is as follows:

2008 2007
Accrued benefit obligation:
Balance, beginning of year $ (867) $ (1,034)
Interest cost (63) (50)
Benefits paid 52 45
Actuarial gain 44 19
Foreign exchange (218) 153
Balance, end of year $ (1,052) $ (867)
Plan assets:
Fair value, beginning of year $ 734 $ 837
Actual return on plan assets (43) 61
Employer contributions 39 8
Benefits paid (52) (45)
Foreign exchange 146 (127)
Fair value, end of year $ 824 $ 734
Unfunded status deficit $ (228) $ (133)
Unamortized net actuarial loss 198 107
Unrecognized prior service cost 1 3
Accrued pension benefit obligation $ (29) $ (23)

Included in the accrued benefit obligation and fair value of plan assets at year end are the following amounts in respect of the benefit plan
that are not fully funded as at December 31:

2008 2007
Accrued benefit obligation $ (1,052) $ (867)
Fair value of plan assets 824 734

Balance, end of year $ (228) $ (133)
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The significant actuarial assumptions adopted in measuring the Company's accrued benefit obligations are as follows (weighted-average
assumptions as of December 31):

2008 2007
Weighted average assumptions used to determine benefit obligations for years beginning:
Discount rate 6.25% 5.75%
Weighted average assumptions used to determine net periodic benefit cost for years ending:
Discount rate 5.75% 5.50%
Expected long-term rate of return on plan assets 6.75% 7.00%
The Company's plan consists of the following assets as at December 31:
Equity securities 17% 23%
Debt securities 80% 73%
Real estate 3% 4%
100% 100%
The Company's net pension plan expense is as follows:
2008 2007
Interest cost $ 63 $ 50
Expected return on plan assets (62) (51)
Amortization of net actuarial loss 3 2
Amortization of prior service costs 2 1
Foreign exchange 38 1
Net pension plan expense $ 44 $ 3
18.  Supplemental cash flow information:
2008 2007
Cash paid for interest $ 244 $ 252
Cash paid for income taxes 9,011 8,995
19.  Change in non-cash operating working capital:
2008 2007
Accounts receivable $ (13,129) $ (2,777)
Income taxes recoverable (64) (811)
Inventories (9,715) (2,632)
Prepaid expenses (41) 373
Accounts payable and accrued liabilities 5,457 1,318
Income taxes payable 385 (1,095)

$ (17,107) $ (5,624)
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20.  Segment disclosures:
The Company operates in a single operating segment, being a manufacturer of transformers.
The Company and its subsidiaries operate in Canada, the United States and Mexico. Inter-segment sales are made at fair market value.

Geographic segments 2008 2007
Sales:
Canada:
Sales to customers $ 84,996 $ 42,814
Inter-segment sales 59,722 49,834
United States and Mexico:
Sales to customers 141,362 117,792
Inter-segment sales 12,089 12,973
Eliminations (71,811) (62,807)
$ 226,358 $ 160,606

Earnings before other (income) expenses
and income taxes:

Canada $ 11,059 $ 6,812
United States and Mexico 18,673 12,763
$ 29,732 $ 19,575

Property, plant and equipment - net:

Canada $ 14,900 $ 8,034

United States and Mexico 6,755 3,534
$ 21,655 $ 11,568

Goodwill:

Canada $ 2,180 $ -

21.  Financial instruments:

(i) Fair value:
The carrying values of cash and cash equivalents, accounts receivable, note receivable, bank operating lines of credit, accounts
payable and accrued liabilities and notes payable approximate their fair value due to the relatively short period to maturity of the
instruments.

The carrying value of the Company’s long-term debt is comparable to its fair market value. Fair value has been calculated using the

estimated future cash flows of the actual outstanding debt instruments, discounted at current market rates available to the Company
for the same or similar instruments.

(ii)  Credit risk:
Credit risk arises from the possibility that the Company'’s customers may experience difficulty and be unable to fulfill their contractual
obligations. The Company manages this risk by applying credit procedures whereby analyses are performed to control the granting
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(iii)

(iv)

(v)

22.

23.
(a)

of credit to its customer based on their credit rating. As at December 31, 2008, the Company's accounts receivable are not subject
to significant concentrations of credit risk. The Company’s maximum exposure to credit risk associated with the Company's financial
instruments is limited to their carrying amount.

Interest rate risk:
Interest rate risk arises from the possibility that the value of, or cash flows related to, a financial instrument will fluctuate as a result
of changes in market interest rates.

Changes in market interest rates directly affect cash flows associated with the Company’s variable rate term loans and bank
operating lines of credit.

Long-term debt includes loans denominated in U.S. funds totaling U.S. $nil (2007 - U.S. $79,700), which may affect the amount
of principal and interest payments ultimately recorded.

Foreign currency risk:
The Company has a substantial number of transactions denominated in U.S. § and some transactions denominated in Mexican Pesos,
and is exposed to risk with respect to fluctuations in exchange rates between these currencies and the Canadian dollar.

The Company has entered into forward foreign exchange contracts in order to reduce the Company's exposure to changes in the
exchange rate of the U.S. dollar as compared to the Canadian dollar. At December 31, 2008, the Company had outstanding forward
foreign exchange contracts in the amount of U.S. $900,000 (2007 - U.S. $1,700,000) at rates ranging from 1.021 - 1.0825, (2007 -
0.9550 -1.045) with maturity dates ranging from January 2009 to June 2009. As at December 31, 2008 the Company has recognized
an unrealized loss of $123,000 (December 31, 2007 - unrealized gain of $23,000) representing the fair value of these forward foreign
exchange contracts.

As at December 31, 2008, accounts receivable include U.S. $20,813,000 (2007 - U.S. $14,797,000) and Mexican Pesos 19,148,000
(2007 - 8,142,000). Accounts payable include U.S. $13,986,000 (2007 - U.S. $12,380,000) and Mexican Pesos 6,988,000
(2007 - 6,647,000).

Liquidity risk:

Liquidity risk is the risk that the Company will not be able to meet its obligations as they become due. As at December 31, 2008 the
Company's budget and cash flow forecasts indicate it has and will generate sufficient cash flows to meet its obligations during 2009,
taking into consideration significant unusual transactions and commitments.

Selling, general and administrative:
Selling, general and administrative expense includes foreign exchange gains of $3,174,000 (2007 - losses of $2,088,000).

Contingent liabilities:

Moloney Properties (1159714 Ontario Inc.):

The Company and Hammond Manufacturing Company Limited each own 50% of the shares of 1159714 Ontario Inc., which in
turn owns the property at 213 Sterling Road, Toronto, occupied by MEI. The property has mineral oil contamination as well as some
PCB contamination although the source of such contamination (except for a spill in 1993 by MEI) has not been determined. The
contamination does not result from the normal operations of the Company and it appears to predate the Company's ownership of
the property. The source or sources may include adjoining properties. As indirect owner and occupier, the Company and Hammond
Manufacturing Company Limited may, without admitting any liability, have some responsibility to participate in the remediation of
the property and adjacent properties. In this regard, the Company received a complaint in 1994 from Toronto Hydro, as an adjoining
owner, to the effect that mineral oil and possibly PCB contaminants may have migrated to its property, which is an inactive substation.

47
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The Company has worked in conjunction with the Ontario Ministry of the Environment and with Toronto Hydro to remediate the
properties. The Company has continued to hold meetings with Toronto Hydro to discuss further remediation activities. 1159714
Ontario Inc. has established an environmental accrual of $32,000 related to current recovery, monitoring and reporting, at this
site. The Company continues to review further remediation activities. 1159714 Ontario Inc. will fund current recovery, monitoring,
professional fees and reporting, at this site through its rental income. The Stirling property is currently listed for sale or lease. No
determination as to the specifics of full remediation has been made, but the recovery period is expected to take several years.

(b)  Glen Ewing Properties:

The property at 2 Glen Road, Georgetown, Ontario is owned equally as a co-tenant with Hammond Manufacturing Company Limited
and any expenses or liabilities in respect of the property have been agreed to be shared equally. In January 2002, the two owners were
served with a statement of claim by an adjoining industrial property owner, in which the plaintiff has claimed damages in the amount
of $8 million for negligence, breach of warranty and other matters relating to alleged environmental contamination of the property.
The Company intends to vigorously defend the action if it proceeds. In 2004, the Company and Hammond Manufacturing Company
Limited served a counter-claim against the plaintiff in the amount of $8 million. Both claims, by agreement between the parties,
are in abeyance. The contamination does not result from the normal operations of the Company. The parties, under the direction of
the Ontario Ministry of the Environment, are in the process of undertaking a coordinated and shared investigation of the condition
of the property and remediation options. In 2008, although the exact approach for active remediation has not yet been finalized,
progress has been made with respect to a determination of remediation alternatives and estimates of related costs to the Company.
The Company has received and reviewed various quotations in regards to potential remediation activities that may be pursued. Based
on this information, a provision of $383,000 has been accrued at December 31, 2008 (December 31, 2007 - $383,000) for the
Company's portion of the estimated environmental remediation costs for this site, of which it is estimated $159,000 will be incurred
in the next 12 months and has been included in accounts payable and accrued liabilities.

Excluding the provision, HPS' share of ongoing legal and consulting costs pertaining to the Glen Road site incurred during the year,
described above, totaled $260,000, of which HPSI's share of these costs was $130,000 (2007 - $128,000).

24.  Business Acquisition:

Delta Transformers Inc.- Purchase of Assets
Pursuant to an asset purchase agreement entered into on November 27, 2007 and completed on February 4, 2008 the Company
acquired all of the assets used by and in connection with the transformer business of The Delta Group XFO Inc. and Delta Transformer
of Canada (1999) Ltd. (collectively, the “Delta Group”) effective January 1, 2008. The Company will operate as Delta Transformers
Inc., ("DTI") a wholly owned subsidiary of Hammond Power Solutions Inc. Delta Group’s transformer business is involved in the
design and manufacture of standard and custom dry type distribution and power transformers.

The following summarizes the cash consideration and the estimated fair value of the assets acquired and liabilities assumed at the
date of acquisition:
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Total purchase consideration is comprised of the following:

Cash $ 12,773
Common stock-HPS 2,043
Note payable 1,000
Transaction fees 342
Total purchase consideration $ 16,158

The allocation of the acquisition costs is as follows:

Accounts receivable $ 5,232
Inventory 5,150
Prepaid expenses 105
Property, machinery and equipment 3,622
Intangible assets-customer relationship 5,250
Goodwill 2,180
Accounts payable (5,381)
Fair value of assets acquired $ 16,158

The acquisition was accounted for using the purchase method whereby identifiable assets acquired and liabilities assumed were
recorded at their estimated fair value as of the date of acquisition. The excess of the purchase price over such fair value was recorded
as goodwill.

As at December 31, 2007, the Company had paid a $500,000 deposit and had deferred $37,000 of transaction costs associated
with the acquisition.

25.  Business Divestiture:
Sale of Equity Investment in Moloney Electric Inc / 1159714 Ontario Inc Property
On January 7, 2008, the Company completed the sale of its 45% interest in the operations (oil-filled distribution transformers) of ME
to Universal Power Transformer Private Limited. In addition, the Company also sold the Sackville, New Brunswick and Spruce Grove,
Alberta plants, which had been jointly owned with HMCL in 1159714 Ontario Inc., which were associated with the MEI operations.
The Sterling Rd., Toronto, Ontario plant continues to be held by 1159714 Ontario Inc. and is rented by Universal Power Transformer
Private Limited on a short-term basis.

Gross proceeds for the sale to Universal Power Transformer Private Limited was $7,727,000 derived from $6,027,000 for HPS's
equity interest in MEI and $1,700,000 for HPS's share of the related properties held in 1159714 Ontario Inc. This translates to HPS
in a book gain of $1,033,000 from MEI and a current tax provision of $182,000 as well as a net book gain of $1,053,000 from
1159714 Ontario Inc.

As at December 31, 2007, the Company had deferred $101,000 of transaction costs associated with the sale.
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26. Capital risk management:
The Company’s objective is to maintain a strong capital base so as to maintain investor, creditor and market confidence and to sustain
future business development. The Company includes cash and cash equivalents, debt and equity, comprising of issued common
shares, contributed surplus and retained earnings in the definition of capital. The Company is not subject to externally imposed capital
requirements and there has been no change with respect to the overall capital risk management strategy during the year ended
December 31, 2008.

27.  Financial risk management:
The Company is exposed to a variety of financial risks by virtue of its activities: market risk (including currency risk, credit risk and
interest rate risk) and liquidity risk. The overall risk management program focuses on the unpredictability of financial markets and
seeks to minimize potential adverse effects on financial performance.
Risk management is carried out by the finance department under guidance by the Board of Directors. This department identifies
and evaluates financial risks in close cooperation with management. The finance department is charged with the responsibility of
establishing controls and procedures to ensure that financial risks are mitigated.

28.  Currency risk:
The Company operates internationally and is exposed to foreign exchange risk from various currencies, primarily U.S. dollars. Foreign
exchange risk arises from purchase and Canada/U.S. cross border sales transactions as well as recognized financial assets and
liabilities denominated in foreign currencies. The Company manages its foreign exchange risk by having geographically diverse
manufacturing facilities; purchasing U.S. dollar raw materials in Canada, and foreign exchange contracts. The Company also monitors
forecasted cash flows in foreign currencies and attempts to mitigate the risk by entering into foreign exchange contracts. Foreign
exchange contracts are only entered into for the purposes of managing foreign exchange risk and not for speculative purposes.
Fluctuations in the U.S. dollar exchange rate could have a potentially significant impact on the Company's results from operations.
However, they would not impair or enhance the ability of the Company to pay its foreign currency-denominated expenses as such
items would be similarly affected.

29.  Sensitivity analysis:
A one cent decline in the Canadian dollar against the U.S dollar as at December 31, 2008 would have increased equity from U.S.
dollar Balance Sheet revaluation by $150,000 and increased net earnings by $98,000. This analysis assumes that all other variables,
in particular interest rates, remain constant. Inversely, a one cent increase in of the Canadian dollar against the U.S. dollar as at
December 31, 2008 would have had an equal but opposite effect.

30. Interest rate risk:

Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of changes in market interest
rates. Financial assets and financial liabilities with variable interest rates expose the Company to cash flow interest rate risk. The
Company's cash and cash equivalents include highly liquid investments that earn interest at market rates. The Company manages
its interest rate risk by maximizing the interest income earned on excess funds while maintaining the liquidity necessary to conduct
operations on a day-to-day basis. Fluctuations in market rates of interest do not have a significant impact on the Company’s results
of operations due to the low level of bank indebtedness. A 1% increase or decrease in interest rates as at December 31, 2008 would
increase or decrease net earnings by approximately $45,000.
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31.  Credit risk:
An increase in the allowance for doubtful trade accounts receivables of $741,000 (2007- decrease of $267,000) was recognized in
selling, general and administrative expenses. The aging of trade receivables at December 31, 2008 was as follows:

2008 2007
Gross Allowance Gross Allowance
Not past due $ 20,503 $ - $ 12,901 $ -
Past due 0-30 days 13,906 - 7,677 -
Past due 31-120 days 6,793 1,091 1,633 386
More than one year 45 45 9 9
Total $ 41,247 $ 1,136 $ 22,220 $ 395

32.  Liquidity risk:
Liquidity risk is the risk that the Company will not be able to meet its obligations as they fall due.
The Company manages its liquidity risk by forecasting cash flows from operations and anticipated investing and financing activities.
Senior Management is also actively involved in the review and approval of planned expenditures.

The following are the contractual maturities of the Company's financial liabilities:

Carrying

amount 1 year or less 1-2 years 2-5 years
Bank operating lines of credit $ 6,473 $ - $ - $ 6,473
Accounts payable and accrued liabilities 30,451 30,451 - -
Note payable 1,833 1,833 - -
Total $ 38,757 $ 32,284 - $ 6,473
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(in thousands of dollars except earnings per share)

Annual Information

2004 2005 2006 2007 2008
Sales 81,349 98,896 131,978 160,606 226,358
Earnings from operations 4,627 7,231 14,067 19,575 29,732
EBITDA 6,361 9,789 16,190 22,704 34,742
Net earnings 1,449 3,857 8,674 12,403 22,829
Total assets 40,760 45,260 57,688 70,264 110,891
Total liabilities 21,907 22,242 25,907 25,784 41,107
Total cash (debt) (10,387) (5,463) (180) 4,395 (4,100)
Cash provided from operations 5,042 4,280 7,661 7,611 6,254
Basic earnings per share 0.13 0.34 0.76 1.08 1.95
Diluted earnings per share 0.13 0.34 0.75 1.06 1.93
Quarterly Information
2007 2008
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Sales 40,226 41,178 40,995 38,207 48,356 54,936 57,940 65,126
Earnings from operations 5,707 4,656 4,108 5,104 5,347 5,983 6,567 11,835
EBITDA 6,316 5,562 5,096 5,730 8,338 6,954 7,379 12,071
Net earnings 3,584 3,121 2,983 2,715 5,120 3,623 4,335 9,751
Total assets 60,705 62,551 65,255 70,264 86,688 93,467 99,669 110,891
Total liabilities 25,297 23,846 23,508 25,784 34,688 37,811 39,645 41,107
Total cash (debt) (4,622) (2,607) (1,045) 4,395 (5,481)  (9,610)  (9,884) (4,100)
Cash provided (used) by operations ~ (4,133) 2,340 2,219 7,185 (2,824)  (2,179) 3,735 7,522
Basic earnings per share 0.31 0.27 0.26 0.24 0.44 0.31 0.37 0.83

Diluted earnings per share 0.31 0.27 0.26 0.22 0.43 0.30 0.37 0.83
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