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BDO Dunwoody LLP 200 Southland Terrace

Chattered Accountants 220-31d Avenue South

and Advisors Lethbridge Alberta Canada T1]0G2
Telephone: {403) 328-5202
Fax: {403} 326-9534
www bdo.ca

Review Engagement Report

To the Shareholders of
Premiere Manufacturing Lid.

We have reviewed the balance sheet of Premiere Manufacturing Ltd. as at September 30, 2007
and the statements of operations, deficit and cash flows for the year then ended. Our review was
made in accordance with Canadian generally accepted standards for review engagements and

accordingly consisted primarily of enquiry, analytical procedures and discussion related to
information supplied to us by the company.

A review does not constitute an audit and consequently we do not express an audit opinion on
these financial statlements.

Based on our review, nothing has come to our attention that causes us to believe that these
financial statements are not, in ali material respects, in accordance with Canadian generally
accepted accounting principles.

Aho Dm.:\:aaa%«éa—/ﬂ

Chartered Accouniants

{ethbridge, Alberia
April 8, 2008

: 5003113

BDO DPumwoody LLP is a Limited Linbility Partnership registered in Ontario




Premiere Manufacturing Ltd.
Balance Sheet

(Unaudited)
Saptember 30 2007 2006
Assets
Current
Cash $ 38,860 % -
Accounts receivable {(Note 1) ' 616,633 . 54,161
Other receivables 17,541 -
Due from related parties {Note 2) 11,589,932 10,924,334
inventories {(Nole 3) 2,462,201 2,542 488
Prepaid expenses 10,423 7,397
14,735,490 13,528,381
Property, plant and equipment (Note 4) 3,303,680 4,388,042

$ 18,039,180 § 17,916,423

*

Liabilities and Shareholders’ Deficiency

Current
Bank indebtedness (Note 5) $ - % 25,812
Accounis payable and accrued liabilities 275,249 83,751
Due fo related parties (Note 2) 13,248,504 13,576,322
Demand lvans (Note 6) 1,796,808 358,750
15,320,651 14,044,635
Shareholder's interest (Note 7) 13,175,156 13,175,156
Future income tax liability 282,257 502,000

28,778,064 27,721,714

Shareholders’ deficiency .
Share capital (Note 7) 2 2

Deficit (16,738,886) (9,805,370)

{10,738,884) (9,805,368)

. e $ 18,039,180 § 17,916.423
Contingent liabilities (Note 8)

On behalf of the Board:

Director Director

The accompanying summary of significant accounling polictes and notes are an integral part of these financial stalaments
3
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Premiere Manufacturing Ltd.

Statement of Deficit

(Unaudited)

For the year ended September 30 _2007 2006
Retained earnings (deficit), beginning of year $ (9,805,370) 3 566,133
Net income (loss) for the year (833,516) 1,31 1,736

(10,738,886) 1,877,860

Adjustment per Section 85 - (11,683,239)
Deficit, end of vear $(10,738,886) § (8,805,370)
RN T L ALY, Lo -

The atcompanying summary of significant accounting poficies and notes are an integral part of these financi statements. ~ D 0 ﬁ. 1 5
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For the vear ended September 30

o T T

Statement of Operations
(Unaudited)

2007

2006

Revenue

Cost of goods sold
Inventory, beginning of year
Purchases
Manufacturing supplies
Wages and employes benefits

inventory, end of year

Gross margin

Expenses "
Advertising and sales promotion
Amorlization

Bad debis (recovered)

Bank charges and interest
Consulting fees

Equipment repairs and maintenance
Insurance :
Interest on long-term debt and demand loans
Management fees

Office

Professional fees

Property tax

Telephone and utilities

Training and education

Travel

Vehicle

Income (ioss) from operations

Other income
Gain on disposal of property, plant and equipment
Gain ort disposal of rental bits
Other income

Income {loss) before income taxes
income taxes (Note 10)
Future (recovery)

$ 3,240,693 $ 3,385496

2,542,480 1,183,970
417.919  1.585.727
241.076 291148

1,531,423 695,769
4,732,007 3,686,614
(2.462.201)  (2.542.480)

2270706 1144125

069,987  2.241.371

89,528 T 2729
1,331,937 177,421
(125) 660
4293 1,345
74,827 -
17,195 29,600
19,144 738
103,211 28,653
671,818 356,019
39,913 8,378
2.176 170
4,941 7,169
85793 46,191
4,001 2,013
45,519 20,801
211,749 1.046
2,706,007 683,025
(1.736,020) 1,558,346
13,216 2,761
480,078 .
89,467 2,702
582,761 5,553
(1,153,258) 1,563,800
(218,743) 252,163

$ (933,516) $ 1,311,736
PERYTEIYT T PN R R NTT

The accompanying summmary of significant accounting poficies and roles are en Integral part of these fnancial statements.

5
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For the year ended September 30

Premiere Manufacturing Ltd.
Statement of Cash Flows
(Unaudited)

2007

2006

Cash provided by {used in)
Operating activities (Note 9)

Met income (loss) for the year $ (933,516) § 1,311,738
jterns not invalving cash :
Amuortization of property, plant and equipment 1,331,937 177,421
Future income tax liabillty (recovery) {219,743) 252,163
Gain on disposal of property, plant and equipment {13,216) {2,761)
Gain on disposal of rental bits (480,078) -
{314,616) 1,738,659
Changes in non-cash working capital balances
Accounts receivable {562,372) {53,626)
Other receivables {17,541) -
inventories 80,2688 (1,358,519}
Prepaid expenses : (3,026) : 1,409 ¢
Accounts payable and accrued liabilities 191,498 (32,572)
(625,769) 205,251
Investing activities
Purchase of property, plant and equipment (182,339) (4,096,417}
Purchase of bits {328,655) -
Proceeds on sale of properly, plant and equipment 42,781 2,761
Proceeds on sale of renial bits 713,822 -
245,709 (4,093,656)
Financing activities
Repayment of demand loans (358,750) (106,260)
Proceeds from long-term debt and demand loans 1,796,898 -
Section 85 adjustment - {11,396,524)
issuance of preferred shares - 13,175,156
Due tolfrom relaied parlies (3983,416) 2,083,857
444,732 3,756,229
Increase (decrease) In cash during the year 64,672 {42,176)
Cash (bank indebtedness}, beginning of year (25,812) 16,364
Cash {bank indebledness), end of year $ 38,860 § {25,812)
Represented by
Cash $ 38,860 -
Bank indebtedness - (25,812)
$ 38,860 % (25,812)
pree o

The accompanying summary of significant dccounting poficias and notes are an integrat part of these financal stalements.
6
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September 30, 2007

Premiere Manufacturing Ltd.
Summary of Significant Accounting Policies
(Unaudited)

Nature of Business

Financial Instruments

Use of Estimates

Inventories

Property, Plant and Equipment

The company is incorporated under the laws of Atberta and is
engaged in the operations of manufacturing and repairing bits
for the drilling industry.

The company’s financial instruments consist of cash, accounts
receivable, accounts payable and accrued lHabllities, demand
loans and amounts due foffrom related parties. Unless
otherwise noted, it s management's opinion that the company
is not exposed io significant interest, currency or credit risks
arising from these financial instruments.

The fair values of these financial instruments approximate thelr
carrying values, unless otherwise noted.

The preparation of financial statements in conformity with
Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect
the reported amount of assets and liabilities and disclosure of
contingent assets and liabilties at the date of the financial
statements, and the reported amounts of revenues and
expenses during the period. Where measurement uncertainty
exists, the financial statements have been prepared within
reasonable limits of materiallty, Actual results could differ from
those estimates.

Raw materials and supplies are stated at the lower of cost and
replacement cost. Cost is generally determined on the first-in,
first-out basis. Work in progress and finished goods are stated
at cost required to manufaclure,

Property, plant and equipment are stated at cost less
accumulated amoriization.  In the year of scquisition one-half
of the normal rate is applied. Amorization based on the
estimated useful life of the asset is calculated as follows:

Buildings ~ 10 yaars straight line basls
Computer equipment « 3 years stralght line basis
Fumiture and fixtures - 4 years straight line basis
Manufacturing equipment - 8 years straight line basis
Vehicles - 3 years stralght line basis
Rental bits - 4 years straight line basis,

to estimated salvage value

@60118




Premiere Manufacturing Ltd.
Summary of Significant Accounting Policies
(Unaudited)

September 30, 2007

Future Income Taxes Future income taxes arise from the company claiming
deductions for income tax purposes which differ from those
claimed for accounting purposes. Future income taxes are a
result of claiming capital cost aflowance for tax purposes in
excess of amortization of property, plant and equipment.

Foreign Currency Translation Forelgn currency accounts are franslated into Canadian dollars
as follows:

Al the fransaction date, each asset, liability, revenue and
expense is franslated into Canadian dollars by the use of the
exchange rate in effect at that date. At the year end date,
monetary assets and liabilities are translated into Canadian
dollars by using the exchange rate in effect at that date. The

resulting foreign exchange gains and losses are included in
income in the current period.

Revenue Recognition Revenus on the sale of bits Is recognized upon delivery to the
custorner. Rental revenue is recognized upon the return of bits
by the customer and based on the assessment of usage.

; ¢00119




Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2007

1. Accounts Receivable

A significant portion of the company's trade accounts receivable are to customers in the oit and
gas industry and, as such, the company is exposed to all the risks of that industry.

2. Due to Related Parties

During the year, the company entered into transactions with related parties as follows:
The company paid management fees of $687,868 (2006 - $356,019) to it's parent company.

The, company purchased $81,650 of assets from Hat Bit Supply Lid. (related by virtue of a
common shareholder). Loans corresponding with these assets have also been transferred
over; a GMAC finance loan for $9,451 and a Toyota finance loan for $7,575.

The company purchased materials of $330,523 (2006 - $886,161), from REnvironmental Labs
Ltd. (related by virlue of a common shareholder of the company's parent company)} as well as
paid them facility rent of $23,271 (2006 - $0).

These transaclions are in the normal course of operations and are measured at the exchange
value (the amount of consideration established and agreed to by the related parties), which
approximates the arm's length eguivalent value.

At the end of the year, the amounts due from (to) related parties are as follows:

2007 2006
Hat Bit Supply Lid. $ 11,098,156 $ 10,892,121
Diamond Bullet International 491,717 32,213

$ 11,589,932 § 10,824,334

Diamond Bullet Corporation ~ Parent Company $ (12,364,828} § (12,399,237)

REnvironmental Labs | id. (883,676) {1,177,085)

§ ‘1 3,248,504) & !13.576,3222

a00120




Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2607

2. Dueto Related Parties (continued)

The amount due to REnvironmerntal Labs Ltd, is secured by a General Security Agreement
covering all the assets of the Corporation. This balance is interest-free and due on demand.,

The other loans are interest-free, payable on demand and have risen from the sales and
purchase of products and provision of services referred to above.,

3. Inventories

. 2007 20086
Raw malerials and supplies $ 668,164 $ 698,007
Work in process 486,880 441,280
Fimished goods 1,307,157 1,403,202

$ 2462201 $ 2542489

4. Property, Piant and Equipment

2007 2008

Accumulated Net Book Net Book

Cost Amertization Vaiue Value

Land 3 5847 % - % 5047 § 5,047
Buildings 187,167 116,316 70,851 88,450
Computer equipment 51,566 45,132 6,434 5,846
Furniture and fixiures 38,737 38,108 629 2,072
Manufacturing equipment 1,238,651 1,090,024 149,627 198,155
Vehicles 211,442 84,070 121,372 1,680
Rental bits 13,604,854 10,661,124 2,943,730 4,087,682
15338464 § 12034774 § 3303600 $ 4.388.042

10 360121



Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2007

8.

Bank Indebtedness

The bank overdraft and the operating loans are due on demand and bear interest at the bank's
prime rate. The bank overdraft is secured by a general floating assignment over all company
assels. The operaling loan is secured by all of the company assets, those of Diamaond Bullet
Corporation and Its subsidiaries and personal guaraniees of the principals of the shareholders.

The maximum avaiiable credit for ali related entities is capped at $2,000,000,

Demand Loans

. 2007

' 2006

HSBC Bank of Canada non-revolving ioan, moenthly payments
of $30,778 plus interest at bank's prime rate plus 1.5% ending
April 2012, . $ 1,692,749

GMAC Finance Loan, 24 monthly payments of $918 per

month, includes principal and inlerest at 8.24%, ending

July 2008. Secured by a receivable from Ross Mather far

§17,738. 17,738

GMAC Finance Loan, 80 monthly paymenis of $1,221,
0.00% interest, ending July 2012. Secured by a specific
asset with a carrying value of $64,781. 69,385

GMAC Finance Loan, 60 monthly payments of $859,
0.00% interest, ending Sept 2008. Secured by a specifit
asset with a carrying value of $13,141. 9,451

Toyota Finance Loan, 60 monthly payments of $342.

includes principal and interest at 3.9%, ending August

2008. Secured by a specific asset with a carrying value of

$6,834. 7,575

HSBC Bank of Canada. -

$ 200,560

158,190

$ 1,796,808

§ 358,750

11
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Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2007

6.

Demand Loans (continued)

Security for the HSBC loans includes a general security agraement over property and a
floating charge over land; $300,000 demand mortgage over land and building in Taber;
assignment of all risk insurance; unlimited guarantees from Diamond Bullet Corporation, Hat
Bit Supply Lid., and REnvironmental Labs Ltd., and a $1,000,000 guarantee from a

shareholder of the parent company. Security for the vehicle loans are the comresponding
assets.

The agreement with respect to the HSBC Bank of Canada loans contains ceriain covenanis
regarding I} debt fo net worth of 2.00:1 and i) a current ratio of 1.25:1 which is to be calculated

on an consolidated basis, The company was not in compliance with either covenant as at
September 30, 2007.

In aceordance with Canadian generally accepted accounting principles, the long-term debt of a
demand nature has been classified as a current liabliity. Arrangement for payment of these
loans have been made and accepled by the lenders as stated above,

Principal repayments for the next five years are estimated as follows if the loans are niot

demanded prior to maturity and/or are renegotiated at similar terms to the present loan
agreaments:

2008 3 408,416
2009 407,238
2010 383,088
2011 383,988
2012 212,268
$ 1,796,898

Share Capltal

The suthorized share capiia! of the company is as follows:

Unlimited Class A,B,C and D common shares

Unilitnited Class E,F,G and H common non-voting shares
Unlimited Class | preferred redeemable voling shares
Unlimited Class J preferred redeemable non-voting share

12
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Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2007

7. Share Capital (continued)

The company has adopted the new recommendations on financial instruments by the
Canadian Instiute of Chartered Accountants. Accordingly, the preferred shares have been
reclassified from share capital to shareholder's interest a long-term liability. 13,175,156 class J
preferred shares have been issued with a redemption value of $13,175,156.

The issued share capital is as follows:

2 Class A coramon shares . 2 % '

8. Contingent Liabilities

The company has guaranteed ioans from the HSBC Bank of Canada to Diamond Bullet
Corporation in the amount of $1,531,473 at year end (2006 - $2,578,620).

The company has guaranteed an unlimited amount in regards to any advances or loans owing
from Dunn Trucking Lid. to The Diamond Bullet Corporation. As at September 30, 2007 there
are no amounts owing to Diamond Bullet Corporation from Dunn Trucking Lid.

9, Statement of Cash Flows

2007 2006
Interest paid $ 103,241 § 28,6853

s 500124



Premiere Manufacturing Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 20607

10.

Income Taxes
Income tax losses

As of September 30, 2007, the company has non-capital losses of approximately $674,902
which have been recognized against future income tax liabilitles in the amount of $102,465.
These lpsses expire as follows

2014 $ 238
2015 20,529
2016 120,853
2017 533,282

$ ' 674,002

14
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IASISEXHBIT"  #H "
to the Affidavit of

Rich Coviteer

Sworn before me this_2-©

day of plovevatss 2009

o

A Commissionet for Oaths/Notary Public
in and for the Province of Albena

Lindsey R. Aufricht
Student-at-Law

DBC International

Financial Statements
For the year ended September 30, 2007
(Unaudited - see Notice to Reader)




DBC International

Financial Statements
For the year ended September 30, 2007
{Unaudited - see Notice to Reader)

Notice to Reader 2

Financia! Statements
Balance Sheet 3

Statement of Operations and Deficit 4
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BDO Dunwoody LLP 200 Sputhland Terrace

Chartered Accountants 220-3rd Avenue South

and Advisors Lethbridge Alberta Canada T 0G9
Telephone: {403) 328-5292
Fax: (403} 328-9534
www. bdo.s

Notice to Reader

_ On the basis of information provided by management, we have compiled the balance sheet of DBC
g International as at September 30, 2007 and the statement of operations and retained earnings for
the vear then ended.

‘We have not performed an audit or a review engagement in respect of these financial staternents
and, accordingly, we express no assurance thereon.

Readers are cautioned that these statements may not be appropriate for their purposes.

Bho DM&'% - r—/

Chartered Accountants

t_ethbridge, Alberta
December 19, 2007

: OEEE

BDO Dunwoody Lip is a Limited Linbility Partnership registered in Ontario




DBC International
(Incorporated under the laws of Alberta)

Balance Sheet
{Unaudited - See Notice to Reader)

September 30 2007 2006
Assets
Current
Accounts receivable $ 248,025 3 37,957
Due from shareholder - 100
Inventories - 22,500
_ 248,025 5 60,567
Liabilities and Shareholder's Equity
Current
Bank indebtedness $ 1,157 § -
Acceunis payable and acerued liabilities 2,482 . 35,881
Due fo related parties 208,500 24,608
212,148 60,490
Due to shareholder 35,800 -
247,848 60,490
Shareholder's equity
Share capital 100 100
Deficit (23) (23)
77 77

¥00123




T

, Statement of Operations and Deficit
. (Unaudited - See Notice to Reader)

For the year ended September 30 2007 2006
Revenue $ - § 124,782
Cost of goods sold - 71,986
Gross margin - 52,798
Expenses

Advertising and sales promotion - 10,689

Bad Debis - 156

Bank charges and interest - 86

Membership dues and subscriptions - 180

Printing, stationery and office supplies - 140

Professional fees - 542

Salaries and benefits - 37,621

Travel ' - 3,325

- 52,738
Income from operations - 57
Other income {loss)

Gain (loss) on foreign exchange - {80)
Net income {loss) for the year - {23)
Retained eamings {deficit), beginning of year {23} -
Deficit, end of year m $ {23} % (23)
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A Commissioner for Saths/Notary Public
in and for the Province of Albena

Lindsey R. Aufricht
Student-at-Law
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Financial Statements
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BDO Dunwoody LLp 200 Southland Terrace

Chartered Accountants 220-3rd Avenue Sauth

and Advisors Lethbridge Alberta Canada T 0G9
Teiephone: [403} 228-5292
Fax: (403) 328-9534
wwwbdo.ca

Review Engagement Report

To the Shareholder of
REnvironmental Labs Lid.

We have reviewed the balance sheet of REnvironmental Labs Lid. as at September 30, 2007 and
he statements of operations, retained earnings and cash flows for the year then ended. Our review
was made in accordance with Canadian generally accepted standards for review engagements and
accordingly consisted primarily of enquiry, analyfical procedures and discussion related to
informati?n supplied to us by the company.

A review does not conslitute an audit and consequently we do not express an audit opinion on
these financial statements,

Based on our review, nothing has come to our atiention that causes us fo believe that these
financial statements are not, in all material respects, in accordance with Canadian generally
accepted accounting principles.

Bbo me‘%, Lc.//‘)

Chariered Accountants

Lethbridge, Alberta
June 5, 2008

2
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REnvironmental Labs Ltd.
Balance Sheet

(Unaudited)
September 30 2007 2006
(As rostated)
Assets
Current
Accounts receivable $ 157,251 § 88
Due from related parties (Note 1) 1,077,901 1,371,116
inventories 116,687 167,882
Prepaid expenses 5,702 4,636
Income taxes receivable 6,094 6,075
1,363,635 1,548,797
Property, plant and equipment (Note 2) 540,945 586,711

et 0580 5~ 2,110,508

Liabilities and Shareholder's Equity

Current
Cheques issued in excess of cash on deposit $ 8281 § 7,883
Accounts payable and accrued liabilities 108,238 101,803
Bonus payable - 137,557
Due to relaied parfies (Note 1) 925,294 922,076
Demand loan {Note 3) “ 149,500
1,041,813 1,318,919
Due to shareholder (Note 4) §13,956 542,110
Deferred income taxes 2,406 3,265

1,658,175 1,864,204

Sharehoider's equity
Share capital (Note 5) 16D - 100
Retained earnings 246,305 252,114
246,405 252,214

Contingencies {Note B)
On behalf of the Board:

Diractor

The accompanying strmmary of sigrificant accounting poficies and notes are an integr! part of Uese fnandal statements. .".': O 0 1 3 4
3 H




REtwironmental Labs Ltd.

statement of Retained Earnings
(Unaudited)

2006
{As restated)

2007

Retained garnings, peginning of year as pre\riousty reporied % 255379 § 238,104
Correction of prior period error 3,26 2,503
252,114 235,601

Retained earnings, as restated

Net income (toss) for the year (5,3091 16,423
$ 246,305 % 252,114

Retained eam‘mgs. end of yeat

i

n.; bis

The accompanying summary of significart accounting policies and hotes at: an inegral part of these financial gtatements.
P L »
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W
REnvironmental Labs Ltd.

Statement of Operations

(Unaudited)
For the year ended September 30 2007 2006
{As restated)
Revenue $ 426,668 $ 561,632
Cost of goods sold 94,629 ., 89,788
Gross margin 332,039 471,844
Expenses
Advertising and sales promotion 1,140 500
Amortization 40,030 43,089
Bank charges and Interest 1,281 1,186
Bad debt - 656
insurance and memberships 525 a23
interest on long-term debt 7,184 8,158
Printing, stationery and office supplias 718 -
professional fees 5,702 16,437
Property 1ax 2,351 6,886
Repairs and maintenance 18,038 30,072
salaries and benefits 205,081 304,590
Training 11,044 423
Travel 4,314 2,480
Utilities 12,889 16,827
Vehicle 26,630 14,703
340,927 448,940
Income {loss) from operations (8,888) 22,904
Other income (loss)
Loss on disposal of property, plant and equipment - (2,864)
Gain on foreign exchange 2,220 528
2,220 (2,335)
income {loss) pefore Income taxes (6,668) 20,569
income faxes
Current - 3,384
Deferred (recovery} {859) 762
{859) 4,146
Net income (ioss) for the year e $ (5,809) $ %
AR TS

The atcotnpanying sutamary of sigrificant accouning policies and notes Bre an Integrat part of these financial staierments.
® 500130




REnvironmental Labs Ltd.
statement of Cash Flows

(Unaudited)
For the year ended September 30 __2007 2006
{As restated)
Cash provided by (used in)
Operating activities
Net income (loss) for the year $ {(5,809) § 16,423
ltem not involving cash
Amortization of property, plant and equipment 40,030 43,089
Deferred income 1axes (recovery) (859) 762
Loss on disposal of property, plant and equipment - 2,864
33,362 54,038
Changes in non-cash working capital balances,
Accounis receivable {157,163) 568
inventories 51,195 2,094
Prepaid expenses {1,066) 3,253
Accounts payable and accrued liahiliities 6,435 19,543
Income taxes payable (nef) (19 (27,509)
Bonus payable ____{(137,557) 115,837
{204,813) 178,724
investing activities
Purchase of property, plant and equipment {25,742) (11.476)
Proceeds on sale of property, plant and equipment 11,478 4,000
(14,264) (7,476)
Financing activities
Repayment of long-term debt (149,500) (16,250)
Related parties 296,433 (102,459)
Due to shareholder 71,846 {50,051)
218,779 (168,760)
Increase (decrease) in cash during the year {298) 2,488
Bank indebtedness, beginning of year {7,883) (10,471}
Bank indebtedness, end of year $ (8,281) § (7,883)

The accampanying summaty of signiicant ateounting poficies and notes are BN Integral part of these financial statements.
1+
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REnvironmental Labs Ltd.
Summary of Significant Accounting Policies

(Unaudited)

September 30, 2007

Nature of Business The company is incorporated under the laws of Alberta and is
engaged in the operation of recycling materials for drilling bits.

Financial Instruments The company's financial instruments consist of accounts
receivable, bank indebtedness, accounts payable and acerued
liabilities, amounis due to {from) related parties, and demand
loans. Unless otherwise noted, it is management's opinion that
the company is not exposed to significant interest, or currency
risks arising from these financlal instruments. However, a credit

risk exists as more than 50% of the companies assets are from
related parties.

+*

The fair values of these financial insiruments approximate their
carrying values, unless otherwise noted.

Use of Estimates The preparation of financial statements in conformity with
Canadian generally accepted accounting principles requires
management to make estimates and assumplions that affect
the reported amount of assets and liabilities and disclosure of
contingent assets and labifities at the date of the financial
statements, and the reported amounts of revenues and
expenses during the period. Where measurement uncertainty
exists, the financial statements have been prepared within

reasonable limits of materiality. Actual results could differ from
those estimates.

Revenue Recognition Revenue is recognized when the product is delivered to the
customer,
Inventories Raw materials and supplies are stated at the iower of cost and

net realizable vaiue. Finished poods are stated at the lower of
average cost and net realizable value,

Property, Plant and Equipment Property, plant and equipment are stated at cost less
accumulated amortization. Amortization based on the
estimated useful life of the assel is calculated as follows (one
half is laken in the year of acquisition):

Buiiding - 4 % diminishing balance basis
Machinery and equipment - 20 % diminishing balance basis
Automotive equipment - 30 % diminishing balance basis
Computer equipment - 30 % diminishing balance basis

7 v00118




REnvironmental Labs Ltd.
Notes to Financial Statements
(Unaudited)

September 34, 2007

1. Related Party Transactions

During the year, the company entered into fransactions with related parties as follows:

The company sold materials of $330,523 (2006 - $514,255) to Premiere Mamfacturing Lid. (a
related party related by virtue of a common shareholder), and received rent in the amount of
342,177,

These transactions are in the normal course of operations and are measured at the exchange
value (the amount of consideration established and agreed to by the ralated parties), which
approximates the arm's length equivalent value for sales of product.

At th.a end of the year, the amounts due from (io) related parties ére as follows:

2007 2006
Prarmiers Manufacturing Lid. $ 883,676 $ 1,177,085
Dunn Trucking Lid. 167,687 167,687
PBC Intemational Inc, 23,022 23,022
Shelby Reeycling Lid. 3,516 3,322

$ 1,077,901 5 1,371,116

Hat Bit Supply Lid. $ (237,032) § (247,103
Diamond Bullet Corporation (688,262) (674,873)

§ (925,204) §  (922,076)

These balances are interest-fres, payable on demand and have risen from the sales and
purchases of products and provision of services referred to above. The companies Hsted
above are related to REnvironmental Labs Ltd. by virtue of 2 common shareholder.
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REnvironmental Labs Ltd.

Notes to Financial Statements

(Unaudited)
September 30, 2007
2.  Property, Plant and Equipment
2007 20086
Accumulated Net Book Net Book
Cost  Amortization Value Value
Land $ 78,000 % - 78,000 78,000
Bulldings 424,085 65,085 358,100 354,168
Machinery and equipment 263,318 163,744 899,574 115,534
Automotive equipment 18,713 14,656 4,057 17,274
Computer equipment 6,751 5,537 1,214 1,735
] 780,867 % 249922 $ 540,945 566,711
3. Demand Loan
2007 2006
HSBC Bank of Canada non-revolving loan, monthly payments
of $1,625 plus interest at bank's prime rate plus 1.5%. $ - 149,500

]
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REnvironmental Labs Ltd.
Notes to Financial Statements
(Unaudited)

September 30, 2007

4,

Due to Shareholder

This amount is non-interest bearing, unsecured and has no fixed terms of repayment. The
shareholder has indicated that he does not infend to materially reduce the balance over the
next year, therefore it has been classified as a non current liability.

The authorized share capital of the company is as follows:

Unlimited Class A,B,C and D common voling shares '
Unlimited Class E and F common non-voting shares

Unlimited Class G and H preferred redeemable voting shares

Unlimited Class | preferred redeemable nan-voting shares

Unlimited Class J and K preferred non-redeemable voling shares

The issued share capital is as follows:

2007 2006
100 Class A common shares I || ]

5. Economic Dependence
This company's sales are derived from one customer {company related by a common
shareholder). Should this customer curiail its dealings with the company, management is of
the opinion that continued viable operations would be queshionable. :

6. Contingencies

The company has unlimited guarantees over the bank indebtedness and bank loans of
Diamond Bullet Corporation, Hat Bit Supply Ltd. and Premiere Manufacturing Lid. Amounts
outstanding are $3,328,372.

a4 nn-
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THIS IS EXHIBIT*_\ s "

to the Affidavit of
Rick Coviboer
Sworn before me this__2-o
day of pHlowve wd-ev 2008

A M

A Commissioner for Qaths/Notary Public
in and for the Province of Alberta

Lindsey R. Aufricht
Student-at-Law

Hat Bit Supply Ltd.

Financial Statements

For the year ended September 30, 2007
{Unaudited - see Notice to Reader)
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Notice to Reader

On the basis of information provided by mapagement, we have compiled the balance shest
of Hat Bit Supply Lid. as at 2007 and the statement of operations and retained earings for
the year then ended. ¥ ER

3 N

] ‘_} AT B L:i{:.-r'-; st
I e P . Y .3 .
We have not performed an audit or a review enge_zgezj!ent In respect of these financial
statements and, accordingly, ve express nb assurarice théreori

P - Vg e f_ T

Readers are cautioned that these statements may not be appropriate for their purposes.

Chartered Accountants

Lethbridge, Alberta
March 8, 2008

o
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Hat Bit Supply Ltd.

Balance Sheet
(Unaudited - See Notice to Reader)

Septemnber 30 2007 2006
Assets
Current
Cash $ 6,466 3 63,365
Accounts receivable 4,700 739,198
Due from related partles ' 12,012,485 11,858,320
Prepaid expenses - 1,781
12,023,651 12,662,665
Long-ferm investments 1,491,916 1,491,916
Praoperty, plant and equipment “ 64,815
$ 13,515,567 5 14,219,306
$ 2,907 § 184,622
Due to related parties 11,098,155 10,892 121
Demand loans - 752,040
11,101,062 11,828,783
Long-term debt - 50,828
Future income tax lability - (12,004)
_ 11,101,062 11,867,607
Shareholder's equity
Share capitzal - 180 190
Relained earnings 2,414,315 2,351,509
—.2,414,505 2,351,788
$ 13,515,567 $ 14,210,396
statement r~
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Hat Bit Supply Ltd.
— Statement of Retained Earnings
(Unaudited - See Notice to Reader)

For the vear ended September 30 2007 2006
Retained earnings, beginning of year $ 2,351,599 $ 2932477
Net income {loss) for the year 62,716 . {580,878)

$ 2414315 8 2351500

staternant . U O 0 1 ’l 5




Statement of Operations
(Unaudited - See Notice to Reader)

For the year ended September 30 2007 2008
Revenue '
Rentals $ - § 2,898,848
Sales - 1,014,168
Repairs - 54.533
- 3,967,548
Cost of goods sold (Schedule) - 2,048,910
Gross margin - 1,918,639
Expenses )
Advertising and sales promotion - 67,275
Amortization 18,560 1,185,408
Bad debts (recovery) (72,148) (25,565)
Bank charges and interest 1,067 2,293
Delivery » ‘ - 6,081
Insurance - 0 “ 46,738
Interest on long-term debf - 37,035
Management fees 8,107 356,019
Membership dues and ks - 2,137
Printing, stationery and 6§ j " 7.971
Professional fees - * 18,230 5,865
Properiy tax - 1,538
Rent - 24,938
Repairs and maintenance - 107,023
Salaries and benefits - 1,055,100
Shop supplies - (1,925)
Travel - 28,953
Utilities - 56,113
Vehicle - 194,463
{26,175) 3,167,461
Income (loss) from operations 26,175 {1,248,822)
Other income (loss)
Gain (loss) on foreign exchange - 18,355
Gain on disposal of rental assets 48,545 467,030
Other income “ 63,762
48,545 549,147
Income (loss) before Income taxes 74,720 (689,675)
income taxes
Future (recovery) 12,004 (118,797)

tetincome (loss) fortheyear o S CBT16 8 (580.878)

statement \J n} ﬂ 1 1; ?




