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BLACKWATCH ENERGY SERVICES TRUST
MANAGEMENT’S DISCUSSION AND ANALYSIS AT NOVEMBER 6, 2008

This Management’s Discussion and Analysis (“MD&A”) of BlackWatch Energy Services Trust (the “Trust” or
“BlackWatch™) is a review of the financial condition and results of operations of the Trust and should be read in
conjunction with the consolidated financial statements for the three and nine months ended September 30, 2008.
Statements in this MD&A are based on information available as at November 6, 2008.  The definitions of certain
non-GAAP measures used within this MD&A have been included at the end of this MD&A. Readers should also
refer to the “Forward-Looking Statements” legal advisory at the end of this MD&A.

In certain circumstances the Trust has amended the presentation of historical information to provide more
meaningful comparative values for the period ended September 30, 2008. The consolidated financial statements
were prepared in accordance with Canadian generally accepted accounting principles (“GAAP”).

Additional information concerning the Trust, including the Annual Information Form, is filed electronically on
SEDAR and available at www.sedar.com.

OVERVIEW

The Trust was created on June 23, 2006, as an unincorporated open-ended investment trust under the laws of the
Province of Alberta pursuant to a Trust Indenture dated June 23, 2006. The principal undertaking of the Trust is to
engage in the oilfield services business. Operations commenced on August 4, 2006. On August 11, 2006, the Trust
completed its initial public offering and began trading on the Toronto Stock Exchange under the symbol BWT.UN.

The Trust is a diversified energy services trust which provides a range of services to its customers operating in the
western Canadian sedimentary basin (“WCSB”). Its services are currently provided through five operating
divisions. To increase focus and operational consistency, the five divisions are operating in two distinct segments,
one focused on downhole and reservoir services and the other on surface equipment and logistics including fluid
products and services.

Drilling

The drilling division operates ten modern, highly mobile truck mounted single drilling rigs and one telescopic
double pad rig. Of the ten single rigs, eight are capable of drilling to depths of up to 1,700 meters and two are
capable of drilling to 1,300 meters. Five of the rigs have integrated drilling air compression packages used for
underbalanced drilling. These rigs are also equipped with hydraulic top drive systems and hydraulic remote pipe
handling systems, both of which improve operational efficiency and provide improved safety for rig personnel. The
rig systems are of a modular design that is scalable to suit diverse well drilling programs. The telescopic double pad
rig is capable of drilling to depths of 3,400 meters. The rig is equipped with an AC electric power system, top drive
and a system that independently moves the rig between well heads while fully rigged up. The rig is also equipped
with an automated pipe handling system that improves operational efficiency and safety for rig personnel.

Downhole Services

During the third quarter 2008, the downhole services division operated three of the 13 coiled tubing units owned and
operated nine electric-line (“e-line”) units. The e-line units are used in the well completion process to deliver cased-
hole logging tools and perforating guns or to install mechanical plugs in well bores. The division is also engaged in
pipe recovery services that are used during downhole fishing operations and specializes in tubing conveyed
perforating. The division offers proprietary propellant services used in the perforation process. The e-line units are
based out of Red Deer and Grande Prairie, Alberta and provide services in Alberta and northeastern British
Columbia.

In October 2008 BlackWatch ceased the remaining coiled tubing operations and instituted a plan to sell the coiled
tubing assets not already held for sale. At September 30 the net book value of coiled tubing assets was $9.2 million.
Coiled tubing units were used to deploy and retrieve downhole tools such as plugs, valves, drill bits and fishing tools
or to circulate or place stimulation and/or clean out fluids or gases relating to the well completion or workover
process. In the second quarter of 2008 the Trust closed the Drumheller coiled tubing and swabbing location and the
Lloydminster coiled tubing location.
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Production Services

The production services division provides a range of services focused on the supply, storage, handling, treatment
and disposal of various oilfield fluid products. The division provides mobile storage systems, site access matting
and related transportation services to support the supply of its fluid products. The fluid products provided by the
division are used primarily in gas drilling and production operations for well completion, stimulation and workover.
The division dispatches and retrieves these fluid products as required for re-use, storage or disposal using a modern
fleet of vacuum trucks, hot oilers and tank trucks. These services are provided from the division’s operations center
in Drumheller, Alberta for gas well development activities in east-central and southern Alberta.

Rentals

Oil and gas exploration and production companies do not maintain the large assortment of oilfield equipment
necessary for drilling, completion and production operations. They generally rent much of the necessary equipment
for such operations. BlackWatch’s rental division maintains an inventory of rental equipment such as rig mats,
swamp matting, flare tanks, storage tanks, premix tanks, shale bins, flock tanks, invert systems and other equipment.
The rental division provides an array of transportation equipment to support the deployment of its rental equipment
fleet to client locations. Rental operations are conducted from dedicated bases in Valleyview and Sundre Alberta
and through other BlackWatch base locations as necessary. The division provides oilfield rental services to
operators in west-central and north-western Alberta.

Transport

The transport division operates a fleet of 25 heavy transport units providing a variety of oilfield hauling services,
including rig moving, heavy equipment transportation and specialized hauling. The fleet consists of: three mobile
crane units for loading and unloading pipe, casing and heavy equipment; six bed trucks which are used for off-road
heavy hauling such as positioning large rig pieces on well sites; and 16 winch tractors primarily used for highway
transportation of heavy equipment. The transport division conducts operations from bases in Vegreville and
Drumbheller Alberta and provides services primarily in eastern and northern Alberta.

SUMMARY FINANCIAL INFORMATION

($ thousands, except per Trust unit amounts) Quarter ended September 30 Nine Months ended September 30
2008 2007 2008 2007
Revenue from continuing operations $ 10,454 $ 9,798 $ 35,554 $ 36,077
Gross margin from continuing operations® $ 198 $ 767 $ 3,614 $ 1,182
Normalized EBITDAC * $ (888) $ 06| $ 630 $ (2,466)
Loss from continuing operations $ (4,397) $ 3.827)] $ (10,291) $ (23,506)
Per Trust unit - basic and diluted $ (0.13) $ 0.13)] $ (0.30) $ (0.90)
Funds from operations® $ (1,294) $ (1,057) $ (696) $ (5,583)
Per Trust unit - basic and diluted $ (0.04) $ 0.04) $ (0.02) $ (0.21)
Cash distributions declared per Trust unit $ - $ - $ - $ 0.065

! see definition within the Non-GAAP Measures section.

($ thousands) As at September 30, 2008 As at December 31, 2007
Total assets $ 77,788 $ 81,894

Debt and future capital obligations:

Current $ 43,511 $ 43,726
Long-term $ 242 $ 475
Unitholders' equity $ 26,773 $ 33,650
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In the quarter ended September 30, 2008 the Trust showed a larger loss from continuing operations and reduced cash
flow compared to the same period in 2007, on increased revenues. The increase in revenues occurred mainly in the
drilling, rentals and transportation divisions, offset by a significant decrease in downhole services revenue. The
reduction in gross margin from 8% to 2%, combined with higher administrative costs led to a significant decrease in
EBITDAC for the quarter. The decrease in gross margin related primarily to the drilling, downhole services and
transport divisions. All divisions continued to experience weak demand for energy services in 2007 and 2008,
greater competition among energy service providers and downward pricing pressures. See the Divisional Results
section for further details.

In the nine months ended September 30, 2008 the Trust showed a lower loss and a reduced negative cash flow
compared to the same period in 2007, on slightly lower revenues. The reduction in revenues reflects lower pricing
for services and flat industry activity levels in the period, with average industry drilling rig utilization of
approximately 40% in 2008, compared to 39% in 2007. The improvement in gross margin from 3% to 10%,
combined with lower administrative costs led to a significant improvement in EBITDAC for the nine month period.
The improved gross margin, which related primarily to the drilling division, was achieved through increased
utilization in the first quarter of 2008 and improved cost control. Other divisions continued to experience lower
demand for energy services and low prices.

Natural gas prices weakened during the quarter and these weaker prices combined with weaker crude oil prices
could have a significant negative effect on oil and gas industry activity in western Canada for the remainder of 2008
and into 2009.

In September 2008 BlackWatch completed the construction of a telescopic double pad rig (“Rig #11”) and the rig
began working under a take-or-pay contract with an intermediate oil and gas producer. The agreement provides for
a commitment of 200 days per year for two years. In October 2008 BlackWatch received the second of two $1.375
million payments required from the client under the take-or-pay contract, which amounts were used to partially fund
the completion of Rig #11. The rig commenced operations on September 28, 2008.

In October 2008 the Trust made the decision to shut down its remaining coiled tubing operations and has expanded
the program to dispose of the assets related to this business unit. In the nine months ended September 30, 2008
BlackWatch has sold three electric-line units, one swabbing unit and five coil tubing units for net proceeds of $4
million and various other assets for proceeds of $900,000. BlackWatch hopes to dispose of additional underutilized
assets in the coming months. The Trust intends to use the proceeds from these asset sales to pay down the senior
debt.

On November 6, 2008 the Board of Directors of the Trust approved a plan to convert the Trust to a corporation
pursuant to a plan of arrangement. The reorganization is subject to regulatory, stock exchange, unitholder and court
approval. The Trust will be seeking shareholder approval at a meeting to be held on December 23, 2008 with an
expected closing date for the reorganization of December 31, 2008. All of the members of the Board of Directors
and officers of the Trust will continue as directors and officers of the corporation. The reorganization will result in
the new corporation holding all the assets and business operations previously held and operated by the Trust and its
subsidiaries.
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RESULTS OF OPERATIONS

Three months ended September 30, Nine months ended September 30,
($ thousands) 2008 2007 2008 2007
Revenue from continuing operations 10,454 9,798 35,554 36,077
Operating Expenses
Labour 4,678 4,498 15,542 17,346
Fuel 1,111 788 3,463 2,740
Repairs and maintenance 730 583 2,870 3,305
Sub-contractors 786 556 2,155 2,065
Other 2,951 2,606 7,910 9,439
Expenses from continuing operations 10,256 9,031 31,940 34,895
Gross margin from continuing operations $ 198 $ 767 $ 3,614 $ 1,182

Quarter ended September 30, 2008

The third quarter of the year is typically a period of increasing activity as oil and gas companies begin to prepare for
their winter drilling programs. In the third quarter of 2008 industry drilling rig utilization rates averaged 46%, up
from 37% during the same period in 2007. The Trusts utilization rate for its drilling rigs in the third quarter was
23% (2007 — 10%). The increase in activity levels for the Trust is the result of an increased focus on sales. The
energy services industry continues to experience low demand, heavy competition for business and low prices,
contributing to the low margins in the quarter.

Operating expenses consist of wages and benefits of operating personnel, fuel, repairs and maintenance, sub-
contractors and other direct costs of the operating divisions. Operating expenses from continuing operations as a
percentage of revenue from continuing operations were 98% (2007 — 92%) in the quarter ended September 30, 2008.
Labour costs, which represent the most significant component of operating expenses, dropped from 46% of revenues
in the quarter ended September 30, 2007 to 45% in the third quarter of 2008 because of changes in fixed
compensation arrangements such as field bonus and guarantee arrangements within some of the operating divisions.

Fuel costs increased from 8% of revenues during the third quarter of 2007 to 11% in 2008, which reflects the
increase in the average price of gasoline and diesel fuel in 2008 compared to 2007. Subcontractor costs as a
percentage of revenue increased in 2008 to 8% (2007 — 6%). This occurred because of increased reliance on
contractors in the transport division. Repairs and maintenance remained consistent in the quarter ended September
30, 2008 compared to the same quarter in 2007. The Trust continues to focus repairs and maintenance efforts on
high utilization assets and improving its expenditure approvals procedures. Other operating costs increased from
27% of revenues in the quarter ended September 30, 2007 to 28% in 2008. These costs include field office and shop
lease costs, insurance, vehicle lease, materials and supplies, telephone and other communication costs, equipment
rentals and bad debt expense. This increase is the result of an increased provision for bad debts, provincial sales tax
reassessment and lease termination costs which were recorded in the third quarter of 2008.

Nine Months Ended September 30, 2008

Revenues from continuing operations for the nine months ended September 30, 2008 were $35.6 million, down
slightly from the revenue generated for the nine months ended September 30, 2007 of $36.1 million. The reduction
in revenues reflects lower pricing for services and relatively constant industry activity levels in the period, with
average industry drilling rig utilization of approximately 40% in 2008, compared to 39% in 2007.

Overall operating expenses from continuing operations as a percentage of revenue from continuing operations were
90% (2007 — 97%). Labour costs, which represent the most significant component of operating expenses, dropped
from 48% to 44% of revenue because of changes in field bonus and guarantee arrangements within some of the
operating divisions and reduction of staffing levels. Fuel costs increased from 8% of revenues in 2007 to 10% in
2008, which reflects an increase in the average price of gasoline and diesel fuel in 2008 compared to 2007.
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Subcontractor costs as a percentage of revenue remained consistent in 2008 compared to 2007. Repairs and
maintenance declined from 9% of revenues to 8% in 2008. In 2008 the Trust has continued to focus its repairs and
maintenance efforts on high utilization assets while demobilizing underutilized assets. Furthermore, management
has implemented strict cost controls and expenditure approvals for repairs and maintenance programs. These
controls, combined with the more robust preventative maintenance program, allowed the Trust to limit repairs and
maintenance expenses in the period and reduce unexpected repairs. Other operating costs declined from 26% of
revenues in 2007 to 22% in 2008. The decline from 2008 to 2007 primarily reflects the Trust’s focus on cost
controls and redeployment of personnel and equipment.

The overall reduction in operating costs as a percentage of revenues in the nine months ended September 30, 2008
compared to the same periods in 2007 primarily reflects the cost-cutting initiatives undertaken in the latter half of
2007.

DIVISIONAL RESULTS

($ thousands) For the quarter ended September 30, 2008
Downhole Production
Consolidated Drilling Services Transport Services Rentals

Revenue from continuing operations $ 10,454 $ 3359 $ 2,217 $ 1,769 $ 1,605 $ 1,504
Operating Expenses

Labour $ 4678 $ 1,877 $ 1,088 $ 597 $ 623 $ 493

Fuel 1,111 501 126 215 135 134

Repairs and maintenance 730 246 141 150 89 104

Sub-contractors 786 72 62 477 6 169

Other 2,951 655 1,305 283 442 266
Total operating expenses from continuing operations 10,256 3,351 2,722 1,722 1,295 1,166
Gross Margin from continuing operations $ 198 $ 8 $ (505) $ 47 $ 310 $ 338
($ thousands) For the quarter ended September 30, 2007

Downhole Production
Consolidated Drilling Services Transport Services Rentals

Revenue from continuing operations $ 9,798 $ 1,634 $ 3,724 $ 1546 $ 1,669 $ 1,225
Operating Expenses

Labour $ 4,498 $ 1,025 $ 1,754 $ 557 $ 650 $ 512

Fuel 788 170 187 166 141 124

Repairs and maintenance 583 148 193 69 99 74

Sub-contractors 556 40 94 262 6 154

Other 2,606 (54) 1,685 350 395 230
Total operating expenses from continuing operations 9,031 1,329 3,913 1,404 1,291 1,094
Gross Margin from continuing operations $ 767 $ 305 $ (189) $ 142 $ 378 $ 131
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($ thousands) For the Nine Months Ending September 30, 2008
Downhole Production
Consolidated Drilling Services Transport Services Rentals

Revenue from continuing operations $ 35554 $ 15718 $ 7299 $ 5,048 $ 3,548 $ 3,941
Operating Expenses

Labour $ 15,542 $ 6,788 $ 3,705 $ 1,818 $ 1,694 $ 1,537

Fuel 3,463 1,592 436 684 347 404

Repairs and maintenance 2,870 1,212 576 503 272 307

Sub-contractors 2,155 255 217 1,150 19 514

Other 7,910 2,008 3,528 818 890 666
Total operating expenses from continuing operations 31,940 11,855 8,462 4,973 3,222 3,428
Gross Margin from continuing operations $ 3614 $ 3863 $ (1,163) $ 75 $ 326 $ 513
($ thousands) For the Nine Months Ending September 30, 2007

Downhole Production
Consolidated Drilling Services Transport Services Rentals

Revenue from continuing operations $ 36,077 $ 8874 $ 13636 $ 5090 $ 4,217 $ 4,260
Operating Expenses

Labour $ 17,346 $ 4841 $ 6,975 $ 1,719 $ 2,121 $ 1,690

Fuel 2,740 670 815 534 363 358

Repairs and maintenance 3,305 1,158 1,146 435 268 298

Sub-contractors 2,065 109 360 995 72 529

Other 9,439 1,728 5,149 763 1,076 723
Total operating expenses from continuing operations 34,895 8,506 14,445 4,446 3,900 3,598
Gross Margin from continuing operations $ 1,182 $ 368 $ (809) $ 644 $ 317 $ 662

Quarter ended September 30, 2008
Contract Drilling

The drilling division generated revenues of $3.4 million during the third quarter of 2008 compared to $1.6 million
during the same period last year. Gross margin was $nil in 2008 compared to $305,000 in 2007. The increase in
revenue is the result of higher rig utilization of 23% in the quarter ended September 30, 2008, compared to 10% in
the quarter ended September 30, 2007. This low utilization reflects an extended period of wet weather in core
operating areas in both periods, which restricted the movement of equipment.

Labour costs for rig crews decreased to 56% of revenue in the three months ended September 30, 2008, compared to
63% in the same quarter of 2007. This decrease is the result of the fixed component of labour combined with
increased revenues. Fuel, as a percentage of revenue increased from 10% to 15%, reflecting the general increase in
fuel prices and increased travel. Repairs and maintenance as a percentage of revenue decreased from 9% in 2007 to
7% in as a result of the preventative maintenance program implemented in late 2007. Other expenses increased from
a credit of 3% of revenues in 2007 to 19% in 2008. The credit in 2007 related to a recovery of bad debt expenses and
when this recovery is removed from the results of 2007 other expenses are 24% of revenues from continuing
operations. The decrease occurred because costs such as insurance and communication costs decreased.

Downhole Services

In the third quarter of 2008 the downhole services division generated revenues of $2.2 million, compared to $3.7
million during the same quarter last year. $1.1 million of the decline relates to lower levels of industry activity and
demand for our e-line services and $400,000 relates to our coil tubing operations caused by declines in shallow gas
activity and the decision to scale back the coil tubing operations in the second quarter of 2008. Labour as a
percentage of revenue has increased from 47% in the quarter ended September 30, 2007 to 49% for the quarter
ended September 30, 2008. This increase is a result of lower revenues and a fixed labour cost component which is
required to maintain staffing of specialized personnel. Fuel costs as a percentage of revenues remain consistent
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between quarters as better cost controls, logistics management and reduced equipment utilization offset higher fuel
prices. Repairs and maintenance and subcontractor costs have remained consistent in the third quarter of 2008
compared to 2007. Other operating expenses as a percentage of revenue have increased from 45% in the quarter
ended September 30, 2007 to 59% in the quarter ended September 30, 2008. This increase is the result of an
additional expense for termination of a lease in Lloydminster, Alberta, reassessment of provincial sales tax and an
increased impairment provision for coiled tubing inventory.

Transportation

The transport division generated revenues of $1.8 million in the quarter ended September 30, 2008 compared to $1.5
million during the same quarter last year. In 2008 the transportation division expanded its customer base to include
more active oil and gas explorers which resulted in improved activity levels.

Labour costs were relatively constant at 34% of revenues (2007 — 36%). Fuel costs have increased to 12% (2007 —
11%) of revenues because of increased prices for gasoline and diesel fuel. Repairs and maintenance and other
expenses as a percentage of revenue decreased to 24% (2007 — 27%) as a lower provision for bad debts was
recorded in 2008 compared to 2007. Sub contractor costs as a percentage of revenue have increased from 17% in
the quarter ended September 30, 2007 to 27% for the quarter ended September 30, 2008 because subcontractors
were used to temporarily replace certain services required in the quarter. The increased activity within the transport
division also required more reliance on third party trucks for rig moves.

Production Services

During the third quarter of 2008 production services generated revenues of $1.6 million compared to $1.7 million
during the same period last year. Operating costs within the production services division were generally consistent
with 2007.

Rentals

The rental division generated revenues of $1.5 million in the quarter ended September 30, 2008, compared to $1.2
million during the same quarter last year. The increase in revenue is the result of increased industry activity in our
rental service areas and incremental revenue from rental assets purchased in the first quarter of 2008. Labour costs
decreased to 33% (2007 — 42%) as a percent of revenues primarily because of the large portion of fixed employee
costs. Fuel decreased to 9% (2007 — 10%) as a percentage of revenue because of a shift in the divisions product mix
from equipment hauling to equipment rentals. Repairs and maintenance, subcontractor and other costs have
remained consistent quarter over quarter.

Nine Months Ended September 30, 2008
Contract Drilling

The drilling division generated revenues of $15.7 million in the nine months ended September 30, 2008 versus $8.9
million in same period in 2007. Gross margin was $3.9 million in 2008 compared to $368,000 in 2007. The increase
in revenue is the result of a very active first quarter which saw industry average rig utilization of 56%. BlackWatch
operated ten rigs achieving an average utilization rate of 62% in this quarter. The rise in the average utilization rate
is a direct result of diversification of drilling services within the division. The addition of oil sands coring and
casing drilling services lifted total drilling days for the first quarter by 53% to 564 drilling days from the 369 drilling
days generated last year. This increased activity in the first quarter was partially offset by utilization of 3% in the
second quarter and 23% in the third quarter of 2008 because of wet weather in the core operating areas, which
restricted the movement of equipment.

Labour costs for rig crews decreased from 55% of revenues in 2008 to 43% in 2007. This decrease is the result of
reductions in fixed labour costs combined with higher revenues. Fuel, as a percentage of revenue increased from
8% to 10%, reflecting the general increase in fuel prices and increased travel. Repairs and maintenance decreased
by 5% for the nine months ended September 30, 2008 compared to the same period in 2007. Management has
implemented strict cost controls and expenditure approvals for repairs and maintenance programs. These controls,
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combined with the more robust preventative maintenance program, allowed the Trust to limit repairs and
maintenance expenses in the period and reduce unexpected repairs. Other expenses were $2 million in the nine
months ended September 30, 2008 compared to $1.7 million in the same period in 2007. The increase occurred
because variable costs such as equipment rentals, permits, communication and materials and supplies increased with
revenues, offset partially by reductions in insurance costs and bad debt provisions.

Downhole Services

In the nine months ended September 30, 2008 the downhole services division generated revenues of $7.3 million,
compared to $13.6 million during the same period last year. The reduction related primarily to a $4.2 million
reduction in coiled tubing revenues because of declines in shallow gas activity and the scaling back of coiled tubing
operations. E-line revenue decreased by approximately $1.9 million because of lower industry activity in our service
areas. Labour, Fuel, repairs and maintenance and sub contractor costs as a percentage of revenues remained
consistent between quarters as this reflects better cost controls, logistics management and reduced equipment
utilization. Other operating expenses as a percentage of revenue has increased from 38% in the nine month period
ended September 30, 2007 to 48% for the nine month period ended September 30, 2008 because of decreased
revenue and the fixed cost component of other costs.

Transportation

The transport division generated revenues of $5 million in the nine months ended September 30, 2008 compared to
$5.1 million during the same period last year.

Labour costs increased to 36% (2007 — 34%) of revenues primarily because of wage increases. Fuel costs have
increased to 14% (2007 — 10%) of revenues due to the increased price of gasoline and diesel fuel. Repairs and
maintenance and other expenses have remained constant. Sub contractor costs have increased from 20% of revenue
in the nine months ended September 30, 2007 to 23% in 2008 because subcontractors were used to temporarily
replace certain services required in the quarter. The increased activity within the transport division also required
more reliance on third party trucks for rig moves.

Production Services

Production services revenues decreased to $3.5 million from $4.2 million in the nine month period ended September
30, 2008 and 2007. This reduction reflects lower oilfield activity in our service area in 2008. All operating costs
within the production services division have remained generally consistent in 2008 compared to 2007.

Rentals

The rentals division generated revenues of $3.9 million in the nine months ended September 30, 2008, compared to
$4.3 million during the same period last year. The decrease in revenue is the result of greater competition among
energy service providers and lower prices in our service area. Fuel as a percentage of revenue is higher because of
higher fuel prices. All other operating costs within the rental division have remained generally consistent in 2008
compared to 2007.

Selling, General and Administrative Expenses

Three months ended September 30, Nine months ended September 30,
($ thousands, except where otherwise indicated) 2008 2007 2008 2007
Selling, general and administrative $ 1,096 $ 726 $ 3,026 $ 3,458
Percentage of revenue from continuing operations 10% 7% 9% 10%

All costs included in this caption are incurred at a corporate or head office level. Any support costs incurred directly
by the operating divisions are classified as operating expenses.
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In the quarter ended September 30, 2008 the Trust’s selling, general and administrative expenses (“SG&A”)
increased by 51% compared to the same quarter of 2007 and decreased by 12% for the nine months ended
September 30, 2008 compared with 2007. SG&A increased in the quarter due to advisory and professional fees
associated with strategic initiatives, which are not expected to repeat in the future. The reduction in SG&A for the
nine months ended September 30, 2008 was achieved through various rationalization initiatives implemented in the
latter half of 2007, including head count reductions, revisions to benefit programs, reduction in office space,
elimination of discretionary expenditures and reduction of outsourced services. BlackWatch is continuing these
initiatives although it is unlikely we will achieve the same year over year cost reductions in future periods.
Corporate office staff complement was reduced from an average of over 24 people at September 30, 2007 to 20
people at September 30, 2008.

Interest Expense on Debt

Three months ended September 30, Nine months ended September 30,
($ thousands) 2008 2007 2008 2007
Interest on debt $ 1,202 $ 1,123 $ 3,565 $ 3,061
Other interest and bank charges 420 278 1,550 691
Total interest expense $ 1,622 $ 1,401 $ 5115 $ 3,752

Quarter ended September 30, 2008

Interest in the quarter ended September 30, 2008 compared to September 30, 2007 has increased because of higher
interest rates. Interest rates have increased as the Trust has replaced a portion of debt drawn under the senior credit
facility with higher rate subordinated debt. The refinancing has increased the average blended interest rate of the
Trust by approximately 2%.

BlackWatch incurred interest on its senior credit facility of $351,000 (2007 - $1.1 million) in the quarter ended
September 30, 2008. The interest rate for this period was 7.375% (2007 — 8.625% - 8.875%). The Trust’s interest
rate increased from prime plus 1.125% to prime plus 2.625% under the terms of the amended credit facility that was
entered into on October 4", 2007. The prime lending rate remained at 3.00% in the quarter ended September 30,
2008.

In the quarter ended September 30, 2008 interest of $851,000 (2007 - $ nil) was incurred on the subordinated loan
which did not exist in the third quarter of 2007. Interest on the subordinated debt for the period was 15% and the
interest for the quarter was settled through the issuance of 1,575,342 Trust units on October 6, 2008. Interest on the
subordinated loan will be 15% in the fourth quarter of 2008.

Other bank charges and interest have increased in the quarter ended September 30, 2008 as a result of fees paid to
extend the senior credit facility and the subordinated loan facility. As well, the Trust has recorded accretion expense
of $99,000 (2007 - $ nil) related to the conversion feature on the subordinated debt.

Nine Months Ended September 30, 2008

Interest for the nine months ended September 30, 2008 increased from the same period in 2007 because of higher
interest costs partially offset by lower debt levels throughout period. The average blended interest rate on the
outstanding debt increased by approximately 3.4% because of the replacement of a portion of debt drawn under the
senior credit with the higher rate subordinated debt.

The Trust has incurred interest on its senior credit facility of $1.2 million (2007 - $3 million) in the nine months
ended September 30, 2008. The interest rate for this period ranged from 7.375% - 8.625% (2007 — 7.125% -
8.875%). The Trust’s interest rate increased from prime plus 1.125% to prime plus 2.625% under the terms of the
amended credit facility that was entered into on October 4™, 2007. The prime lending rate decreased from 4.25% to
3.00% in the nine months ended September 30, 2008.
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In the nine months ended September 30, 2008 interest of $2.4 million (2007 - $ nil) was incurred on the
subordinated loan, which did not exist in nine months ended September 30, 2007. Interest on the subordinated debt
for the period ranged from 12% - 15% and the interest for the period was settled through the issuance of 1,032,448
Trust units on April 3, 2008, 963,770 Trust units on July 7, 2008 and 1,575,342 Trust units on October 6, 2008.

Other bank charges and interest have increased in the nine months ended September 30 as a result of fees that were
paid to extend the subordinated loan facility and accretion expenses incurred for the conversion feature on the
subordinated debt.

Depreciation and Amortization

Three months ended September 30, Nine months ended September 30,
($ thousands) 2008 2007 2008 2007
Depreciation of capital assets $ 1814 $ 2,338 $ 5984 $ 7,341
Amortization of intangibles - 1,523 $ - 5,414
Depreciation and amortization $ 1814 $ 3,861 $ 5984 $ 12,755

Depreciation of capital assets has decreased by 22% and 18% in the three and nine months ended September 30,
2008 compared to the same periods in 2007. Depreciation has decreased because of the lower net book values at
September 30, 2008, reflecting 2007 depreciation and impairment charges. In addition depreciation within the
downhole services division is lower as assets classified as held for sale are no longer being depreciated.

INCOME TAXES

In June 2007, legislation concerning the taxation of certain publicly traded trusts was enacted. The new regime
imposes a tax of 31.5% on distributed trust income derived from certain sources beginning in 2011. As a result, the
Trust has calculated its future tax asset in the period ended September 30, 2008. The future tax liability related to
the excess of the net book value over related tax pools indicates a future tax liability of approximately $5.3 million,
which is offset by a future income tax asset of $10.2 million related to non-capital tax loss carryforwards and share
issue costs available to offset future income. The net future tax asset is not recorded because of the uncertainty of
future taxable income to realize the tax asset.

INVESTING ACTIVITIES
Capital Expenditures

Capital costs consist of either growth or maintenance expenditures. Maintenance capital expenditures reflect the
costs of replacing existing assets. Growth capital expenditures reflect investment costs to generate incremental
productive capacity.

e The $4.4 million of capital expenditures incurred during the quarter ended September 30, 2008 were
growth expenditures, primarily relating to the construction of a telescopic double drilling rig (“Rig #11).
The $7.3 million of capital expenditures incurred during the nine months ended September 30, 2008 were growth
expenditures, primarily consisting of:
e $5.7 million in the drilling division which relates to the construction of a telescopic double drilling rig
(“Rig #11) and coring related equipment.

e $1.1 million within the rental and production services division for the purchase of oilfield hauling
equipment, 148 flow back tanks and the construction of a new brine plant.

e $295,000 within the transport division for the purchase of a new winch truck and other transportation
related equipment

The Trust’s capital expenditures for the period ended were funded from operating cash flows and amounts drawn on
the senior credit facility.
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RELATED PARTY TRANSACTIONS

During the quarter ended September 30, 2008, the Trust incurred expenses of $117,000 (2007, $79,000) relating to
the rental of land, buildings and equipment owned by certain officers who are also unitholders of the Trust. The
Trust has incurred legal fees with a legal firm in which one of the Trust’s directors is a partner in the amount of
$210,000 (2007, $370,000). These fees relate to work completed on the credit facility, subordinated debt, annual
information form, and general corporate matters. Of these fees $210,000 (2007, $151,000) is included in accounts
payable as at September 30, 2008.

For the nine months ended September 30, 2008, the Trust incurred expenses of $355,000 (2007, $380,000) relating
to the rental of land, buildings and equipment owned by certain officers who are also unitholders of the Trust. The
Trust has incurred legal fees with a legal firm in which one of the Trust’s directors is a partner in the amount of
$319,000 (2007, $570,000). These fees relate to work completed on the credit facility, subordinated debt, annual
information form, and general corporate matters. On April 3, 2008 the Trust issued 1,032,448 units to settle interest
charges on subordinated debt for the first quarter and 947,062 units to settle the commitment fee associated with the
extension of the subordinated debt. On July 7, 2008 the Trust issued 963,770 units to settle interest charges on
subordinated debt for the second quarter. On October 6, 2008 the Trust issued 1,575,342 units to settle interest
charges on the subordinated debt for the third quarter. The agreement to issue these units was executed on March
31, 2008. See further details in Note 5 in the Consolidated Financial Statements. These transactions were completed
at exchange values which approximate fair values.

LIQUIDITY AND CAPITAL RESOURCES

As at September 30, 2008 the Trust had drawn approximately $20.7 million of its available $22.5 million syndicated
senior credit facility and had drawn $22.5 million under the subordinated loan. Additional debt of approximately
$582,000 is outstanding related to lease financing on capital equipment, which are subject to fixed interest rates.
See further details below within the Contractual Obligations and Commitments section. As at November 6, 2008
the Trust had drawn approximately $21.1 million on the senior credit facility. In the fourth quarter the Trust will
draw on the senior credit facility to fund working capital.

The Trust negotiated an extension of the subordinated loan to December 31, 2008. The total available under the
facility remains at $27.5 million, with the additional $5 million available, at the lender’s discretion, for capital
acquisitions.

A financial covenant under the senior credit agreement requires that Cumulative Adjusted EBITDA, less interest, tax
and lease payments, from January 1, 2008 shall be greater than zero at each quarter end. The Trust was not in
compliance with this covenant at September 30, 2008.

Funds from operations

Three months ended September 30, Nine months ended September 30,

($ thousands) 2008 2007 2008 2007
Income (loss) for the period from continuing operations $ (4,397) $ (3827 $ (10,291) $ (23,506)
Add: Depreciation and amortization 1,814 3,861 5,984 12,755
Add: Unit based compensation expense 65 - 252 46
Add: Future income tax expense - (1,417) - 4,566
Add: (Gain) loss on sale of equipment 3 - (402) -
Add: Write off of inventory - 70 - 70
Add: Non cash interest expense 851 - 2,365 -
Add: Amortization of financing charges 370 256 1,396 486
Funds from operations 3$ (1,294) $ (1,057)1 $ (696) $ (5,583)
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Earnings Before Interest, Depreciation and Amortization, Tax and Unit Compensation

Three months ended September 30, Nine months ended September 30,
($ thousands) 2008 2007 2008 2007
Loss from continuing operations $ (4,397) $ 3827 $ (10,291) $ (23,506)
Add: Depreciation and amortization 1,814 3,798 5,984 12,471
Add: Interest 1,622 1,401 5,115 3,752
Add: Unit compensation 65 - 268 46
Add: Income tax - (1,330) (65) 4,724
Add: Other income (expense) 5 64 21 47
Less: Gain (loss) on sale of equipment (3) - 402 -
EBITDAC from continuing operations $ (888) $ 106 $ 630 $ (2,466)

Energy service activity and demand remains uncertain in 2008, which may require BlackWatch to take further steps
over the coming months to maintain financial viability. BlackWatch must extend or refinance its senior and
subordinated debt at December 31, 2008. The Trust will continue to evaluate its cost structure to attempt to match it
to lower activity levels, limit its capital additions to those providing immediate cash flow and rationalize
underutilized or unprofitable assets.

In the nine months ended September 30, 2008, the Trust has incurred approximately $5.3 million of capital costs
relating to the construction of a telescopic double drilling rig (“Rig #11”), and received $2.75 million fee on the
associated take-or-pay contract. BlackWatch completed Rig #11 in the third quarter of 2008. BlackWatch funded the
completion of the rig with the fee received as part of the take-or-pay contract and by drawing on its senior credit
facility.

It is expected that funds from operations and the available capacity under the subordinated loan will be the primary
sources of funding for other future capital expenditures. The Trust made significant investments in new equipment
in 2006 and early 2007 so its fleet of equipment is relatively new. BlackWatch is planning limited capital
expenditures for the remainder of 2008, focused on accessing higher margin business and improving utilization of
existing assets.

For further details on the Trust’s liquidity see Distributions, Contractual Obligations and Commitments, Financial
Risks and Uncertainties and the Outlook sections below.

UNITHOLDERS’ CAPITAL
As of November 6, 2008 the Trust had issued 32,991,147 Class A Trust Units, 3,702,279 Class B Exchangeable

Units, 3,000,000 warrants for the purchase of Class A Trust Units and 1,927,000 options to purchase Class A Trust
Units.

On January 4, 2008 the Trust issued 792,271 units to settle $521,000 of interest accrued on the $22.5 million
subordinated loan during the period from October 4, 2007 to December 31, 2007.

On April 3, 2008 the Trust issued 1,032,448 million units to settle $673,000 interest accrued on the $22.5 million
subordinated loan for the period from January 1, 2008 to March 31, 2008 and 947,062 units to settle a commitment
fee associated with the extension of the subordinated loan.

On July 7, 2008 the Trust issued 963,770 units to settle $841,000 interest accrued on the $22.5 million subordinated
loan during the period from April 1, 2008 to June 30, 2008.

On October 6, 2008 the Trust issued 1,575,342 units to settle $851,000 interest accrued on the $22.5 million
subordinated loan during the period from July 1, 2008 to September 30, 2008.
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DISTRIBUTIONS
Standardized distributable cash is calculated as follows:

Three months ended September 30, Nine months ended September 30,
($ thousands) 2008 2007 2008 2007
Funds from operations $ (1,294) $ (1,057)] $ (696) $ (5,583)
Deduct:

Property, plant and equipment expenditures, net of proceeds from

disposals (1,225) (765) 305 (6,558)
Standardized distributable cash $ (2,519) $ (1,822)] $ (391) $ (12,141)

The Trust’s calculation of standardized distributable cash conforms, in all material respects, with the
recommendations of the Canadian Institute of Chartered Accountants publication Standardized Distributable Cash
in Income Trusts and other Flow-Through Entities: Guidance on Preparation and Disclosure. The Trust’s last
distribution paid to unitholders was February 2007.

CONTRACTUAL OBLIGATIONS AND COMMITMENTS

The Trust has various vehicle and equipment obligations under capital leases with interest rates ranging from non-
interest bearing to 14.2%. The leases have expiry dates ranging from October 2008 through November 2017.

The following table summarizes the amount of contractual obligations for each of the next five years:

($ thousands) Payments due by period

Contractual obligations Total 2008 2009 2010 2011 2012
Debt $43,171 $43171 $ - $ - $ - $ -
Capital lease obligations 582 97 296 139 50 -
Operating leases 4,593 505 1,615 1,322 815 336

Purchase obligations - - - - - -
Other long term obligations - - - - - -
Total contruactual obligations $48,346 $43,773 $ 1911 $ 1461 $ 865 $ 336

SUMMARY OF QUARTERLY RESULTS

($ thousands, except per Trust unit amounts) 2008 2007 2006

Q3 Q2 Q1 Q¥ Q3 Q2 QT Q4
Revenue from continuing operations $ 10454 $ 4,279 20,821 | $ 8,300 $ 9,795 $ 4,609 $ 21,656 $ 13,438
Gross margin from continuing operations $ 198 $  (2,290) 5,706 | $ (406) $ 767 $  (4,046) $ 4,464 $ 1,222

Selling, general and administrative expenses $ 1,096 $ 972 $ 958 | $ 974 $ 726 $ 1,225 $ 1,507 $ 1,598

Net income (loss) from continuing operations ~ $  (4,397) $ (6,644) $ 750 |$ (20,243) $ (3,827) $ (16505) $ (3,394)| $ (161,639)
Per Trust unit - basic $ (013) $ (019 $ 002|$ (065 $ (014 $ (067) $ (014 $  (654)
Per Trust unit - diluted $ 013) $  (019) $ 0.02|$ (065 $ (014 $ (067) $ (0.14) $  (6.54)

Funds from continuing operations $ (1,294 $ (3541) $ 4139|$ (1,598 $ (1057) $ (6431) $ 1,657 $  (1,132)
Per Trust unit - basic $ 0.04) $ (0.10) $ 013 $ 0.05) $ 0.04) $ 0.26) $ 0.07 $ (0.05)
Per Trust unit - diluted $ (004 $ (010) $ 013|$ (005 $ (004 $ (026) $ 007 $  (0.05)

Weighted average Trust units - basic 35,053 34,110 32,174 31,320 27,482 24,781 24,781 24,724

Weighted average Trust units - diluted 35,063 34,120 32,187 31,333 27,482 24,805 24,808 24,754

Trust units, end of period 36,692 35,118 34,154 32,174 29,499 24,781 24,781 24,781

' Revenue in Q1 and Q2 2007 include $182,000 and $34,000 which was generated by the pipeline construction division from other divisions of the Trust

“The Trust has revised the quarterly information that was previously reported in Q3 and Q4 2007 and Q1 2008 to properly reflect the sale of its pipeline construction division.
Previously all values for pipeline were recorded as adjustments to gross margin, net loss and funds from continuing operations in Q4 2007 and not broken out quarterly in
Q32007 and Q1 2008, as a result the year to date values are correct but the quarterly values were over or understated.

Variances between the quarters are primarily due to seasonality and a weakening of oil field services activity
throughout 2007. Traditionally, second quarter results are the weakest for oil and gas services companies (see
“Seasonality” below) and in 2007 and 2008 the sector experienced longer than normal spring breakup followed by
significant amounts of precipitation in June.
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SEASONALITY

The geographical region within which the Trust operates is subject to significant changes in activity levels as a result
of seasonal weather patterns. Historically oilfield service activities are higher in the first and fourth quarters of the
year, resulting in higher revenues in those periods. Spring weather, due to melting snow and rain, impacts the
accessibility of work sites because of road bans implemented to avoid damage to secondary roads. These conditions
are normally seen during the months of April and May; however, the timing and duration may vary. In addition, the
temperature conditions experienced within the winter season can impact the levels of service demand. Abnormally
cold or warm temperatures can affect the ability to perform work and, therefore, decrease activity and utilization
rates.

OFF-BALANCE SHEET ARRANGEMENTS
The Trust has not entered into any off-balance sheet arrangements as at September 30, 2008.
FINANCIAL INSTRUMENTS

Financial instruments of the Trust consist of accounts receivable, marketable securities, accounts payable and
accrued liabilities, obligations under capital lease and finance contracts and debt. There are no significant
differences between the net carrying value of these financial instruments and their fair value. The Trust is exposed
to credit risks on its accounts receivable because it grants credit to customers in the normal course of business. That
credit risk is concentrated because most accounts receivable are from entities in the oil and gas industry but, this risk
is mitigated to the extent possible by regular reviews of outstanding accounts receivable, monitoring of the financial
status of customers and termination of credit to customers with poor payment history.

The Trust is exposed to fluctuations in interest rates on its senior credit facility, which bears interest at floating rates.

FINANCIAL RISKS AND UNCERTAINTIES
Access to Financing

The Trust has senior debt of approximately $20.7 million and subordinated debt of $22.5 million outstanding as of
September 30, 2008. In August 2008 the Trust extended the maturity date of the senior debt and subordinated loan
to December 31, 2008. The maximum amount available under the senior credit facility was reduced to $22.5 million
and the EBITDA covenant was revised. The re-financing or extension of the maturity date of the senior debt and
subordinated loan are essential for the Trust to continue operations.

Customer Dependence

The top five customers of the Trust accounted for approximately 48% (2007 — 51%) of the reported revenues and its
largest customer accounted for 16% (2007 — 37%) of reported revenues in the third quarter of 2008. The top five
customers of the Trust accounted for approximately 42% (2007 — 47%) of the reported revenues and its largest
customer accounted for 18% (2007 — 28%) of reported revenues in the nine months ended September 30, 2008. The
Trust also has two (2007 — one) customers which account for greater then ten percent of revenues in the nine months
ended September 30, 2008. The Trust does not generally enter into long-term contracts with its customers and there
can be no assurance of continued relationships. The loss of one or more major customers, or any significant
reduction in services provided to a customer, prices paid or any other changes to the terms of services with
customers could have a material adverse effect on the Trust’s business, financial condition, results of operations and
cash flows.

Management regularly reviews the status of all outstanding aged accounts receivable. When it is determined that

there is evidence of non-collectability, management ensures that adequate provisions are made