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BADGER INCOME FUND ANNOUNCES RESULTS FOR THE YEAR
ENDED DECEMBER 31, 2009

Calgary, Alberta — Badger Income Fund (“Badger” or the “Fund”) is pleased to announce its results for the
year and three months ended December 31, 2009.

Management’s Discussion and Analysis

The following Management’s Discussion and AnalyM®&A) should be read in conjunction
with the audited consolidated financial statemehBadger Income Fund (the “Fund” or
“Badger”) for the year ended December 31, 2009thadelated notes and material contained in
other parts of this annual report. Readers shds@rafer to the Annual Information Form for
the year ended December 31, 2009. Additional in&dion relating to Badger, including the
Fund’s Annual Information Form, may be found on SfDatwww.sedar.com

This MD&A has been prepared taking into consideratnformation available to March 17,
2010.

Cautionary Statement Regarding Forward-Looking Information and Statements

Certain statements and information contained & MiD&A and other continuous disclosure
documents of the Fund referenced herein, inclugiatements related to the Fund’s capital
expenditures, projected growth, view and outloakar margins, cash distributions, customer
pricing, future market opportunities and statemeamsl information that contain the words such
as “could”, “should”, “can”, “anticipate”, “expect®believe”, “will”, “may” and similar
expressions relating to matters that are not hestofacts, constitute “forward-looking
information” within the meaning of applicable Caradsecurities legislation. These statements
and information involve known and unknown riskscertainties and other factors that may
cause actual results or events to differ materfatlyn those anticipated in such forward-looking
statements and information. The Fund believes:tpedaations reflected in such forward-
looking statements and information are reasonallieno assurance can be given that these
expectations will prove to be correct. Such forwkoking statements and information included
in this MD&A should not be unduly relied upon. Tederward-looking statements and
information speak only as of the date of this MD&A.



In particular, forward-looking information and satents include:

« Internally planning for modest growth in 2010 wikie expectation of more opportunities
for work than in 2009;

- Being positioned for additional growth if opportties present themselves;

- Belief the economic recovery will be slow and orgations will be slow to invest in
infrastructure;

- The expectation of conversion to a corporate sireauring 2010 and anticipation of
remitting a dividend between 75% and 100% of threetu level of the Fund’s annual
distribution ($1.26 per unit);

« The expectation that Badger will own three moraelitees and will upgrade one part of
its manufacturing facility at a cost of $5.3 mitliicn 2010. These capital expenditures are
expected to be paid for with mortgage financing, éiisting extendable revolving credit
facility and cash flow from operating activities;

- Estimates that the Fund will remove approximaté@yhgdrovac units from the fleet in
2010;

- Revenues will be negatively affected if Badgernslle to replace project work;

- Believing that downward pressure on margins wititawe in 2010;

- Believing that Badger will do a better job in 20df(finding more work and adding value
for cost; and

- Anticipation of renewing the extendable revolvirrgdit facility during 2010 for an
additional 364-day period.

The forward-looking statements rely on certain ekp& economic conditions and overall
demand for Badger’s services and are based onrcagsumptions. The assumptions used to
generate forward-looking statements are, among tiregs:

» Badger has the ability to achieve internal revene¢ garnings and cash flow forecasts
for 2010;

* There will be long-term demand for hydrovac sersipeovided in support of oil
refineries, petro-chemical plants, power plants @theér large industrial facilities
throughout North America;

* Over the short term, there will be increased valitgln recurring industrial maintenance
and production support services throughout 2010;

» Badger will maintain relationships with current tamers and develop successful
relationships with new customers;

* The Fund will collect customer obligations in ag¢ijnmanner; and

» Badger will execute its growth strategies.

Risk factors and other uncertainties that couldseactual results to differ materially from those
anticipated in such forward-looking statementsudel, but are not limited to: supply-demand
fluctuations for oil and natural gas and relatendjpicts and services; political and economic
conditions; industry competition; Badger’s abilityattract and retain key personnel; the



availability of future debt and equity financindianges in laws or regulations, including
taxation and environmental regulations; and flutue in foreign exchange or interest rates.

Readers are cautioned that the foregoing listaabfs are not exhaustive. Additional
information on these and other factors that cotfecathe Fund’s operations and financial
results is included in reports on file with the @dian securities regulatory authorities and may
be accessed through the SEDAR website (www.seda).opat the Fund’s website. The
forward-looking statements and information contdimethis MD&A are expressly qualified by
this cautionary statement. The Fund does not uakiedny obligation to publicly update or
revise any forward-looking statements or informatiwhether as a result of new information,
future events or otherwise, except as may be redjloy applicable securities laws.

Non-GAAP Financial Measures

This MD&A contains references to certain finaners@asures, including some that do not have
any standardized meaning prescribed by Canadiagrggnaccepted accounting principles
(GAAP) and that may not be comparable to similaasuges presented by other corporations or
entities. These financial measures are identifretigefined below:

“Cash available for growth and distribution” is used by management to supplement cash flow
as a measure of operating performance and leverageobjective of this measure is to calculate
the amount which is available for distribution taitholders. It is defined as funds generated

from operations less required debt repayments adtemance capital expenditures, plus any
proceeds received on the disposal of assets.

“EBITDA” is earnings before interest, taxes, depreciatianaamortization (EBITDA) and is a
measure of the Fund’s operating profitability amthierefore useful to management and
investors. EBITDA provides an indication of theuks generated by the Fund’s principal
business activities prior to how these activitiesfananced, assets are amortized or how the
results are taxed in various jurisdictions. EBITBAcalculated from the Consolidated
Statements of Earnings and Comprehensive Incom®atained Earnings as gross margin less
selling, general and administrative costs and fpreixchange loss (gain). It is calculated as
follows:

Three months ended December 3Year ended December 31,

$ 2009 2008 2009 2008
Net earnings and comprehensive income 6,257,324 2,732,192 19,653,128 18,981,890
Add (deduct):
Income taxes (1,525,907) 2,746,811 1,973,116 7,185,900
Interest — long-term 587,715 453,014 1,481,160 8,881
Gain on sale of property, plant and
equipment (1,362,063) 37,004 (1,474,757) (77,203)
Amortization 3,845,773 3,293,246 13,836,620 12 408,

7,802,842 9,262,267 35,469,267 40,305,943

“Funded debt” is a measure of Badger’s long-term debt positiemded debt is long-term debt.



“Funds generated from operations”is used to assist management and investors igzng!
operating performance and leverage. It is not teerto represent operating cash flow or
operating profits for the period nor should it bewed as an alternative to cash flow from
operating activities, net earnings or other measafdinancial performance calculated in
accordance with GAAP. Funds generated from operai® derived from the Consolidated
Statements of Cash flows and is calculated asvistlo

Three months ended December 31,Year ended December 31,
$ 2009 2008 2009 2008
Cash provided by operating activities 8,411,724 319567 33,775,825 35,231,938
Add (deduct):
Net change in non-cash working capital
relating to operating activities (1,513,970) (816,497) (2,764,367) 3,748,988
6,897,754 9,503,070 31,011,458 38,980,926

“Growth capital expenditures” are capital expenditures that are intended to irg@Badger’s
efficiency, productivity or overall capacity ancetieby to allow Badger to access new markets. It
generally represents any net additions to the dlattig fleet. Growth capital expenditures
exclude acquisitions made during the period.

“Maintenance capital expenditures” are any amounts incurred during a reporting petwod

keep the Fund’s daylighting fleet at the same nurobanits, plus any other capital expenditures
required to maintain the capacities of the exishnginess. It also includes any costs incurred to
extend the operational life of a daylighting uitihis amount will fluctuate from period-to-period
depending on the number of units retired from teetf

Cash available for growth and distribution, EBITOAnded debt, funds generated from
operations, growth capital expenditures and maartee capital expenditures throughout this
document have the meanings set out above.



Financial Highlights

($ thousands, except per unit and total units outstanding information)

Revenues
EBITDA
Earnings before income taxes
Taxes
Current
Future
Net earnings
Net earnings per unit — diluted ($)

Funds generated from operations

Funds generated from operations
per unit — diluted ($)

Maintenance capital expenditures
Required long-term debt repayments
Cash available for growth and distribution
Cash distributions declared

Growth capital expenditures

Total units outstanding

Three months Three months Year Year
ended ended ended ended
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
33,123 40,471 134,970 148,346
7,803 9,262 35,469 40,306
4,731 5,479 21,626 1626,
362 617 1,921 1,387
(1,888) 2,130 52 5,799
6,257 2,732 19,653 18,982
0.58 0.25 1.82 1.75
6,898 9,503 31,01 38,981
0.64 0.88 2.87 3.60
2,031 1,166 93,1 1,797
1,538 108 1,864 326
6,657 253 25,513 37,712
3,405 3,399 13,614 5813
- 10,740 - 37,271
10,808,503 10,790,744 808503 10,790,744



Overview

Highlights for the year ended December 31, 200%ar®llows:

*The Fund’s financial results declined from thevwas year. Revenues decreased by 9
percent to $135.0 million in 2009 from $148.3 noiliin 2008, while EBITDA decreased by
12 percent to $35.5 million in 2009 from $40.3 roifl in 2008.

*As a result of the reduced revenues EBITDA asraqmgage of revenue decreased from 27

percent in 2008 to 26 percent in 2009.

*Cash available for growth and distribution deceeldsy 32percent to $25.5 million in 2009

from $37.7 million in 2008.

sLong-term debt decreased to $32.3 million at Ddzem31, 2009 from $39.6 million at

December 31, 2008.

*The Fund renewed its $40 million extendable rewgj\credit facility.

*The Fund added 33 new hydrovac units and remo9dtb& service, exiting the year with
407 hydrovac units. Of the total, 228 units arerapeg in Canada and 179 in the United
States. These capital expenditures are consideteel maintenance capital expenditures as
there were no net additions to the daylightingtftheing 2009. They were financed from

cash generated from operations.

Selected Annual Financial Information

Year ended December 31,

($) 2009 2008 2007
Revenues 134,970,474 148,345,556 117,687,718
Net earnings 19,653,128 18,981,890 16,722,845
Net earnings per unit — basic 1.82 1.76 1.55
Net earnings per unit — diluted 1.82 1.75 1.55
Total assets (end of period) 137,864,137 145,529,041 110,798,162
Total long-term deb® (end of period) 32,284,264 39,581,36Q 26,254,010
Distributions declared 13,614,197 13,586,598 13,558,4p1

(1) Includes the current portion of long-term debt.



Outlook

Overall it remains very difficult to forecast ngadny market, including Badger's, in 2010 given
the uncertainty over the economic recovery andtabpxpenditures by the oil and natural gas
industry. Badger is planning for modest internavgth towards the end of the year but is
positioned for additional growth if opportunitiesepent themselves. The Fund is of the belief
that it will be a slow recovery and organizationhf be slow to invest in infrastructure. There are
potential upsides. For example, the United Staderil government has committed many
billions of dollars to infrastructure projects,tadtigh the majority of this money has not been
spent. Oil and natural gas activity has seen sompeavement which of course in the longer
term is positive to Badger. It should be noted thatfirst quarter of 2009 was a good growth
guarter for Badger due to the work available to plate many projects started during the strong
economic years.

With the new legislation dealing with income trustsning into force in 2011 Badger’s plan is

to convert to a dividend-paying corporation befibre end of 2010. The Board of Directors will
make the final decision on the level and timinghef dividend at the time of conversion. The
basic plan looking forward from today would be &l an expected dividend between 75% and
100% of the current level of the Fund’s annualritistion ($1.26 per unit). More will be known
by the end of 2010.

Badger expects to own three more facilities in 2@b@re it will run corporate operations and is
also doing a capital upgrade on one part of itsufaaturing facility. Total capital cost for these
additions is estimated to be approximately $5.3ionil Badger normally prefers to lease these
facilities for its operating centres but in thelseee cases it made more sense to own them. Two
of the three are being built to Badger's speciiaa. These capital expenditures will be funded
by a combination of a mortgage financing, the edédte revolving credit facility and cash flow
from operating activities.

The major uncertainties the Fund sees in 2010safellaws:

1. How much work will there be in the marketplace? ®aenomy is on the road to
recovery and Badger expects more opportunitieséok than in 2009. However, it is
unknown what the actual level of work will be.

2. In 2008 and 2009 Badger had several good projduishwequired multiple Badger units
to get the work done. This project work is greatr&venue but is very inconsistent. If
these projects, which are winding down, cannoeipéaiced with new projects then future
revenue will be reduced. In locations with big paig Badger is trying to find more
customers to alleviate some of this uncertaintydga’s success in finding this work is
unknown.

3. Maintaining margins in 2009 was a difficult task.rhost operating centres Badger
maintained good margins in 2009, while certain sistauggled. Badger believes
downward pressure on margins will continue in 2848 therefore it has put in
considerable effort to fix the weak areas and raairthe strong ones. Again time will
tell how successful Badger will be.



Badger's focus in 2010 remains finding more worH aalue for cost. The Fund made some
progress with these mandates in 2009 but is plgroido better in 2010. Two-thousand nine
was a tough year but Badger was still able to ggaegood cash flow, maintain distributions and
reduce its long-term debt. There is uncertainthamarketplace but also opportunities. Badger
intends to look for opportunities in 2010 and m#ke most out of what it can find.

Overall Performance for the Year Ended December 31, 2009 Compared
to the Year Ended December 31, 2008

Results of Operations

Revenues
Revenues were $135.0 million for the year endecebDder 31, 2009 compared to $148.3
million for the year ended December 31, 2008. Téerelse is attributable to the following:

» Canadian revenues decreased by 19 percent fr6r $8@llion in 2008 to $77.0 million
in 2009. Western Canada hydrovac revenue decrégs@d percent due to a general
decrease in demand for hydrovac services in vaaoess as a result of reduced oil and
natural gas commodity prices, resulting in lessfpleork and fewer pipeline projects.
Also, with the decreased activity levels there wdded pricing pressure resulting in a
reduction in the hydrovac rates being charged.deastanada revenue decreased by 6
percent year-over-year due to the completion oflarge project in 2008 that did not
carry on into 2009; and

* United States revenues increased by 9 perc&®2® million in 2009 from $53.4
million in 2008. Removing the effect of the increas the foreign exchange rate,
revenues increased by 2 percent. The marginalaserm revenue was attributable to
good project work in the Eastern United Statesaregivhich was offset by a decrease in
revenues in the Western United States region wberer oil and natural gas activity had
a negative impact on the level of hydrovac work.

Badger's average revenue per truck per month 08 2@as $24,700 versus $29,200 for 2008.
The decrease is due to reduced revenue and tlesagein the average size of the fleet.

Included in revenues is $1.6 million of truck plant and franchise fees for 2009, versus $2.1
million for 2008.

Direct Costs

Direct costs were $88.3 million in 2009, a decra#s®7.9 million from $96.2 million in 2008.
This decrease of 8 percent is less than the dexneasvenues of 9 percent because of extra
costs in the Western Canada locations associatedgwawth-oriented investments and poor cost
control in certain locations.



Gross Margin
Gross margin was 34.6 percent for the year end6é,20decrease from the 35.2 percent for the

year ended 2008. Canadian gross margin percengageased from 35.6 percent in 2008 to 34.7
percent in 2009 due to incomplete success at logests in the Western Canada corporate
locations. Pricing pressure in Western Canadaralated in margins being reduced.

Amortization

Amortization was $13.8 million in 2009 or $1.3 righ higher than the $12.5 million in 2008.
The increase reflects the larger average numbleydrbvac units in the fleet. Included in this
figure is approximately $196,000 related to amatton of intangible assets with a limited life.

Gain on Sale of Property, Plant and Equipment
During November 2009 the Fund sold certain landtanitiing for gross proceeds of $3.2
million, resulting in a gain on sale of $1.1 mitiio

Interest Expense

Interest expense was $1.5 million in 2009 versug #illion in 2008. The lower interest
expense is attributable to lower interest ratesdeharged on the debt and having a lower
average debt balance outstanding throughout 2082¥2008.

Selling, General and Administrative Expenses

Selling, general and administrative expenses weargimally higher at $11.5 million in 2009
compared to $11.2 million in 2008. As a percentaigevenues, selling, general and
administrative expenses were 8.5 percent in 2008ug€7.6 percent in 2008. The increase in the
percentage was due to the reduced revenues in &anad

Foreign Exchange Loss (Gain)
The foreign exchange loss or gain results from eding the balance sheet and earnings
statement related to the United States operatrdogdanadian currency.

Income Taxes

The effective tax rate for 2009 was 9 percent \&&upercent for 2008. The year-over-year
reduction in the effective rate was due to the gadmn of United States losses not previously
recognized which reduced tax expense by $2.1 mjllieduction in the withholding taxes
remitted during 2009 versus 2008, a portion 0f26@9 gain on disposal of the land and building
not being taxable and the recognition of capitasé&s in 2009 not previously recognized for
accounting purposes.

In general, the low effective tax rate is due @ ttust structure, which results in tax-deductible
distributions being made to unitholders.



Liquidity and Distributions

Funds generated from operations decreased to §3lién in 2009 from $39.0 million in 2008
due primarily to lower Canadian activity levels.eThund uses its cash to make distributions to
unitholders, build additional hydrovac units, invesmaintenance capital expenditures and
repay long-term debt.

The Fund had working capital of $26.6 million atd@enber 31, 2009 compared to $21.8 million
at December 31, 2008. The increase was due touhe femitting payment in 2009 for all of the
cab and chassis that had been acquired prior terblger 31, 2008, with the amount being
included in the accounts payable and accrued itiglsifigure at December 31, 2008, lowering
working capital at that date.

The following table outlines the cash availabléutod growth and pay distributions to
unitholders in 2009 compared to 2008:

Year ended Year ended

(%) December 31, 2009 December 31, 2008
Cash provided by operating activities 33,775,825 ,235,938
Add (deduct): net change in non-cash

working capital (2,764,367) 3,748,988
Funds generated from operations 31,011,458 38,280,9
Add: proceeds on disposal of property, plant

and equipment 4,557,740 854,746
Deduct: required repayments of long-term debt @,B65) (326,269)

Deduct: maintenance capital expenditures (8,192,674 (1,797,099)
Cash available for growth capital expenditures

and distributions 25,512,749 37,712,304
Growth capital expenditures --- 37,271,481
Cash distributions declared 13,614,197 13,586,593

In determining cash available for distributions Fauend excludes non-cash working capital
changes for the year as well as growth capital ediperes. Changes in non-cash working capital
items have been excluded so as to remove the £tétitning differences in cash receipts and
disbursements, which generally reverse themselv@gan vary significantly between fiscal
periods. Growth capital expenditures have beeruded so as to include only the maintenance
capital expenditures required for the sustainahdltthe existing asset base.



The following table outlines the excess of caslvigied by operating activities and net earnings
over cash distributions declared during the yeaded December 31, 2009 and 2008:

Year ended Year ended

%) December 31, 2009 December 31, 2008
Cash provided by operating activities 33,775,825 ,235,938
Net earnings 19,653,128 18,981,890
Cash distributions declared 13,614,197 13,586,593
Excess of cash provided by operating

activities over cash distributions declared  18Q,628 21,645,345
Excess of net earnings over cash

distributions declared 6,038,931 5,395,297

The Fund makes regular monthly cash distributiongiitholders. These cash distributions may
be reduced, increased or suspended entirely biyubtees depending on the operations of
Badger and the performance of its assets. Thelazsh flow available for distribution to
holders of Fund units is a function of numerousdes; including: the Fund'’s financial
performance; debt covenants and obligations; wagrkapital requirements; maintenance and
growth capital expenditure requirements for thechase of property, plant and equipment; and
number of units outstanding.

The Fund maintains a strong balance sheet andufasent debt facilities to manage short-term
funding needs as well as planned equipment additibne debt management strategy includes
retaining sufficient funds from available distrinbte cash to finance maintenance capital
expenditures as well as working capital needs. @rmapital expenditures will generally be
financed through existing debt facilities or castamed from operating activities. The majority
of the cash provided by operating activities du20@9 and 2008 was used to finance
maintenance and growth capital expenditures apayalistributions to unitholders.

If maintenance capital expenditures increase mré&uperiods, the Fund’s cash available for
growth capital expenditures and distributions wél negatively affected. Due to Badger’'s

growth rate in recent years, the majority of thdroyac units are relatively new, with an average
age of approximately four-and-a-half years. Assalte Badger is currently experiencing
relatively low levels of maintenance capital expigmes. Over time, Badger would expect to
incur annual maintenance capital expenditures ianaount that approximates the amortization
expense reported in the year. Badger estimateli ieimove approximately 20 hydrovac units
from the fleet in 2010. Badger expects that casiiged by operations and cash available for
growth capital expenditures and distributions Wwél sufficient to fund the maintenance capital
expenditures in the future.

Badger is restricted from declaring distributionsl @istributing cash if it is in breach of the
covenants under its credit facilities. As at theed# this MD&A the Fund is in compliance with
all debt covenants and is able to fully utilizeeaisting credit facilities. Badger does not have a
stability rating.



Capital Resources

Investing
In 2009 the Fund spent $8.2 million on propertgnpland equipment compared to $39.1 million

in 2008. During 2009, the Fund added 33 new hydravats compared to 84 new hydrovac
units built in 2008. The costs to build a hydrouadt increased by approximately 13 percent
from 2008 to 2009. The main reasons for the inere#se the increased cost of acquiring the
cab and chassis which are purchased in UnitedsSdaléars and the reduced build rate resulting
in fixed overhead costs being allocated to feweétsun

Maintenance capital expenditures are incurred duaiperiod to keep the hydrovac fleet at the
same number of units, which applied to all of tnésithat joined the fleet in 2009, plus any
other capital expenditures required to maintainetkisting business. As a result the $8.2 million
of 2009 capital expenditures has been reflectedaastenance capital expenditures.

Based on the current build rate of the hydrovatsuBiadger has enough cab and chassis for the
first half of 2010. This will lower the cash regerinent to build daylighting units for the
foreseeable future.

Financing
In June 2009 the Fund’s extendable revolving craditity was renewed. The principal amount

remained unchanged at $40 million. The facility baen used and will continue to be used to
assist in financing Badger’s capital expendituregpam and general corporate activities. The
facility has no required principal repayments.xpeees on June 26, 2010 and is renewable at
Badger’s option for an additional 364-day peridahdt renewed, interest is payable on the
facility for 364 days, after which the entire ambuarust be repaid. The facility bears interest at
the bank’s prime rate plus ¥ percent or bankersepiance rate plus 1.75 percent plus 0 to 1
percent depending on Badger’s ratio of funded-detEBITDA.

In November 2009 the Fund sold certain land anttlimgjs for gross proceeds of $3.2 million.
The proceeds were used to repay the mortgage leatanistanding of $1.4 million with the
balance being applied to the extendable revolviegitfacility.

During 2009 Badger repaid $7.3 million of long-tetebt. As a result of these principal
payments the Fund’s long-term debt, including tineent portion, was $32.3 million at year-end
2009 versus $39.6 million at year-end 2008. It &dhbe noted that as at December 31, 2009
Badger's cash and short-term deposits were $7lmikesulting in net debt of $24.8 million
versus net debt of $36.9 million at December 30820 he decrease in net debt was the result of
cash flow generated from operations, a reductiarapital expenditures and proceeds received
on the disposal of property, plant and equipment.

At December 31, 2009 the Fund had a long-term ttebtjuity ratio of 0.46:1 and a long-term
debt-to-trailing-funds-generated-from-operatiorteoraf 1.04:1. Management believes that the
Fund’s healthypalance sheet combined with funds generated froamatipns will provide
sufficient capital to fund ongoing operations, mdigributions to unitholders, finance future
capital expenditures and execute its strategic folathe foreseeable future. Currently the Fund



has a $40 million extendable, revolving facilityftmd working capital requirements and finance
capital expenditures, of which $28.7 million wasdistt December 31, 2009. The Fund also had
a cash and short-term deposit balance of $7.5omidt December 31, 2009. The Fund’s practice
is to utilize an appropriate mix of debt and eqtityinance its maintenance capital expenditures
and growth initiatives.

Badger is in compliance with all financial coversanhder the credit facility agreement.
Financial performance relative to the financialoabvenants under the extendable revolving
credit facility is reflected in the table below:

Ratio December 31, 2009 December 31, 2008 Threshold
Current” 3.01:1 2.16:1  1.20:1 minimum
Funded Delif to

EBITDA® 0.87:1 0.98:1  2.00:1 maximum
Fixed Charge Coveraffe 2.49:1 1.26:1  1.00:1 minimum
Distribution® 0.65:1 0.37:1  1.00:1 maximum

1 Current ratio means the ratio of the consolidated current assets to consolidated net current liabilities
(excluding the current portion of long-term debt).

2 Funded debt is long-term debt.

3 Funded debt to EBITDA means the ratio of consolidated funded debt to the aggregated EBITDA for the trailing
12 months. Funded debt is defined as long-term debt including any current portion thereof. EBITDA is defined
as the trailing 12 months of EBITDA for the Fund.

4  Fixed charge coverage ratio means the trailing 12-month EBITDA less unfinanced capital expenditures and
cash taxes, plus the unused portion of the extendable revolving credit facility, to the sum of the aggregate of
scheduled long-term debt principal payments, interest and distributions.

5  Distribution ratio means distributions for the trailing 12-month period to the sum of funds generated from
operations less scheduled long-term debt principal payments and maintenance capital expenditures.

Contractual Obligations and Committed Capital Irivesnt

The Fund intends to meet its contractual obligatibmough funds generated by operating
activities. The Fund’s contractual obligationstloe next five years relating to repayment of
long-term debt (assuming the extendable revolviegitfacility is not renewed on June 26,
2010) and lease payments for shop and office pesnaige as follows:

($000s) Total 2010 2011-2012 2013-2014  Thereafte
Long-term debt 32,284 324 29,349 648 1,963
Shop and office leases 1,719 779 693 247 -

Total contractual obligations 34,003 1,103 30,042 895 1,963

In addition to the contractual obligations aboveyemr-end 2009 the Fund had committed to
certain capital expenditures totalling approxima®2.3 million. These capital expenditures will
be financed with existing credit facilities and @isrgenerated from operations. There are no set
terms for remitting payment for these financial coitments.



Unitholders’ Capital
Unitholders’ capital increased by $0.2 million y@aer-year to $44.4 million at December 31,
2009. This was the result of issuing the followungts:

e 14,009 fund units from the long-term incentiverpés payment for 2008 management
performance bonuses; and

e 3,750 fund units from the long-term incentive ptenpartial payment of 2009 fees to non-
management trustees.

Units outstanding at December 31, 2009 were 105838, There was no change to the balance as
of March 17, 2010.

Off-Balance-Sheet Arrangements
At December 31, 2009 and 2008, the Fund had nbal#fince-sheet arrangements.

Transactions with Related Parties

Shea Nerland Calnan LLP provides legal servic&atiger at market rates. David Calnan, a
Trustee and the Corporate Secretary of the Furadp&tner in the law firm of Shea Nerland
Calnan LLP and is involved in providing and managBadger’s legal services. The total cost of
these legal services in 2009 was $273,000 compar283,000 in 2008.

Selected Quarterly Financial Information

Quarter Ended
2009 2008
Dec. 31 | Sept. 30 \ June 30 \ Mar. 31 \ Dec. 31 Sept.30 | June 30 Mar. 31

Revenues ($) 33,123,2085,004,725 29459240 37,383,305 40,471,059 39,957,349 33,142,814 34,774,334
Net earnings (3$) 6,257,324 4,795,804 2,926,670 5,673,330 2,732,192 6,960,013 4,006,788 5,282,897
Net earnings per unit —

basic ($) 0.58 0.44 0.27 0.53 0.25 0.64 0.37 0.49
Net earnings per unit —

diluted ($) 0.58 0.44 0.27 0.53 0.25 0.64 0.37 0.49

Fourth Quarter Highlights

m As a result of decreased activity in Canada, regafacreased to $33.1 million in the three
months ended December 31, 2009 from $40.5 millothé three months ended December 31,
2008. Canadian revenues decreased by 24 perceia dugeneral decrease in demand for
hydrovac services in various areas as a resudtdafaed oil and natural gas commodity prices,
resulting in less plant work and fewer pipelinejpets. Also, with the decreased activity levels
there was added pricing pressure resulting in aatsh in the hydrovac rates being charged.

Badger’s United States revenue decreased to $1i#li@nfrom $15.7 million quarter-over-

guarter. If the effect of the foreign exchange deerease were removed United States revenue



increased by 4 percent comparing the last quaft20@0 to the last quarter of 2008. An increase
in the Eastern United States revenues due to gameagp work was offset by a reduction in the
Western United States revenues due to lower oihataral gas activity reducing hydrovac
revenues.

m Although revenue decreased net earnings increased$®2.7 million for the three months
ended December 31, 2008 to $6.3 million for thee¢months ended December 31, 2009. The
main reasons for the increase were the reductitimeieffective tax rate due to the recognition of
United States tax losses not previously recognéretithe $1.1 million gain on sale recorded on
the sale of certain land and building.

m Average revenue per truck per month was $24,1@®eirfourth quarter of 2009 compared to
$29,600 per month for the same period in 2008.ddwease is due to reduced revenue.

m The Fund added seven hydrovac units to the fleggt@moved 13 from service.

New Accounting Pronouncements
Business Combinations and Consolidated Financial Statements and Non-Controlling I nterests

In January 2009, the Canadian Institute of Chaité&ecountants (CICA) issued Handbook
Section 1582 “Business Combinations” to replacei®ed581. Prospective application of the
standard is effective January 1, 2011, with eadlypdion permitted. This new standard
effectively harmonizes the business combinatioasdsard under Canadian GAAP with
International Financial Reporting Standards (IFR®e new standard revises guidance on the
determination of the carrying amount of the asaetgiired and liabilities assumed, goodwill and
accounting for non-controlling interests at thediaf a business combination. This standard will
impact the Fund’s consolidated financial statemgnte Fund enters a business combination in
the future.

The CICA concurrently issued Section 1601 “Conséd Financial Statements” and Section
1602 “Non-Controlling Interests” which replaced 8@t 1600 “Consolidated Financial
Statements”. Section 1601 provides revised guidandhe preparation of consolidated financial
statements and Section 1602 addresses accountingrfecontrolling interests in consolidated
financial statements subsequent to a business oatidn. These standards are effective
Januaryl, 2011, unless they are adopted earlyeatame time as Section 1582 “Business
Combinations”. The adoption of these standardetserpected to have any material impact on
the Fund’s financial statements except if the Femiérs into a business combination in the
future.

Convergence with I nternational Financial Reporting Standards
In January 2006, Canada’s Accounting StandardsiB@eSB) adopted a strategic plan for the

direction of accounting standards in Canada. Omueep 13, 2008, the AcSB confirmed that
effective for interim and annual financial statetsenelated to fiscal years beginning on or after



January 1, 2011, International Financial ReporBtandards (IFRS) will replace Canada’s
current GAAP for all publicly accountable profitiented enterprises.

The Fund has developed a conversion plan to coefilettransition to IFRS by January 1,
2011, including the preparation of required compaganformation relating to 2010. As part of
the IFRS conversion project, the Fund has engagtednal consultants to assist and advise in
the Fund’s transition to IFRS.

The conversion project consists of three phases:

Phase 1 Preliminary Impact Assessmeithis phase involves the high-level identificatend
assessment of the differences between IFRS andd@an@AAP that will impact the Fund.

Phase 2 Detailed EvaluationThis phase involves performing a detailed impasessment of
the differences between IFRS and Canadian GAAReweng and approving accounting policy
choices, identifying impact on systems and busipessesses, preparing position papers for
areas of significant judgement, quantifying IFR®w&rsion adjustments and drafting IFRS-
compliant consolidated financial statements.

Phase 3 ImplementatienThis phase involves embedding changes to systgosesses and
internal controls, drafting the transitional openbalance sheet and preparing pro-forma IFRS-
compliant consolidated interim and annual finanstatements for the 2011 fiscal year including
comparatives.

The Fund completed Phase 1 during the third quaft2d08 and is currently in Phase 2 of the
project. Phase 2 is scheduled to be completeceiseébond quarter of 2010 at which time the
Fund will commence Phase 3.

Based on the work completed to date, the Fund ¢xjplee greatest potential impact of IFRS
adoption to be within the following areas:

First-time adoption of IFRS (“IFRS 1”)

IFRS 1 provides the framework for the first-timeoption of IFRS and outlines that, in general,
an entity shall apply the principles under IFR3agpectively and that adjustments arising on
conversion to IFRS shall be directly recognizedeitained earnings. However, IFRS 1 also
provides a number of optional exemptions from igiextive application of certain IFRS
requirements as well as mandatory exceptions wbrighibit retrospective application of
standards. There are currently 15 elective exemgtmd four mandatory exceptions that need to
be considered.

The Fund currently expects to apply the followiteréve exemptions:

* It will not use fair value as the deemed cost@ins of property, plant and equipment;

* It will not restate the accounting of past busin@ssbinations;

» It will reset its foreign currency translation aaoct to nil;

* It will commence application of IFRS 2 (Share BaBayment) to options granted after
November 7, 2002;



» It will assess whether arrangements contain a leagke basis of the facts and
circumstances existing at the date of transitiolrRS; and

* It will not restate the accounting of borrowing t0s
The remaining elective exemptions have limited@applicability to the Fund.

Property, plant and equipment

IFRS and Canadian GAAP contain the same basiciplascfor property, plant and equipment;
however, there are some differences. Specific’RS requires property, plant and equipment
to be broken down into significant components amdizing each one separately. In addition,
unlike Canadian GAAP, IFRS permits property, pkamd equipment to be measured at fair value
or amortized cost. In this regard, the Fund expctontinue to reflect property, plant and
equipment at amortized cost.

Impairment of assets

Canadian GAAP impairment testing involves two stéips first of which compares the asset
carrying value with undiscounted future cash fldagletermine whether impairment exists. If
the carrying value exceeds the amount recoverabdaindiscounted basis, then the cash flows
are discounted to calculate the amount of the impent and the carrying value is written down
to estimated fair value.

International Accounting Standard (IAS) 36 Impairhef Assets (“IAS 36”) uses a one-step
approach for testing and measuring impairment, aset carrying values compared directly
with the higher of fair value less costs to sell aalue in use (which uses discounted future cash
flows). This may result in more frequent write-dammhere carrying values of assets were
previously accepted under Canadian GAAP on an oadiged cash flow basis, but could not be
supported on a discounted cash flow basis. FurtbexhAS 36 requires the reversal of an
impairment loss for an asset other than goodwikmgtthere is an indication that circumstances
have changed and that the impairment loss no logxgsts or may have decreased. This is not
allowed under Canadian GAAP.

The Fund is currently analyzing its operationsides to determine the cash-generating units to
be used for the purpose of impairment testing angairment models are being assessed to
ensure compliance with IFRS.

Unitholders’ capital

The Fund believes that under IFRS it may be nepcgssaeclassify its Fund units from equity to
liabilities with the related distributions beingsasiated as either equity distributions or
expenses.

Income taxes

IAS 12 Income Taxes is similar to Canadian GAARhiat the Fund has to recognize deferred
(future) taxes on temporary differences betweercéng/ing value of assets and liabilities and
their tax basis. The adoption of IFRS will havegngicant impact on the Fund’s tax accounting
in the period of adoption and in subsequent periodsew temporary differences arising on the
conversion to IFRS as a result of changes in aagryalues of assets, differences in depreciation



expense, residual values, capitalization of borngvand direct costs, and impairment charges
and reversals.

Additional IFRS that are expected to require chanpat with potentially lesser impact on
existing reporting, are:

* Inventories — Depending on their nature, spareszad treated differently under
IFRS and Canadian GAAP;

» Foreign Currency — IFRS is more specific regardimgprocess used to assign a
functional currency to each entity within a corgergroup and does not distinguish
between different types of foreign operations asadan GAAP currently does; and

* Financial instruments — Under IFRS, the definitidriclosely related” in terms of
embedded derivatives differs from that under Caara@AAP.

In the period leading up to the changeover, theB\a8l continue to issue accounting standards
that are converged with IFRS, thus mitigating theact of adopting IFRS at the changeover
date. The International Accounting Standards Bealicalso continue to issue new accounting
standards during the conversion period and, asutféhe final impact on the Fund’s
consolidated financial statements will only be nueed once all the IFRS applicable at the
conversion date are known.

The impact on information technology and controlerdinancial reporting and disclosure is not
expected to be significant. The Fund will complite assessment of the impact to investor
relations and external communication plans oncettaduation of the impact to the consolidated
financial statements is complete.

Critical Accounting Estimates

Management is responsible for applying judgemempiraparing accounting estimates. Certain
estimates and related disclosures included witrerfihancial statements are particularly
sensitive because of their significance to therfaia statements and because of the possibility
that future events affecting them may differ sigraihtly from management’s current
judgements. An accounting estimate is considengidaronly if it requires the Fund to make
assumptions about matters that are highly unceataine time the accounting estimate is made,
and if different estimates the Fund could have wgedld have a material impact on Badger’s
financial condition, changes in financial conditionresults of operations.

While there are several estimates and assumptiadg ilmy management in the preparation of
financial statements in accordance with GAAP, tiilofving critical accounting estimates have
been identified by management:

Amortization of the hydrovac units

The accounting estimate that has the greatest effethe Fund’s financial results is the
amortization of the hydrovac units. Amortizationtieé hydrovac units is carried out on the basis
of their estimated useful lives. The Fund curreatiyortizes the hydrovac units over 10 years
based on current knowledge and past experiencee Tha certain amount of business risk that
newer technology or some other unforeseen circurasteould lower this life expectancy. A



change in the remaining life of the hydrovac unitshe expected residual value will affect the
amortization rate used to amortize the hydrovatsiand thus affect amortization expense as
reported in the Fund'’s statements of earnings antpeehensive income. These changes are
reported prospectively when they occur.

Tax pools and their recoverability
Badger has estimated its tax pools for the incametovision. The actual tax pools the Fund
may be able to use could be materially differerthfuture.

Intangible assets

Intangible assets consist of service rights acdun@m Badger's operating partners, customer
relationships, trade name and non-compete agresmiérg initial valuation of intangibles at the
closing date of any acquisition requires judgenaent estimates by management with respect to
identification, valuation and determining the expécperiods of benefit. Valuations are based on
discounted expected future cash flows and othan@ral tools and models and are amortized
over their expected periods of benefit or not aired if it is determined the intangible asset has
an indefinite life. Intangible assets are reviewwadually with respect to their useful lives or
more frequently if events or changes in circumstanadicate that the assets might be impaired.
The impairment test includes the application cdiavalue test, with an impairment loss
recognized when the carrying amount of the intadegisset exceeds its estimated fair value.
Impairment provisions are not reversed if thera ssibsequent increase in the fair value of the
intangible asset.

Goodwill

Goodwill is the amount that results when the cdsicguired assets exceeds their fair value at
the date of acquisition. Goodwill is recorded attcaot amortized and tested at least annually
for impairment. The impairment test includes thplaation of a fair value test, with an
impairment loss recognized when the carrying amotéigbodwill exceeds its estimated fair
value. Impairment provisions are not reversedeaféhs a subsequent increase in the fair value of
goodwill.

Impairment of long-lived assets

The carrying value of long-lived assets, whichue property, plant and equipment and
intangible assets, is assessed for indicationsipdirment when events or circumstances
indicate that the carrying amounts may not be reJe from estimated cash flows. Estimating
future cash flows requires assumptions about fulusness conditions and technological
developments. Significant, unanticipated changekdse assumptions could require a provision
for impairment in the future.

Collectibility of accounts receivable

The Fund estimates the collectibility of its acctsureceivable. The Fund continually reviews the
balances and makes an allowance when a receiwatié®=med uncollectible. The actual
collectibility of accounts receivable could differaterially from the estimate



Unit-based compensation

Compensation expense associated with unit optibgsaat date is an estimate based on various
assumptions such as volatility, annual distribuyied, risk-free interest rate and expected life.
Badger uses the Black-Scholes methodology to pedncestimate of the fair value of such
compensation.

Financial Instruments and Risk Management

Fair values

The Fund'’s financial instruments recognized oncibvesolidated balance sheet consist of cash
and short-term deposits, accounts receivable, ats@ayable, income taxes payable,
distributions payable and long-term debt. TheVaiues of these recognized financial
instruments, excluding long-term debt, approxintager carrying value due to their short-term
maturity. The carrying value of the long-term dapproximates fair value because each of the
long-term facilities has a floating interest rate.

Credit risk

Credit risk arises when a failure by counter parteedischarge their obligations could reduce the
amount of future cash flows from financial assetdiand at the balance sheet date. A substantial
portion of the Fund’s accounts receivable is withtomers in the petroleum and utility

industries and is subject to normal industry creadiks. The Fund manages its exposure to credit
risk through standard credit granting proceduressiort payment terms. The Fund attempts to
monitor financial conditions of its customers ahd industries in which they operate.

Liquidity risk

Liquidity risk is the risk that, as a result of eg&onal liquidity requirements, the Fund will not
have sufficient funds to settle an obligation oa due date, will be forced to sell financial assets
at a price less than what they are worth, or valubpable to settle or recover a financial asset.

The Fund’s operating cash requirements are conislyanonitored by management. As factors
impacting cash requirements change, liquidity riskes/ necessitate the need for the Fund to
raise capital by issuing equity or obtaining aduhifil debt financing. The Fund also mitigates
liquidity risk by maintaining an insurance programminimize exposure to insurable losses.

At December 31, 2009, the Fund had available $dll®n of authorized borrowing capacity
on the extendable revolving facility. The credtify has no required principal repayment. The
credit facility expires June 26, 2010 renewablthatFund’s option for an additional 364-day
period. If not renewed, interest is payable onféledity for 364 days after which the entire
amount is to be repaid. The Fund believes it hm®nt funding through operations and the
use of this facility to meet foreseeable finanoialigations.

Market risk

The significant market risk exposures affectingfthancial instruments held by the Fund are
those related to interest rates and foreign cuyremchange rates, which are explained as
follows:



Interest rate risk

The Fund is exposed to interest rate risk in reteto interest expense on its long-term debt.
Interest is calculated at prime plus 0.25 percemptrime plus 0.75 percent for certain of its
borrowing facilities. The prime interest rate idb@ct to change. A sensitivity analysis would
indicate that net earnings for the year ended Dbeedil, 2009 would have been affected by
approximately $262,000 if the average interestechtnged by 1 percent. The Fund does not
currently use interest rate hedges or fixed inteege contracts to manage the Fund’s
exposure to interest rate fluctuations.

Foreign exchange risk

The Fund has United States operations and its Ganagerations purchase certain products
in United States dollars. As a result, fluctuationthe value of the Canadian dollar relative to
the United States dollar can result in foreign exae gains and losses. The Fund does not
currently have any agreements to fix the exchaaggeaf the Canadian dollar to the United
States dollar.

Disclosure Controls and Procedures and Internal Camol over Financial Reporting

Disclosure controls and procedures

Badger's President and CEO and the VP Finance &@@lltave designed, or caused to be
designed under their direct supervision, Badgéssldsure controls and procedures (as defined
by National Instrument 52-109 — Certification oBliosure in Issuers’ Annual and Interim
Filings, adopted by the Canadian Securities Adratsrs) to provide reasonable assurance that
(i) material information relating to Badger, incing its consolidated subsidiaries, is made
known to them by others within those entities, ipatarly during the period in which the annual
filings are being prepared; and (ii) material imf@tion required to be disclosed in the annual
filings is recorded, processed, summarized andrregp@n a timely basis. Further, they have
evaluated, or caused to be evaluated under threttdiupervision, the effectiveness of Badger’s
disclosure controls and procedures at Decembe&2®I19 and identified the material weakness as
outlined below.

Internal control over financial reporting

Badger's President and CEO and the VP Finance &@lltave also designed, or caused to be
designed under their direct supervision, Badgatsrnal control over financial reporting to
provide reasonable assurance regarding the ratyabiilfinancial reporting and the preparation

of financial statements for external purposes toeadance with Canadian GAAP. Further, using
the criteria established in Internal Contrdhtegrated Framework published by the Committee
of Sponsoring Organizations of the Treadway Comiansghey have evaluated, or caused to be
evaluated under their direct supervision, the déffeness of Badger’s internal control over
financial reporting at December 31, 2009 and idiexatithe material weakness as outlined below.

Material weakness
Badger has identified that it does not have s@fiteccounting personnel with the appropriate
tax expertise to allow for an effective review otleg accuracy of its accounting for income



taxes and the determination of iheometax provision. Management and the Board of
Directors have determined that it is not econoryidehsible to maintain such personnel in-
house or to engage an external tax consultantrforpean independent review. This material
weakness could result in a misstatement in vati@xiselated accounts that could result in a
material misstatement to Badger’s annual cons@dihancial statements and disclosures that
would not be prevented or detected.

Changes in internal control over financial repogin

No changes were made to the design of Badger'miateontrol over financial reporting during
the year ended December 31, 2009 that have mitexfldcted, or are reasonably likely to
materially affect, its internal control over finaalcreporting.

Inherent limitations

Notwithstanding the foregoing, because of its iehéfimitations a control system can provide
only reasonable assurance that the objectivesafdahtrol system are met and may not prevent
or detect misstatements. Management’s estimatedmaycorrect, or assumptions about future
events may be incorrect, resulting in varying rssuh addition, management has attempted to
minimize the likelihood of fraud. However, any canltsystem can be circumvented through
collusion and illegal acts.

Business Risks
(Reference is also made to Badger’'s Annual InfoionaEorm.)

Reliance on the oil and natural gas sector

The oil and natural gas sector accounts for apprataly 50 percent of the Fund’s revenues. The
petroleum service industry relies heavily on thkiwee of capital expenditures made by oil and
natural gas explorers and producers and is alsctaff by certain adverse weather conditions.
These spending decisions are based on severaldacttuding, but not limited to: hydrocarbon
prices, production levels of current reservesafisegimes in operating areas, technology-driven
exploration and extraction methodologies, and acteesapital, all of which can vary greatly.
The Badger operating region with the greatest axgo® oil and natural gas service activity is
the Western United States. To minimize the imp&the oil and natural gas industry cycles, the
Fund also focuses on generating revenue from tliy ahd general contracting market
segments.

Competition

The Fund operates in a highly competitive environnier hydrovac services in Canada and the
United States. In order to remain the leading levof hydrovac services in this region, Badger
continually enhances its safety and operationatqutares to ensure that they meet or exceed
customer expectations. Badger also has the in-hmaysabilities to continuously improve its
daylighting units so that they remain the most pative and efficient hydrovacs in the business.
There can be no assurance that Badger's competittbrsot achieve greater market acceptance
due to pricing, efficiency, safety or other factors



United States operations

Badger also faces risks associated with doing kssim the United States. The Fund has made a
significant investment in the United States to dawé¢he hydrovac market. The growth rate of

the United States market is very hard to predioe United States has been undergoing
significant economic difficulties and the outloakfurther complicated by substantial changes to
various laws, policies and regulations that haveshor apprehended effect on business
operating conditions, approval or delay of potdmteaw projects that could require Badger’'s
services, current rates of capital investment hedyeneral level of confidence about future
economic conditions among businesses and orgamzatinat will be required to make decisions
about future capital investment.

Safety

Safety is one of the Fund'’s primary concerns. Batigs implemented programs to ensure its
operations meet or exceed current hydrovac saffetylards. The Fund also employs safety
advisors in each region who are responsible fontaaiing and developing the Fund’s safety
policies. In addition, these regional safety adrdsoonitor the Fund’s operations to ensure they
are operating in compliance with such policies.

Amortization of daylighting units

The Fund currently amortizes the hydrovac unity dgeyears, a policy that is based on its
current knowledge and past experience. There éstaio amount of business risk that newer
technology or some other unforeseen circumstanglel dower this life expectancy.

Self-insurance

Due to the magnitude of insurance premiums, theli@cided to self-insure against any
physical damage it could incur on the hydrovacaumihis decision will be re-evaluated
periodically as circumstances change.

Dependence on key personnel

The success of Badger is dependent on the sewnii@esumber of members of its senior
management. The experience and talents of thesadundls will be a significant factor in
Badger’s continued success and growth. The loss@or more of these individuals could have
a material adverse effect on Badger's operatiodsoaisiness prospects.

Availability of labour and equipment
While Badger has historically been able to souab®lir and equipment required to run its
business, there can be no assurances Badger vallle¢o do so in the future.

Reliance on key suppliers

Badger has established relationships with key sengplThere can be no assurance that current
sources of equipment, parts, components or rekttips with key suppliers will be maintained.
If these are not maintained, Badger's ability tanofacture its hydrovac units may be impaired.

Fluctuations in weather and seasonality
Badger’s operating results have been, and are tegp&x remain, subject to quarterly and other
fluctuations due to a variety of factors includciganges in weather conditions and seasonality.



For example, in Western Canada Badger’s resultsheayegatively affected if there is an
extended spring break-up period since oil and abgas industry sites may not be accessible
during such periods. In Eastern Canada, Badgeinhtae past experienced increased use of its
equipment during cold winters, thus improving tbsuits of its operations during such times.
The Fund may then experience a slow period dupngg thaw.

In the Western United States, Badger has from torgme been restricted by the imposition of
government regulations from conducting its worlenvironmentally sensitive areas during the
winter mating seasons of certain mammals and biidis. has had a negative effect on Badger’'s
results of operations. As such, changes in thehgeaind seasonality may, depending on the
location and nature of the event, have either #&ipe®r negative effect on Badger’s results of
operations.

Fluctuations in the economy and political landscape

Operations could be adversely affected by a geeemomic downturn, changes in the political
landscape or limitations on spending. The curreahemic downturn plus uncertainty will have

a negative impact on Badger’'s business. The imgabits time is unknown. Badger will look

for opportunities to replace revenue lost due &dbwnturn. The success of the Fund'’s efforts is
unknown.

Compliance with government regulations

While Badger believes it is currently in compliarvegh all applicable government standards and
regulations, there can be no assurance that Bhd@er's business will be able to continue to
comply with all applicable standards and regulation

Environmental risk

As the owner and lessor of real property, Badgseulgect to various federal, provincial and
municipal laws relating to environmental mattengcislaws provide that Badger could be liable
for the costs of removal and remediation of certeimardous substances or wastes released or
deposited on or in its properties or disposedlardbcations. The failure to remove or
remediate such substances, if any, could adveasielgt Badger’s ability to sell such real
property or borrow using such real property asatetal and could also result in claims against
Badger.



BADGER INCOME FUND
Unaudited Consolidated Balance Sheets

December 31, December 31,
2009 2008
$ $
ASSETS

Current
Cash 7,516,605 2,656,144
Accounts receivable 30,205,878 35,830,748
Inventories 1,792,708 2,197,611
Prepaid expenses 776,997 778,661
40,292,188 41,463,164
Property, plant and equipment 91,155,437 97,653,365
Intangible assets 4,795,512 4,791,512
Goodwill 1,621,000 1,621,000
137,864,137 145,529,041

LIABILITIES AND UNITHOLDERS' EQUITY

Current
Accounts payable and accrued liabilities 11,364,134 18,043,971
Income taxes payable 907,377 58,135
Distributions payable 1,134,893 1,133,028
Current portion of long-term debt 323,768 433,768
13,730,172 19,668,902
Long-term debt 31,960,496 39,147,594
Future income taxes 19,280,129 21,262,936
64,970,797 80,079,432

Unitholders' equity

Unitholders' capital 44,387,955 44,183,155
Contributed surplus 3,813,850 2,613,850
Retained earnings 24,691,535 18,652,604
72,893,340 65,449,609

137,864,137

145,529,041




BADGER INCOME FUND
Unaudited Consolidated Statements of Earnings and C
Retained Earnings

Revenues
Direct costs

Gross margin

Expenses

Amortization

Gain on sale of property, plant and equipment
Interest - long-term

Selling, general and

administrative

Foreign exchange loss (gain)

Earnings before income taxes

Income taxes

Net earnings and comprehensive income for the year
Retained earnings, beginning of year

Cash distributions

Retained earnings, end of year

Net earnings per unit

Basic

Diluted

omprehensive Income and

December 31,

December 31,

2009 2008
$ $

134,970,474 148,345 556
88,279,551 96,179,154
46,690,923 52,166,402
13,836,620 12,506,492
(1,474,757) (77,203)
1,481,160 1,708,864
11,487,400 11,232,411
(265,744) 628,048
25,064,679 25,998,612
21,626,244 26,167,790
1,921,023 1,386,951
52,093 5,798,949
1,973,116 7,185,900
19,653,128 18,981,890
18,652,604 13,257,307

(13,614,197)

(13,586,593)

24,691,535 18,652,604
1.82 1.76
1.82 1.75




BADGER INCOME FUND
Unaudited Consolidated Statements of Cash Flows

Operating activities
Net earnings and comprehensive income for the year
Add (deduct) items not involving cash:
Amortization
Future income taxes
Unit-based compensation
Foreign exchange loss (gain)
Unrealized foreign exchange gain on future income
taxes

Gain on sale of property, plant and equipment

Net change in non-cash working capital relating to
operating activities

Financing activities

Proceeds received on the exercise of unit options
Proceeds from long-term debt

Repayment of long-term debt

Distributions to unitholders

Investing activities

Purchase of property, plant and equipment

Purchase of service rights

Proceeds on disposal of property, plant and equipment

Increase in cash during the year
Cash and short-term deposits, beginning of year
Cash and short-term deposits, end of year

Supplemental information

Interest paid

Income taxes paid

Property, plant and equipment financed by
accounts payable and accrued liabilities

December 31,

December 31,

2009 2008
$ $
19,653,128 18,981,890
13,836,620 12,506,492
52,093 5,798,949
1,250,000 1,142,750
(265,744) 628,048
(2,039,882) -
(1,474,757) (77,203)
31,011,458 38,980,926
2,764,367 (3,748,988)
33,775,825 35,231,938
- 246,150
- 13,653,621
(7,297,098) (326,269)
(13,612,332)  (13,583,540)
(20,909,430) (10,038)

(12,363,674)

(34,897,580)

(200,000) -
4,557,740 854,746
(8,005934)  (34,042,834)
4,860,461 1,179,066
2,656,144 1,477,078
7,516,605 2,656,144
1,210,260 1,708,864
1,071,781 786,325
2,033,000 4,171,000




GEOGRAPHIC SEGMENTED INFORMATION

The Fund operates in two geograhic/reportable segments providing daylighting services to each of these segments. The following
is selected information for the year and three months ended December 31, 2009 and 2008 based on these geographic segments.

Three months ended Dec. 31, 2009 Three months ended Dec. 31, 2008
Canada ($) USA ($) Total ($) Canada ($) USA ($) Total ($)
Revenues 18,846,505 14,276,699 33,123,204 24,738,706 15,732,353 40,471,059
Direct costs 12,667,286 9,616,300 22,283,586 16,718,919 10,118,911 26,837,830

Selling, general and administrative 2,232,262 791,835 3,024,097 1,875,575 1,509,448 3,385,023
EBITDA (*) 3,941,299 3,861,543 7,802,842 6,217,819 3,044,448 9,262,267
Amortization 1,946,332 1,899,441 3,845,773 1,967,313 1,325,933 3,293,246

Earnings before income taxes 3,056,605 1,674,812 4,731,417 3,767,981 1,711,022 5,479,003

Capital expenditures (1,324,157) 3,354,832 2,030,675 7,457,034 4,449,073 11,906,107
Twelve months ended Dec. 31, 2009 Twelve months ended Dec. 31, 2008
Canada ($) USA ($) Total ($) Canada ($) USA ($) Total ($)
Revenues 77,020,605 57,949,869 134,970,474 94,972,824 53,372,732 148,345,556
Direct costs 50,313,673 37,965,878 88,279,551 61,169,558 35,009,596 96,179,154

Selling, general and administrative 7,880,599 3,606,801 11,487,400 7,634,504 3,597,907 11,232,411
EBITDA (*) 18,716,206 16,753,061 35,469,267 26,219,932 14,086,011 40,305,943
Amortization 7,808,455 6,028,165 13,836,620 7,713,632 4,792,860 12,506,492
Earnings before income taxes 11,298,131 10,328,113 21,626,244 16,997,960 9,169,830 26,167,790

Property, plant and equipment 49,774,184 41,381,253 91,155,437 60,682,964 36,970,401 97,653,365

Intangible assets 4,795,512 - 4,795,512 4,791,512 - 4,791,512
Goodwiill 1,621,000 - 1,621,000 1,621,000 - 1,621,000
Total assets 75,345,036 62,519,101 137,864,137 92,423,910 53,105,131 145,529,041
Capital expenditures 3,227,301 4965373 8,192,674 22,894,856 16,173,724 39,068,580

(*) Earnings before interest, taxes, depreciation and amortization (EBITDA) is a measure of the Fund's operating profitability
and is therefore useful to management and investors. EBITDA provides an indication of the results generated by the Fund's
principal business activities prior to how these activities are financed, assets are amortized or how the results are taxes in
various jurisdictions. EBITDA is calculated from the Consolidated Statements of Eamings and Comprehensive Income and
Retained Earnings as gross margin, less selling, general and administrative costs and foreign exchange loss (gain).



Badger Income Fund is an open-ended trust that is North America’s largest provider of non-destructive
excavating services. Badger traditionally works for contractors and facility owners in the utility and
petroleum industries. Our key technology is the Badger Hydrovac, which is used primarily for safe
digging in congested grounds and challenging conditions. The Badger Hydrovac uses a pressurized
water stream to liquefy the soil cover, which is then removed with a powerful vacuum system and
deposited into a storage tank. Badger manufactures its truck-mounted hydrovac units.

Badger Income Fund’s business model involves the provision of excavating services through two distinct
entities: the Operating Partners (franchisees in the United States and agents in Canada), and Badger
Corporate. Badger Corporate works with its Operating Partners to provide Hydrovac service to the end
user. In this partnership, Badger provides the expertise, the trucks, and North American marketing and
administration support. The Operating Partners deliver the service by operating the equipment and
developing their local markets. All work is invoiced by Badger and then shared with the Operating
Partner based upon a revenue sharing formula. In certain locations Badger has established corporate
run operations to market and deliver the service in the local area.

The Toronto Stock Exchange has neither approvedisapproved the information contained herein.
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