


Management’s Discussion & Analysis

Management’s discussion and analysis (“MD&A”) should be read in conjunction with the unaudited
interim condensed consolidated financial statements for the nine months ended September 30, 2011
and the audited consolidated financial statements and MD&A for the year ended December 31, 2010.
References made to 2010 in this MD&A relate to the period from January 1 to September 30 unless
otherwise stated. The information in this MD&A was approved by AKITA's Audit Committee on behalf
of its Board of Directors on October 28, 2011 and incorporates all relevant considerations to that date.

Management has prepared this MD&A as well as the accompanying unaudited interim condensed
consolidated financial statements and the notes thereof. All financial information is presented in
Canadian Dollars.

Changeover to IFRS

In February 2008, the CICA's Accounting Standards Board confirmed that International Financial Reporting
Standards (“IFRS”) would replace Canadian GAAP (“GAAP”) in 2011 for profit-oriented Canadian publicly
accountable enterprises. Accordingly, the Company is reporting its results in accordance with IFRS
beginning this year. Comparative information has been converted into IFRS except where noted.

Cyclical and Seasonal Nature of AKITA's Operations

The drilling sector of the oil and gas industry ranks as one of the most competitive areas of business.
As a service industry, its activities are directly affected by its customers’ exploration and development
efforts which, in turn, are dictated by world energy prices and government policies.

Generally, AKITA has exceeded historical industry average rig utilization rates as a result of customer
relations, employee expertise, safety performance, equipment quality and drilling performance. Annual
Western Canadian drilling utilization, which in 2009 reached a ten year cyclical low, has shown recovery
starting in 2010 and continuing thus far in 2011.

As utilization rates recover, even relatively small increases can have a significant positive financial
impact on AKITA's performance. Consistent with the first two quarters of 2011, the accompanying
financial statements for the third quarter along with this MD&A, provide a demonstration of this rapidly
changing and dynamic market.

In addition to considerations regarding the cyclical nature of AKITA's business, readers should be aware
that, historically, the first quarter of the calendar year is the most active in the Canadian drilling
industry. Lower activity levels that result from warmer weather necessitating travel bans on public
roads (commonly referred to as “break-up”), characterize the second quarter. In 2011, the break-up
period ended later than for typical years due to wet weather beginning in May. This annual seasonal
slowdown was exacerbated as a result of unseasonably wet weather that extended into June and, in
!ome locations, into July. By August, the wet weather subsided and conditions became more conducive

to continuous drilling programs.
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The following table summarizes third quarter and year-to-date utilization for AKITA and the Western
Canadian drilling industry for 2011 and 2010:

Utilization rates expressed in percentages Thrggpl\t/lgnqg]; %néj ed Ninseepl\)llgrggergged
AKITA Industry @ AKITA Industry ©

2011 62.9 55.1 51.9 48.2

2010 38.7 40.5 37.2 37.9

S Source: Canadian Association of Oilwell Drilling Contractors (CAODC)

Revenue and Operating and Maintenance Expenses

S Million Three Months Ended September 30 Nine Months Ended September 30
2011 2010 Change % Change 2011 2010 Change % Change
Revenue 54.9 34.0 20.9 61% 144.0 103.3 40.7 39%
Operafing & Maintenance 358 216 142  66% 940 709 231 33%
penses
S Dollars Three Months Ended September 30 Nine Months Ended September 30

2011 2010 Change % Change 2011 2010 Change % Change

Revenue per operating day 25,642 24,544 1,098 4% 27,999 26,078 1,921 7%

Operating & Maintenance 0 0
Expenses per operating day 16,736 15,590 1,146 7% 18,284 17,896 388 2%

Operating margin ) per
operating day 8,907 8,953 (46) (1%) 9,715 8,182 1,533 19%

(1) Note: Operating margin is the difference between revenue and operating & maintenance expenses

The changeover from GAAP to IFRS did not affect the Company’s recognition of revenue per se. It did,
however, affect the balances reported for operating and maintenance expenses. Certain expenditures
that were previously recorded as maintenance expenses under GAAP are now recorded as property, plant
and equipment under IFRS. This reduced the balance otherwise reported as operating and maintenance
expenses under IFRS.

Upon adoption of IFRS, revenue for goods and services provided by the Company to its customers on a
cost recovery basis is presented in the Company’s income statement on a gross basis. These amounts were
reported on a net basis under Canadian GAAP. This change has resulted in offsetting increases to Revenue,
Operating and Maintenance and Selling and Administrative expenses.

As a result of stronger market conditions, during the third quarter of 2011, overall revenue increased to
$54,874,000 compared to $34,042,000 during the corresponding period in 2010. On a “per operating day”
basis, third quarter revenue increased to $25,642 in 2011 compared to $24,544 per day in 2010. Much
of the increase in revenue for the quarter was due to increased activity levels for AKITA's conventional
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rigs. Additionally, AKITA has continued to expand the pad rig component of its fleet, and the demand
for these rigs has continued to be strong. As most of AKITA's pad rigs are working under longer duration
contracts, rates associated with those rigs were largely unchanged.

Operating and maintenance costs are tied to activity levels and amounted to $35,814,000 or $16,736
per operating day during the third quarter of 2011, compared to $21,624,000 or $15,590 per operating
day for 2010. The overall balance recorded in operating and maintenance expense increased both as a
result of increased activity levels and increased daily costs. “Per-day” operating and maintenance costs
rose based upon the overall mix of rigs that worked as well as general oilfield inflation, especially as it
relates to the cost of drilling services as opposed to drilling supplies. Further, during the comparative
period, three of AKITA's rigs were earning revenue on a standby basis and therefore had no associated
operating and maintenance costs. During the current year, these rigs were all in active operation.

The Company’s “per-day” operating margin for the third quarter of 2011 was $8,907 compared to a
“per-day” operating margin of $8,953 during the corresponding quarter in 2010. AKITA's conventional
rigs were busier in the third quarter of 2011 compared to the corresponding quarter in 2010. Typically,
these rigs garner lower margins than the pad rigs, and were a significant factor in the quarterly margin
reduction experienced in the current quarter.

Overall revenue increased to $143,969,000 during the first nine months of 2011 from $103,295,000
during the first nine months of 2010 due to the stronger market conditions. The influence of pad rigs was
greater in the year-to-date results compared to the third quarter results, since this type of drilling was
affected less by seasonality factors. This improvement in revenue reverses the previous four year trend
of consecutive “year-over-year” declines in revenue experienced in the January to September periods.

In addition to an increase in total revenue for the nine months ended September 30, revenue per operating
day increased to $27,999 during the first nine months of 2011 from $26,078 in the corresponding period
of 2010. As with the increase in overall revenue, revenue per day increased predominantly due to strength
in the conventional drilling market. Improvements in day rates for pad rigs were a secondary factor.

Operating and maintenance costs amounted to $94,017,000 or $18,284 per operating day during the
first nine months of 2011 compared to $70,886,000 or $17,896 per operating day in the corresponding
period of the prior year. Although the daily cost of operating all rigs rose during the first nine months of
2011 compared to the corresponding period in 2010, this increase was offset to a large extent by having
a higher percentage of conventional rigs operating in the current year-to-date period, as conventional
rigs generally require smaller crew complements than are used in either deep or pad drilling applications.

On a nine month basis, the Company’s “per-day” operating margin was $9,715 during 2011, compared
to a “per-day” operating margin of $8,192 during the corresponding period in 2010. The daily cost of
operating all rigs rose during the third quarter of 2011 compared to the corresponding period in 2010
but was more than offset by higher revenue rates due to improved market conditions.

From time to time, the Company requires customers to make pre-payments prior to the provision of
drilling services. At September 30, 2011, these prepayments totalled $815,000 (September 30, 2010
- $985,000).

N
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Depreciation Expense

S Million Three Months Ended September 30 Nine Months Ended September 30
2011 2010 Change % Change 2011 2010 Change % Change
Depreciation Expense 5.6 6.0 (0.4) (7%) 15.6 18.9 (3.3) (17%)

The changeover from GAAP to IFRS affected the balances reported and methods used in determining
depreciation expense. Certain expenditures that were previously recorded as maintenance expenses under
GAAP are now recorded as property, plant and equipment under IFRS. This had the impact of increasing
the balance otherwise reported as depreciation expense under IFRS. Depreciation is also measured on a
more detailed component-by-component basis under IFRS rather than using an asset-by-asset basis used
under GAAP. This change in approach has resulted in some differences that, depending on the actual
assets being depreciated, had the effect of either increasing or decreasing the actual depreciation balance
reported. In general, the more detailed component-by-component depreciation approach is not considered
to produce changes that are material in amount especially when considered over extended periods.

During 2011, the Company analyzed historical use patterns for its fleet and consequently changed its
estimate of the useful lives of its rigs. Previously, most of the Company’s rig components were depreciated
over an average of 2,000 operating days per rig, while selected rigs had components that were being
depreciated over an average of 3,600 operating days. Effective January 1, 2011, the Company began
depreciating all of its rigs over an average useful life of 3,600 operating days per rig.

Concurrent with the change in estimate for useful lives of rigs, the Company reassessed and changed
its estimates for salvage values for its rigs. Previously, salvage values were set between $50,000 and
$300,000 per rig. Effective January 1, 2011, the Company is applying salvage values equal to 20% of
the original cost of each rig.

The major factors that have had an impact on 2011 and 2010 depreciation are as follows: the one-time
change to useful lives of rigs and related salvage values described previously (impact was to reduce
depreciation recorded in the first nine months of 2011 by $5,746,000 including $1,488,000 in the third
quarter; 2010 - no impact), ongoing rig activity levels, ongoing changes in rig mix actually working, and
the recording of certain expenditures as assets under IFRS, necessitating depreciation for costs recorded
as expense under previous GAAP. This final change resulted in an increased depreciation expense of
$3,417,000 for the nine months ended September 30, 2011 (nine months ended September 30, 2010 -
$2,747,000) including $1,044,000 for the third quarter of 2011 (third quarter of 2010 - $1,015,000).
Since depreciation is based upon usage, it is impracticable to determine the impact of these changes
in estimates for future periods until they occur.

The decrease in depreciation expense to $5,647,000 during the three months ended September 30,
2011 from $6,030,000 in the corresponding period in 2010 was mostly attributable to the change in
estimated useful lives for the rig fleet. Higher rig activity and a mix of rigs working having a higher
average cost base offset much of the impact of the above noted change in estimated useful lives for
the rig fleet in the third quarter of 2011 compared to the corresponding quarter in the comparative
period. In the three months ended September 30, 2011, drilling rig depreciation accounted for 96% of
total depreciation expense (three months ended September 30, 2010 - 96%).
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A comparison of year-to-date depreciation revealed an analogous pattern as described regarding the
third quarter of 2011 compared to the corresponding period in 2010. On a nine-month basis drilling
rig depreciation accounted for 96% of total depreciation expense (first three quarters of 2010 - 96%).

Selling and Administrative Expense

S Million Three Months Ended September 30 Nine Months Ended September 30

2011 2010 Change % Change 2011 2010 Change % Change
Selling & Administrative 42 3.4 0.8 20% 127 103 2.4 23%
Expense

The changeover from GAAP to IFRS did not affect the Company’s recognition of selling and administrative
expense per se. However, selling and administrative expense increased $85,000 in the current quarter
($53,000 in the corresponding quarter of 2010) and $171,000 on a year-to-date basis in 2011 ($121,000 in
the corresponding nine month period of 2010) as a result of the Company’s change in revenue presentation
as described in this MD&A under the section “Revenue and Operating & Maintenance Expenses”.

Selling and administrative expenses were 7.6% of total revenue in the first nine months of 2011 compared
to 9.9% of total revenue in the comparative period of 2010, largely as a result of increased revenue
in 2011. The single largest component was salaries and benefits, which accounted for 60% of these
expenses (56% in 2010).

Other Income

S Million Three Months Ended September 30 Nine Months Ended September 30
2011 2010 Change % Change 2011 2010 Change % Change

Interest Income 0.2 0.2 (0.0) (0%) 0.5 0.6 (0.1) (17%)

Other gains and losses 0.0 0.0 0.0 N/A 0.3 0.1 0.2 200%

The changeover from GAAP to IFRS did not affect the Company’s recognition of other income.

The Company invests cash balances in excess of its ongoing operating requirements in bank guaranteed
highly liquid investments. Interest income for the first nine months of 2011 decreased to $505,000
from $570,000 for the corresponding period in 2010 as a consequence of having lower cash and term-
deposit balances in the current year as a result of capital projects.

The gain on sale of joint venture interests in rigs and other assets totalled $275,000 in 2011, compared to
$50,000 in the first nine months of 2010, which resulted from the disposition of certain non-core assets.

N
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Income Tax Expense

S Million Three Months Ended September 30 Nine Months Ended September 30
2011 2010 Change % Change 2011 2010 Change % Change
Current Tax Expense 2.3 0.9 1.4 156% 8.3 1.7 6.6 388%
Deferred Tax Expense 0.2 0.1 0.1 100% (2.2) (0.4) (1.8) (450%)
Total Income Tax Expense 2.5 1.0 1.5 150% 6.1 1.3 4.8 369%

The changeover from GAAP to IFRS did not affect methods used in determining income tax expense.
However, predominantly as a result of changes in balances reported for income before income taxes due to
decreased operating and maintenance expense and increased depreciation expense, the amount reported
as future income tax expense has increased.

Income tax expense increased to $6,050,000 in the first nine months of 2011 from $1,281,000 in the
corresponding period in 2010, due to higher pre-tax income as well as one-time costs to repatriate one
of the Company’s rigs (hereinafter referred to as the “Arctic Wolf”) from Alaska to Canada.

During 2011, the Company repatriated the Arctic Wolf. This repatriation was treated as a sale at fair
value for US tax purposes, thereby creating a taxable event. The effect was to increase current tax
expense and current income taxes payable by $2,432,000 and to decrease deferred tax expense and
deferred income taxes payable by $2,263,000. This transaction was fully recorded in the second quarter
of 2011. The transaction was carried out in order to reduce the income taxes payable for income earned
from the rig’s future operations, since the Canadian income tax rate is substantially lower than the US
income tax rate.

Net Income and Funds Flow

S Million Three Months Ended September 30 Nine Months Ended September 30
2011 2010 Change % Change 2011 2010 Change % Change
Net Income 6.9 2.2 4.7 214% 16.4 2.6 13.8 531%

Funds Flow From

Operations Mot! 12.8 8.5 4.3 51%  29.8 212 8.6 41%

Note: See commentary regarding non standard accounting measure

The changeover from GAAP to IFRS affected the reporting of both net income and funds flow from operations.
This was primarily due to a decrease in operating and maintenance expenses that was partially offset by
an increase in depreciation expense.

Net income increased to $6,926,000 or $0.38 per Class A Non-Voting and Class B Common Share (basic
and diluted) for the third quarter of 2011 from $2,215,000 or $0.12 per share (basic and diluted) in the
third quarter of 2010. Funds flow from operations increased to $12,825,000 in the third quarter of 2011
from $8,476,000 in the corresponding quarter in 2010. The higher income and funds flow that occurred
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in the third quarter of 2011 compared to the corresponding period in 2010 was directly attributable to
increased demand for AKITA's drilling services.

Net income increased to $16,375,000 or $0.90 per Class A Non-Voting and Class B Common Share (basic
and diluted) for the first nine months of 2011 from $2,614,000 or $0.14 per share (basic and diluted) in
the corresponding period of 2010. Funds flow from operations increased to $29,776,000 in the first nine
months of 2011 from $21,240,000 in the corresponding period in 2010. Higher income and funds flow
from operations that occurred in 2011 were directly attributable to higher activity levels and increased
operating margins per day versus the corresponding period of 2010.

A reconciliation from funds flow to cash flow is included in the following section of this MD&A.

Non Standard Accounting Measure

Funds flow from operations is not a recognized measure under IFRS. AKITA's method of determining
funds flow from operations may differ from methods used by other companies and involves including cash
flow from operating activities before working capital changes. Management and certain investors may
find funds flow from operations to be a useful measurement to evaluate the Company’s operating results
at year-end and within each year since the seasonal nature of the business affects the comparability
of non-cash working capital changes both between and within periods. The following table reconciles
funds flow and cash flow from operations:

S Thousands Three Months Ended September 30 Nine Months Ended September 30
2011 2010 2011 2010

Funds flow from operations 12,825 8,476 29,776 21,240

Change in non-cash working capital (14,814) 3,331 (9,074) 7,107

Cash flow from operations (1,989) 11,807 20,702 28,347

S Thousands Three Months Ended September 30 Nine Months Ended September 30
2011 2010 2011 2010

Net Income 6,926 2,215 16,375 2,614

Foreign Currency Translation Adjustment - 39 - 14

Comprehensive Income 6,926 2,254 16,375 2,628

The changeover from GAAP to IFRS did not affect the Company’s recognition of its foreign currency
translation adjustment.

Assets and liabilities of self-sustaining foreign operations are translated into Canadian dollars at the
rate of exchange in effect at the balance sheet date, and revenues and expenses are translated at the
!verage monthly rates of exchange during the year. Gains or losses on translation of self-sustaining

foreign operations are included in accumulated other comprehensive income in shareholders’ equity.
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Fleet and Rig Utilization

AKITA had 37 drilling rigs, including seven that operated under joint ventures (34.075 net to AKITA)
at the end of the third quarter of 2011 compared to 39 rigs (35.225 net) in the corresponding period
of 2010. Since last year, the Company retired two rigs and swapped its 50% interest in an additional
rig for 100% of one of the two rigs swapped. As well, the Company completed construction of one new
rig which is owned 85% by AKITA.

In the third quarter of 2011, AKITA achieved 2,140 operating days, which corresponded to a utilization
rate of 62.9% for the period. In the third quarter of 2010, the Company achieved 1,387 operating days,
representing 38.7% utilization. On a year-to-date basis during 2011, AKITA achieved 5,142 operating
days, representing a utilization rate of 51.9%. During the comparative period in 2010, the Company
achieved 3,961 operating days, representing 37.2% utilization. It should be noted that AKITA calculates
utilization rates based upon rigs actively operating. From time to time, AKITA has rigs receiving standby
revenue. Those rigs are not considered as contributing to the utilization statistic in AKITA's calculations.

During the first quarter of 2011, AKITA completed the Arctic Wolf retrofit. This rig is currently working
under a multi-year contract. During the second quarter, the Company completed the construction and
commenced a multi-year contract for a new pad rig. Although the Company did not complete any
additional rigs during the third quarter, it is continuing the construction of a pad rig which is scheduled
for completion during the fourth quarter. In addition, AKITA has commenced the conversion of one of
its conventional large triple rigs into a pad rig. This work is scheduled for completion near year-end.
Both of these rigs will be working under multi-year contracts once construction is complete.

Liquidity and Capital Resources

The changeover from GAAP to IFRS affected the balances reported and methods used in determining
property, plant and equipment. On January 1, 2010, the Company recorded an IFRS 1 exemption to
report selected assets at fair value for deemed costs. This exemption resulted in a reduction of carrying
values of $32,578,000 at that date. Certain expenditures that were previously recorded as maintenance
expenses under GAAP are now recorded as property, plant and equipment under IFRS. Depreciation is also
measured on a more detailed component-by-component basis under IFRS rather than using an asset-by-
asset basis used under GAAP. This change in approach resulted in some differences that, depending on
the actual assets being depreciated, had the effect of either increasing or decreasing the carrying values
for property, plant and equipment. In general, the more detailed component-by-component depreciation
approach is not considered to produce changes that are material in amount especially when considered
over extended periods.

The changeover from GAAP to IFRS did not affect the balances reported for working capital items for the
Company.

As a result of a change in the estimate of useful lives for most of its rigs, the carrying values for property,
plant and equipment are higher than they would have been if the previous estimates were continued.
Please refer to the depreciation discussion on page 5 of this document for further information.

Capital expenditures totalled $35,420,000 in the first nine months of 2011. AKITA's emphasis on pad
rigs has dominated capital expenditures during 2011. Current year spending has been directed to the
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construction of a new pad rig, a major retrofit of an existing triple sized rig to enable it to efficiently
drill pad locations, the retrofit of a conventional double rig that was relocated from Alaska to Alberta,
the addition of a moving system onto a previously conventional double sized rig in order to perform
pad drilling, the major retrofit of a second triple sized rig to enable it to efficiently drill pad locations
and the addition of a moving system onto a previously conventional triple sized rig. While the final
two upgrades listed above were still under construction at September 30, 2011, other projects are now
complete and operational. Capital expenditures for the corresponding period in 2010 were $18,913,000.

At September 30, 2011, AKITA's balance sheet included working capital (current assets minus current
liabilities) of $53,730,000 compared to working capital of $69,643,000 at September 30, 2010 and
working capital of $61,341,000 at December 31, 2010. The Company has made significant investment
in constructing and retrofitting drilling rigs due to the opportunities present in the current drilling
environment. Readers should also be aware of the seasonal nature of AKITA's business and its impact on
non-cash working capital balances. Typically, non-cash working capital balances reach annual maximum
levels at the end of the first quarter or during the second quarter as a result of break-up and decline
thereafter as a result of increased drilling activity.

During the third quarter of 2011, the Company repurchased 49,420 Class A Non-Voting Shares at an
average cost of $10.81 per share pursuant to its Normal Course Issuer Bid. On a year-to-date basis,
AKITA repurchased 89,536 Class A Non-Voting Shares at an average cost of $11.31 per share. During
the first nine months of 2010, the Company repurchased 158,104 Class A Non-Voting Shares pursuant
to its Normal Course Issuer Bid.

The Company chooses to maintain a conservative balance sheet due to the cyclical nature of the industry.
Accordingly, the balance sheet generally includes significant cash balances to provide a potential safequard
in the event of a market downturn. These cash balances also enhance the Company’s ability to finance
strategic growth opportunities as they become available.

From time to time, the Company may finance certain activities with the use of long-term debt. The
most recent borrowing was in 2001, when the Company borrowed $40,000,000 of long-term debt to help
finance the construction of certain drilling rigs. The Company did not have any long-term debt during
the first nine months of 2011 or during 2010.

The Company’s objectives when managing capital are:

e to safeguard the Company’s ability to continue as a going concern, so that it can
continue to provide returns for shareholders and benefits for other stakeholders, and

e to augment existing resources in order to meet growth requirements.

The Company manages its capital structure and makes adjustments to it in light of economic conditions
and the risk characteristics of the underlying assets. In order to maintain or adjust its capital structure,
the Company may adjust the amount of dividends paid to shareholders, repurchase or issue new shares,
sell assets or take on long-term debt.

During the ten year period since 2001, AKITA repurchased 1,273,565 Class A Non-Voting shares through
Normal Course Issuer Bids, issued 486,000 Class A Non-Voting shares upon exercise of stock options and
issued 666,700 Class A Non-Voting shares upon conversion of preferred shares.

N
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The Company had nine rigs under multi-year contracts at September 30, 2011. Of these contracts, one
is anticipated to expire in 2012, five in 2013 and three in 2014.

During the first quarter of 2011, the Company fulfilled its commitment to guarantee certain loans made
to joint venture partners since these loans were fully repaid by the joint venture partners to their lenders.

Summary of Quarterly Results

The following table shows key selected quarterly financial information for the Company:

S Thousands, except per share

Three Months Ended Mar. 31 June 30 Sept. 30 Dec. 31
2011w

Revenue 57,444 31,651 54,874

Net income 7,952 1,498 6,926

Basic earnings per share (S) 0.44 0.08 0.38

Diluted earnings per share (%) 0.44 0.08 0.38

Funds flow from operations 13,712 3,239 12,825

Cash flow from (used in) operations 6,945 15,744 (1,989)

2010@®

Revenue 43,965 25,289 34,042 41,844
Net income (loss) 720 (319) 2,215 4,857
Basic earnings (loss) per share (S) 0.04 (0.02) 0.12 0.27
Diluted earnings (loss) per share (S) 0.04 (0.02) 0.12 0.27
Funds flow from operations 7,644 5,120 8,476 11,554
Cash flow from (used in) operations (2,072) 18,058 11,807 7,268
2009 @

Revenue 41,696 17,881 20,871 25,815
Net income 3,908 555 752 3,165
Basic earnings per share (S) 0.21 0.03 0.04 0.18
Diluted earnings per share (S) 0.21 0.03 0.04 0.18
Funds flow from operations 12,051 2,750 3,169 5,990
Cash flow from operations 11,258 12,519 4,924 534
Notes:

(1) Quarterly results for 2011 and 2010 have been calculated under an IFRS basis.

(2) Quarterly results for 2009 have been calculated under a GAAP basis and may not be comparable to results prepared under IFRS.
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Future Outlook

Recent global economic and political events have reduced the ability to accurately predict industry
direction.

Signals that are useful in providing a reasonable forecast are significantly polarized: there are certain
signs in the industry that point to optimism and other signs that indicate future weakness. Positive
factors include:

e Bookings for winter work for singles and conventional doubles are strong;
e Interest in and bookings for conventional triples continues to increase;

e Pad drilling, particularly for heavy oil is continuing to expand with no anticipated
breaks in service for rigs targeting this resource;

e Interest in and bids for new rigs including both pad and conventional rigs remain
robust; and

e Improvements in drilling and completion technologies are providing encouraging

economics to expand the number of previously uneconomic prospects as now viable
for drilling.

Offsetting these positive factors are the following:

e Commodity prices have recently weakened; most notably for AKITA is the drop in the
price of crude oil;

e Recent geopolitical events, particularly in Europe and the United States, have adversely
affected world growth potential and increased the risk of recession, including in
Canada; and

e (ertain customers have recently temporarily curtailed selected drilling projects as

they have exhausted annual budgets, thus particularly affecting the shallow and
conventional double depth rigs until freeze-up.

Given the foregoing considerations, it is management’s opinion that activity levels for the fourth quarter
of 2011 should remain fairly strong and that the first quarter of 2012 should be strong. The short-term
outlook beyond first quarter may or may not continue on this strong trajectory, particularly with respect to
conventional drilling. Pad drilling is less susceptible to market fluctuations and is expected to continue
to be strong for the foreseeable future. Over one third of AKITA's fleet participates in pad drilling.

Longer term, the Company is well positioned, having equipment that is suited to all major segments of
the Canadian market as well as a strategy to increase AKITA's penetration into the pad drilling segment
of the market. Management is anticipating continued expansion and refocusing of its fleet as principle
methods to add share value.

Forward-Looking Statements

From time to time AKITA makes forward-looking statements. These statements include, but are not
limited to, comments with respect to AKITA's objectives and strategies, financial condition, results of
operations, the outlook for the industry and risk management.

N
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By their nature, these forward-looking statements involve numerous assumptions, inherent risks and
uncertainties, both general and specific, and therefore carry the risk that the predictions and other
forward-looking statements will not be realized. Readers of this MD&A are cautioned not to place undue
reliance on these statements as a number of important factors could cause actual future results to
differ materially from the plans, objectives, estimates and intentions expressed in such forward-looking
statements.

Forward-looking statements may be influenced by factors such as the level of exploration and development
activity carried on by AKITA's customers; world crude oil prices and North American natural gas prices;
weather; access to capital markets and government policies. We caution that the foregoing list of factors
is not exhaustive and that investors and others should carefully consider the foregoing factors as well
as other uncertainties and events prior to making a decision to invest in AKITA.

Management’s Responsibility for Financial Information

AKITA's CEO and CFO have signed certifications relating to the appropriateness of the financial disclosures
in the interim MD&A and the unaudited interim condensed consolidated financial statements for the
period ended September 30, 2011 and relating to the design of the Company’s disclosure controls and
procedures and internal control over financial reporting.

AKITA's internal control over financial reporting includes policies and procedures that pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of AKITA, provide reasonable assurance that transactions are recorded as necessary to permit
preparation of the consolidated financial statements in accordance with IFRS, and provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
AKITA's assets that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting can provide only reasonable
assurance and may not prevent or detect misstatements. Further, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

There were no changes in internal control over financial reporting during the quarter ended September
30, 2011 that materially affected, or are reasonably likely to materially affect the Company’s internal
control over financial reporting.

As in prior quarters, AKITA's Audit Committee reviewed this document, including the attached unaudited
interim condensed consolidated financial statements.
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AKITA Dirilling Ltd.

Condensed Consolidated Statements of Financial Position

Unaudited September 30 September 30 December 31 January 1
2011 2010 2010 2010
(000's of Canadian Dollars) Restated ® Restated Restated
Assets
Current Assets
Cash and cash equivalents Note 5 $ 18,288 S 41,073 S 37,964 S 34,142
Term deposits Note 6 12,991 18,000 10,000 18,000
Accounts receivable Note 22 45,390 22,125 33,339 28,523
Income taxes recoverable - - - 330
Prepaid expenses and other 608 688 222 421
77,277 81,886 81,525 81,416
Non-current Assets
Restricted cash Note 7 - 2,500 2,500 5,000
Property, plant and equipment Note 9 154,253 121,339 134,562 121,346
Total Assets $ 231,530 S 205,725 § 218,587 S 207,762
Liabilities

Current Liabilities
Accounts payable and accrued liabilities  Note 10 $ 19,216 § 9729 § 18830 S 10,123

Deferred revenue 815 985 - 197
Dividends payable 1,264 1,266 1,269 1,277
Income taxes payable 2,252 263 85
23,547 12,243 20,184 11,597
Non-current Liabilities
Deferred income taxes Note 11 10,922 12,253 13,235 12,679
Pension liability Note 12 1,628 1,413 1,429 1,363
Total Liabilities 36,097 25,909 34,848 25,639

Shareholders’ Equity

Class A and Class B shares Note 13 23,323 23,199 23,447 23,376
Contributed surplus 2,696 2,462 2,512 2,271
Accumulated other comprehensive income - 14 50

Retained earnings 169,414 154,141 157,730 156,476
Total Equity 195,433 179,816 183,739 182,123
Total Liabilities and Equity $ 231,530 S 205,725 § 218,587 S 207,762

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
@ Comparative financial information for 2010 has been restated for IFRS as per Note 4.
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AKITA Dirilling Ltd.

Condensed Consolidated Statements of Net Income and Comprehensive Income

Unaudited Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31
2011 2010 2011 2010 2010
(000Q's of Canadian Dollars except per share amounts) Restated ® Restated®  Restated®
Revenue $54,874 S 34,042 $143,969 $103,295 $145,138
Operating and maintenance Note 14 35,814 21,624 94,017 70,886 96,919
Depreciation 5,647 6,030 15,606 18,861 24,540
Selling and administrative Note 14 4,168 3,386 12,669 10,272 13,625
Total costs and expenses 45,629 31,040 122,292 100,019 135,084
Revenue less costs and expenses 9,245 3,002 21,677 3,276 10,054
Other income (losses)
Interest income 163 192 505 570 798
Interest expense (4) (16) (11) (20) (25)
Other gains and losses (net) 49 1 254 69 105
Total other income 208 177 748 619 878
Income before income taxes 9,453 3,179 22,425 3,895 10,932
Income taxes Note 11 2,527 964 6,050 1,281 3,462
Net income for the period attributable 6,926 2215 16,375 2614 7.470
to shareholders
Other comprehensive income
Foreign currency translation adjustment - 39 - 14 (146)
Comprehensive income for the period
attributable to shareholders $ 6926 S 2254 $16375 S 2628 S 7,324
Net Income per Class A and Class B Share Note 16
Basic $ 038 S 012 $§ 09 S 014 S 041
Diluted $§ 038 $ 012 $§ 090 $ 014 S 041

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
W Comparative financial information for 2010 has been restated for IFRS as per Note 4.
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AKITA Dirilling Ltd.

Condensed Consolidated Statements of Cash Flow

Three Months Ended Nine Months Ended  Year Ended
Unaudited September 30 September 30 December 31
2011 2010 2011 2010 2010
(000’s of Canadian Dollars) Restated Restated ' Restated
Operating Activities
Net income $6,926 S 2,215 816,375 S 2,614 S 7,470
Non-cash items included in net income
Depreciation 5,647 6,030 15,606 18,861 24,540
Deferred income taxes 181 99 (2,313) (426) 556
Expense for defined benefit pension plan 66 17 199 50 66
Stock options charged to expense 62 119 184 191 241
Gain on sale of joint venture interests in rigs (57) (@) (275) (50) (75)

and other assets

12,825 8,476 29,776 21,240 32,798

Change in non-cash working capital (14,814) 3,331 (9,074) 7,107 10,699
Net cash from (used in) operating activities (1,989) 11,807 20,702 28,347 43,497
Investing Activities

Capital expenditures (13,317) (9,050) (35,420) (18,913) (36,293)
Reduction in cash restricted for loan guarantees Note 7 - - 2,500 2,500 2,500
zrr]?jcgtehcés; ggssgilse of joint venture interests in rigs 170 4 398 109 213
Net cash used in investing activities (13,147) (9,046) (32,522) (16,304) (33,580)
Financing Activities

Dividends paid (1,264) (1,260)  (3,802) (3,812) (5,079)
Proceeds received on exercise of stock options - - - 32 280
Redemption (investment) of term deposits 5,499 - (2,991) - -
Repurchase of share capital (535) - (1,013) (1,346) (1,346)
Net cash from (used in) financing activities 3,700 (1,260)  (7,806) (5,126) (6,145)
Effect of exchange rate changes on cash and ) 39 (50) 14 50

cash equivalents

Increase (decrease) in cash and
cash equivalents

(11,436) 1,540 (19,676) 6,931 3,822

Cash and cash equivalents, beginning of period 29,724 39,533 37,964 34,142 34,142
Cash and Cash Equivalents, End of Period $ 18,288 $41,073 $18,288 $41,073 S 37,964
Included in Operating Activity:

Interest paid during the period S 4 S 14§ 9 S 17 S 25
Income taxes paid during the period $4,026 S (34 $6,196 S 1,119 S 2,497

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
! Comparative financial information for 2010 has been restated for IFRS as per Note 4.
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AKITA Drilling Ltd.

Condensed Consolidated Statements of Changes in Shareholders’ Equity

Unaudited
(000's of Canadian Dollars) Attributable to the Shareholders of the Company

Accumulated

Class A ClassB  Total Class A Other
Non-Voting Common  andClassB Contributed Comprehensive  Retained Total
Shares Shares Shares Surplus Income Earnings Equity

Restated  Restated @ Restated
Balance at January 1, 2010 §22,010 S 1,366 $23376 S 2271 S - $156,476  $182,123
Net income for the period 2,614 2,614
Foreign currency translation adjustment 14 14
Shares repurchased (209) (209) - - (1,137) (1,346)
Stock options exercised 32 32 32
Stock options charged to expense 191 191
Dividends (3,812) (3,812)
Balance at September 30, 2010 $§21,833 S 1,366 $23,199 S 2462 S 14  S$154,141 $179,816
Net income for the period 4,857 4,857
Foreign currency translation adjustment 36 36
Stock options exercised 248 248 248
Stock options charged to expense 50 50
Dividends (1,268) (1,268)
Balance at December 31, 2010 §22,081 S 1,366 $23447 S 2512 § 50 $157,730 $183,739
Net income for the period - - - - - 16,375 16,375
Foreign currency translation adjustment - - - - (50) - (50)
Shares repurchased (124) - (124) - - (889) (1,013)
Stock options charged to expense - - - 184 - - 184
Dividends - - - - - (3,802) (3,802)
Balance at September 30, 2011 $21,957 $ 1,366 $23323 $ 2696 $ - $169,414 $195,433

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

W Comparative financial information for 2010 has been restated for IFRS as per Note 4.

Consolidated Financial Statements

AKITA Drilling Ltd. 2011 Q3 Report

17



Notes to the Interim Condensed Consolidated

Financial Statements

For the nine months ended September 30, 2011 and September 30, 2010
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1. General Information

AKITA Drilling Ltd. and its subsidiaries (the Company) provide contract drilling services, primarily to
the oil and gas industry. The Company owns and operates 37 drilling rigs (34.075 net) in Canada and
the United States.

The Company conducts certain rig operations via joint ventures with aboriginal partners whereby rig
assets are jointly owned. While joint venture interests are at least 50% owned, in each case the joint
venture is governed on a joint basis.

The contract drilling business in which the Company operates is subject to seasonal fluctuations primarily
due to weather conditions affecting the ability to move rigs and other heavy equipment. Historically, rig
utilization in the first quarter of the calendar year is the strongest. Lower activity levels that result from
warmer weather which necessitates travel bans on certain public roads characterize the second quarter.

The Company is a limited liability company incorporated and domiciled in Alberta, Canada. The address
of its registered office is 900, 311 - 6th Avenue SW, Calgary, Alberta. The Company is listed on the
Toronto Stock Exchange.

The unaudited interim condensed consolidated financial statements have been approved for issue by
the Audit Committee of the Board of Directors on October 28, 2011.

2. Basis of Preparation and Adoption of IFRS

Basis of preparation

Historically, the Company prepared its financial statements in accordance with Canadian generally accepted
accounting principles as set out in the Handbook of the Canadian Institute of Chartered Accountants
(“CICA Handbook”). In 2010, the CICA Handbook was revised to incorporate International Financial
Reporting Standards (IFRS), and requires publicly accountable enterprises to apply such standards effective
for years beginning on or after January 1, 2011. Accordingly, the Company is reporting on this basis in
these interim condensed consolidated financial statements. In these interim condensed consolidated
financial statements, the term “Canadian GAAP” refers to Canadian GAAP before the adoption of IFRS.

These interim condensed consolidated financial statements have been prepared in accordance with IFRS
applicable to the preparation of interim financial statements, including IAS 34 and IFRS 1. Subject
to certain transition elections disclosed in Note 4, the Company has consistently applied the same
accounting policies in its opening IFRS Statement of Financial Position at January 1, 2010 and throughout
all periods presented, as if these policies had always been in effect. Comparative figures for 2010 in
these interim condensed consolidated financial statements have been restated to give effect to these
changes. Note 4 discloses the impact of the transition to IFRS on the Company’s previously reported
financial position, financial performance and cash flows, including the nature and effect of significant
changes in accounting policies from those used in the Company’s consolidated financial statements for
the year ended December 31, 2010.

The policies applied in these interim condensed consolidated financial statements are based on IFRS
issued and effective as of October 28, 2011, the date that the Audit Committee of the Board of Directors
approved the statements. Any subsequent changes to IFRS, that are given effect in the Company’s annual
consolidated financial statements for the year ending December 31, 2011 could result in restatement
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of these interim condensed consolidated financial statements, including the transition adjustments
recognized on change-over to IFRS.

The interim condensed consolidated financial statements should be read in conjunction with the Company’s
Canadian GAAP annual consolidated financial statements for the year ended December 31, 2010.

3. Significant Accounting Policies

N

Basis of measurement

These interim condensed consolidated financial statements have been prepared under the historical
cost convention.

Consolidation

The financial statements of the Company consolidate the accounts of AKITA Drilling Ltd. and its
subsidiaries. All inter-company transactions, balances and unrealized gains and losses from inter-
company transactions are eliminated on consolidation.

Subsidiaries are entities over which the Company has the power to govern the financial and operating
policies. The existence and effect of potential voting rights that are currently exercisable are considered
when assessing whether the Company controls another entity. Subsidiaries are fully consolidated from
the date on which control is obtained by the Company and are deconsolidated from the date that control
ceases.

Joint ventures

A joint venture is a contractual arrangement whereby two or more parties (venturers) undertake an
economic activity that is subject to joint control. Joint control exists only when the strategic financial
and operating decisions relating to the activity require the unanimous consent of the venturers.

The financial results of the Company’s investments in its jointly controlled ventures are included in the
Company’s results according to the proportionate consolidation method whereby only the Company’s
share of the assets, liabilities, revenue and expenses are recognized. Unrealized gains on transactions
between the Company and its joint ventures are eliminated to the extent of the Company’s interest in
its joint ventures. Unrealized losses are also eliminated unless the transaction provides evidence of
impairment of the asset transferred.

The Joint Venture's accounting policies are consistent with the policies described herein.

Revenue recognition

Revenue resulting from the supply of contracted services is recorded by the percentage of completion
method. On daywork contracts, work in progress is measured based upon the passage of time. On
meterage contracts, work in progress is based upon the depth drilled. The receipt of unearned contract
revenue is recorded as deferred revenue until the contracted passage of time has occurred or the targeted
depth has been realized.

Interest income is recognized on a time-proportion basis using the effective interest method.
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Translation of foreign currencies
Functional and presentation currency

Items included in the financial statements of each of the Company’s consolidated entities are measured
using the currency of the primary economic environment in which the entity operates (the “functional
currency”). The interim condensed consolidated financial statements are presented in Canadian dollars.

The financial statements of entities that have functional currencies different from that of the Company
(“foreign operations”) are translated into Canadian dollars as follows: assets and liabilities - at the
closing rate at the date of the statement of financial position, and income and expenses - at the average
rate during the period as this is considered a reasonable approximation to actual rates. All resulting
changes are recognized in other comprehensive income as cumulative translation adjustments.

When the Company disposes of its entire interest in a foreign operation, or loses control, joint control,
or significant influence over a foreign operation, the foreign currency gains or losses accumulated in
other comprehensive income related to the foreign operation are recognized in profit or loss. If the
Company disposes of part of an interest in a foreign operation which remains a subsidiary, a proportionate
amount of foreign currency gains or losses accumulated in other comprehensive income related to the
subsidiary are reallocated between controlling and non-controlling interests.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Generally, foreign exchange gains and losses resulting from
the settlement of foreign currency transactions and from the translation at the period-end exchange
rates of monetary assets and liabilities denominated in currencies other than the Company’s functional
currency are recognized in the Statement of Net Income and Comprehensive Income.

Financial instruments

Recognition and measurement

The Company’s financial assets and liabilities include cash and cash equivalents, term deposits, restricted
cash, accounts receivable, and accounts payable and accrued liabilities. The Company’s policy is to not
hold or issue any derivative financial instruments. Due to their short-term nature fair values approximate
carrying values unless otherwise stated.

At initial recognition, the Company classifies its financial instruments in the following categories
depending on the purpose for which the instruments were acquired:

(i)  Loans and receivables: Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market. The Company’s loans
and receivables are comprised of cash and cash equivalents, term deposits, restricted cash
and trade receivables and are included, excepting restricted cash, in current assets due to
their short-term nature.

Loans and receivables are initially recognized at the amount expected to be received less,
when material, a discount to reduce the loans and receivables to fair value. Subsequently,
loans and receivables are measured at amortized cost using the effective interest method
less a provision for impairment.
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(i1)  Financial liabilities at amortized cost: Financial liabilities at amortized cost include accounts
payable and accrued liabilities, bank debt and long-term debt. Financial liabilities are
classified as current liabilities if payment is due within twelve months. Otherwise, they are
presented as non-current liabilities.

Accounts payable and accrued liabilities are initially recognized at the amount required to
be paid less, when material, a discount to reduce the payables and accrued liabilities to fair
value. Subsequently, accounts payable and accrued liabilities are measured at amortized
cost using the effective interest method. Bank debt and long-term debt are recognized
initially at fair value, net of any transaction costs incurred, and subsequently at amortized
cost using the effective interest method.

Impairment of financial assets

At each reporting date, the Company assesses whether there is objective evidence that a financial asset
is impaired. If such evidence exists, the Company recognizes an impairment loss calculated as the
difference between the amortized cost of the loan or receivable and the present value of the estimated
future cash flows, discounted using the instrument’s original effective interest rate. The carrying amount
of the asset is reduced by this amount either directly or indirectly through an allowance account.

Impairment losses on financial assets carried at amortized cost are reversed in subsequent periods if the
amount of the loss decreases and the decrease can be related objectively to an event occurring after
the impairment was recognized.

Cash and cash equivalents

Cash and cash equivalents comprise cash and bank guaranteed highly liquid short-term investments
with original maturities of three months or less.

Term deposits

Term deposits comprise bank guaranteed highly liquid short-term investments held for greater than
three months.

Accounts receivable

Accounts receivable are recognized initially at fair value and subsequently measured at amortized cost
using the effective interest method less a provision for impairment. A provision for impairment of
accounts receivable is established when there is objective evidence the Company will not be able to
collect all amounts due according to the original terms of the receivables.

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and impairment, if any.

Cost includes expenditures directly attributable to the acquisition of the item. The cost of assets
constructed by the Company includes the cost of all materials and services used in the construction and
direct labour on the project. Costs cease to be capitalized as soon as the asset is ready for productive
use. Subsequent costs associated with equipment upgrades that result in increased capabilities or
performance enhancements of property, plant and equipment are capitalized. Costs incurred to repair
or maintain property, plant and equipment are charged to expense as incurred. The carrying amount of

& a replaced asset is derecognized when replaced.
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Depreciation is provided on property, plant and equipment and leasehold improvements excluding land.
Depreciation methods and rates have been selected so as to write off the net cost of each asset over
its expected useful life to its estimated residual value.

Drilling rigs are depreciated using the unit of production method. Depreciation is calculated using a
detailed approach based on major components, and results in an average useful life of 3,600 operating
days per rig. Major renovations are depreciated over the remaining useful life of the related asset or to
the date of the next major renovation, whichever is sooner. Drilling rigs are subject to certain minimum
annual depreciation.

Major inspection and overhaul expenditures are depreciated on a straight line basis over 3 years.

Replacement drill pipe and other ancillary drilling equipment are depreciated using a straight-line basis
at rates varying from 6% to 12.5% per annum.

Buildings, furniture, fixtures and equipment are depreciated using the declining balance method at rates
varying from 4% to 25% per annum except drilling camps, which are depreciated using a straight-line
basis over 10 years.

The estimated useful lives, residual values and depreciation methods are reviewed at the end of each
annual reporting period.

Impairment of property, plant and equipment

Assets that are subject to depreciation are tested for impairment annually and whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. Assets that have
an indefinite useful life are not subject to amortization and are tested for impairment annually.

An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s fair value less cost to sell and
value in use, being the present value of the expected future cash flows of the relevant assets or cash
generating units. For the purposes of assessing impairment, assets are grouped at the lowest levels for
which there are separate identifiable cash flows (cash-generating units). The cash-generating units for
the Company’s drilling rigs are conventional singles, conventional doubles, conventional light triples,
conventional heavy triples and pad rigs.

Dividend distribution

Dividend distribution to the Company’s shareholders is recognized as a liability in the Company’s financial
statements in the period in which the Company’s Board of Directors approves the dividends.

Provisions

Provisions are recognized when the Company has a legal or constructive obligation as a result of past
events, and it is more likely than not that an outflow of resources will be required to settle the obligation
and the amount can be reliably estimated.

Provisions are measured at the present value of management’s best estimate of the expenditure required
to settle the obligation at the balance sheet date. The discount rate used to determine the present value
reflects current market assessments of the time value of money and the increases specific to the liability.
The provision's increase in each period reflecting the passage of time is recognized as a finance cost.
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The Company performs evaluations to identify onerous contracts and, where applicable, records provisions
for such contracts.

Income taxes

Income taxes comprise current and deferred tax. Income tax is recognized in the Statement of Net
Income and Comprehensive Income except to the extent that it relates to items recognized directly in
equity in which case the income tax is also recognized directly in equity. Current taxes are calculated
by reference to the amount of income taxes payable or recoverable in respect of the taxable profit or
loss for the period using tax rates and tax laws that have been enacted or substantively enacted at the
end of the reporting period. Current taxes for current and prior periods are recognized as liabilities (or
assets) to the extent that they are unpaid (or refundable).

The Company records deferred taxes using the liability method of accounting for income taxes. Under
this method, future tax assets and liabilities are determined based on differences between financial
reporting and tax bases of assets and liabilities, and are measured using tax rates that are enacted or
substantively enacted at the balance sheet date and are expected to apply when the deferred tax asset
or liahility is settled. Deferred tax assets are recognized to the extent that it is probable that the assets
can be recovered. The effect of a change in tax rates is recognized in income in the period that the
change becomes substantively enacted.

Deferred income tax assets and liabilities are presented as non-current assets or liabilities.

Taxes on income in interim periods are accrued using the tax rate that would be applicable to expected
total annual income.

Employee future benefits

The Company has a defined contribution pension plan that covers substantially all of its employees.
Under the provisions of the plan, the Company contributes 5% of regular earnings for eligible employees
on a current basis. In addition, employees having eligible terms of service are subject to admission into
the group RRSP. The Company makes contributions on behalf of these plans to a separate entity and
has no legal or constructive obligations to pay further contributions if the plans do not hold sufficient
assets to pay all employees benefits relating to employee service in current or prior periods.

Contributions to the Company defined contribution plan and the group RRSP are recognized as employee
benefit expense when they are due.

The Company has also established a defined benefit pension plan for certain employees. The defined
benefit plan, which provides for pensions based upon the age of the retiree at the date of retirement, is
non-contributory and unfunded. Actuarial valuation of the defined benefit plan is carried out annually
or if circumstances change.

The liability recognized in the balance sheet in respect of the defined benefit pension plan is the
present value of the defined benefit obligation at the balance sheet date together with adjustments
for unrecognized actuarial gains and losses. The cost of defined benefit plans is determined using the
projected unit credit method. The defined benefit obligation is determined by discounting the estimated
future cash outflows using interest rates of high-quality Canadian denominated corporate bonds that
have terms to maturity approximating to the terms of the related pension liability. Cumulative actuarial
gains and losses arising from experience adjustments and changes in actuarial assumptions in excess
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of 10% of the defined benefit obligation are amortized to income over the expected remaining service
lifetime of each individual on a straight-line basis.

Share capital

Class A Non-Voting and Class B Common shares are classified as equity. Incremental costs attributable
to the issue of new shares or options are shown directly in equity as a deduction, net of any income tax
effects. Shares repurchased by the Company are recorded as a reduction of shareholders’ equity based
upon the consideration paid, including any directly incremental costs, net of income taxes. All shares
repurchased by the Company are cancelled upon repurchase.

Earnings per share

Basic earnings per share (“EPS”) is calculated by dividing the net income for the period attributable
to equity owners of the Company by the weighted average number of Non-Voting and Common shares
outstanding during the period.

Diluted earnings per share is calculated by adjusting the weighted average number of Class A and Class B
shares outstanding to assume conversion of all dilutive potential Class A shares, typically stock options
granted to directors and employees. The calculation is performed for the stock options to determine
the number of shares that could have been acquired at fair value (determined as the average quarterly
or annual, as appropriate, market share price of the Company’s outstanding Class A shares) based on the
monetary value of the subscription rights attached to outstanding stock options. The number of shares
calculated as above is compared with the number of shares that would have been issued assuming the
exercise of stock options.

Stock-based compensation plans

The Company has two stock-based compensation plans. Stock options are accounted for in accordance
with IFRS 2 “Share-based Payment” and qualify as equity settled share-based payments. Share appreciation
rights (SARs) qualify as a cash settled share-based payment plan under IFRS 2. For both stock-based
compensation plans, associated services received are measured at fair value and are calculated by
multiplying the number of options (or SARs) expected to vest with the fair value of one option (or SAR)
as of the grant date.

Subject to the approval of the Company’s Board of Directors, the Company’s Corporate Governance,
Nomination, Compensation and Succession Committee, may designate directors, officers, employees and
other persons providing services to the Company to be offered options to purchase Class A Non-Voting
shares.

The vesting provisions and exercise period (which cannot exceed 10 years) are determined at the time
of the grant. Each tranche in an award is considered a separate award with its own vesting period and
grant date fair value. The fair value of each tranche is measured at the date of grant using either the
Binomial or the Black Scholes option pricing model. The number of awards expected to vest is reviewed
at least annually, with any impact being recognized immediately.

In addition to stock options, share appreciation rights (SARs) may be granted to directors, officers
and key employees of the Company. The vesting provisions (which range from three to eight years)
and exercise period (which cannot exceed 10 years) are determined at the time of grant. The holder is
entitled on exercise to receive a cash payment from the Company equal to any increase in the market
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price of the Class A Non-Voting shares over the base value of the SAR exercised. The base value is equal
to the closing price of the Class A Non-Voting shares on the day before the grant.

The fair value of the services received is recognized as selling and administrative expense. In the
case of equity settled share-based payment plans, the selling and administrative expense results in a
corresponding increase in shareholders’ equity over the vesting period of the respective plan. For cash
settled share-based payment plans, a corresponding liability is recognized. The fair value of the cash
settled share-based payment plan is remeasured at each balance sheet date through the Statement of
Net Income until settlement.

Significant accounting estimates and judgments

The preparation of these interim condensed consolidated financial statements requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure
of contingent liabilities as at the date of the financial statements as well as the reported amounts for
revenue and expenses during the period. Estimates and judgments are continually evaluated and are based
upon historical experience and other factors, including expectations of future events that are believed
to be reasonable in the circumstances. Actual outcomes could differ materially from these estimates.

Significant assumptions about the future and other sources of estimation uncertainty that management
has made at the balance sheet date, that could result in a material adjustment to the carrying amounts
of assets and liabilities, in the event that actual results differ from assumptions made, relate to, but
are not limited to,

e estimates relating to transactions and operations that were incomplete at the balance
sheet date

e the useful lives of drilling rigs and other assets

e projections of the drilling rigs” discounted future cash flows for use in assessing rig
asset impairment conditions

e measurement of the defined benefit pension liability

e assumptions regarding the deferred income tax calculation

Change in accounting estimate

The transition to IFRS from GAAP resulted in depreciation calculated on a component-by-component
basis rather than on an asset-by-asset basis. As a result of the change to depreciate its major assets
by component, the Company reassessed and changed its estimate of useful lives of its rigs. Previously,
most of the Company’s rigs were depreciated over 2,000 operating days per rig while selected rigs were
depreciated over 3,600 operating days. Effective January 1, 2011, the Company began depreciating all
of its rigs over an average useful life of 3,600 operating days per rig.

Concurrent with the change in estimate for useful lives of rigs, the Company changed its estimates for
salvage values for its rigs. Previously, salvage values were set between $50,000 and $300,000 per rig.
Effective January 1, 2011, the Company is applying salvage values equal to 20% of the original cost
of each rig.

As a result of these two foregoing changes in accounting estimate, depreciation expense decreased
by $1,488,000 for the third quarter of 2011 and decreased by $5,746,000 for the nine months ended
September 30, 2011. Since depreciation is based on usage, it is impracticable to estimate the amount
of these changes in future periods until they occur.
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4. Transition to IFRS

Application of IFRS 1

In preparing its opening IFRS Statement of Financial Position and comparative information for 2010,
the Company has adjusted amounts reported previously in financial statements prepared in accordance
with Canadian GAAP. A reconciliation and explanation of how the transition from Canadian GAAP to
IFRS has affected the Company’s financial position, financial performance and cash flows is described
in the following notes and tables.

The guidance for the first time adoption of IFRS is set out in IFRS 1, which provides for certain optional
exemptions and mandatory exceptions from full retrospective application of IFRS. In preparing these
interim condensed consolidated financial statements in accordance with IFRS 1, the Company has applied
the following IFRS optional exemptions and mandatory exceptions.

IFRS exemptions

1. Fair value as deemed cost - The Company has elected to use fair value as deemed cost for certain
of its property, plant and equipment on the transition date of January 1, 2010 thereby reducing the
opening balances of property, plant and equipment by $32,578,000, decreasing deferred income
tax liability by $8,964,000 and reducing retained earnings by $23,614,000.

2. Cumulative translation differences - Retrospective application of IFRS would require the Company
to determine cumulative currency translation differences in accordance with IAS 21, The Effects
of Changes in Foreign Exchange Rates, from the date a subsidiary or equity method investee was
formed or acquired. IFRS 1 permits cumulative translation gains and losses to be reset to zero at
transition date. The Company elected to reset its cumulative translation losses of $354,000 to zero
in opening retained earnings at its transition date of January 1, 2010.

3. Employee benefits - The Company elected to recognize its cumulative actuarial losses of $68,000
in opening retained earnings at the transition date of January 1, 2010 along with an increase in
the pension liability of $93,000 and a decrease in deferred income tax liability of $25,000.

4. Employee benefits - IAS 19, Employee Benefits, requires an entity to disclose for the current and
four previous annual periods the present value of the defined benefit obligation, the fair value of
the plan assets and the surplus or deficit in the plan; and experience adjustments arising on the
plan liabilities. The Company elected to disclose these amounts as the amounts are determined
for each accounting period prospectively from the date of transition to IFRS.

5. Borrowing costs - IAS 23, Borrowing Costs, requires an entity to capitalize the borrowing costs
related to all qualifying assets. The Company elected to avail itself of the transitional provisions
of IAS 23 to choose its transition date of January 1, 2010 as the date to apply capitalization of
borrowing costs relating to all qualifying assets. Therefore, borrowing costs, if any, prior to January
1, 2010 were expensed.

IFRS exceptions

1. Estimates - In accordance with IFRS 1, an entity’s estimates under IFRS at the date of transition
to IFRS must be consistent with estimates made for the same date under previous GAAP, unless
there is objective evidence that those estimates were in error. The Company’s IFRS estimates as
of January 1, 2010 are consistent with its Canadian GAAP estimates for the same date.
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Reconciliations between GAAP and IFRS
The following are reconciliations of the financial statements previously presented under Canadian GAAP
to the financial statements prepared under IFRS.

i. Statement of Financial Position at date of transition - January 1, 2010;

ii. Statement of Financial Position at September 30, 2010;

iii. Statement of Financial Position at December 31, 2010;

iv. Statement of Net Income and Comprehensive Income for the three months ended September 30, 2010;
v. Statement of Net Income and Comprehensive Income for the nine months ended September 30, 2010;

vi. Statement of Net Income and Comprehensive Income for the year ended December 31, 2010.

N

28 AKITA Drilling Ltd. 2011 Q3 Report Notes to Consolidated Financial Statements



i) Statement of Financial Position Reconciliation

As at January 1, 2010 Canadian Adjustments
$ Thousands GAAP Note a Note b Note ¢ Note d IFRS
ASSETS
Current Assets
Cash and cash equivalents $34,142  § S S - S $ 34,142
Term deposits 18,000 18,000
Accounts receivable 28,523 28,523
Income taxes recoverable 330 330
Prepaid expenses and other 421 421
81,416 81,416
Non-current Assets
Restricted cash 5,000 5,000
Property, plant and equipment 147,799 (32,578) 6,125 121,346
152,799 (32,578) 6,125 126,346
TOTAL ASSETS $234,215  $(32,578) S S - $6,125 $207,762
LIABILITIES
Current Liabilities
ﬁ;&ﬁgg’;s payable and accrued $10,123 S $ $ S $10,123
Deferred revenue 197 197
Dividends payable 1,277 1,277
11,597 11,597
Non-current Liabilities
Deferred income tax 20,041 (8,964) (63) - 1,665 12,679
Pension liability 1,131 232 1,363
21,172 (8,964) 169 - 1,665 14,042
Total Liabilities 32,769 (8,964) 169 - 1,665 25,639
SHAREHOLDERS’ EQUITY
Class A and Class B shares 23,376 23,376
Contributed surplus 2,271 2,271
i/?]i%l:]:;ulated other comprehensive (354) 354 )
Retained earnings 176,153 (23,614) (169) (354) 4,460 156,476
Total Equity 201,446 (23,614) (169) - 4,460 182,123
TOTAL LIABILITIES AND EQUITY $234,215 $(32,578) S S - $6,125  $207,762
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ii) Statement of Financial Position Reconciliation

As at September 30, 2010 Canadian Adjustments
$ Thousands GAAP Note a Note b Note ¢ Note d Note e IFRS
ASSETS
Current Assets
Cash and cash equivalents  $41,073 S - S - S - S - S - $41,073
Term deposits 18,000 - - - - - 18,000
Accounts receivable 22,125 - - - - - 22,125
Prepaid expenses and 633 i i i i i 688
other
81,886 - - - - - 81,886
Non-current Assets
Restricted cash 2,500 - - - - - 2,500
E(;‘l’fi’;r:ghf'a”t and 147,341 (32578 - : 6,536 40 121,339
149,841 (32,578) - - 6,536 40 123,839
TOTAL ASSETS 231,727 $(32578) $§ - S - $ 653 S 40 $205,725
LIABILITIES
Current Liabilities
Accounts_pay_a_ble and $9729 § - $ - S - § . S - $9,729
accrued liabilities ! !
Deferred revenue 985 - - - - - 985
Dividends payable 1,266 - - - - - 1,266
Income taxes payable 263 - - - - - 263
12,243 - - - - - 12,243
Non-current Liabilities
Deferred income tax 19,492 (8,964) (63) - 1,777 11 12,253
Pension liability 1,205 - 208 - - - 1,413
20,697 (8,964) 145 - 1,777 11 13,666
Total Liabilities 32,940 (8,964) 145 - 1,777 11 25,909

SHAREHOLDERS' EQUITY

Class A and Class B shares 23,199 - - - - - 23,199

Contributed surplus 2,462 - - - - - 2,462

Accumulated other

comprehensive income (340) i i 354 i i 14

Retained earnings 173,466 (23,614) (145) (354) 4,759 29 154,141
Total Equity 198,787 (23,614) (145) - 4,759 29 179,816
Eg-{,?-:-'YLIABILITIES AND §231,727 $S(32578) S - S - S 6,536 S 40 $205,725
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iii) Statement of Financial Position Reconciliation

As at December 31, 2010 Canadian Adjustments
S Thousands GAAP Note a Note b Note ¢ Note d Note e IFRS
ASSETS
Current Assets
Cash and cash equivalents S 37,964 S S S S S $ 37,964
Term deposits 10,000 10,000
Accounts receivable 33,339 33,339
Prepaid expenses and 299 292
other
81,525 81,525
Non-current Assets
Restricted cash 2,500 2,500
E;‘L?S&tZ'nF'a”t and 158625  (32,578) 8,237 278 134,562
161,125 (32,578) 8,237 278 137,062
TOTAL ASSETS $242,650 $(32,578) S S - S 8237 S 278 $218,587
LIABILITIES
Current Liabilities
Accounts payable and ¢ 18830 $ S S - S $ 18,830
Income taxes payable 85 85
Dividends payable 1,269 1,269
20,184 20,184
Non-current Liabilities
Deferred income tax 20,140 (8,964) (63) (196) 2,242 76 13,235
Pension liability 1,229 - 200 1,429
21,369 (8,964) 137 (196) 2,242 76 14,664
Total Liabilities 41,553 (8,964) 137 (196) 2,242 76 34,848
SHAREHOLDERS’ EQUITY
Class Aand Class B 23,447 23,447
Contributed surplus 2,512 2,512
e e e 0 w0 - 0
Retained earnings 175,638 (23,614) (137) (354) 5,995 202 157,730
Total Equity 201,097 (23,614) (137) 196 5,995 202 183,739
ng‘l’i\-ll-'YLlABluTlEs AND $242,650 $(32,578) S S - S 8237 S 278 $218,587
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iv) Statement of Net Income and Comprehensive Income Reconciliation

For the Three Months

SHAREHOLDERS

ended September 30, 2010 Caé'::;,a" Adjustments
$ Thousands Note b Note d Note e Note f IFRS
REVENUE $25860 S S S S 8182 $ 34,042
Costs and expenses
Operating and maintenance 14,721 (1,218) 8,121 21,624
Depreciation 5,353 1,016 (339) 6,030
Selling and administrative 3,333 (8) - - 61 3,386
Total costs and expenses 23,407 8) (202) (339) 8,182 31,040
Revenue less costs and expenses 2,453 8 202 339 3,002
Other income (losses)
Interest income 192 192
Interest expense (16) (16)
Other gains and losses (net) 1 1
Total other income 177 177
Income before income taxes 2,630 8 202 339 3,179
Income taxes 816 55 93 964
NET INCOME FOR THE PERIOD
ATTRIBUTABLE TO SHAREHOLDERS 1814 8 147 246 Sl
Other comprehensive income
Cumulative translation
adjustment 3 89
COMPREHENSIVE INCOME FOR
THE PERIOD ATTRIBUTABLE TO § 1,83 § 8 S 147 S 246 S - S 2,254
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v) Statement of Net Income and Comprehensive Income Reconciliation

For the Nine Months

ended September 30, 2010 Canadian Adjustments
$ Thousands Note b Note d Note e Note f IFRS
REVENUE $ 78452 S - S - S - $24,843  $103,295
Costs and expenses
Operating and maintenance 49,346 - (3,158) - 24,698 70,886
Depreciation 16,154 - 2,747 (40) - 18,861
Selling and administrative 10,151 (24) - - 145 10,272
Total costs and expenses 75,651 (24) (411) (40) 24,843 100,019
Revenue less costs and expenses 2,801 24 411 40 - 3,276
Other income (losses)
Interest income 570 - - - - 570
Interest expense (20) - - - - (20)
Other gains and losses (net) 69 - - - - 69
Total other income 619 - - - - 619
Income before income taxes 3,420 24 411 40 - 3,895
Income taxes 1,158 - 112 11 - 1,281
NET INCOME FOR THE PERIOD
ATTRIBUTABLE TO 2,262 24 299 29 - 2,614
SHAREHOLDERS
Other comprehensive income
Cumulative translation adjustment 14 - - - - 14
COMPREHENSIVE INCOME FOR
THE PERIOD ATTRIBUTABLE TO S 2276 S 24 S 299 s 29 § - $ 2,628
SHAREHOLDERS
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vi) Statement of Net Income and Comprehensive Income Reconciliation

For the Year ended

December 31, 2010 Canadian Adjustments
GAAP

$ Thousands Note b Note d Note e Note f IFRS
REVENUE $111,131 S S - $ 34,007 $145,138
Costs and expenses

Operating and maintenance 69,162 (6,057) 33,814 96,919

Depreciation 20,873 3,945 (278) - 24,540

Selling and administrative 13,464 (32) - 193 13,625
Total costs and expenses 103,499 (32) (2,112) (278) 34,007 135,084
Revenue less costs and expenses 7,632 32 2,112 278 - 10,054
Other income (losses)

Interest income 798 798

Interest expense (25) (25)

Other gains and losses (net) 105 105
Total other income 878 878
Income before income taxes 8,510 32 2,112 278 - 10,932
Income taxes 2,809 577 76 - 3,462
NET INCOME FOR THE YEAR 5,701 32 1,535 202 - 7,470
ATTRIBUTABLE TO SHAREHOLDERS
Other comprehensive income

Cumulative translation adjustment (146) - (146)
COMPREHENSIVE INCOME FOR § 5555 S 32 § 153 S 202 § - S 7,324

THE YEAR ATTRIBUTABLE TO

SHAREHOLDERS

N
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GAAP to IFRS Financial Statement Adjustments

The following explains the IFRS required and other adjustments to the Company’s Statement of Financial
Position, Statement of Net Income and Comprehensive Income, and Cash Flow Statement.

(a) Fair value as deemed cost exemption

The Company elected to measure certain items of property, plant and equipment at the date of
transition to IFRS at their fair value and to use that fair value as its deemed cost at January 1,
2010. The Company recognized $23,614,000 as a transitional adjustment in opening retained
earnings at the transition date of January 1, 2010, along with reductions of $32,578,000 in
property, plant and equipment and $8,964,000 in deferred income tax liability.

(b) Employee benefits

The Company elected to recognize its cumulative actuarial losses of $68,000 and unamortized
transitional obligation of $101,000 in opening retained earnings at the transition date of January
1, 2010 along with an increase in its pension liability of $232,000 and a decrease in deferred
income taxes of $63,000. The unamortized transitional obligation has been recognized because
it would not have arisen had the Company adopted IFRS since inception. The application of the
above adjustment resulted in:

i.  an $8,000 decrease to selling and administrative expenses and pension liability
for the three months ended September 30, 2010,

ii.  a $24,000 decrease to selling and administrative expenses and pension liability
for the nine months ended September 30, 2010,

iii.  a $32,000 decrease to selling and administrative expenses and pension liability for the
year ended December 31, 2010.

(c) Cumulative translation adjustment exemption

IFRS 1 permits cumulative translation gains and losses to be reset to zero at the transition date.
The Company elected to reset its cumulative translation losses of $354,000 to zero in opening
retained earnings at the transition date of January 1, 2010. An additional related adjustment to
cumulative translation gains and losses of $196,000 was recorded for the year ended December
31, 2010.

(d) Capitalization of property, plant and equipment

Under Canadian GAAP, the Company charged major repairs and equipment inspections and
certifications to maintenance expense. Under IFRS (IAS 16), these amounts are recognized as
property, plant and equipment resulting in:

i.  Increases of $6,125,000 to property, plant and equipment, $1,665,000 to deferred income
tax and $4,460,000 to retained earnings as at January 1, 2010,

il. A decrease of $1,218,000 to operating and maintenance expense, an increase of $1,016,000
to depreciation expense, an increase to deferred income taxes of $55,000 and an increase of
$202,000 to property, plant and equipment for the three months ended September 30, 2010,
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ii.

A decrease of $3,158,000 to operating and maintenance expense, an increase of $2,747,000
to depreciation expense, an increase to deferred income taxes of $112,000 and an increase
of $411,000 to property, plant and equipment for the nine months ended September 30,
2010,

A decrease of $6,057,000 to operating and maintenance expense, and increases of
$3,945,000 to depreciation expense, $577,000 to deferred income taxes and $2,112,000
to property, plant and equipment for the year ended December 31, 2010,

Anincrease in net cash provided by operating activities and a decrease in net cash provided
by investing activities of $1,218,000 for the three month period ended September 30,
2010, $3,158,000 for the nine month period ended September 30, 2010 and $6,057,000
for the year ended December 31, 2010.

(e) Depreciation of property, plant and equipment components

Under Canadian GAAP, the Company charged depreciation to its property, plant and equipment on
an “asset-by-asset” basis. When an item of property, plant and equipment comprises individual
components for which different methods or rates may be deemed appropriate, IAS 16 requires
that assets be depreciated on a “component-by-component” basis. This change in depreciation
methodology, along with using fair value as deemed cost for certain items of property, plant and
equipment, has resulted in:

i.

ifi.

(f) Change in

A decrease of $339,000 to depreciation expense with a corresponding increase to property,
plant and equipment and an increase to deferred income taxes of $93,000 for the three
months ended September 30, 2010,

A decrease of $40,000 to depreciation expense with a corresponding increase to property,
plant and equipment and a increase to deferred income taxes of $11,000 for the nine
months ended September 30, 2010,

A decrease of $278,000 to depreciation expense with a corresponding increase to property,
plant and equipment and an increase to deferred income taxes of $76,000 for the year

ended December 31, 2010.

presentation format for cost recovery items

Upon adoption of IFRS, revenue for goods and services provided by the Company to its drilling
customers on a cost recovery basis is presented in the Company’s Statement of Net Income and
Comprehensive Income on a gross basis. These amounts were reported on a net basis under Canadian
GAAP. This change has resulted in offsetting increases to revenue, operating and maintenance,
and selling and administrative expenses.

N

36  AKITA Drilling Ltd.

2011 Q3 Report Notes to Consolidated Financial Statements



5. Cash and Cash Equivalents

September 30 September 30 December 31 January 1
S Thousands 2011 2010 2010 2010
Cash at bank and in hand S 10,668 S 30,553 S 19,417 S 26,156
Short-term bank deposits 7,620 10,520 18,547 7,986

$ 18,288 S 41,073 S 37,964 S 34,142

Effective interest rate (%) on short-term

deposits 1.0 1.5 1.3 0.6
Average number of days to maturity for
shortterm deposits 30 9 27 6

6. Term Deposits

September 30 September 30 December 31 January 1
$ Thousands 2011 2010 2010 2010
Term Deposits S 12991 S 18,000 S 10,000 S 18,000
Effective interest rate (%) on term deposits 2.0 2.0 2.0 2.2
Average number of days to maturity for
term deposits 549 837 317 481

The term deposits are classified as short term as they can be redeemed prior to maturity without penalty.

7. Restricted Cash

September 30 September 30 December 31 January 1
S Thousands 2011 2010 2010 2010
Balance held in bank liquid deposit instruments S - S 2,500 S 2,500 S 5,000

During 2007, the Company guaranteed bank loans made to joint venture partners totaling $4,500,000
for a period of four years. The Company had provided an assignment of monies on deposit totaling
$5,000,000 with respect to these loans. In the first quarter of 2010, the assignment of monies on deposit
was reduced to $2,500,000. In the first quarter of 2011, these loans were paid in full and the related
cash amount was no longer restricted.
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8. Investments in Joint Ventures

Operation Ownership

Active Joint Ventures during the period Location Interest
Akita Wood Buffalo Joint Venture 27 Canada 85%
Akita Wood Buffalo Joint Venture 28 Canada 70%
Akita Wood Buffalo Joint Venture 33 Canada 62.5%
Akita Sahtu Joint Venture 51 Canada 50%
Akita Equtak Joint Venture 60 Canada 50%
Akita Equtak Joint Venture 61 Canada 50%
Akita Equtak Joint Venture 62 Canada 90%
Akita Equtak Joint Venture 63 Canada 50%
Summarized Joint Venture Financial Information

September 30 September 30 December 31 January 1
S Thousands 2011 2010 2010 2010
Current assets S 7,963 S 6,182 S 5,575 S 5,997
Non-current assets 26,891 29,297 28,165 32,658
Total Assets $ 34,854 S 35,479 S 33,740 38,655
Current liabilities $ 3,462 S 4,931 S 2,040 S 2,503
Non-current liabilities - - - -
Total Liabilities $ 3,462 S 4,931 S 2,040 S 2,503
Net Assets $ 31,392 S 30,548 S 31,700 S 36,152
Revenue $ 19,634 S 14,034 S 21,010 -
Management fee expense S 271 S 247 S 324 -
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9. Property, Plant and Equipment

Cost Land and

S Thousands Buildings Drilling Rigs Other Total
Balance as at January 1, 2010 S 4952 S 226,616 S 5,147 S 236,715
Additions - 18,746 167 18,913
Disposals - (92) (106) (198)
Balance as at September 30, 2010 4,952 245,270 5,208 255,430
Additions - 18,726 256 18,982
Disposals - (227) — (227)
Balance as at December 31, 2010 4,952 263,769 5,464 274,185
Additions - 36,760 1,083 37,843
Disposals - (3,303) (457) (3,760)
Balance as at September 30, 2011  $ 4,952 S 297,226 S 6,090 $ 308,268
Accumulated Depreciation Land and

S Thousands Buildings Drilling Rigs Other Total
Balance as at January 1, 2010 S 875 S 110,859 S 3,635 S 115,369
Disposals - (33) (105) (138)
Depreciation expense 100 18,183 579 18,862
Balance as at September 30, 2010 975 129,009 4,109 134,093
Disposals - (147) — (147)
Depreciation expense 33 5,478 166 5,677
Balance as at December 31, 2010 1,008 134,340 4,275 139,623
Disposals - (758) (456) (1,214)
Depreciation expense 94 14,967 545 15,606
Balance as at September 30, 2011 $ 1,102 $ 148,549 S 4,364 $ 154,015
Net Book Value Land and

S Thousands Buildings Drilling Rigs Other Total

As at January 1, 2010 S 4,077 S 115,757 S 1,512 S 121,346
As at September 30, 2010 S 3977 S 116,261 S 1,099 S 121,337
As at December 31, 2010 S 3,944 $ 129,429 S 1,189 S 134,562
As at September 30, 2011 $ 3,850 $ 148,677 $ 1,726 $ 154,253

The Company has $21,317,000 in

$19,345,000).

capital assets that were not being depreciated, as they were under
construction as at September 30, 2011 (September 30, 2010 - $9,412,000 and December 31, 2010 -
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10. Accounts Payable and Accrued Liabilities

September 30 September 30 December 31 January 1

S Thousands 2011 2010 2010 2010
Trade payables S 6,134 S 1,166 S 3,765 S 1,923
Statutory liabilities 695 334 1,865 1,335
Accrued expenses 12,387 7,734 13,200 6,865
$ 19,216 S 9,729 S 18,830 S 10,123

11. Income Taxes

The expense for income tax is comprised of the following:

Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31
S Thousands 2011 2010 2011 2010 2010
Current tax expense S 2,348 S 882 $ 8,366 S 1,712 S 2,907
Deferred tax expense (recovery) 179 82 (2,316) (431) 555
$ 2,527 S 964 $ 6,050 S 1,281 $ 3,462

The following table reconciles the theoretical income tax expense using combined Canadian / United
States rates of 26.85% (2010 - 28.51%) to the reported tax expense. The reconciling items represent,
besides the impact of tax rate differentials and changes, non-taxable benefits or non-deductible expenses
arising from permanent differences between the local tax base and the reported financial statements

according to IFRS.

Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31

S Thousands 2011 2010 2011 2010 2010
Income before income taxes $ 9,453 S 3,179 $ 22,425 S 3,385 $ 10,932
Expected income tax at statutory 2,538 906 6,021 1,110 3,112
rate of 26.85% (2010 - 28.51%)
Add (Deduct):

Change in future income tax rates 3 (70) 2 50 11

Permanent differences 30 29 87 71 123

Jurisdictional rate difference - 163 95 81 276

Other (44) (64) (155) (31) (60)
Income tax expense $ 2,527 S 964 $ 6,050 § 1,281 S 3,462
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Deferred income taxes are the result of temporary differences between the carrying amounts of certain
assets and liabilities in the financial statements and their tax bases.

September 30

December 31

S Thousands 2011 2010 2010
Property, plant and equipment $ 43,105 S 48,459 S 48,994
Employee pension benefits (1,627) (1,396) (1,429)
Other 1,625 (1,920) 1,602
43,103 45,143 49,167
Expected future income tax rate 25.34% 27.14% 26.92%
Deferred income taxes at expected tax rate $ 10,922 S 12,253 S 13,235

12. Pension Liability

S Thousands 2011 2010
Actuarial present value of defined benefit obligation at January 1 S 1,592 S 1,363
Interest cost 73 61
Current service cost 126 -
Benefits paid (11) (11)
Actuarial loss 79 122
Actuarial present value of defined benefit obligation at September 30 S 1,859 S 1,535
Interest cost 21
Current service cost -
Benefits paid (4)
Actuarial loss 40
Actuarial present value of defined benefit obligation at December 31 S 1,592
September 30  September 30 December 31 January 1
S Thousands 2011 2010 2010 2010
Actuarial present value of defined benefit S 1,859 § 1,535 S 1,592 § 1,363
obligation
Amounts not yet recognized in financial
statements
Unamortized net losses (231) (122) (163) -
Accrued pension liability S 1,628 S 1,413 S 1,429 S 1,363
September 30 September 30 December 31 January 1
Assumptions (per cent) 2011 2010 2010 2010
Discount rate 5.25 6.00 5.25 6.00

The Company obtains an annual actuarial valuation from an independent actuary subsequent to each
year-end or if circumstances change. The most recent evaluation was dated April 11, 2011 and was
utilized in measuring the September 30, 2011 balances and the estimated activities for 2011.
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The Company’s pension expense is recorded in selling and administrative expense and is comprised of
the following:

Three Months Ended Nine Months Ended
September 30 September 30
S Thousands 2011 2010 2011 2010
Expense for defined contribution plan S 930 S 647 S 2,608 S 2,079
Expense for defined benefit plan 66 17 199 50
$ 996 S 664 S 2,807 S 2129

Authorized:

e An unlimited number of Series Preferred shares, issuable in series, designated as First Preferred
Shares, no par value

e An unlimited number of Series Preferred shares, issuable in series, designated as Second Preferred
Shares, no par value

e An unlimited number of Class A Non-Voting shares, no par value

¢ An unlimited number of Class B Common shares, no par value

Issued:
e Allissued shares are fully paid

Class A Non-Voting Class B Common Total
Number of Consideration Number of Consideration Number of Consideration
Shares (000’s) Shares (000's) Shares (000’s)

Shares outstanding at December 31, 2009 16,582,333 § 22,010 1,654,284 § 1,366 18,236,617 S 23,376
Shares repurchased in 2010 (158,104) (209) - - (158,104) (209)
Stock options exercised in 2010 52,000 280 - - 52,000 280
Conversions Class B to Class A shares 400 - (400) - - -
Shares outstanding at December 31,2010 16,476,629 $§ 22,081 1,653,884 $ 1,366 18,130,513 $ 23,447
Shares repurchased in 2011 (89,536) (124) - - (89,536) (124)

Shares outstanding at September 30,2011 16,387,093 $ 21,957 1,653,884 $ 1,366 18,040,977 $ 23,323

Each Class B Common share may be converted into one Class A Non-Voting share at the shareholder’s
option. If a takeover bid is made for the Class B Common shares, holders of Class A Non-Voting shares
are entitled, in certain circumstances, for the duration of the bid, to exchange each Class A Non-Voting
share for one Class B Common share for the purpose of depositing the resulting Class B Common shares
pursuant to the terms of the takeover bid. The two classes of shares rank equally in all other respects.

Sentgraf Enterprises Ltd., controlled by Ronald D. Southern owns 1,428,790 Class B Common Shares,
which at September 30, 2011 represented 86.4% of the Class B Common Shares. Sentgraf Enterprises
Ltd. also owns 4,498,210 Class A Non-Voting Shares, which at September 30, 2011 represented 27.4%
of the Class A Non-Voting Shares.

N
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The Company had an outstanding normal course issuer bid in place during the third quarter of 2011
for the purchase of up to 3% of the outstanding Class A Non-Voting shares. During the year-to-date
period in 2010, the Company had an outstanding normal course issuer bid for the purchase of up to
3% of the outstanding Class A Non-Voting shares. During the third quarter of 2011, 49,420 shares
were repurchased and cancelled under the normal course issuer bid. The Company did not repurchase
any shares during the comparative quarter in 2010. On a year-to-date basis, the Company repurchased
89,536 shares pursuant to its normal course issuer bids (January to September 2010 - 158,104 shares).
The most recent offer will expire on April 14, 2012.

14. Expenses by Nature

The Company presents certain expenses in the condensed consolidated Statement of Net Income and
Comprehensive Income by function. The following table presents those expenses by nature:

Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31

S Thousands 2011 2010 2011 2010 2010
Expenses
Salaries and benefits $ 26,821 § 18563 $§ 68,753 S 52,452 S 73,262
Materials and supplies 5,243 2,767 17,400 11,058 14,321
Repairs and maintenance 6,119 2,055 14,466 11,844 16,040
External services and facilities 1,799 1,625 6,067 5,804 6,921

$ 39,982 § 25010 $ 106,686 S 81,158 S 110,544
Allocated to:
Operating and maintenance 35,814 21,624 94,017 70,886 96,919
Selling and administrative 4,168 3,386 12,669 10,272 13,625

$ 39,982 S 25010 § 106,686 S 81,158 S 110,544

15. Stock-Based Compensation Plans

The following table summarizes stock options reserved, granted and available for future issuance:

September 30 December 31 September 30 January 1
(number of options) 2011 2010 2010 2010
Reserved under current stock option plan 1,700,000 1,700,000 1,700,000 1,700,000
Granted at beginning of period (818,500) (661,000) (661,000) (661,000)
Granted during the period (102,000) (157,500) (157,500) -
Available for future issuance 779,500 881,500 881,500 1,039,000

The Company did not have any outstanding SARs during either 2011 or 2010.
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A summary of the status of the Company’s stock-based compensation plans as of September 30, 2011
and 2010, and changes during the periods ended on those dates is presented below:

2011 2010
Weighted Weighted
Average Average Exercise
Exercise Price Price
Options ($) Options (S)
Options outstanding at January 1 239,500 9.88 156,000 8.41
Options granted 102,000 10.32 - -
Options outstanding at September 30 341,500 10.01 156,000 8.33
Options granted 157,500 9.87
Options exercised (52,000) 5.40
Options expired (22,000) 9.94
Options outstanding at December 31 239,500 9.88
Options exercisable at September 30 145,500 9.89 108,000 9.89

The following table summarizes information about stock options at September 30, 2011:

Vesting Period Exercise Number Remaining Contractual Number
(Years) Price ($) Outstanding Life (Years) Exercisable
5 8.405 2,000 0.8 2,000
3 9.940 12,000 14 12,000
5 9.940 24,000 1.4 24,000
8 9.940 44,000 14 44,000
5 9.870 157,500 8.5 63,000
3 10.320 6,000 9.5 -
6 10.320 96,000 9.5 -
Weighted Average Contractual Life 7.1

The Company recorded $62,000 in compensation expense for the quarter ended September 30, 2011 (2010
- $119,000) and $184,000 for the nine month period ended September 30, 2011 (2010 - $191,000) as
well as corresponding changes to contributed surplus related to stock options. Compensation expense
was determined using the Binomial Model based on the following assumptions:

2011 2010
Risk free interest rate 2.75% 3.09%
Expected volatility 34.6% 34.9%
Dividends vyield rate 3.20% 3.30%
Weighted average expected life of options 7 years 7 years
Weighted average fair value $10.32 $ 9.87
Forfeiture rate 0.00% 0.00%

N
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16. Net Income per Share

Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31

S Thousands 2011 2010 2011 2010 2010
Net income $ 6926 S 2,215 § 16,375 S 2,614 S 7,470
Z‘(gfehsted average outstanding 18,060,889 18,084,513 18,099,482 18,160,507 18,148,246
Incremental shares for diluted
earnings per share calculation 20,842 23,581 15,988 16,970 62
Weighted average outstanding 18,081,731 18,108,094 18,115,470 18,177,477 18,148,308
shares for diluted earnings per share
Basic earnings per share (S) S 038 S 0.12 § 090 S 014 S 0.41

Diluted earnings per share ($) S 038 § 012 $ 090 S 014 S 0.41

17. Dividends per Share

The following table provides a history of dividends over the past two years and to date in the current year:

Declaration Date Payment Date Per Share ($) Total (000’s)

March, 2009 April, 2009 S 0.07 S 1,276
May, 2009 July, 2009 0.07 1,276
September, 2009 October, 2009 0.07 1,276
November 2009 January, 2010 0.07 1,277
March, 2010 April, 2010 0.07 1,277
May, 2010 July, 2010 0.07 1,275
September, 2010 October, 2010 0.07 1,260
November, 2010 January, 2011 0.07 1,269
March, 2011 April, 2011 0.07 1,269
May, 2011 July, 2011 0.07 1,267
August, 2011 October, 2011 0.07 1,267
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18. Segmented Information

The Company operates in one business segment and provides contract drilling services, primarily to the
oil and gas industry and in some circumstances to the mining industry. Segment information is provided
on the basis of geographic segments as the Company manages its business through two geographic

regions — Canada and the United States.

$ Thousands Canada United States Total
Three Months Ended ~ Year Ended | Three Months Ended ~ Year Ended |  Three Months Ended ~ Year Ended
Sept. 30  Sept. 30 December 31| Sept. 30  Sept. 30 December 31| Sept. 30  Sept. 30  December 31
2011 2010 2010 2011 2010 2010 2011 2010 2010
Revenue $ 54,874 S 33213 S$141611 |$ - S 829 $3,527 |$ 54,874 S 34,042 $145138
Costs and expenses 45,629 30,828 133,957 - 212 1,127 45,629 31,040 135,084
Operating income 9,245 2,385 7,654 - 617 2,400 9,245 3,002 10,054
Other income 208 177 878 - 208 177 878
Income taxes (2,527) (711) (2,478) - (253) (984) (2,527) (964) (3,462)
Net income $ 6926 S 1,851 $6,054 |$ - $ 346 S 1416|$ 6926 $§ 2215$ 7470
$ Thousands Canada United States Total
Nine Months Ended Year Ended Nine Months Ended Year Ended Nine Months Ended Year Ended
Sept. 30  Sept. 30 December 31| Sept. 30  Sept. 30 December 31| Sept. 30  Sept. 30  December 31
2011 2010 2010 2011 2010 2010 2011 2010 2010
Revenue $143,969 S 100,755 $141,611 |$ - § 2540 $§ 3,527 |$143,969 $103,295 $145,138
Costs and expenses 122,292 99,083 133,957 - 936 1,127 | 122,292 100,019 135,084
Operating income 21,677 1,672 7,654 - 1,604 2,400 21,677 3,276 10,054
Other income 748 619 878 - 748 619 878
Income taxes (6,050) (623) (2,478) = (658) (984) (6,050) (1,281) (3,462)
Net income $ 16375 S 1668  $6054 |$ - S 946 S$ 1416 |$16375 S 2614 S 7470
$ Thousands Canada United States Total
September 30 December 31 September 30 December 31 September 30 December 31
2011 2010 2010 2011 2010 2010 2011 2010 2010
Segment assets $231,530 $ 190,736 $ 203,751 |§ - $ 14989 $ 14,836 | $231,530 $205,725 $218,587
Segment liabilities $ 36,096 S 24923 S 34848|$ - S 986 S $ 36,096 S 25909 S 34,848
rroperty plentand '$154,253 $ 115500 $ 128792($ - S 5830 $ 5770 |$154,253 $121,339 $134562

N
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19. Related Party Transactions

The Company is related to the ATCO Group of companies and to Spruce Meadows through its majority
shareholder. The accompanying table summarizes transactions and period balances with those affiliates.
These transactions were made in the normal course of business with regular payment terms and have

been recorded at the paid amounts. Each was considered to be at fair market value.

Three Months Ended Nine Months Ended Year Ended
September 30 September 30 December 31

$ Thousands 2011 2010 2011 2010 2010
Revenue (computer services) S 7 s 7 $ 21 $ 21 $ 30
Purchases

(Cl)\lpoet:aagr(])%, (gtp;]c::?orsmp and advertising 10 47 338 454 481
Period end accounts receivable - 3 - 3 3
Period end accounts payable - 21 - 21 144

The Company is related to its Joint Ventures. The accompanying table summarizes transactions and
period balances with the Joint Ventures. These transactions were made in the normal course of business
with reqular payment terms and have been recorded at the paid amounts. Each was considered to be
at fair market value.

Three Months Ended Nine Months Ended Year Ended

September 30 September 30 December 31
$ Thousands 2011 2010 2011 2010 2010
Revenue S 44 S $ 151 S 1 S 82
Direct drilling costs 565 506 1,161 1,184 1,626
Rig manager costs 852 851 1,715 1,982 2,524
Selling and administrative costs 220 146 442 357 469
Period end accounts payable 3,228 2,548 3,228 2,548 1,830

20. Commitments and Contingencies

From time to time, the Company enters into drilling contracts with its customers that are for extended
periods. At September 30, 2011, the Company had nine rigs with multi-year contracts including one
for a rig currently under construction. Of these contracts, one is anticipated to expire in 2012, five in
2013 and three in 2014.

During 2004 and 2006, the Company entered into two multi-year contracts to provide sponsorship and
advertising to a related company at a cost of $1,492,000. These contracts have been extended and
include annual costs of $325,000 for 2011 (2010 - $325,000).

The Company leases its office space at an annual cost of approximately $412,000 per year. This lease
expires on December 31, 2014.
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21. Capital Disclosures

Capital management

The Company has determined capital to include long-term debt and share capital. The Company’s
objectives when managing capital are:

e to safequard the Company’s ability to continue as a going concern, so that it can continue to
provide returns for shareholders and benefits for other stakeholders, and

e to augment existing resources in order to meet growth requirements.

The Company manages the capital structure and makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the
capital structure, the Company may adjust the amount of dividends paid to shareholders, repurchase
shares or issue new shares or sell assets.

22. Financial Instruments

Financial Instrument Risk Exposure and Management

The Company is exposed to various risks associated with its financial instruments. These risks are
categorized as credit risk, foreign currency risk and liquidity risk. In addition, the Company is indirectly
exposed to interest rate risk since the Company is typically non-borrowing and is directly exposed to
fluctuations in interest rates through its investment in bank guaranteed highly liquid investments. The
Company is also indirectly exposed to commodity risk relating to commodity prices due to the industry
in which it works.

Credit Risk

The credit risk associated with accounts receivable is generally considered low since substantially all
counterparties are well-established and financed oil and gas companies. The Company has detailed
credit-granting procedures and in certain circumstances may require customers to make advance payment
prior to the provision of services or take other measures to help reduce credit risk. Management has
estimated provisions to recognize potential impairments, which have been included in the accounts.

The Company’s accounts receivable shows no significant credit risk exposure in the balances outstanding
at September 30, 2011:

September 30 September 30 December 31

S Thousands 2011 2010 2010
Within 30 days $ 30,437 S 15,707 S 23,027
31 to 60 days 14,168 4,431 8,508
61 to 90 days 839 1,261 1,846
Over 90 days 41 833 44
Allowance for doubtful accounts (95) (107) (86)
Accounts receivable $ 45,390 S 22,125 S 33,339
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Foreign Currency Risk

The Company is exposed to changes in foreign exchange rates as revenues, capital expenditures, or
financial instruments may fluctuate due to changing rates. At September 30, 2011 and December 31,
2010, AKITA's exposure was limited substantially to its operations in the United States, which constituted
0% of its total revenue (2010 - 5%).

Liquidity Risk
The Company is exposed to liquidity risk through its working capital balance. At September 30, 2011

and December 31, 2010, this risk was limited due to having cash and term deposit balances significantly
in excess of total current liabilities.

23. Accounting Standards Issued But Not Yet Applied

IFRS 9 (Financial Instruments) addresses classification and measurement of financial assets that will replace IAS 39
(Financial Instruments: Recognition and Measurement). IFRS 9 has two measurement categories: amortized cost and
fair value. All equity instruments are measured at fair value. A debt instrument is measured at amortized cost only if
the entity is holding it to collect contractual cash flows and the cash flows represent principal and interest, otherwise,
it is measured at fair value through profit and loss. The standard was updated to include guidance on financial liabilities
and derecognition of financial instruments. This standard is required to be applied for accounting periods beginning on
or after January 1, 2013, with earlier adoption permitted.

IAS 1 (Presentation of Financial Statements) was amended to change the disclosure of items presented in other
comprehensive income (OCI), including a requirement to separate items presented in OCI into two groups based on
whether or not they may be recycled to profit and loss in the future. This change is effective for years beginning on
or after July 1, 2012.

IAS 19 (Employee Benefits) was amended to reflect (i) significant changes to recognition and measurement of defined
benefit pension expense and termination benefits, and (ii) expanded disclosure requirements. This change is effective
for years beginning on or after January 1, 2013.

IFRS 13 (Fair Value Measurement and Disclosure) provides a single source of guidance on how to measure fair value where
its use is already required or permitted by other IFRS and enhances disclosure requirements for information about fair
value measurements. This standard is effective for years beginning on or after January 1, 2013.

IFRS 10 (Consolidated Financial Statements) replaces the guidance on control and consolidation in IAS 27 (Consolidated
and Separate Financial Statements) and SIC-12 (Consolidation - Special Purpose Entities). IFRS 10 changes the definition
of control under IFRS so that the same criteria are applied to all entities to determine control. This standard is effective
for years beginning on or after January 1, 2013.

IFRS 11 (Joint Arrangements) replaces IAS 31 (Interests in Joint Ventures). IFRS 11 reduces the type of joint arrangements
to two: joint ventures and joint operations. IFRS 11 requires the use of equity accounting for interests in joint ventures,
eliminating the existing policy choice of proportionate consolidation for jointly controlled entities under IAS 31. Entities
that participate in joint operations will follow accounting much like that for jointly controlled assets and jointly controlled
operations under IAS 31. This standard is effective for years beginning on or after January 1, 2013.

IFRS 12 (Disclosure of Interests in Other Entities) sets out the disclosure requirements for entities reporting under IFRS
10 and IFRS 11, and replaces the disclosure requirements currently found under IAS 28 (Investment in Associate’s).

This standard is effective for years beginning on or after January 1, 2013.

IAS 27 is renamed “Separate Financial Statements” and deals solely with separate financial statements, the guidance for
which remains unchanged. This standard is effective for years beginning on or after January 1, 2013.

The Company has not yet assessed the impact of the foregoing standards.
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