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CABO DRILLING CORP.
Management's Statement of Responsibility for Financial Reporting

October 28, 2008

The accompanying consolidated financial statements of Cabo Drilling Corp. have been prepared by
management within the framework of Canadian generally accepted accounting principles. The financial
information contained elsewhere in this report, including the Management’s Discussion and Analysis
("MD&A"), has been reviewed to ensure consistency with the financial statements.

Management has established a system of intemal controls to meet its responsibility for reliability and
accuracy of financial reporting based on the accounting principles summarized in the notes to the
consolidated financial statements. The Board of Direclors is responsible for ensuring that management
fulfills its responsibilities for financial reporting and is ultimately responsible for reviewing and approving
the consolidated financial statements. The Board caries out this responsibility primarily through the Audit
Committee and by meeting quarterly to review management's decisions, estimates and uncertainties.

The Audit Committee of the Board of Directors, composed of four independent directors, has reviewed
the consolidated financial statements with management and the external auditors. The Audit Committee
meets quarterly to review the consolidated financiai statements and the MD&A prior to their
recommendation for approval to the Board of Directors.

Morgan and Company Chartered Accountants, an independent firm of chartered accountants, has been
appointed as extemal auditors by the shareholders. They have audited the consolidated financial
statements and have had full and free access to the Audit Commitiee. Their report is attached herein.

/s/ JOHN A. VERSFELT . /s/CAL LUCYSHYN
John A, Versfelt Cal Lucyshyn
President and Chief Executive Officer Controller and Chief Financial Officer
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AUDITORS' REPORT

To the Shareholders of L -
‘Cabo Drilling Corp., . ‘ T -

We have audited the consolidated.balance sheets of Cabo Drilling Corp. as at June 30, 2008 and
2007, and the consolidated statements of operations and comprehensive income, cash flows, and
-—— shareholders’ equity.for-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 overali financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at June 30, 2008 and 2007, and the results of its operations
and its cash flows for the years then ended in accordance with Canadian generally accepted
accounting principles.

Vancouver, Canada "Morgan & Company”
October 28, 2008 Chartered Accountants
Tel: (604) 687-5841 MEMBER OF £.0. Box 10007 Pacific Centre
Fax; (604} 687-0075 Suite 1488 - 700 West Ceorgia Street
WWW.MOrgan-cas.com m Vancouver, B.C. V7Y 1A]



CABO DRILLING CORP.

Consolidated Balance Sheets

As at June 30 2008 2007
ASSETS
Current .
Cash and cash equivalents 785,261 422 337
Marketable securities 116,308 204,460
Accounts receivable 11,960,406 8,832,883
Prepaid expenses 400,994 286,729
Inventories 9,650,369 5,523,630
Future income tax assets (Note 8) 600,000 -
- 23,513,338 15,270,039
Property, plant and equipment {Note 4) 14,167,759 10,818,774
Long-term investmeant {Note 5) 685,714 878,082
Future income tax assets (Note 8) 330,000 -
$ 38,696,811 26,966,895
LIABILITIES
Current
Demand loans (Note 6) $ 5,125,449 2,414,819
Accounts payable and accrued liabilities 7,669,863 5,242,013
Uneamed revenue 2,572,522 2,656,579
Income tax payable 165,128 897,469
Current portion of long-term debt (Note 7) 700,101 787,509
16,233,063 11,998,389
Long-term debt {Note 7) 1,480,389 1,454,872
Future income tax liabilities (Note 8) 887,000 202,550
18,600,452 13,655,811
SHAREHOLDERS’ EQUITY

Share capital (Note 9) 29,287,865 25,492,761
Contributed surplus 1,892,032 1,880,117
Accumulated other comprehensive loss {494,497) (269,500)
Deficit - {10,589,041) (13,792,294}
o AT -"20,096,359 - 13,311,084
$ 38,696,811 $ 26,966,895

' Approved on behalf of the Board of Directors
. /&/ John A. Versfelf
/s/ Thomas G. Oliver

, Director

) Direétor

The accompanying notes are an integral part of these consolidated financial statements.



CABO DRILLING CORP.

Consolidated Statements of Operations and Comprehensive Income

For the years ended June 30 - -, 2008 2007
Revenue - $ 58,644,551 $ 38,444,608
Direct costs _ ' 44,901,828 . 28,977,612
Gross profit 13,742,723 9,466,996
Expenses
General and administrative . 7,284,564 5,523,157
Stock based compensation (Note 9) 19,639, 340,000 .,
Amortization 2,400,067 .. 1,686,511
" Interest income {6,953) J (15,867) .
Interest expense 392,804 255,515
- {Gain) loss on foreign exchange (105,138) 86,649
Other expense (income) 34,590 (32,437)
10,019,573 7.843,528
Income before other items and income taxes 3,723,150 1,623,468
Other items ' -
Gain on disposition of assets 228,258 15,188
Write down of resource properties - {50,956)
Income before income taxes 3,951,408 1,587,700
Income tax expense (recovery) (Note 8)
Current ) 993,703 933,670
Future (245,548) (272,468)
748,155 661,202
Net income for the year 3,203,253 926,498

Other comprehensive loss

Unrealized losses on available-for-sale financial assets e I
arising during the year - «. ., {224,997) {269,500)

Comprehensive income for the year $ 2,978,256 3 656,998

Earnings per share

Basic s 007 § 003

Diluted $ 007. % 003
Weighted average number of common shares

outstanding

Basic 46,411,400 35,716,804

Diluted 46,428,203 35,716,804

The accompanying notes are an integral part of these consolidated financial statements.



CABO DRILLING CORP.

Consolidated Statements of Cash Flows

For the years ended June 30 2008 2007
Cash flows from (used in) Operating Activities
Net income for the year $ 3,203,253 $ 926,498
{tems not involving cash;
Amortization 2,400,067 1,686,511
Gain on disposition of assets (228,258) (15,188)
Stock based compensation 19,639 340,000
Future income tax (245,548) (272,468)
_ : 5,149,153 2,665,353
Changes in non-cash working capital items (Note 12) (5,757,076) (2.130,915)
(607,923) 534,438
Cash flows from (used in) Investing Activities
Property, plant and equipment purchases (5,472,854) (4,098,487)
Proceeds from sale of assets 629,784 57,378
Purchase of long-term investments - (1,200,000)
{4,843,070) (5.241,109)
Cash flows from (used in} Financing Activities
Shares issued for cash 3,787,380 3,248,950
Share issue costs - {212,620}
Net increase in demand loans 2,710,630 1,371,616
Repayment of long-term debt {684,093) (900,194)
Additional long-term debt - 506,427
5,813,917 4,014,179
Increase {decrease} in cash and cash equivalents
during the year. 362,924 (692,492)
Cash and cash equivalents, beginning of year 422,337 1,114,829
Cash and cash equivalents, end of year . $. 785,261 $ 422,337

Supplementary cash flow information (Note 12)

_'_The accqmpaqying'notes are an integral part of these consolidated financial statements,

H
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CABO DRILLING CORP. R T
Notes to Consolidated Financial Statements » < -,
June 30, 2008 and 2007

1.

NATURE OF OPERATIONS : b

Cabo Drilling Corp. (*Cabo’, the “Company”), a Canadian company incorporated in British Columbia,
Canada, and continued under the Yukon Business Corporations Act, provides contract diamond
drifling services to companies involved in mining and mineral exploration.

Cabo provides contract drilling services which include surface and underground coring, directional,
reverse circulation-and geotechnical driling. These operations are performed by the following wholly-
owned subsidiaries: the Cabo Drilling (Ontario) Corp., the Cabo Drilling {Atfantic} group, the Stratacan
group, the Cabo Drilling (Pacific) group, Forages Cabo Inc., Cabo Dnllmg de Mexico, SA de CV,
Cabo Drilling Spain, SL, and Cabo Drilling (Panama) Corp.

ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles (“GAAP") and include the following significant accounting policies:

a) Consolidation

These consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiaries. All material inter-company transactions and balances have been eliminated.

b) Cash and cash equivalents

Cash and cash equivalents consist of cash and short term deposits with maturities of less than
ninety days.

¢} Marketable securities and long-term investment

In accordance with the recommendations of section 3855 “Financial Instruments — Recognition
and Measurement” of the Canadian Institute of Chartered Accountants (“CICA”) Handbook, the
Company- has designated its- markelable securities and long-term investment, comprising of
shares listed on a recognized stock exchange, as available-for-sale securities and reports them at
fair value. The amounts. by which fair.values for these securilies. differ from written down cost
represent unrealized gains and losses and are recognized in other comprehensive income (loss).
All realized gains and losses are recognized in net income (loss) in the period of disposition. The
fair value of these securities is market value. The market value of publicly traded securities is
based on quoted market prices,

d) Inventories

In#entories are comprised of spare par{s and.operating supplies for drilling, field equipment, and
work-in-progress. Work-in-progress is comprised of equipment and personnel mobilization and
de-mobilization costs segregated for specific projects and incurred prior to contract completion.

Work in progress and inventories are recorded at the lower of cost and net.realizable value. Net
realizable value on inventories is measured by replacement cost at the financial reporting date.
Cosl of work in progress is determined by specific identification of individual costs including
charges for labour, supplies and overhead using lhe standard cost method. The cost of
inventories is determined using the weighted average cost formula.



CABO DRILLING CORP. | S R

Notes to Consolidated Financial Statements

June 30, 2008 and 2007

2. ACCOUNTING POLICIES (continued)

|"

e)

g)

2

Property, plant and equipment =~ .~
Property, plant and equipment is recorded at cost less accumulated amortization. Amortization is
provided using the straight-line method at the following rates:

' Amortization Rate "
* Parking lot A 8% ‘

Buildings ' ‘ ' - 5% )
Computer & office equipment - T 30% <.
Software 20%
Vehicle & equipment 20%
Drilling & field equipment 15%

Costs incurred to repair or maintain property, plant and equipment are expensed as incurred.
Assets under capital lease are amortized according to the classification of the specific assets
using the above rates.

Financial instruments — Recognition and measurement

The Company classifies all financial instruments as held-to-maturity, available-for-sale, held-for-
trading or loans and receivables. Financial assets classified as held-to-maturity, loans and other
receivables, and financial liabilities other than those held for trading are measured at amortized cost.
Available-for-sale financial instruments are measured at fair value with unrealized gains and losses
recorded in other comprehensive income. Instruments classified as held-for-trading are measured at
fair value with unrealized gains and losses recognized in the statement of operations for the period.

Revenue recognition

Revenues from drilling contracts are recogn:zed on the basis of actual metres/footage drilled for
each contract. Revenues from ancillary services ‘are recorded when the services are rendered.

" Provision for estimated losses on uncompleted contracts is made in the period in which such

losses are determined. Contract prepayments and amounts pre-billed for mobilization and de-
mobilization equipment® and personnet moves are deferred to uneamed revenue until
performance is accomptlshed B TR S

- . f S, o [ A B

Use of estimatas
The preparation of consolidated financial statements in accordance with Canadian generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities at the date of the financial statements, and
the reported amounts of revenues and expenses during the reporting period. Actual results could

“differ from management estlmates as addmonal mfonnatmn becomes available in the future.

Slgnlﬁcam areas requiring the use of management estlmates relate to the useful lives of property,
plant and equipment for amortization purposes, inventory valuation, determination of income and
other taxes, assumptions used in compilation of stock-based compensatlon and amounts
reeorded as'accrued I|ab;|mes

ot




CABO DRILLING CORP.

Notes to Consolidated Financial Statements

June 30, 2008 and 2007

2. ACCOUNTING POLICIES {continued) : o

i)

i

k)

Ncen-monetary transactions

Shares of the Company issued for non-monetary consideration are valued at the quoted market
price per share at the close of trading on the date of the agreement or completion of the
transaction except for those circumstances where, in the opinion of the Company and due to the
nature of the transaction, the trading price does not fairly represent the value of the transactions.
In those circumstances, the value of the shares is determined based on the estimated fair value
of the consideration received.

Foreign currency translation -

Transactions in foreign cumencies and financial statements of .integ"rated subsidiaries are

translated using the temporal method as follows: .

+ Monetary assets and liabilities at the rate prevailing at the balance sheet date.

+ Non-monetary assets and liabilities at historical rates.

» Revenue and expenses at the average rate in effect during the year.

s Exchange gains or losses are recorded in the consolidated statements of operations and
- comprehensive income.

Income taxes

Income taxes are calculated using the asset and liability method of accounting. Under this
method, current income taxes are recognized for the estimated income taxes payable for the
current period. Future income tax assets and liabilities are determined based on differences
between the financial reporting and tax bases of assets and liabilities, and are measured using
the substantially enacted tax rates and laws that will be in effect when the differences are
expected to reverse. A valuation allowance is provided to the extent that future income tax
benefits are not likely to be realized.

Earnings per share

‘Basic eamings per share are computed by dividing net income by the weighted average number

., of common shares outstanding during the year. Shares issued during the year are weighted for

m)

.the portion of the year that they were cutstanding. Diluted eamings per share are computed
-gimilar to basic earnings per share excepi that the weighted average number of shares

outstanding is increased to include additional shares from the assumed exercise of stock options
and warmants, if dilutive. The number of additional shares is calculated by assuming that
outstanding stock options and warrants were exercised and that the proceeds from such
exercises were used o acquire shares of common stock at the average market price during the
year. ' R B

Share capital . . " :
i) Non-monetary consideration

Shares, agent's warrants, stock options and other equity instrurher{is issued as purchase
consideration in non-monetary transactions are recorded at fair value determined by
management using the Black-Scholes option pricing model. -The fair value of the shares
issued is based on the trading price of those shares on the TSX Venture Exchange (*TSX.V")

on the date of the agreement to issue shares as determined by the Board of Direclors.

10



CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

2. ACCOUNTING POLICIES (continued)

m) Share capital {continued)

iy Stock based compensation
. ' + ¥ A

The Company measures the cost of the service received for all stock options made to
consultants, employees ‘and directors based on an estimate of fair value at the date of grant.

- The Company uses the Black-Scholes option pricing model to estimate the fair value of each
stock option at the date of grant. Stock options which vest’ tmmedlately are recorded at the
date of grant. Stock options that vest over time are recorded over the vesting period using
the straight line method. Stock options issued 1o outside consuiltants that vest over time are
valued at the grant date and subsequently re-valued on each vesting date. Stock based
compensation is recogmzed as expense with a corresponding increase in contributed
surplus. On exercise of the stock option, consideration received and the estimated fair value
previously recorded in contributed surplus is recorded as share capital.

iii) Share issue costs

Costs directly identifiable with the raising of share capital financing are charged against share
capital. Share issue costs incurred in advance of share subscriptions are recorded as non-
current deferred assets. Share issue costs related to uncompleted share subscriptions are
charged to operations.

iv) Fair value of warrants

Proceeds from unit placements are allocated between shares and warrants issued according
to their relative fair value using the residual method to determine the fair value of warrants
issued. The value of warrants issued to brokers is determined by using the Black-Scholes
model. :

Variable interest entities

The CICA issued Accounting Guidelines: 15, :"Consolidation of- Variable Interest Entities”, to
provide accounting guidance related to variable: interest entities :("VIE™). A VIE exists when the
entity's equity investment-is -at'risk. When:a:VIE is determined:to exist, the guidance requires the
VIE to be consolidated by the primary beneﬁcraly ‘As at June .30, 2008 and ‘2007 the Company
has determlned that it does notlhave a pnmary beneﬁclary mterest |n VIE PAUIME L

Comprehansive income T e NI

Effective July 1, 20086, the Company adopted CICA Handbook Sectlon 1530, whrch estabhshes
standards for reporting and presenting comprehensive income, defined as the change in equity
from transactions and other events from non-owner sources. Accordingly, :a new consolidated
stalement of operations and comprehensive income now forms part of the Company's
consolidated financial statements and displays current period .net income and other
comprehensive loss. Other comprehensive loss consists of unrealized losses on available-for-
sale financial assets. The cumulative changes in other .comprehensive loss' are included in

" accumulated other comprehensive loss, whlch is a new category within shareholders equity in

the consondaled baiance sheet. .12 - :

1




CABO DRILLING CORP. . e
Notes to Consolidated Financial Statements .
June 30, 2008 and 2007

2. ACCOUNTING POLICIES (continued)
p) Comparative figures

~ Certain prior year's comparative numbers have been reclassified to conform to current year's
financial statement presentation.

3. CHANGES IN ACCOUNTING POLICIES
a) Inventory

In June 2007, the CICA issued Section 3031, “Inventories”, which requires inventory to be
measured at the lower of cosl and net realizable value and which includes guidance on the
determination of cost, including allocation of ‘overheads and other costs 10 inventory. Further, it
requires the reversal of previous write-downs to net realizable value when the economic
circumstances have changed to support an increased inventory value. This standard is effective
for fiscal years beginning on or after January 1, 2008. The Company is in the process of
evaluating the impact of this standard.

b) Financial instruments — Disclosures and presentation

in March 2007, the CICA issued Section 3862, “Financial Instruments — Disclosures”, and Section
3863, “Financial instruments — Presentation”, which logether comprise a complete set of
disclosure and presentation requirements that revise and enhance current disclosure requirements
for financial instruments. These sections apply to interim and annual financial statements relating
to fiscal years beginning on or after October 1, 2007. Section 3862 requires disclosure of
additional detail by financial asset and liability categories. Section 3863 establishes standards for
presentation of financial instruments and non-financial derivatives. It deals with the classification of
financial instruments, from the perspective of the issuer, between liabilities and equity, the
classification of related interest, dividends, losses and gains, and the circumstances in which
financial assets and financial liabilities are offset. Effective June 30, 2008, the Company
implemented these disclosures, although the adoption of these sections did not impact the
Company.. . .. WL )
c} Accountingchanges. . .. .. . .

Effective July 1, 2007, the Company adopted Section 1506, “Accounting Changes”, which
establishes criteria for changing accounting policies, together with the accounting treatment and
disclosure of changes in accounting policies, changes in accounting estimates and the correction
of errors. The disclosure is to include, on an interim and annual basis, a description and the
impact on the Company of any new primary source of GAAP that has been issued but is not yet
effective. The impact that the adoption of Section 1506 will have on the Company’s results of
operations and financial condition will depend on the nature of future accounting changes.

12



CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

3. CHANGES IN ACCOUNTING POLICIES {continued)

d) Accounting pelicy cheice for transaction costs

On’' June’ 1, 2007, ‘the Emerging Issues Committee of the CICA issued Abstract No. 166,
“Accounting Policy Choice for Transaction Costs”™ (“EIC-166"). This EIC addresses the
accounting policy choice of expensing or adding transaction costs related to the acquisition of
financial assets and financial liabilities that are classified as other than  held-for-trading.
Specifically, it requires that the same accounting policy choice be applied to all similar financial
instruments classified as other than held-for-trading, but permits a different policy choice for
financial instruments that are not similar. The Company has adopted EIC-166 effective June 30,
2008, which requires retroactive application to all transaction costs accounted for in accordance
with CICA Handbook Section 3855, “Financial Instruments — Recognition and Measurement”.
The Company has evaluated the impact of EIC-166 and determmed that no adjustments are
currently required.

Capital disclosures

The CICA issued a new accounting standard, Section 1535, “Capital Disclosures”, which requires
the disclosure of both qualitative and quantitative information that provides users of financial
statements with information to evatuate the entity's objectives, policies and processes for
managing capital. This new section will be effective for the Company beginning July 1, 2008,

The Company is currently assessing the impact of the above new accounting standards on the
Company’s financial positions and results of operations.

International Financial Reporting Standards (“IFRS")

In 2006, the Canadian Accounting Standards Board (“AcSB") published a new strategic plan that
will significantly affect financial reporting requirements for Canadian companies. The AcSB
strategic plan outlines the convergence of Canadian GAAP with IFRS over an expected five year
transitional period. In February 2008, the AcSB announced that 2011 is the changeover date for
publicly-listed companies to use IFRS, replacing Canada's own GAAP. The date is for interim and
annual financial statements relating to fiscal years beginning on or after January 1, 2011 will
require the restatement for comparative purposes of amounts reported by the Company for the
year ended December 31, 2010. While the Company has begun assessing the addption of IFRS
for 2011, the financial reportmg lmpact of the transmon to IFRS cannot be reasonabiy estlmated

at'this time. ' . -

J ' : v

13



CABO DRILLING CORP.

Notes to Consolidated Financial Statements

June 30, 2008 and 2007

4. PROPERTY, PLANT AND EQUIPMENT

. 2008 - 2007

Cost  Accumulated Net Book Cost  Accumulated Net Book

Amortlzation Value Amorization Value

Land $ 144245 § - % 144246 [ 8 144246 3 - § 144246

Parking lot 41,788 7,712 34,076 37,374 4,148 33.226

Buildings 1,028,609 147,749 880,860 869,874 99,875 769,999
Computer & office

equipment 515,410 352,685 162,725 402,119 236,223 165,896

Software 240,919 82,881 158,038 195,807 70611 125,196

Vehidle & equipment 1,705,249 618,427 1,086,822 1,488,156 437,921 1,050,235

Drilling & field equipment 13,553,690 3,683,906 9,869,784 9,781,529 2,275,186 7,506,343

Assets under capital lease 2,262,165 430,957 1,831,208 1,205,567 181,934 1,023,633

$19,492,076 $ 5,324,317 $14,167,759 | $14,124,672 $ 3,305,898 $10,818.774

Included in drilling & field equipment is equipment under construction of $398 079 (2007 $100,506).
These drills were not available for use at June 30, 2008.

5. LONG-TERM INVESTMENT

2008 2007
Investment in IMMC $ 878,082 $ 1,200,000
IMMC shares received from sale of resource properties - 3,500,000
878,082 4,700,000
Return of capital distribution - (3,517.967)
Other comprehensive loss (192,368) (303,951)
$ 685,714 $

878,082

On December 29, 2006, the Company sold its resource properties to International Millennium Mining

Corp. (“IMMC"), a TSX.V public company. with common directors and officers, in exchange for

10,000,000 units in IMMC. Each unit consists of one common share and one-third of a warrant
axercisab[e at $0.35 per share for a two-year period. . '

During the fiscal year 2007, the Company participated in a private placement of IMMC and purchased
- 3,428,571 units in iIMMC for a total cost of $1,200,000. Each unit consists of one common share and
one share purchase warrant exercisable at $0.40 per share for a two-year period.

Pursuant to the sale agreement, the Company redistributed 10,051,336 units in IMMC to its
Shareholders on a ratio of one IMMC unit for every four shares of the Company held as of the record
date of January 11, 2007. The net effect was that Shareholders continued to hold their shares of the
Company and received units in the capital of IMMC. After the distribution of the IMMC units, the
Company owned 3,377,235 shares and 3,411,459 wamants of IMMC at June 30, 2008 and 2007. As
of June 30, 2008, the 3,377,235 shares of IMMC had a market value of $0.20 (2007 - $0.26) per
share. As a result, the Company recorded an unrealized loss of $192,368 (2007 - $303,951) on the
consolidated statements of operations and comprehensive income.

14



CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

5. LONG-TERM INVESTMENT (continued)

Of the 10,051,336 shares and 3,350,445 warrants of IMMC to be distributed, the Company distributed

. 739,873 (2007 - 7,493,710) shares and 22,405 (2007 - 2,497,844) warrants to the Company’s non-
US Shareholders during the fiscal year 2008. As of June 30, 2008, the Company was holding
1,817,753 (2007 - 2,557,626) undistributed shares and 830,196 (2007 - 852,601) undistributed
warrants in trust for its US Shareholders. )

6. DEMAND LOAN FACILITIES : T ‘
2008 2007

The Company's credit facilities are as follows:

Demand loan facility of $600,000, bearing interest at prime
plus 1%, secured by promissory notes and general security
agreement over certain assets of the Company. The loan
is payable in monthly instalments of $10,000, plus interest,
maturing 2010. $ 350,000 $ 470,000

Demand loan facility of $500,000, bearing interest at prime
plus 1%, secured by promissory notes and general security
agreement over cerlain assets of the Company. The loan
is payable in monthly instalments of $8,333, plus interest,
maturing 2012. 383,324 483,333

Demand loan facility of $400,000, bearing interest at prime

plus 1%, secured by promissory notes and general security

agreement over certain assets of the Company. The loan

is payable in monthly instalments of $6,667, plus interest, 386,666
maturing 2013. !

Operating line of credit facility of up to $5,000,000 (2007 - SR
$2,500,000), bearing interest at prime plus 1%. : This .

facility is secured by promissory notes and general _ o :
assignment over certain assets of the Company.: ¢ - -. 4,005,459 ' *1,461.486

i . ' s "‘lT‘

"$ 5125449 . .3 -.2414,819
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CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

7. LONG-TERM DEBT .
2008 2007

Term loan, bearing interest at prime plus 1.25%, payable
in monthly instalments of $8,335 plus interest, secured by
a general security agreement over certain assets of the
Company, maturing in 2015. $ 741,654, $ 841,835

- Term loans, bearing interest at rates ranging from 0% to
9.75%, payable in monthly instalments ranging from $752
to $6,056, secured by certain equipment, maturing from ; :
2007 o 2008, 280,632 497,747

Capital leases, bearing interest at rates ranging from

3.84% to 16.24%, payable in monthly instalments ranging

from $99 to $5.816, secured by cerain equipment, 122,226 223,487
maturing between 2006 and 2010.

Capital lease, bearing interest at 7.80%, payable in
monthly instalments of $10,517, secured by certain
equipment, maturing in 2008. 121,032 241,956

Capital lease, bearing interest at 7.80%, payable in
monthly instalments of $15572, secured by certain
equipment, maturing in 2010. 292,744 437,356

Capital lease, bearing interest at 5.93%, payable in
monthly instalments ranging from $2,443 to $6,267,

secured by certain equipment, maturing in 2013. 622,202 -
_ 2,180,490 ' 2,242,381
Less: Current portion o T (700,401) © (787.509)

$ 1480388 $ 1,454,872

The required annual principal and inlerest repayments on long-term debt are as follows:

1 — 12 months g . . $ 821,285
13 — 24 months Ao o 531,817
25 - 36 months 337,133
37 - 48 months 296,673
49 - 60 months 297,822
Thereafter 267,399

2,552,129
Less: Imputed interest (371,639)
Principal payments $ 2,180,490

16



CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007 .

8.

INCOME TAXES

A reconciliation of income taxes at statutory rates to the Company's effective income tax expense is

as follows: ' : :

: 2008 - 2007

Statutory tax rate 34% 34%
Expected income tax provision $ 1,327,000 $ 573,000
Effect of change in tax rate : o 20,000 84,000
Non-deductible differences and other . . 49,000 201,000
Property, plant and equipment : ST 134,000 13,000
Utilization of tax losses (781,845) (209,798)
Income tax provision $ 748,155 $ 661,202

Significant components of the Company’s future income tax assets ahd liabilities are as.follows:

2008 2007
Assets:
Tax losses carried forward $ 988,000 3 1,344,000
Share issue costs 91,000 196,000
Resource properties and other 283,000 337,000
1,362,000 1,877,000
Valuation allowance (432,000} {(1,268,550)
930,000 608,450
Liabilities:
Property, plant and equipment (887,000) (811,000)
Net future income tax assets (liabilities) ] ' 43,000 $ {202,550)

The Company has available tax losses of approximately $3,215,000 (2007 - $3,652,000) that may be

offset against future Canadian taxable income. These losses expire as follows:
E N

2009 $ 22,000
E s T2010 15,000
- 2014 317,000
2015 480,000
2016 A . 818,000: .
2027 1,317,000
2028 | 246,000
$ 3,215,000

. 3 .
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CABO DRILLING CORP. R

Notes to Consolidated Financial Statements
June 30, 2008 and 2007

9. SHARE CAPITAL

a} Authorized
100,000,000 common shares without par value

b) Issued
For the year ended June 30, 2007, 't.he'Corﬁpany completed non-brokered private placements of
7,468,867 units and brokered private placements of 1,195,000 units at $0.375 per unit for gross
proceeds -of $3,248,950. Each unit consisted of one common share ‘of the' Company and one
warrant (Note 9(d)). The Company paid broker and non-broker fees totalling $212 620 cash and
240,643 shares at $0.375 per share.

c) Stock options

At June 30, 2008, the following stock options were outstanding:

Number ___Exercise Price Expiry Date
58,334 $0.50 January 22, 2009
58,334 $0.65 January 22, 2009
58,333 $0.75 January 22, 2009
16,667 $0.50 October 1, 2009
16,666 $0.75 October 1, 2009
16,666 . $1.00 October 1, 2009

232,635 $0.65 October 18, 2009
531,681 $0.75 October 18, 2009
232,684 $0.85 October 18, 2009
287,491 $0.65 June 19, 2010
305,499 . $0.75 June 19, 2010
287,510 $0.85 June 19, 2010
125,000 ) $0.65 Jandary 22, 2011
125,000 50.75 January 22, 2011
125,000 $0.85 January 22, 2011
2 477,500

All options are currently exercisable. On June 19, 2007, the Company reprlced 1,194,000 stock
oplions’ previously granted to its employees, directors, officers.and consultants in October 2004
and-October 2005 from an exercise price of $0.80 to $0.65/$0.75/$0.85.

Y o
]
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CABO DRILLING CORP.

Noles to Consolidated Financial Statements
June 30, 2008 and 2007

9. SHARE CAPITAL (continued)

c} Stock options (continued)

A summary of the changes in stock options for the years ended June 30, 2008 and 2007 is

presented below:

Number of Optlons Price Expiry

Balance, June 30, 2006 L2 328 000 _ : i
Options granted . ; 33,333 .- $0.50 October 1, 2008

" Qptions granted 33,333 .. $0.75 October 1, 2008
Options granted 33,334 $1.00 October 1, 2008
Options granted 330,833 $0.65 June 19, 2010
Options granted 348,833 $0.75 June 19, 2010
Options granted 330,834 $0.85 June 19, 2010
Options granted . 50,000 $0.65 January 22, 2011
Options granted 50,000 $0.75 January 22, 2011
Options granted 50,000 $0.85 January 22, 2011
Options expired or forfelted (909,000) Various
Balance, June 30, 2007 2,679,500
Options granted 26,662 $0.65 October 18, 2009
Options granted 64,669 $0.75 October 18, 2009
Options grarted 26,669 $0.85 October 18, 2009
Options exercised ) {41,500) $0.50
Options expired or forfeited {278,500) Various
Balance, June 30, 2008 2,477,500

The weighted average fair value of the 118,000 (2007 - 1,260,500) options granted and the Nil
(2007 - 1,194,000} options re-priced during the year was estimated on the grant dates using the
Black-Scholes optlon pricing model with the following assumptions:

Dividend rate

* . Risk free'rate - - :
‘Expected life (years) ) K
Expected volatility o

2007

2008
Nil Nil
~398% - .3.92%-4.61%
15 w161
85% 67%:72% .

The weighted average fair value per share granted was $0.17 (2007 - $0.14). Compensation
expense of $19,639 (2007 - $340,000) for the year ended June 30, 2008 was charged to the
consolidated statements of operations and credited to contributed surplus.
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9. SHARE CAPITAL (continued)
d) -Share purchase warrants

¢

A summary of the changes in share purchase warrants for the years ended June 30, 2008 and
2007 is presented below:

'Numﬁer of Warrants | . Price . Expiry .

Balance, June 30, 2006 ' -

Warrants issued 7,468,867 [ $0.50 December 29, 2008*
Warrants issued 1,195,000 $0.50 January 10, 2009*
‘Balance, June 30, 2007 8,663,867

Warrants exercised (7,520,167) | $0.50

Warrants expired {1,143,700) $0.50

Balance, June 30, 2008 -

*  During the year, the expiry date of the wamrants were changed to one half of the 8,663,867
warrants to expire on August 31, 2007, and the balance to expire on October 31, 2007, as the
Company's stock closed at prices equal to or greater than $0.60 for twenty consecutive days
starting June 13, 2007.

10. RELATED PARTY TRANSACTIONS

2008 2007

Management and accounting services charged by a

company controlled by a director. $ 188.910 $ 176.583
Amount due to conipany at June 30 12,916 15,055
A company owned by non-controlling shareholders, an

officer and a d|reclor provided drilling labour and other \ )

related services.: - 44018 244,09
Amount due to,company at June 30 - 2,660

fncluded in marketable securities is an investment of $28 800 (2007 — $49 200) in a company with a
common officer. _ .

During the year, the Company performed drilling services for IMMC for $344,924 (2007 - BNil). At
June 30, 2008, $112,341 (2007 - $Nil) was due from IMMC.

The amounts due to directors or companies controlled by directors are unsecured, non-interest
bearing and have no specific terms of repayment. These lransactions were in the normal course of
operations and were measured at the exchange amount, which is the amount established and agreed
to by the related pariies.
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CABO DRILLING CORP.

Notes to Consolidated Financial Statements
June 30, 2008 and 2007 .

11. SEGMENTED INFORMATION

The Company has one reportable business segment: providing contract diamond drilling services to

compame.a mvolved in mmmg and mineral explorallon

The Company's operations are divided into two geographlc segments Canada and the United States

("USA"), and other foreign countries.

The services provided in each of the reportable drilling

segments are essentially the same. The accounting policies of the segments are the same as those
described in Notes 2 and 3. Data relating to each of the Company's reportable segments is

presented as follows:

-

" 2007

2008
Revenue .
Canada and USA 47,554,288 $ 37,001,659
Other foreign countries 11,090,263 S 1,442949
58,644,551 % 38,444,608
Net income {loss)
Canada and USA 2,247,234 $ 1,195,288
Other foreign countries 956,019 {268,790)
3,203,253 $ 926,498
Property, plant and equipment
Canada and USA 12,085,866 $ 9,465,642
Other foreign countries 2,081,893 1,353,132
14,167,759 $ 10,818,774
Amortization ) S
Canada and USA C 2,236,459 $ ' 1,614,251
Other foreign countries 163,608 . 72,260
- . 2400067 "% ' ‘1686511
12. SUPPLEMENTARY CASH FLOW INFORMATION
- 2008 2007
Interest received $ 6953 $ 15867
_Interest paid $ | 392,804 $° 955515
' Income taxes paid $ $ ° 865,481

1,065,835
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Notes to Consolidated Financial Statements-
June 30, 2008 and 2007

12. SUPPLEMENTARY CASH FLOW INFORMATION (contlnued)

Non-cash |nvest|ng and financing activities:

2007

2008
Acquisition of assels under capital Iease D $ 622,202 611,656
Shares issued for finder's fees ' ' - 90,241 "
Sale of resource properties for IMMC shares - 3,500,000 -
Return of capital — distribution of IMMC shares o - 3,517,967
» Changes in hon-cash working capital items:
. ; 2008 2007

Marketable securilies - . $ : .- - 143,020
Accounts receivable (3,127,524) (3.323,634)
Prepaid expenses (114,265) 7,380
Inventories , {(4,126,739) (1,868,404)
Accounts payable and accrued ||ab|I|ttes - 2,427 850 139,480
Unearned revenue (84,057) 1,951,680
Income tax payable (732,341) 819,553

$ (5,757,076} {2,130,915)

13. CONTINGENCIES

The Company is involved in various fegal claims and legal notices arising in the ordinary course of
business. In the opinion of management, the ultimate disposition of these matters will not have a
material adverse effect on the Company's financial position, results of operations, or cash flows. Any
amounts awarded as a resull of these actions will be reflected when known.

14. SUBSEQUENT EVENTS

b,

Subsequent fo- year-end the Company granted 587 000 mcentlve stock optlons to employees. Under,
the terms of its Stock Option Plan, the Company granted the right o purchase up to 137,981 common
shares of the Company at $0.65 per share, up to 311,006 common shares at $0.75 per share, and up

to 138,013 common shares at $0.85 per share, with an expiry date of July 30, 2011.
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Cabo Drilling Corp.
Form 51-102F1 ,
Management Discussion and Analysis
For the Year Ended June 30, 2008

This Management Discussion and Analysis (“‘MD&A”") is prepared as of October 28, 2008, and should
be read in conjunction with the audited consolidated financial statements for the year ended June 30,
2008, which are prepared in accordance with Canadian generally accepted accounting principles.

The MD&A contains forward-looking statements about the Company's future plans, objeclives,
strategies, financial conditions, results of operations, cash flows, development activities and businesses.
Actual events or results may differ materially from those reflected in the Company's forward-iooking
statements, due to a number of known and unknown risks, uncertainties and other factors affecting the
Company's business and the mining industry generally. These factors, include, but are not limited to,
fluctuations in metals prices and financings for the mineral exploration industry and other factors that
affect demand for the Company's services, indusiry competition, the need to effectively -integrate
acquired businesses, uncertainties as o the Company’s ahility to implement its business stralegy,
domestic and global political and economic conditions, the Company's ability to attract and retain key
personnef, and other risks and uncenainties described under the heading “Risk Factors”™.

The Company believes that the expectations reflected in these forward-looking’ statements are
reasonable, but no assurance can be given that these expectations will prove to be correct and such
forward-looking statements included in this report should not be unduly relied upon. These statements
speak only as of the date of this report. The Company does not undertake to update any forward-
looking statement, whether written, or oral that may be made from time to time by the Company or on
the Company's behalf, except as may be required under applicable securities laws. The forward-looking
statements contained in this report are expressly qualified by this statement.

Non-GAAP Measures

In this annual report, we have included additional measures of earnings, such as “EBITDA"™ (earnings
before interest, taxes, depreciation and amoriization — which the Company defines as net income plus
interest expense, income taxes, depreciation, stock-based compensation and other items}, as we
believe that this information will assist investors in understanding the fevel of our core earnings. Non-
GAAP performance measures, such as EBITDA, do not have any standardized meaning prescribed by
GAAP and therefore are unlikely to be comparable to similar measures presented by other companies.
Accordingly, they are intended to provide additional information and should not be considered in
isolation orasa substitute for measures of performance prepared in accordance with GAAP.

Corporate Overview WO S Lo R A

Cabo Driling Corp. (* Cabo" or the “"Company” ) is one of the Iarger drilling services companies servnng
the mining industry. Cabo provides various drilling services including surface and underground coring,
directional, reverse circulation, and geotechnical drilling. Cabo supports its cusiomers’ drilling
requirements from field operations and offices in Springdale, Newfoundland {Atlantic Canada); Montreal
(Quebec); Kirkland Lake, Ontario {Central Canada, Northern Canada and Northem Quebec); Surrey,
British Columbia & Whitehorse, Yukon (Western & Northern Canada and the United States); Hermosillo,
Sonora; Mexico; Panama City, Panama (Central America), and Seville, Spain (Western Europe).



Highlights and Overall Performance

The Company recorded record revenues for the year of $58.64 million compared to $38.44 million for
the fiscal year ending June 30, 2007. In addition to the revenue growth internationally, our Ontario

_division recorded substantial growth dunng the year and we continued to see strong results from our
Atlantic division. .

Cabo's expansion was fuelled by an increased number of drills in the international market and an
increased number of emp[oyees worldwide. Cabo added .eight drills to the international market during
the fiscal year 2008 resulting in international revenue growth of 21% of consolidated revenues for the
.year, compared to only 5% in fiscal 2007. This expansion was carried out evenly between the divisions
in Spain, Panama, Mexico and the United States. At June 30, 2008 we had four drills in Spain, two
drills in Liberia, five drills in Panama, three drills in Mexico and three in the Uniled States.

- During the first four months of fiscal 2009, seven more drills were added to the. Company s.interational
fleet, now totalling 24 of 111 drills owned by. the Company With the dramatic downturn in_the financial
and commodity markets, the Company does not expect to increase its fleet, nor make significant capital
expenditures. On the other hand, it is likely that our drills will be moving between divisions, taking
advantage of new contracts in areas that need more drills.

Looking Forward

Management’s expectation is that its growth cycle peaked in the first quarter of fiscal 2009. Drill and
inventory rationalization in the seven areas of the world, where the Company now works, is taking place
on an ongoing basis. Further, Management is focused on reducing debt, cutting costs, dramatically
reducing capital and inventory expenditures and increasing cash. Cabo Drilling is fortunate that with five
new general managers in the past year it has an excellent team of professionals with many years of
experience in expanding, as well as retreating markets.

In order to improve on profitability in an environment of decreasing demand and volatile commodity
prices, we must be relentless on cost control and reducing our spending, while at the same time
maintaining our experienced workforce, enforcing our high safety standards, and remaining focused on
high employee relations and customer relations.

Training and safety have always been a vital part of our Company. It is our policy that all employees
receive training in their specific work tasks to protect their health and safety. Through training, Cabo
Drilling provides employees with the knowledge and skills they need to do their jobs safely. From day
one, Cabo Driling Corp. placed a priority on the development and use of safe work habits by all
employees. Cabo Drilling’s Health and Safety Managers regularly review training practices to ensure
federal, provincial, and where applicable, international safety requirements are followed. Cabo’s training
is designed to meet or exceed government standards

In fiscal 2008, the Company initiated a Raving Fan customer program focused on perfection centered
on the customer. The vision is to deliver a very high quality product consistently over and over, meeting
the customers’ wants and needs.-Cabo Drilling has room to grow on this vision and during the present
downturn more of Management's focus will be on close working relationships with Cabo’s customers to
attain our customer goals and needs



Consoiidated Annual Financial Results -

Cabo recorded a 53% growth in‘revenues dunng the 2008 year o $58.64 million compared to $38.44
million recorded in fiscal 2007 The growth in revenues can be largely attributed to our international

‘operations where revenues increased 1o 21% of that'total, compared to 5% in fiscal 2007. These

revenues -include operations from Libena, Spain, Panama, Mexico, and the United States. For fiscal
2008, $12.10 million of the Company's revenues were generated by international operations. The
Company also had record revenues in its Ontario and Atlantic Divisions, during the fiscal year, with a

f-. 55% increase from the Ontano division and a 25% increase from the Atlantic Division.

Net income, after taxes, increased 10 $3.20 mrllron tor the fiscal year endlng June 30, 2008 as compared
to a net income of $926 498 recorded in frscai 2007

The Company recorded EB!TDA (earnings before interest, tax, amortization, and stock-based
compensation and other items) of $6.76 million ($0.15 ‘per share basic dilution) in fiscal 2008 a
substamral increase from $3.92 million ($0.11 per share basic dilution) in fiscal 2007.

-

:
i

Selected Annual Information

Years Ended June 30 : | '
$ (000's) 2008 2007 2006
Revenues 58,645 38,447 28,791
Gross margin 13,743 9,467 5772
Gross margin as a
percentage of revenue 23.4% 24.6% 20.0%
General & administrative 7,285 5,523 5,287
Amortization 2,400 1,687 1,209
Stock based compensation 20 340 100
Asset write-downs - B 51- 1,946
Net income (Loss) 3,203 926 (2,762)
Weighted average, common , D ; ‘ ’
shares outstanding (Basic) Ce o 47,411,400 35 716 804 - 30,976,678°
Income (Loss) per share ' I N "J - we e ’
{(Weighled Average) e 067 .. .~ .- 0026. .. (0.088) . .1
Cash flow from operations 5,149 2,665 407

- e T ' ) T N s
Cash and restricted cash T 785 T a22 1115
Marketable securilies : - 116 . . 204 D 313 N :
Total assels - - RN - 38,697 - 26967 ' .. 22224° .
Total liabilities 18,600 13656 . 9428
Working capital 7.280 3,272 3,326
EBITDA 6,764 3.920 530




Drilling Operations by Regions

Revenue for the year ending June 30, 2008 was $58.64 million, compared to $38.44 miillion in 2007.
This represents a 53% increase in revenues year over year. The increase can be attributed pnmanly to
significant growth from our international, Ontario and Atlantic divisions. Revenues from our international
divisions represent 19% of fiscal 2008 revenues as compared to 5 % in fiscal 2007. With an increase in
the number of drills at our international divisions, management expects international operations to
contribute a growing percentage of the Company’s total revenue stream.

Revenues (‘000s). ‘ - _. 2008 . . 2007

Canada & United States : _ . $47.554 | 81% . $36,688 | 95%
Mexico 3,995 | 7 313 1.
Panama 2904 | 5 923 2
Spain 4192 | 7 520 2

Surface drilling increased $18.13 million or.70% to $44.90'million in fiscal 2008 as compared to $25.96
million in fiscal 2007, while underground drilling increased 20% or $2.21 million from $11.08 million in
fiscal 2007 to $13. 29 rnllllon in fiscal 2008. Geotechnical dnlllng had no material year over year change

Revenues (' 0003) ' 2008 ’ 2007

Surface $44.086 | 75% $25,955 | 68%
Underground 13,292 | 23 11,081 | 29
Geotechnical 1,265 | 2 1,408 | 3

Direct Costs

Direct costs for the year ended June 30, 2008 were $44.90 million compared to $28.98 million in fiscal
2007. The increase is a direct result of higher activity, which resulted in higher revenue in fiscal 2008.
Gross margins for the year ended June 30, 2008 were 23.4% compared to 24.6% during the fiscal year
ending June 30, 2007. The Company recorded gross margins in excess of 27% internationally, but this
was offset by lower margins earned from our Ontario and Pacific divisions.

General and Administration

General and administrative expenses increased to $7.28 million in fiscal 2008 as compared to $5.52
million last year. At 12.4% as a percentage of revenus in fiscal 2008, general and administration costs
have decreased pro-rata year over year from the 14.4% recorded in fiscal 2007. Increased costs can be
aftributed to” additional administration personnel in’ our international operations, higher travel, higher
insurance and profess:onal fees. Salaries and wage expense increased from $3.25 million in fiscal 2007
to $4.70 millicn in fiscal 2008, as a result of the hiring of additional personnel, but‘also because this was
the most significant year for salary increases for all administration and managemert personnel who had
received marginal increases in previous years. The Company’s international expansion during fiscal
2008 resulted in increased total corporate travel costs to $461 049 as compared to $206,070 mcurred
dunng fiscal 2007 :

Overall, the mternatlonal dnnsuons mcurred $844 204 in admmlstratlon costs during the flscal year
ending June 30, 2008 compared to $260,439 in fiscal 2007. Management does not expect to see any
increase in general and administration costs in the second half of fiscal 2009, now that the last new
international 0perat|on Albania, is in place as of October 2008. We will be building on our bases in
seven global regions, movmg drills; eqmpment mvenlones and people between the reg:ons as and
where required. .



Amortiza‘lion

Amortization of property, plant and equipment for the fiscal year ending June 30, 2008 incréased to
$2.40 ‘million compared to $1.69 million during fiscal 2007: The increase is due to the acquisition of
$5 37 million of capital assels wnhm the last fiscal year

Interest Expense

The Company incurred a $392,804 interest expense during fiscal year ending June 30, 2008, compared
10 $255,515 incurred during fiscal 2007. Increased interest charges during the year are primarily due to
higher utilization of the demand loan and operatmg line to finance the'increased inventory and new
capital leases for.drilling equipment.

Stock Based Compensation Expenses

Stock based compensation decreased in fiscal 2008 to $19,639.from $340,000 in fiscal 2007. Only
118,800 share options were granted during fiscal year 2008, as compared to the grant of 1,160,500
share options during fiscal year 2007 of which 387,500 options replaced those that expired on'June-18,
2007. The Company also re-prlced 989,000 options that were to expire on October 18, 2007 from $0.80
per share to an average price of $0.75 per share and extended the exercise period to Oclober 18, 2009.

Income Taxes

The provision for income tax for the year was $748,155 compared to $661,202 for the prior year. The
Company's effective tax rate for fiscal 2008 was 19% versus 45% for fiscal 2007. The reduction in the
Company's effective tax rate can be attributed to the realization of tax losses during the fiscal year with
a future income tax benefit of $930,000. This tax benefit was partially offset by recognizing a tax liability
of $887.000. This liability was recognized due to the differences between the net book value of our
capital assets and the tax value of our assets.

Consaolidated Financial Position

Consolidated total assets increased in fiscal 2008 to $38.70 million at June 30, 2008 from $26.97 million
at June 30, 2007. The increase is primarily due to additions 1o our capital asset base, higher inventory
and increased total accounts receivable at June 30, 2008. The increase in accounts receivable has
grown in conjunction with the increased revenues, whereas inventory increased in all international
divisions and the Ontario division as a result of increased business. | | .

Consolidated total liabilities increased by $4.94 million, to-$18.60 million at June 30, 2008, from $13.66
million at June- 30,-2007, primarily. as a. resull of the, mcreased term and operat:ng fine . borrcwmgs
required to fund.-the increased mventory recelvabies and capital. assets. Accounts payable. also
increased by 46% to $7.70 million at June 30, 2008 as compared to $5.24 million to fund the, mcreased
inventory. S . . _ Cy e

The Company's current cash (casim and cé'sh eduNalénté) position at June 30, 2008 is'$785 261
compared to $422,337 at June 30, 2007. The increase in cash is primarily due to additional deposits at
the international divisions. . ‘ 0

Shon term mvestments and marketable securities decreased $88,152, from $204,460 at June 30, 2007
to $116,308 at June 30, :2008. The decrease can be attributed to the disposition of some marketable
- securities and changes in market prices at June 30, 2008. We have adjusted the value of our. holdings
at June 30, 2008 as recorded in the comprehensive income statement. At June 30, 2008, the balance of
$116,308 consists of shares in Canadian public corporations.

Accounts receivable increased by $3.13 million to $11.96 million at June 30, 2008 from $8.83 million at
June 30, 2007. The increase primarily resulted from higher revenues during fiscal 2008. This balance at

5



June 30, 2008 represenls 82% of revenues: eamed during the fourth .quarler of fiscal 2008.
Management expects 1o reduce receivables as the busmess consohdates

inventory levels increased by $4.13 million to $9.65 million at June 30, 2008 from $5.52 million at June
30, 2007, as a result of the expansion into Spain, Panama, and Mexico, as well as growth in the Ontario
division. Management anticipates the inventory levels 10 be reduced as the Company rationalizes its
inventory between divisions and implements a management information system that will provide just in
time inventory information. . :

The Company has realized the future tax benefit of tax losses during the year in which the company has
recorded a current portion of future tax benem of $500 000 and a long term tax beneflt of $330,000.

Property plant & equipment increased to $14.17 million at June 30, 2008 from $10.82 million at June 30,
2007 an increase of $3.35 million during the year because of additions to the drill and large equipment
fleet, The Company invested $5.47 million in new property plant and equ1pment in the past fiscal year.

The Company owns 3, 377 235 shares and 3, 411 459 warrants of Internatlonal Millennium Mining Corp.
(“IMMC"). As of June 30, 2008, the 3,377,235 shares of IMMC had a market value of $0.20 per share.
As a result, the Company recorded an unrealized Ioss of $192 638 an the consoludated statements of
comprehensive income {loss). o

Unearned revenue decreased to $2.57 million from $2.66 million at June 30, 2007. A significant portion
represents advances for longer term projects in Spain and Panama: In addition to these advances, the
Company requires advances for all new contracts, which advances are applied to the last i mvmces for
each project.

The Company recorded a future income tax liability of $887,000. This liability was recognized due to the
differences between the net book value of our capital assets and the tax value of our assets.

As of June 30, 2008, the Company had drawn down $4.00 million on the $5.00 million operating line
and $1.10 million on the $1.50 million demand loan. The operating line has been used 1o finance the
increased inventories, receivables and acquisition of capital assets. We anticipate the operating line to
be substantially paid down over the first and second quarters of fiscal 2009, as we collect cash from
biflings for the 4th quarter of fiscal 2008 and the 1st quarter of fiscal 2009.

Total long term debt and capital leases decreased by $61,980 during fiscal 2008 from $2.24 million at
June 30,2007 to $2.18 million at June 30, 2008. Several new leases for equipment were added during
the year but this increase was offset by paying off finance contracts and leases that where in place at
the beglnnmg of the hscal year. .

Consolldated Fourth Quarter Flnancial Resulls

F{evehues for the quarter ended June 30, 2008 were $14.63 million comipared. to $11.68 million in the
fourth quarter of fiscal 2007. This represents an increase of $2.95 million or 25% from the fourth quarter
of fiscal 2007. During the quarter, we continued 10 see higher revenues from the international divisions.

Net earnings for the quarler were $581,487 compared 1o net earnings of $254,905 incurred in the fourth
. quarter of fiscal 2007. This increase in profit is due to increased revenues in fourth quarter year over
year and the realization of the future tax assel.

[

" Fourth quarter gross margin of 20.0% is lower than the prior year's fourth quarter gross margin of
26.5%, primarily due to lower margins earned in the Mexico, Ontario and Pacific divisions.

General and administration expenses increased to $2.50 million in the fourth quarter pf fisoal 2008
compared to $1.67 million in the fourth quarter of fiscal 2007. This increase can be atiributed to
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'Summary of Quartefly Results ' ' T ;

S . . Q408 | Q3-08 .| Q2-08 [ Q1-08 Q4-07 | Q3-07 | Q2-07 | Q1-07
$ Expressed in . .
{000's) - - . -
Revenue 14,634 | 16,037 | 13,635 | 14,339 11,679 8896 | 7,372 | 10,498
Gross Margin 2918 |. 3670 3415 3,740 ) .| . 3,0931.1,995| 1,904 |. 2475
| Gross Margin % *20.0% | 22.9% | 25.0% | 26.1% '26.5% | 22.4% | 25.8% | 23.6%"
General & - oo o | !
Administrative 2,499 1,7 1,631 | 1,364 1,656 1,363} 1,238 1,266
EBITDA before
asset write downs* 701 1,860 1,853 | 2,349 1,420 646 | 687 1,194
Stock-based ' . . N )
Compensation - 19 - - 328 - 12 -
Amortization 709 627 548 516 650 389 352 295
Income betore
asset write-downs® (343) 1,095 1,212 | 1,759 409 220 270 B33
Income (Loss)
before Tax (115} | 1,095| 1,212 1,759 425 214 349 703
Income (Loss)
after Tax 581 731 807 1,084 255 131 211 423
EBITDA* per :
share 0.015 ] 0.041 0.043] 0.054 0.041( 0.019] 0.018] 0.038
Basic Earnings : , ' ol
{Loss) per Share 0.012] 0.016] 0.019] 0.025 0.013( 0.004] 0.005] 0.013
Total Assets 38,697 | 39,827 | 33,437 | 31,488 26,967 | 24,512 | 25542 | 23,254
Total Liabilities 18,600 | 20,303 | 14,658 | 14,815 1.13,656 | 9,397 |. 9,564 | 10,036

‘increased travel, ‘an increase in salaries because of additional personnel, additional insurance for the

imternational operations, higher audit fees; and a bad debt allowance of $205,452.

Amomzatlon dunng the quarler mcreased $59 158 to 709 391 from $650,233, a relatively msngnmcant
amount :

‘Interest ‘expensé increased’to $106,255 during the fou’i'th quarter of fiScaI 2008 compared to $94,255
incurred in the fourth quarter of fiscal 2007.

Working Capital | 7,280 7.437] 7.056| 6225 3272 | 4663] 4,180! 3503
* Asset write-downs include resource properties, software and goodwill. ~  ° " " o

Capital Bequiremenls

‘Cabo has a $10.00 million debt financing facility with HSBC Bank Canada comprised of a $5.00 million

operating loan secured by accounts receivable and a $1.50 million demand loan and $3.5 million capital
loan/lease facility The demand loan is secured by a general security agreement charge over Company

"assets and the capital leanflease facility is secured by the specific asset. The cost for the operating line,

demand and capital loan, is Canadian bank prime plus 1% and the capital lease facility is at 3.5% over
the three year GIC rate. The demand loan can be drawn down in multiple advances and is repayable in
monthly payments over 5 years.

r -



The Company also has other loans and lease facilities refaled to equipment purchases that totalled
$816,044 at June 30, 2008. These loans and leases will be paid down over the next three years. .
The Company believes that it will be, able to,generale sufficient.cash flow-to meet its current and future
working capital, capital expenditure and debt.obligations. As of June 30, 2008 the Company had drawn
down $4.00 million on the $5.00 million operating line, $1.11 million on the $1.50 million demand loan
and $603,162 on the $3.50 million capital loan/ lease lacalnty ] . —

Contractual Obllgattons <o .
The following table represents the Company's future payment obligations:

Long term debt and leases:

Expressed in thousands $ Payments Due by Period
(000's) ¥ : .
Less
than 1 1-3 . 4-5 After5
Total year years years years
‘ ; L : |
Long-term debt 1,259 314 409 269 267 |
Leases (1) 1,293 507 460 326 - '

Total Contractual Obligations 2,552 821 869 595 267 o !

(1) Imputed Interest of $371,639 is included in the payment schedule

Outstanding Share Data

At June 30, 2008, total common shares outstanding were 47,767,013 compared to 40,205,346 common
shares outstanding as at June 30, 2007.

During the fiscal year ending June 30, 2008, a total of 7,520,167 warrants were exercised for gross
proceeds of $3,766,834 (1 143,700 warrants explred) At June 30, 2008, there are no warrants
outstandmg s e . . - . :

Employees oﬁlcers and dlrectors are granted opllons to purchase common shares under the
Company's stock option plan During fiscal 2008, 41,500 options were exercised for proceeds of
$20,750 and 278,500 lapsed. The Company also granted 118,000 'options during the fiscal year, to
purchase common shares to employees for a period of e:ghteen months. At June 30, 2008, the
Company had 2,477,500 optlons oulstandmg

Commitments
Redistribution of the Internationa! Millennium Mining Corp (IMMC”) Units | ;o

On December 29, 2006 Cabo closed the sale of its resource properties to IMMC. Pursuant to the
transaction, the Company transferred all of the resource properties to IMMC in exchange for 10,000,000
units of IMMC. Each unit consisted of one IMMC common share and one-third {1/3) of a warrant. Each
full warrant entitled the holder to purchase one share in the capital stock of IMMC for thirty-five cents
($0.35).within a period of two years. . - .




The Company has redistributed 10,051,336 Units to its shareholders on a ratio of one IMMC unit for
each four (4) shares of the Company as of the record date January 11, 2007. This distribution included
7,493,710 shares and 2,497,844 warrants of IMMC to'the Company's non-US shareholders during the
year ending June 30, 2007, and the balance to a trust-account for the U.S. shareholders, which trust:
account at'June 30, 2008 includes 1,817,753 undistributed shares and 852,601 undistributed warrants.
Of the 10,051,336 shares and 3,350,445 warrants of IMMC to be distributed to shareholders, the -
Company distributed to or sold on behalf of its shareholders 8,233,583 IMMC shares and dlstnbuted
2,497 844 warrants to the Company’s shareholders during the fiscal 2007.

As of June 30, 2008, the Company's trust account for its U.S. shareholders commitment is holding
1,817,753 undistributed shares and 852,601 undistributed warrants.

Transactions with Related Parties _
Expressed in thousands $ (000's) Q4-08 Q3-08 Q2-08 Q1-08

John A. Versfelt, Chairman, President and CEO,

provides executive management and bookkeeping

to the Company through American Resources

Management Consultants Inc., a company owned

and controlled by Mr. Versfelt 51 . 51 45 - 42

Terry Aimone, director, is a shareholder of Heath &

Sherwood International Inc., a company that

provides manpower drilling related services to the

Company .- . - 27 17

Business Outlook and Strategy

The mineral drilling industry is dependent on demand for and supply of precious, base and strategic
metals as well as precious stones. Demand and supply factors for these commodities can change
dramatically up and down, as we have witnessed in the past two years, causing dynamic shifts in the
supply of drills and drilling personnel from under supply to over supply. The recent financial stress in
financial credit and equity markets, as well as significant global currency changes, have caused
substantial negative changes to the global metals supply and demand factors, resulting in much
uncertainty in the global mining and related services markets. Management has initiated further cost and
spending controls, as well as risk management procedures throughout the Company. Largely due to
prudent debt management over the past two years, the Company s banking facilities are safe and debt
ratios are low.’ Senior management ‘is very focused -on careful cash management reductron of debt
high customer relatlons and hrgh emptoyee relatlons ‘ :

L ' i--'.'."' -"l' H .
Historical corporate strategles of building the long term customer- base revenues and"attracting new

clients, while achieving operating efficiencies will contintie; but ‘with ‘the slowdown’ in "growth,
management has greater opportunity to be even more focused on basic business principles, including:

Improving utilization of existing rigs;
Sharing of drills & people between divisions; -
Actively working to enhance the Company s human capital;
Expanding effective capacity per drill;’

" Building and maintaining a highly cost effective org'anization; and .
Aggre,srvely promoi:ng and marketrng Cabo's services. c S

Co

AW =

During the past two years, the Company has very much |mproved its dnllrng fleet which WI|| aIIow it
better service its customers at a reduced cost.



General Risks and Uncertainties

Cabo is subject to a number of risks and uncertainties.

- Competition

- . - oa,

Contract drilling is a highly competitive industry, where numerous competitors tender bids for contracts.
The Company's ongoing ability to continue to secure profitable contracts on an ongolng basus is not
assured.

- Cyclical Downturn - ' = < A
The most significant operating risk is a downturn in ‘demand for minerals and metals which directly
impacts the need for drilling services. To mitigate this risk the Company has exploited its competitive
" advantage in specialized driiling such as, geotechnlcal geo-enwronmental as well as dnlhng in difficult
environmental conditions.

As the mining cycle lengthens and activity levels increase, the requirement for norking capital,
pamcu!arly accounts receivable and mventory grows. Accounts receivable levels from junior mining
companies typically increase. Junior mining comparies are heavily dependent on the capital markets
"and any change-in outlook of the mining sector, or lack of success of their exploration activities, can
quickly affect their ability to carry on drilling programs as we have witnessed over the past twelve (12)
months. The Company manages this risk by closely monitoring accounts receivable aging and the
activity of junior mining companies in the capital markets. Deposits and letters of credit are required for
95% of all drilling contracts.

Levels of inventory increase from increased revenue activity and an increase in activity in remote
locations. In the event of a sudden downturn the Company may be exposed to mventory carrying cosis
and possible obsolescence. At this point, management has determined that there is little obsolescence
within the Company. However, it is substantially reducing purchases and using existing inventory, as
well as moving inventory between divisions as the demands ebb and flow in the seven areas of the
world where the Company is located. Also, in order to minimize exposure to high inventory risk, the
Company works closely with its customers to anticipate and plan for scheduled reductions in their
drilling programs.

Country Risk

The Company has been expanding its operations outside of North America into Central & South
America, West and East Europe, as well as West Africa. With this, comes the risk of dealing in a variety
of business and political jurisdictions? Unanticipated economic, political, tax related, regulatory or legal
changes could have a négative impact on operations and assets. The risks ‘include, but are not limited
to, exireme fluctuations in currency exchange rates and high rates of inflation, changes in mining or
investment policies or shifts in political attitude that may adversely affect the business. The Company
continues to monltor developments in aII current jUﬂSdIC’(lonS

Workforce Avaltablllty_ ' . . S RN . ~

The change in the metals and mmerals mdustry has ellmlnated the shortage of quahtled dnllers ln the
- past two years, the’ Company‘implemented a number of initiatives*to retain experienced existing and
new' émployees for the field, as well as for. international management. In addition, the Company has
- been successful at utlllzmg non- Canadian drillers in Canada and in |ts lnternational operatuons :
We believe that as we experience the exlstlng dlftlcult market condmons the dedicated peop!e that the
Company hired plus new employees will rise to the challenge and help the Company weather the storm
that will likely continue to the end of the Company's fiscal year.
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Reliance on Key Accounts

The Company has a number of accounts that make up a significant portion of overall revenue and gross
profits. When a contract expires or is terminated there is no guarantee that the Company has sufficient
replacement contracts. Cabo continues to work with its existing client base and is actwely pursuing new
clients-in order to minimize exposure in this area. :

.

Long Term Contracl

The Company may enter into long term contracts with customers at fixed prices. The Company’'s
expenses may vary significantly over a contract period due to fluctuations in the cost of labour, materials
and equipment, consequently creating variations .in the profitability of these contracts with fixed prices.
The Company mitigates this risk by anticipating an escalation in costs when bidding on projects or
providing for cost escalation- in. the- contract. However,. significant price fluctuations wnthout warmng
could negatively impact the Company’s margins. » b e .

Extreme.Weather Conditions o S - =

'.THe Company has operations across Canada and globally that are sub}'éct' lo' extreme weather

conditions which can have a significant impact on its operatlons In addition, natural and other disasters
could have an adverse impact. : 5 . s :

Currency Fluctuations

The majority of the Company’s business is conducted in Canadian dollars. However, Cabo has
operations in USA, Liberia, Spain, Mexico and Panama where the Company does receive payments in
foreign currency. In order to reduce its exposure to foreign exchange risks the Company contracts in
U.S. dollars and Euros. This may negatively impact a project’s profitability due to-currency exchange
volatility. Margin performance however is less affected by currency fluctuations as a large portion of
costs are typically in the same currency as revenues. Furthermore, certain larger foreign currency
contracts contain clauses smoothing out foreign exchange risks for both the Company and its clients.
The Company holds US Dollar and Euros denominated currencies and securities that may be subject to
exchange volatility.

Acquisition Integration

The Company has worked towards its strategic objective of becoming a drilling service provider.of
sufficient size to benefit from economies of .scale and to provide the. foundation from which to pursue
new opportunities. In the past, business :acquisitions-were animportant;: tool iin-this pursun but over the

last three years no; acqunsmons have taken place, precludmg any integration problems o

s ~ . .
[ . M ke ‘ . L H . [
FEE T SRl o ot a Pl

.Metal Prlcesand Maﬁetablllgof Mlneral ' PR RS o

Metal prices fluctuate widely and are affected by nﬁméft::ous factors beg'(ont'i the coﬁtroi of the Combany,
including international economic and political trends, expectation of inflation, ,.currency -exchange
fluctuations, interest rates, global or regional consumption patterns, speculative activities, and worldwide

production levels. These factors.inctude market supply and demand fluctuations, the proximity of metal

markets and. processing equipmant, .government regulations, including regulations relating to prices,
taxes, royalties, land tenure, land use, the import and export of minerals.and environmental protection.
The exact.effect of these factors cannot be accurately predicted, but the combination of these factors
may result in the Company not receiving an adequate return on invested capital.

) B
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Critical Accounting Estimates Lo e T L

The preparation of financial statements in conformity .with generally accepted accounting principles
requires management to make estimates and assumptions ‘that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenue and expenses for the reporting period. Significant areas requiring
use of management estimates relate to the useful lives of capital assets for amortization purposes,
inventory valuation, valuation of future income taxes, assumptions used in compilation of stock-based
compensation, and amounts recorded as accrued liabilities. Actual results, therefore, could differ from
these estimates. A summary of the Company's significant accounting policies is set out in Note 2 of the

consolidated financial statements for the year ended June 30, 2008.

The accounting estimates believed 0 require the most difficult, subjecllve or complex judgments and
which are the most critical to our reporting of results of-operations and financial positions are as follows:

(Y LI r

‘AllowanceforDoubtfulAccout o R : . ‘ i

The Company performs ongoing credit ‘evaiuations of its customers and grants credit based upon past
payment history, financial condition ‘and ' anticipated mduslry conditions. Customer payments -are
carefully and regulary monitored,' and a provision for doubtlul accounts is establlshed based upon

. specific ¢ snuatlons and overall mdustry conditions.

‘Excess and Obsolete inventory Provisions

The Company regularly reviews the quantities of inventory on hand and provisions for obsolete
inventory. Significant or unanticipated changes in business conditions could impact the amount and
timing of any additional provision for excess or obsolete inventory that may be required.

Impairment of Long Lived Assets

The carrying value of long lived assets is regularly reviewed for impairment or whenever events or
changes in circumstances indicate that their carrying amounts may not be recoverable. Significant,
unanticipated changes to these assumptions could require a provision for impairment in the future.

Amortization

The Company's capital assets are amortized based upon estimates of useful lives and salvage values.
These estimales may change as more experience is gained, market conditions shift or new
technological advancements are mads.

e T _<~»‘, e e I S P - T ! ’

lncome Taxes

- - 1y .. . - . -
[ . H e v - . . T

The Company uses the IlabI[lty melhod “which takes into account the difterences between lmanmal
statement treatment and tax treatment of- ‘certain transactions, assets and liabilities. Future tax assets

and liabilities ‘are recognlzed for the future tax consequences attributable to differences between-the
financial statement carrying amounts of-existing assets and liabilities and their respectwe 'tax bases.
Valuation allowances are established to reduce future tax assets when there is potential that some or all
of the asset will not be realized. Estimates of future taxable’income and the continuation -of ongoing
prudent tax planmng arrangements have been considered in assessing the utilization of available tax

~'losses. Changes in circumstances and assumptions ‘and clarifications of uncertain tax regimes may
requnre changes to the valuation allowances assocnated wnh the Company s fulure tax assets.

_The Company Edoee not have any off-balarice shest arrangements. -

Tro [T . . M o

Oﬁ Balance Sheet Flnancing

Ly Loy L P M
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Proposed Transactions

‘The'Company has not entered into any proposed transactions.
"Hedges ' l
The new standard specmes the criteria under ‘which hedge accounting can be apphed and how hedge
* accounting can be executed As at June 30, 2008 the Company has n01 de3|gnated any hedging

_ relatlonshlps

AL

Changes in Accountmg Pol|0|es including Initial Adoptlon

Flnancial Instruments D:sclosure & Presentation

In March 2007, the CICA issued Section 3862, “Financial Instruments — Disclasures”, and. Section 3863,
“Financial instruments - Presentation”, which together comprise a complete set "of disélosure and

. presentation requirements that revise and.enhance current disclosure requirements for, financial

_instruments. These sections apply to interim and annual financial statements. relating to fiscal years
beginning on.or after October 1, 2007. Section 3862 requires disclosure of additional detail by financial
asset and liability categories. Section 3863 establishes standards for presentatlon of financial
instruments and non-financial derivatives. It deals with the classification of financial instruments, from the
perspective of the issuer, between liabilities and equity, the classification of related interest, dividends,
losses and gains, and the circumstances in which financial assets and financial liabilities are offset.
Effective June 30, 2008, the Company implemented these disclosures, although the adoption of these
sections did not impact the Company.

Comprehensive Income

Effective July 1, 2006, the Company adopted CICA Handbook Section 1530, which establishes
standards for reporting and presenting comprehensive income, defined as the change in equity from
transactions and other events from non-owner sources. Accordingly, a new consolidated statement of
operations and comprehensive income now forms part of the Company’s consolidated financial
statements and displays current period net income and other comprehensive loss. Other comprehensive
loss consists of unrealized losses on available-for-sale financial assets. The cumulative changes in
other comprehensive loss are included in accumulated other comprehensive loss, which is a new
category within shareholders’ equity in the consolidated balance sheet.

Inventory ' o S R

In June 2007, the CICA issued Section 3031, “Inventories”, which requires inventory to be measured at
the lower of cost and net realizable value and which includes guidance on the determination of cost,
1ncludmg allocation of. overheads. and other costs to inventory. Further, it requires the,reversal of
previous wrlte-downs “to net realizable value. when the ,economic circumstances have changed to
support an increased inventory value This standard is effective.for fiscal years beginning on or after
_January 1, 2008. The Company is in the process of evaluating the impact of thls standard.

3

Accountlng_PoIIcv Choice for Transactlon.Costé . . '_ , L . .' _' -

On June 1 2007, the Emerglng Issues Commmee of the CICA |ssued Abstract No 166, “Accounting
Policy Ch0|ce for Transaction Costs” (‘EIC-166"). This EIC -addresses the accounting policy choice of
expensing or adding transaction costs related to the acqmsmon of financial assets and financial
liabilities that are classified as other than held-for-trading. Specifically, . it requires that the same
accounting policy choice be applied to all similar financial instruments classified as other than held-for-
trading, but permits a different policy choice for financial instruments that are not similar.. The Company
has adopted EIC-166 effective June 30, 2008, which requires retroactive application 16 all transaction

GWiz )




costs accounted for in accordance with CICA Handbook Section 3855, “Financial Instruments ~
Recognition and Measurement”. The Company has evaluated the impact of EIC-166 and determined
that no adjustments are currently required.

Capital Disclosures

The CICA issued a new accounting standard, Section 1535, “Capital Disclosures”, which requires the
disclosure of both qualitative and quantitative information that provides users of financial statements
with information to evaluate the entity’s objectives, policies and processes for managing capital. This
new section will be effective for the Company beginning July 1, 2008. The Company is currently
assessing the impact of the above new accounting standards on the Company’s financial positions and
results of operations.

Accounting Changes

Effective July 1, 2007, the Company adopted Section 1506, “Accounting Changes”, which establishes
criteria for changing accounting policies, together with the accounting treatment and disclosure of
changes in accounting policies, changes in accounting estimates and the correction of errors. The
disclosure is to include, on an interim and annual basis, a description and the impact on the Company of
any new primary source of GAAP that has been issued but is not yet effective. The impact that the
adoption of Section 1506 will have on the Company’s results of operations and financial condition will
depend on the nature of future accounting changes.

Internal Controls over Financial Reporting

Management has designed internal controls over financial reporting (as defined in Multilateral
Instrument 52-109, Certification of Disclosure in Issuers’ Annual and Interim Filings) to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with Canadian GAAP.

There have been no changes in our internal controls over financial reporting during the year ended June

30, 2008, that have materially affected, or are reasonably likely to materially affect, our internal controls
over financial reporting.

Convergence with International Financial Reporting Standards

In 2006, the Canadian Accounting Standards Board (“AcSB") published a new strategic plan that will
significantly affect financial reporting requirements for Canadian companies. The AcSB strategic plan
outlines the convergence of Canadian GAAP with IFRS over an expected five year transitional period. In
February 2008, the AcSB announced that 2011 is the changeover date for publicly-listed companies to
use IFRS, replacing Canada's own GAAP. The date is for interim and annual financial statements
relating to fiscal years beginning on or after January 1, 2011 will require the restatement for comparative
purposes of amounts reported by the Company for the year ended December 31, 2010. While the
Company has begun assessing the adoption of IFRS for 2011, the financial reporting impact of the
transition to IFRS cannot be reasonably estimated at this time.

Additional Sources of Information

Additional information refating to Cabo Drilling Corp., including the Company's Annual Report for the
most recent financial year, can be found on SEDAR at www.sedar.com.

“‘ "END



