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BLACKWATCH ENERGY SERVICES CORP.
MANAGEMENT’S DISCUSSION AND ANALYSIS AT MARCH 20, 2009

This Management’s Discussion and Analysis (“MD&A”) of BlackWatch Energy Services Corp. (the “Company” or
“BlackWatch™) is a review of the financial condition and results of operations of the Company and its predecessor
BlackWatch Energy Services Trust and should be read in conjunction with the consolidated financial statements for
the years ended December 31, 2008 and 2007. Statements in this MD&A are based on information available as at
March 20, 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 Company has amended the presentation of historical information to provide more
meaningful comparative values for the period ended December 31, 2008. The consolidated financial statements
were prepared in accordance with Canadian generally accepted accounting principles (“GAAP”) and all amounts
presented are denominated in Canadian dollars.

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

OVERVIEW

BlackWatch Energy Services Corp. (“NewCo”) was incorporated on October 14, 2008 as a wholly owned subsidiary
of BlackWatch Energy Services Trust (the “Trust™), a publicly traded, open-ended, unincorporated investment trust.
On December 31, 2008 the unitholders of the Trust exchanged their units for common shares of NewCo. (on a one-
for-one basis) as part of a plan of arrangement (the “Reorganization”). The plan of arrangement resulted in the Trust
becoming wholly owned by NewCo. These transactions are accounted for on a continuity of interest basis and
accordingly, the consolidated financial statements reflect the financial position, results of operations and cash flows
of NewCo consolidated with the Trust and all its acquired subsidiaries (the “Company” or “BlackWatch”) as if
NewCo had always held the units of the Trust and carried on the business formerly carried on by the Trust and its
subsidiaries. The Company trades on the Toronto Stock Exchange under the symbol BWT and provides a range of
oilfield services to customers operating in the western Canadian sedimentary basin.

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 increase 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, mechanical pipe handling system and a walking system that independently moves the rig between wells while
fully rigged up.

Downhole Services

The downhole services division operates nine electric-wireline (“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. The
division specializes in tubing conveyed perforating and 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 the second quarter of 2008 the Company closed the Drumheller coil tubing and swabbing location and the
Lloydminster coil tubing location and discontinued its coil tubing operation. In October 2008 BlackWatch ceased
the remaining coil tubing operations and instituted a plan to sell the coil tubing assets not already held for sale. At
December 31, 2008 the net book value of coiled tubing assets was $4.2 million. Coil 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.
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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 and recovery 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 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 Drumbheller, 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.

Transportation

The transportation division operates a fleet of 23 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 15 winch tractors primarily used for
highway transportation of heavy equipment. The transportation division conducts operations from bases in
Vegreville and Drumheller Alberta and provides services primarily in eastern and northern Alberta. In March the
Company ceased all operations related to its transportation division and has entered into an agreement to sell the
assets of this division, which is scheduled to close on or about April 30, 2009.

SUMMARY FINANCIAL INFORMATION

($ thousands, except per share unit amounts) Years ended December 31,
2008 2007

Revenue from continuing operations $ 46,231 $ 37,647
Gross margin from continuing operations® $ 7,097 $ 3,416
EBITDA" $ 2980 $ (1,016)
Loss from continuing operations $ (17,152) $ (33,483)
Per share unit - basic and diluted $ (0.50) $ (1.22)

! See definition within the Non-GAAP Measures section.
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($ thousands) As at December 31,
2008 2007
Total assets $ 64,437 $ 81,894

Debt and future capital obligations:

Current $ 42,907 $ 43,726
Long-term $ 189 $ 475
Shareholders' Equity $ 15,038 $ 33,650

In the year ended December 31, 2008 the Company increased revenues and showed a lower loss and improved cash
flow compared to 2007. The increase in revenues reflects higher utilization in our drilling division somewhat offset
by lower utilization in our downhole and production services divisions. The drilling division increased its utilization
from 17% in 2007 to 30% in 2008 whereas the industry activity levels in the same period remained flat, with
average industry drilling rig utilization of approximately 40% in 2008, compared to 39% in 2007. The improvement
in gross margin from 9% to 15%, combined with lower administrative costs led to a significant improvement in
EBITDA for year ended December 31, 2008. The improved gross margin, which related primarily to the drilling
division, was achieved through increased utilization throughout the year and reduced operating costs.

Natural gas and oil prices weakened significantly during the year and these weaker prices are having a negative
effect on oil and gas industry activity in western Canada in 2009. Falling commodity prices coupled with decreasing
global demand for oil and gas have caused many producers to scale back their 2009 capital budgets. This will reduce
the demand for oilfield services.

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 March and October 2008 BlackWatch received payments of
$1.375 million under the take-or-pay contract, which were used to partially fund the completion of Rig #11. The rig
commenced operations on September 28, 2008 and as of December 31, 2008 had worked for 85 days. In 2009 Rig
#11 has worked steadily and is scheduled to work through spring break up.

In October 2008 the Company made the decision to shut down its remaining coil tubing operations and has
expanded the program to dispose of the assets related to this business unit. See further details in Note 19 in the
Consolidated Financial Statements. In 2008 BlackWatch sold three electric-wireline units, two swabbing units, five
coil tubing units and various other assets for net proceeds of $4.9 million. BlackWatch plans to continue to dispose
of underutilized assets and use the proceeds from these asset sales to pay down the senior debt.

At December 31, 2008 the Company performed an impairment test of its property, plant and equipment, resulting in
a non-cash impairment charge of $10 million (2007 - $10.4 million). The impairment charge of $7 million was
recorded for the production services and rentals divisions and $3 million for the coil tubing assets which are not
operating and recorded as held for sale on the balance sheet.

Effective March 18, 2009 BlackWatch discontinued the operations of its transportation division. Management has
entered into an agreement to sell the transportation assets in April 2009. Proceeds from the disposition of the assets
will be used to reduce the senior debt. Previous initiatives to sell the division as a going concern were unsuccessful.
The truck fleet is aging and the financial results do not justify the significant maintenance capital investment
necessary to continue the business unit. Gross margin contributed by this division in 2008 was negative and the
discontinuance of operations is not expected to have a material negative effect on future cash flow from operations.
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RESULTS OF OPERATIONS
Years ended December 31,
($ thousands) 2008 2007

Revenue from continuing operations 46,231 37,647

Operating Expenses

Labour 19,425 16,361
Fuel 4,532 3,141
Repairs and maintenance 3,410 3,154
Sub-contractors 2,677 2,135
Other 9,090 9,440
Expenses from continuing operations 39,134 34,231
Gross margin from continuing operations $ 7,097 $ 3,416

Revenues from continuing operations for the year ended December 31, 2008 were $46.2 million. Representing an
increase of $8.6 million or 23% compared to the year ended December 31, 2007. The increase in revenues relates
primarily to the drilling division and was partially offset by a decrease in revenue in the downhole and production
services divisions.

Overall operating expenses from continuing operations as a percentage of revenue from continuing operations were
85% (2007 — 91%). Labour costs, which represent the most significant component of operating expenses, dropped
from 43% to 42% of revenue because of changes in field bonuses 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. Repairs
and maintenance declined from 8% of revenues to 7% in 2008. In 2008 the Company 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 Company to limit
repairs and maintenance expenses in the period and reduce unexpected repairs. Subcontractor costs as a percentage
of revenue remained consistent in 2008 compared to 2007. Other operating costs consist primarily of non-variable
costs, which have declined from 25% in 2007 to 20% in 2008 because of a decrease in insurance and vehicle lease
costs offset by an increase in bad debt expense.

The overall reduction in operating costs as a percentage of revenues in the year ended December 31, 2008 compared
to the same periods in 2007 primarily reflects the cost-cutting initiatives undertaken in the latter half of 2007 and
increased utilization in the drilling division.

DIVISIONAL RESULTS

($ thousands) For the Year Ended December 31, 2008
Downhole Production
Consolidated Drilling Services Transportation Services Rentals

Revenue from continuing operations $ 46,231 $ 22830 $ 6,702 $ 6,228 $ 5125 $ 5,346
Operating Expenses

Labour $ 19425 $ 9509 $ 3,372 $ 2,245 $ 2,224 $ 2,075

Fuel 4,532 2,364 342 839 460 527

Repairs and maintenance 3,410 1,515 394 723 345 433

Sub-contractors 2,677 382 135 1,441 22 697

Other 9,090 3,028 2,852 1,083 1,272 855
Total operating expenses from continuing operations $ 39,134 $ 16,798 $ 7,095 $ 6,331 $ 4323 % 4,587
Gross Margin from continuing operations $ 7,097 $ 6,032 $ (393) $ (103) $ 802 $ 759

Amounts above are shown after intercompany eliminations.
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($ thousands) For the year Ended December 31, 2007
Downhole Production
Consolidated Drilling Services Transportation Services Rentals
Revenue from continuing operations $ 37,647 $ 10,866 $ 9374 § 6,012 $ 5979 $ 5,416

Operating Expenses

Labour $ 16,361 $ 5030 $ 4195 $ 2195 § 2,780 $ 2,161
Fuel 3,141 1,023 394 704 542 478
Repairs and maintenance 3,154 1,391 482 517 354 410
Sub-contractors 2,135 116 112 1,103 7 727
Other 9,440 2,946 3,283 1,058 1,273 880
Total operating expenses from continuing operations $ 34,231 $ 10,506 $ 8,466 $ 5577 $ 5026 $ 4,656
Gross Margin from continuing operations $ 3416 $ 360 $ 908 $ 435 $ 953 $ 760

Amounts above are shown after intercompany eliminations.

Contract Drilling

The drilling division generated revenues of $22.8 million in the year ended December 31, 2008 compared to $10.9
million in 2007. Gross margin was $6 million in 2008 compared to $360,000 in 2007. Much of this 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. In addition BlackWatch was able to
increase its overall yearly utilization from 17% in 2007 to 30% in 2008. The rise in the average utilization rate is
primarily the result of diversification of drilling services within the division, increased operational efficiencies and
the addition of one telescopic double pad rig, which was completed in the third quarter of 2008 and operated
throughout most of the fourth quarter. The addition of oil sands related drilling and casing drilling services lifted
total drilling days for the first quarter by 53% to 564 drilling days from the 369 drilling days generated in 2007. The
addition of a telescopic double pad rig and improved operational performance contributed to an average utilization
of 32% in the fourth quarter. The increased activity in the first and fourth quarters of the year 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 46% of revenues in 2007 to 42% in 2008. This decrease is the result of
reductions in fixed labour costs combined with higher revenues. Fuel increased from 9% to 10% of revenue,
reflecting the general increase in fuel prices throughout most of the year. Repairs and maintenance decreased by 6%
for the year ended December 31, 2008 compared to the same period in 2007. Management implemented strict cost
controls and expenditure approvals for repairs and maintenance programs. These controls, combined with the more
robust preventative maintenance program and minimal repairs required on the new telescopic double pad rig,
allowed BlackWatch to limit repairs and maintenance expenses in the period and reduce unexpected repairs. Other
expenses remained consistent in the year ended December 31, 2008 compared with the same period in 2007.

Downhole Services

In the year ended December 31, 2008 the downhole services division generated revenues of $6.7 million, compared
to $9.4 million during the same period last year. The reduction in e-line revenue of approximately $2.7 million is the
result of lower industry activity in our service areas. Fuel, repairs and maintenance and sub contractor costs as a
percentage of revenues remained consistent between periods, which reflects better cost controls, logistics
management and reduced equipment utilization. Labour and other operating expenses as a percentage of revenue
have increased from 45% and 35% respectively in the year ended December 31, 2007 to 50% and 43% for the year
ended December 31, 2008. This increase is the result of decreased revenue and slower fixed cost reductions such as
salaries and vehicle leases within this division. The downhole services division requires a high degree of
specialization and as a result highly trained individuals are retained by BlackWatch throughout the year, which
makes a significant portion of labour costs non-variable.
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Transportation

The transportation division generated revenues of $6.2 million in the year ended December 31, 2008 compared to $6
million last year, reflecting consistent industry levels of drilling and other oilfield activities.

Labour and other costs as a percentage of revenue remained consistent in the year ended December 31, 2008
compared to the same period of 2007. Fuel costs have increased to 13% (2007 — 12%) of revenues due to the
increased price of gasoline and diesel fuel. Repairs and maintenance expenses have increased during the year due to
three unexpected repairs for accidents not covered by insurance. Sub contractor costs have increased from 18% of
revenue in the year ended December 31, 2007 to 23% in 2008 because subcontractors were used to temporarily
replace certain services during high utilization periods in the year.

Production Services

Production services revenue decreased to $5.1 million in 2008 compared to $6 million in 2007. This reflects lower
oilfield activity in our service area in 2008 because of reduced shallow gas drilling. Labour costs have decreased to
43% (2007 — 46%) of revenues due to the Company’s reduction of non-billable hours. Other costs have increased to
25% of revenues (2007 — 21%). This increase is due to higher product costs which have decreased the margins
received on product sales, partially offset by lower insurance, materials and supplies costs and a recovery of an
accounts receivable balance previously thought to be uncollectible. Fuel, repairs and maintenance and sub-contractor
costs within the production services division have remained generally consistent in 2008 compared to 2007.

Rentals

The rentals division revenue decreased to $5.3 million in 2008 compared to $5.4 million in 2007. Labour costs have
decreased to 39% (2007 — 40%) of revenues due to reductions in administrative head count and an increased
emphasis on reductions to non-billable hours. All other operating costs within the rental division have remained
generally consistent in 2008 compared to 2007.

Selling, General and Administrative Expenses

Years ended December 31,

($ thousands, except where otherwise indicated) 2008 2007
Selling, general and administrative $ 4,117 $ 4,432
Percentage of revenue from continuing operations 9% 12%

In the year ended December 31, 2008 the Company’s selling, general and administrative expenses (“SG&A”)
decreased by 7% compared to 2007. The decrease in SG&A 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. These cost deductions
were slightly offset by increases in advisory and professional fees associated with strategic initiatives and the
Company’s conversion from a trust to a corporation. BlackWatch is continuing to focus on cost minimization
initiatives. The corporate office was reduced from an average of 25 staff in 2007 to 20 in 2008.

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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Interest Expense on Debt

Years ended December 31,
($ thousands) 2008 2007
Interest on debt $ 4,764 $ 4,082
Other interest and bank charges 1,868 2,275
Total interest expense $ 6,632 $ 6,357

Interest for the year ended December 31, 2008 increased by 4% compared to the same period in 2007 because of
higher interest rates partially offset by lower debt levels throughout period. The average blended interest rate on the
outstanding debt increased to 11.1% in 2008 (2007 — 8.8%) because of the replacement of a portion of debt drawn
under the senior credit with the higher rate subordinated debt.

The Company has incurred interest on its senior credit facility of $1.5 million (2007 - $3.6 million) in the year ended
December 31, 2008. The interest rate for this period ranged from 6.125% - 8.625% (2007 — 7.125% - 8.625%). The
prime lending rate decreased from 5.75% to 3.50% in the year ended December 31, 2008.

The Company announced on January 22, 2009 that it had successfully extended its $22.5 million senior credit
facility and $22.5 million subordinated facility until June 1, 2009. Interest on the extended credit facility was set at
prime plus 5.5% and on the subordinated debt at 15%. An additional $5 million bulge facility was granted to
temporarily fund working capital, which bears interest at prime plus 1.25% and matures on June 1, 2009. As a result
of the extension the Company expects that cash interest costs in 2009 will be higher than in 2008.

In the year ended December 31, 2008 interest of $3.2 million (2007 - $521,000) was incurred on the subordinated
loan, which only existed for three months in the period ended December 31, 2007. Interest on the subordinated debt
for 2008 ranged from 12% - 15% and was settled through the issuance of 4,518,622 trust units in 2008 and
1,575,342 common shares in 2009 at the requirement of the senior lender. The trust units and common shares were
issued at the ten day weighted average price immediately proceeding the last day of the quarter. The agreement
provides that if the ten day average market share price is lower then $0.54/share, as was the case in the latter part of
the year, then interest is settled at $0.54/share.

Other interest and bank charges have increased in the year ended December 31, 2008 as a result of fees that were
paid to extend the senior and subordinated loan facility and expenses recorded as part of the conversion feature
related to the subordinated debt. See further details in Note 7ii in the Consolidated Financial Statements..

The Company paid an extension fee of $125,000 and is required to pay an additional exit fee of $250,000 if the
credit facility is not repaid in full by June 1, 2009. The Company can only draw funds under the bulge facility with
written consent of the subordinated lender, such consent not to be unreasonably withheld or delayed if such
drawdown is for working capital purposes. Consent is required from the subordinated lender as they have provided
the senior lender with a letter of credit securing the bulge facility.

A financial covenant under the senior credit agreement requires that Cumulative Adjusted EBITDA, less interest, tax
and lease payments, from January 1, 2008 must be greater than zero at each quarter end. The Company was not in
compliance with this covenant at December 31, 2008. However, the senior lender waived the covenant breach as
part of the January 21, 2009 extension
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Depreciation and Amortization

Years ended December 31,
($ thousands) 2008 2007
Depreciation of capital assets $ 7,701 $ 10,073
Amortization of intangibles - 6,744
Depreciation and amortization 7,701 16,817
Depreciation and amortization from discountinued operations 936 4,183
Depreciation and amortization from continuing operations $ 6,765 $ 12,634

Depreciation and amortization from continuing operations has decreased by 54% in the year ended December 31,
2008 compared to 2007. Depreciation has decreased because of the lower net book values at December 31, 2008,
reflecting depreciation and impairment charges in excess of additions. Amortization of intangibles in the current
year is nil as the entire balance was fully amortized as of December 31, 2007.

INCOME TAXES

After the Reorganization the Company is a taxable Canadian entity. As a result, the Company has estimated its
future tax position as at December 31, 2008. The excess of the net book value over related tax pools of property,
plant and equipment indicates a future tax liability of approximately $2.4 million, which is more then offset by a
future income tax asset of $10.3 million related to non-capital tax loss carry forwards and share issue costs available
to offset future taxable 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.

The $7.5 million (2007 - $8.1 million) of capital expenditures incurred during the year ended December 31, 2008
were growth expenditures, primarily consisting of:

e $6 million in the drilling division for: 1) completion of a telescopic double drilling rig (“Rig #11); and 2)
addition of certain coring related equipment.

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

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

The Company’s capital expenditures for the period ended December 31, 2008 were funded from operating cash
flows and amounts drawn on the senior credit facility.
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RELATED PARTY TRANSACTIONS

During 2008, the Company incurred expenses of $466,000 (2007, $462,000) relating to the rental of land, buildings
and equipment owned by certain officers who are also shareholders of the Company. In 2007, the Company incurred
expenses of $12,500 in the normal course of business related to accounting services performed by principals and
officers of the Company. The Company has incurred legal fees with a legal firm in which one of the Company’s
directors is a partner in the amount of $566,000 (2007, $496,000). These fees relate to work completed for strategic
initiatives, banking matters, corporate reorganization and general corporate matters. Of these fees $217,000 (2007,
$36,000) are included in accounts payable as at December 31, 2008. The amounts of these transactions were
completed at exchange values which approximate fair values.

The Company has also entered into a $22.5 million subordinated loan with an entity substantially owned by a
director. As at December 31, 2008 the outstanding balance of this loan is $22.5 million. Accrued interest of
$851,000 (2007 — $521,000) was outstanding as at December 31, 2008. Additionally, the subordinated lender has
provided the Company’s senior lender with a letter of credit securing the bulge facility, at no additional cost to the
Company. See further details in Note 20 in the Consolidated Financial Statements. These transactions were
completed at exchange values which approximate fair values.

LIQUIDITY AND CAPITAL RESOURCES

As at December 31, 2008 the Company had drawn approximately $20.1 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 $488,000 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 March
19, 2009 the Company had drawn approximately $21.7 million on the senior credit facility. In 2009 the Company
will draw on the senior credit and bulge facility to fund working capital increases. It is anticipated that any drawings
under this facility will be repaid in the second quarter as receivables are collected and working capital is reduced.

The Company announced on January 22, 2009 that it extended its $22.5 million senior credit facility and $22.5
million subordinated facility until June 1, 2009. Interest on the extended credit facility is prime plus 5.5% and 15%
on the subordinated debt. An additional $5 million bulge facility was granted to temporarily fund working capital
which bears interest at prime plus 1.25% and matures on June 1, 2009. The credit facility restricts capital
expenditures to no more than $250,000 in aggregate for the period of January 21, 2009 to June 1, 2009 without the
prior written consent of all of the Lenders, unless such capital expenditures are funded exclusively by the issuance of
equity securities of the Company, deeply subordinated debt or subordinated third party debt. The Company currently
has no plans to incur capital expenditures in excess of this limit.

Earnings Before Interest, Depreciation and Amortization, Tax and Unit Compensation

Years ended December 31,

($ thousands) 2008 2007
Loss from continuing operations $ (17,152) $ (33,483)
Add: Depreciation and amortization 6,765 12,634

Add: Impairment on property, plant and equipment 6,959 6,483

Add: Impairment on goodwill - 6,289

Add: Interest 6,632 6,357

Add: Unit compensation 246 93

Add: Income tax expense (recovery) (65) 169

Add: Other expense (income) (21) (30)
Add: Loss (gain) on sale of equipment (507) 472

Add: Unrealized foreign exchange loss 123

EBITDA from continuing operations $ 2980 $ (1,016)
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For the last two years the Company has not generated sufficient EBITDA to fully fund the interest on its senior and
subordinated debt. Continuing weak demand for energy services in western Canada increases the uncertainty as to
the Company’s ability to improve its financial performance and generate sufficient cash flow to service its debt
obligations and fund new capital investments. The Company’s weak financial results, combined with poor general
credit market conditions, make it uncertain that it will be able to renew its credit facilities beyond June 1, 2009, or
refinance the debt obligations.

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 Company made significant investments in new
equipment in 2006 and early 2007 so its fleet of equipment is relatively new. BlackWatch is planning very limited
capital expenditures in 2009, focused on accessing higher margin business and improving utilization of existing
assets.

For further details on the Company’s liquidity see Contractual Obligations and Commitments and the Outlook
sections below.

SHAREHOLDERS’ EQUITY

As of March 19, 2009 the Company had issued 38,453,953 common shares 3,000,000 warrants f