AR
-

HORIZON NORTH
Logistics Inc SECOND QUARTER REPORT 2008

MANAGEMENT’S DISCUSSION AND ANALYSIS (“MD&A”)
THREE AND SIX MONTHS ENDED JUNE 30, 2008

Cautionary Statement Regarding Forward-Looking Information

This Management's Discussion and Analysis, prepared as at August 6, 2008, focuses on key statistics from the Interim
Consolidated Financial Statements and pertains to known risks and uncertainties relating to the business carried on by
Horizon North Logistics Inc. (the “Company” or “Horizon”). This Management'’s Discussion and Analysis should be read
in conjunction with the audited consolidated financial statements for the year ending December 31, 2007 and the
unaudited interim consolidated financial statements for the three and six months ending June 30, 2008 and related notes
and material therein. This discussion should not be considered all-inclusive, as it excludes changes that may occur in
general economic, political and environmental conditions.

Certain statements contained in this Management's Discussion and Analysis, including statements which may contain
words such as “could”, “should”, “believe”, “expect”, “will” and similar expressions and statements relating to matters that
are not historical facts are forward-looking statements including, but not limited to, statements as to: future capital
expenditures, including the amount and nature thereof; expansion and other development of the oil and gas and mining
industries; business strategy; expansion and growth of the Company’s business and operations; and other matters.

These statements are based on certain assumptions and analyses made by the Company in light of its experience and
its perception of historical trends, current conditions and expected future development as well as other factors it believes
are appropriate in the circumstances. However, whether actual results, performance, or achievements will conform to
the Company'’s expectations and predictions is subject to known and unknown risks and uncertainties which could cause
actual results to differ materially from the Company’s expectations. Although the forward-looking statements contained
in this report are based upon what management believes to be reasonable assumptions, the Company cannot assure
readers that actual results will be consistent with these forward-looking statements.

Consequently, all of the forward-looking statements made in this Management's Discussion and Analysis are qualified
by these cautionary statements and there can be no assurance that the actual results or developments anticipated by
the Company will be realized or, even if substantially realized, that they will have the expected consequences to or
effects on the Company or its business operations. The Company assumes no obligation to update or revise any such
forward-looking statements, whether as a result of new information, future events or otherwise, except to the extent
required by applicable law. Readers should not place undue reliance on forward-looking statements.

Overview

Overall revenues for Horizon increased $8,236,000 to $28,934,000 in the three months ended June 30, 2008 and
$14,745,000 to $70,327,000 in the six months ended June 30, 2008 compared to the same periods in 2007. EBITDAS
also increased $709,000 to $4,778,000 in the three months ended June 30, 2008 and $2,456,000 to $16,932,000 in the
six months ended June 30, 2008. Activity levels for the Camps & catering segment increased from the comparative
period, countering a decrease in camp sales revenue, thereby maintaining consistent revenue levels with those in the
comparative period. The November 2007 Northern Trailer Ltd. (“Northern”) acquisition resulted in higher revenues and
EBITDAS for the Camps & catering segment. Mat rental activity levels were lower in the three months ended June 30,
2008 as compared to the three months ended June 30, 2007, resulting in lower revenues and EBITDAS. The Marine
segment had two of its barge camps on stand-by for the three months, resulting in higher revenues and EBITDAS.



Highlights

Three months ended June 30 Six months ended June 30
{000's except per share amounts) 2008 2007 2008 2007
Revenue $ 28934 § 20698 $ 70327 § 55,582
EBTDAS 4,778 4,068 16,932 14,386
Operating earnings (loss) (1,082 710 5,660 7452
Net earnings (loss) (1,150) 754 3,385 5,258
Net earnings (loss) per share - diluted $ 001) $ 001 $ 003 § 0.06
Total assets 351,057 229,697 351,057 229,697
Funds from operations 12 3,302 2,377 13,159 9,251
Capttal spending 19,874 9,776 38,635 14,174

(1) EBITDAS (Earnings before interest, taxes, depreciation, amortization, gain/loss on disposal of property, plant and equipment and stock based compensation) and operating
earnings (loss) are not recog d es under Canadian generally accepted accounting principles (GAAP). Management believes that in addition to net earnings, EBITDAS
is a useful supplemental measure as it provides an indication of the Company's ability to generate cash flow in order to fund working capital, service debt, pay current income
taxes and fund capital programs. Management believes that in addition to net ings, operating ings (loss) is a useful supplemental measure as it provides an indication of
the results generated by the Company'’s principal b activities prior to consideration of how those activities are financed or taxed. Investors should be cautioned, however,
that EBITDAS and operating earnings (loss) should not be construed as alternatives to net earnings determined in accordance with GAAP as an indicator of the Company'’s
performance. Honzon's method of calculating EBITDAS and operating earnings (loss) may differ from other entities and accordingly, EBITDAS and operating earnings (loss) may
not be comparable to measures used by other entities. For a reconciliation of EBITDAS and operating earnings (loss) to net earnings, please refer to pages 4 and 5 of the
Manag t's Di and Analysi

(2) Funds from operations is not a recognized measure under GAAP. Management believes that in addition to cash flow from operations, funds from operations is a useful
supplemental measure as it provides an indication of the cash flow g ted by the Company's principal b activities prior to consideration of changes in working capital.
Investors should be cautioned, however, that funds from operations should not be construed as an alternative to cash flow from operations determined in accordance with GAAP
as an indicator of the Company's performance. Horizon's method of calculating funds from operations may differ from other entities and accordingly, funds from operations may
not be comparable to measures used by other entities. Funds from operations is equal to cash flow from operations before changes in non-cash working capital items related to

operations.

Revenue by Industry

A key component of Horizon's strategy is to diversify the revenue stream so as not to be overly exposed to any one
industry, in any one location and to minimize seasonality. As illustrated below, Horizon is beginning to diversify its
revenue stream with more revenues coming from the oil sands and mining industries.

Six months ended June 30, 2008:
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Financial Results:

Three months ended June 30, 2008

Camps & Marine Inter-segment
~ (000's) Catering Matting Services Corporate Eliminations Total
Revenue $ 24543 § 3787 § 13711 § - 8 (7 $ 28,934
Expenses
Cost of goods sold 321 219 - - - 3,490
Operating 14,505 2,725 1,275 - (667) 17,838
General & administrative 657 354 - 1,784 - 2,795
Foreign exchange loss - 33 - - - 33
EBITDAS 6,110 456 9 (1,784) (100) 4778
Stock based compensation 218 52 6 232 - 508
Depreciation & amortization 3,536 1,522 260 41 (6) 5,353
Loss (gain) on disposal of property, plant 15 (16) - - - (1)
& equipment
~ Operating eamings (loss) $ 2341 § (1,102) § (170) § 2,057) § (94) § (1,082)
Interest income (35)
Interest expense on operating lines of 133
credit
Interest expense on long-term debt 401
Eamings on equity investments (173)
Income tax recovery (258)
Net loss $ (1,150)
Three months ended June 30, 2007
Camps & Marine Inter-segment
(000's) Catering Matting Services Corporate Eliminations Total
Revenue $ 15420 § 5154 § 38§ - $ (254) $§ 20698
Expenses
Cost of goods sold 4,881 194 - - - 5,075
Operating 5976 2,982 978 (13) (254) 9,669
General & administrative 68 k') " 1,799 - 1,912
Foreign exchange gain - (26) - - (26)
EBITDAS 4,495 1,970 (611) (1,786) - 4,068
Stock based compensation 220 97 18 492 - 827
Depreciation & amortization 1,691 1,072 222 28 - 3,013
Gain on disposal of property, plant & (481) (1) - - - (482)
equipment
Operating eamings (loss) $ 3065 § 802 § (851) § (2,306) § - § 710
Interest income (4)
Interest expense on operating lines of 189
credit
Interest expense on long-term debt 3
Eamings on equity investments (430)
Income tax expense 198

Net eamings $ 754




Six months ended June 30, 2008

Camps & Marine Inter-segment
{000's) Catering Matting Services Corporate Eliminations Total
Revenue $ 53334 § 13793 § 4750 § - § (1,550) § 70,327
Expenses
Cost of goods sold 8,632 2,252 218 - - 11,102
Operating 28,563 7,001 2,286 - (1,384) 36,466
General & administrative 1,269 907 - 3,603 - 5119
Foreign exchange loss - 48 - - - 48
EBITDAS 14,870 3,585 2,246 (3,603) (166) 16,932
Stock based compensation 435 105 12 450 - 1,002
Depreciation & amortization 6,665 29713 514 81 (6) 10,227
Loss on disposal of property, plant & 47 ) - - - 43
equipment
~ Operating eamings (loss) $ 7723 § 51 § 1720 § (4134) $ (160) $ 5,660
Interest income (55)
Interest expense on operating lines of 429
credit
Interest expense on long-term debt 559
Eamings on equity investments (437)
Income tax expense 1,779
Net eamings $ 3,385
Six months ended June 30, 2007
Camps & Marine Inter-segment
{000's) Catering Matting Services Corporate Eliminations Total
Revenue $ 38,867 § 16,600 $ 643 § 2§ (530) $ 55,582
Expenses
Cost of goods sold 5,929 5278 - - @47 11,160
Operating 19,784 6,203 1,291 - (483) 26,795
General & administrative 124 11 1" 3,120 - 3,266
Foreign exchange gain 1 (26) - - - (25)
EBITDAS 13,029 5,134 (659) (3,118) - 14,386
Stock based compensation 454 196 36 983 - 1,669
Depreciation & amortization 3,251 2,016 436 53 - 5,756
Loss on disposal of property, plant & (509) 18 - - - (491)
equipment
Operating eamings (loss) $ 9833 § 2904 § (1,131) § (4,154) § - § 7452
Interest income (15)
Interest expense on operating lines of 3
credit
Interest expense on long-term debt 9
Eamings on equity investments (795)
Income tax expense 2,618

Net eamnings $ 5,258



Camps & Catering

Camps & catering revenue is comprised of camp and space rental revenue, catering revenue, camp and space sales,
and service revenue as follows:

3 months ended 3 months ended

June March Total June March Total
(000’s except rental days and mandays) 2008 2008 2008 2007 2007 2007
Camps, catering & service revenue $ 17,960 $18,771 $ 36,731 $ 8,365 $ 21,161 $ 29,526
Space rental revenue 1,473 1,100 2,573 - - -
Space sales revenue 1,680 2,723 4,403 - - -
Camp sales revenue 3,430 6,197 9,627 7,055 2,286 9,341
Total revenue $ 24,543 $ 28,791 $ 53,334 $ 15,420 $ 23,447 $ 38,867
EBITDAS $ 6,110 $ 8,760 $ 14,870 $ 4495 $ 8,534 $ 13,029
Operating earnings $ 2,341 $ 5,382 $ 7723 $ 3,065 $ 6,768 9 832
Bed rental days " 99,364 128,766 228,130 42,265 137,600 179,865
Catering mandays 85,909 122,188 208,097 42,782 139,109 181,891

(1) One bed rental day equals the rental of one bed for one day.

Revenue in the Camps & catering segment increased $9,123,000, or 59% in the three months ended June 30, 2008 as
compared to the three months ended June 30, 2007. Horizon's recent acquisition, Northern, contributed a total of
$9,065,000 in revenues in the form of $3,338,000 in camp sales, $1,680,000 in space sales, $1,473,000 in space rental,
$508,000 in camp rental, and $2,066,000 in installation, service and other revenue. Northern generated EBITDAS of
$1,995,000, or 22% of revenue. Revenue in the three months ended June 30, 2008 for Horizon's pre-existing operations
was relatively consistent at $15,478,000 with those from the three months ended June 30, 2007. However, the revenue
in the three months ended June 30, 2008 is primarily revenue generated by camp rental, catering and service revenue,
replacing $7,055,000 of camp sales revenue in the three months ended June 30, 2007. The increase in camps, catering
and service revenue is largely attributable to increased work in the oil sands operations near Fort McMurray, Alberta.
EBITDAS generated by the pre-existing operations amounted to $4,023,000 or 26% of revenue, as compared to 29% in
2007. The lower EBITDAS percent was due to the change in revenue mix as camps, catering and service revenue
typically has lower margins than camp sales.

Matting
Matting revenue is comprised of mat rental revenue, mat sales, installation & service, and other revenue as follows:
3 months ended 3 months ended

June March Total June March Total
(000’s except rental days and mats) 2008 2008 2008 2007 2007 2007
Mat rental revenue $ 80 § 1926 $ 2766  $ 2192 § 68 2873
Mat sales revenue 145 2,805 2,950 201 7,238 7,439
L’;ﬁ?'ﬁ;‘;’;‘};‘““s”°"aﬁ°"' Sellag 2,802 5,275 8,077 2,761 3,527 6,288
Total revenue $ 3,787 $ 10,006 $13,793 $ 5154 $ 11,446 $ 16,600
EBITDAS $ 456 $ 3129 $ 3,585 $ 1,970 $ 3,164 5'132
Operating earnings (loss) $(1,102) $ 1613 $ 511 $ 802 $ 2,102 2'902
Mat rental days 259,329 620,605 879,934 665,159 192,546 857,705
Average mats in rental fleet 18,222 17,189 17,526 9,704 6,280 7,980
Mats sold 369 3,324 3,693 184 7,622 7,806

Revenue in the three months ended June 30, 2008 decreased $1,367,000 as compared to the three months ended June
30, 2007, as a result of the decline in mat rental revenue. As rental revenue has the highest margins, this also resulted
in a decrease in EBITDAS of $1,514,000 to $456,000 or 12% of revenue in the three months ended June 30, 2008 as
compared to $1,970,000 or 38% of revenue in the three months ended June 30, 2007. Mat rental days declined
405,830 rental days to 259,329 rental days in the three months ended June 30, 2008 as compared to 665,159 rental
days in the three months ended June 30, 2007. Mat rentals are highest when the ground is soft as a result of spring
break-up or wet weather. In the second quarter of 2008, a late spring break-up combined with very wet weather in



northern Alberta did not allow for movement of mats, resulting in the significant decline in rental days for the three
months ending June 30, 2008 as compared to the three months ending June 30, 2007. Operating earnings decreased
$1,904,000 from operating earnings of $802,000 in the three months ended June 30, 2007 to an operating loss of
$1,102,000 in the three months ended June 30, 2008. in addition to the decrease in EBITDAS, operating earnings
decreased $450,000 as a result of increased depreciation expense related to the significant additions to the mat rental
and trucking fleets in 2007.

Marine Services

3 months ended 3 months ended
June March Total June March Total
(000's) 2008 2008 2008 2007 2007 2007
Revenue $ 1,371 $ 3,379 $ 4,750 $ 378 $ 265 $ 643
EBITDAS 96 2,150 2,246 (611) (48) (659)
Operating earnings (loss) (170) 1,890 1,720 (851) (280) (1,131)

The second quarter results for the Marine Services segment are typically minimal due to spring conditions prohibiting
marine transportation work until the ice has completely melted in early to mid-June. However, in the three months ended
June 30, 2008, the Marine Services segment had two of its barge camps on standby, resulting in additional revenue,
EBITDAS and operating earnings as compared to the three months ended June 30, 2007. Countering this increase
generated by the barge camp rental were the normal course repair and maintenance costs incurred to get the tugs and
barges prepared for the third quarter marine work.

Corporate

Corporate costs are the costs of the head office which include the Chief Executive Officer, President, Chief Financial
Officer, Vice President of Safety, Corporate Secretary, Corporate Accounting staff, and associated costs of supporting a
public company. Corporate costs were consistent in the three months ended June 30, 2008 with those in the three
months ended June 30, 2007.

Other Items
Interest on operating lines of credit and long-term debt

Interest on operating lines of credit and long-term debt increased from $192,000 in the three months ended June 30,
2007 to $534,000 in the three months ended June 30, 2008. The increase in interest expense is attributable to the
increase in the amount of debt held over the comparative periods.

Income taxes

Income tax expense decreased from $198,000, an effective tax rate of 20.8%, in the three months ended June 30, 2007
to a recovery of $258,000, an effective tax rate of 18.3%, in the three months ended June 30, 2008. The decrease in
effective tax rate is attributable to changes in substantively enacted tax rate reductions, non-deductible expenses, and
stock based compensation.



Liquidity and Capital Resources

The Company has a strong working capital position and minimal debt as set out below:

(000°s) June 2008 December 2007
Current assets $ 40,505 $ 37,945
Operating lines of credit 14,380 20,990
Current liabilities excluding borrowings 20,733 18,699
Current portion of long-term debt 658 871
Current portion of capital leases 131 109
Current liabilities 35,902 40,669
Working capital (deficiency) @ 4,603 (2,724)
Long-term debt and capital lease obligations 31,576 1,417

(1) Calculated as the sum of accounts payable and accrued liabilities, bank indebtedness, deferred revenue and income taxes payable
(2) Calculated as current assets less current liabilities.

In the first quarter of 2008, Horizon renegotiated its senior secured revolving term facility increasing it to a $35,000,000
senior secured revolving term facility. The terms of the renegotiated facility permit Horizon to extend the revolving facility
for a period of 364 days prior to the initial maturity date. If the option to extend the facility is denied or Horizon requests
the facility be converted to a non-revolving term facility, Horizon will commence making monthly payments equal to one
twenty-fourth of the balance outstanding at the term out date on the first day of the thirteenth month subsequent to the
term out date. These terms improved Horizon's working capital position in 2008 as the facility is classified as long-term
until such time as the facility terms out.

During the three months ended June 30, 2008, the Company spent $19,874,000 on capital asset additions. The Camps
& catering segment added 7,850 square feet to its space rental fleet, while also continuing construction of the Black
Sand Executive Lodge (“Black Sand”), a 500-bed camp which is situated in the Fort McMurray, Alberta oil sands region.
The Camps & catering segment also purchased land for a proposed second executive lodge. The Matting segment
purchased 6 additional loaders. The remainder of the capital additions included vehicles, leasehold improvements,
camp & catering supplies, and other miscellaneous additions.

The company's capital spending program for 2008 amounts to $57,000,000 which includes expansion capital of
approximately $40,000,000 including Black Sand and additional rental mats. The remaining $17,000,000 capital
spending is maintenance capital for rental units for the camp and space rental fleets, yard improvements, vehicles,
loaders, and marine equipment. The combination of existing credit facilities and cash flow from operations will be
sufficient to finance these investments.



Quarterly Summary of Results

6 months

(000’s except per share amounts) 3 months ended ended
March June June
2008 2008 2008
Revenue $ 41,393 $ 28,934 $ 70,327
EBITDAS 12,154 4778 16,932
Operating earnings (loss) 6,742 (1,082) 5,560
Net earnings (loss) 4,535 (1,150) 3,385
Net earnings (loss) per share $0.04 ($0.01) $0.03
Net earnings (loss) per share - diluted $0.04 ($0.01) $0.03
(000’s except per share amounts) 3 months ended Year ended
March June  September December December
2007 2007 2007 2007 2007
Revenue $ 34884 §$ 20698 $ 19,277 $ 20,987 $ 95,846
EBITDAS 10,318 4,069 5,199 3,468 23,054
Operating earnings (loss) 6,742 711 1,511 (1,200) 7,764
Net earnings (loss) 4,504 754 605 217 6,080
Net earnings (loss) per share $0.05 $0.01 $0.01 $0.00 $0.07
Net earnings (loss) per share - diluted $0.05 $0.01 $0.01 $0.00 $0.07
6 months

(000’s except per share amounts) 3 months ended ended
September December December
2006 2006 2006
Revenue $ 3,752 $ 19,368 $ 23,120
EBITDAS 345 3,669 4,014
Operating earnings (loss) (292) 495 203
Net earnings (loss) 14 512 526
Net earnings (loss) per share $0.00 $0.01 $0.01
Net earnings (loss) per share - diluted $0.00 $0.01 $0.01

As a result of the significant acquisitions of on September 28, 2006 and November 30, 2006, the results prior to the
acquisitions are not comparable to those subsequent. The seasonality of Horizon's results subsequent to the
acquisitions is moderated slightly as Horizon's business segments experience their respective peak periods during
different quarters.

The Company's Camp & catering segment derives a substantial portion of its revenue from servicing customers in
Canada's conventional oil and gas industry. The ability to move equipment in the Canadian oil and gas fields is
dependent on weather conditions. As warm weather returns in the spring, the winter's frost comes out of the ground
rendering many secondary roads incapable of supporting the weight of heavy equipment until they have thoroughly dried
out. The duration of this “spring breakup” has a direct impact on the activity ievels of the camp and catering segment. In
addition, many exploration and production areas in Northern Canada are accessible only in winter months when the
ground is frozen hard enough to support equipment. The timing of freeze up and breakup affects the ability to move
equipment in and out of these areas. As a result, late March through May is traditionally the segment's slowest time.

The Matting segment’s services are utilized to allow operations to gain access to areas with soft ground conditions. As a
result, the busiest time for its rental operations is typically between spring breakup and winter freeze up. In 2007, the
Matting segment saw a shift in its traditional revenue generating activities. Utilization of the rental fleet remained strong
in the second half of the year due primarily to increased work on in situ oil sands projects which tend to have more year
round activity. Mat sales, which have traditionally occurred in the first quarter after Christmas and before spring break-
up, also got off to an early start with some sizable orders being filled in the fourth quarter of 2007.

The Company operates marine transportation equipment in Canada’s northern regions. Due to winter climate
conditions, northern waterways are usable by tug and barge traffic from approximately mid-June to mid-October each
year. As a result, the Company's marine transportation services revenue will typically be concentrated in this period of
each year. The winter drilling season for 2007/2008 was an exception as the Marine Services segment successfully
rented its barge camps for the entire winter drilling season.



Risks and Uncertainties
Volatility of Oil and Natural Gas and Mining Industry Conditions

The demand, pricing and terms for the Company’s camps & catering, matting and marine services largely depend upon
the level of industry activity for oil and natural gas exploration and development in Canada’s north. The level of activity
in the oil and gas exploration and production industry is volatile. Any prolonged substantial reduction in oil and natural
gas prices could affect the level of oil and gas exploration and production activity and therefore affect the demand for
services from oil and gas customers.

Impact of Government Policy

The majority of the Company's services are provided to customers in the oil and gas and mining industries. Provincial
and federal government policy changes regarding royalties, income taxes and environmental regulations could impact
the profitability of these industries, thereby reducing the demand for the Company'’s services in northern Canada.

Additional Funding Requirements

The Company’s cash flow may not be sufficient to fund its ongoing activities at all times and may from time to time
require additional financing. Failure to obtain such financing on a timely basis could cause the Company to miss certain
acquisition opportunities or reduce its operations. ifthe Company's revenues decrease, it will affect its ability to expend
the necessary capital to maintain its operations. If the Company's cash flow from operations is not sufficient to satisfy its
capital expenditure requirements, there can be no assurance that additional debt or equity financing will be available to
meet these requirements or available on terms acceptable to the Company.

Status of Northern Development Projects

The Company is positioning its business to participate in northern development projects that require many levels of
regulatory approval. No assurance can be given that these large development projects will ultimately receive timely
approval to proceed, or if approved, that the economics will allow for commencement of the projects.

Aboriginal Relationships

A key part of the Company's business strategy will be based on developing and maintaining positive relationships with
the aboriginal people and communities in areas where the Company will operate. These relationships will be important to
the Company’s operations and customers who desire to work in northern Canada. The inability to develop and maintain
relationships and to be in compliance with local requirements could adversely affect the Company's business strategy,
growth and profitability.

Labour Relations

The largest component of the Company's overall expenses is salary, wages, benefits and payments to employees,
agents and contractors. Any significant increase in these expenses could impact the financial results of the Company.
in addition, the Company could be at risk from labour shortages as a result of the current economy in Alberta due to high
demand for labour in oil sands, the upcoming 2010 Olympics, etc.

Outlook

Continued high commaodity prices of oil, gas and minerals have put a positive light on the continued development of
Canada's resources. Many such projects are taking place or are being planned in regions of Canada that do not have
the infrastructure to support large workforces. These developments bode well for the continuation of Horizon’s strategy
to strengthen and expand its core camp and catering and matting businesses with a focus on northern oil sands and
mining projects.

Horizon now has the operational and financial foundation from which to pursue large jobs associated with remote
northern resource development projects that generate long-term, year-round revenue streams.

Critical Accounting Estimates

This Management's Discussion and Analysis of the Company’s financial condition and results of operations is based on
its unaudited interim consolidated financial statements which are prepared in accordance with Canadian generally
accepted accounting principles. The Company's accounting policies used to prepare the unaudited interim consolidated
financial statements are consistent with those used in the preparation of the Company’s consolidated audited financial
statements for the year ended December 31, 2007 except as noted in Note 3 of the unaudited interim consolidated



financial statements. The presentation of these financial statements in conformity with Canadian GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reporting period. These estimates and judgments are based on historical experience and on
various assumptions that are believed to be reasonable under the circumstances. Anticipating future events cannot be
done with certainty, therefore these estimates may change as new events occur, more experience is acquired and as the
Company's operating environment changes.

The accounting estimates believed to be the most difficult, subjective or complex judgments and which are the most
critical to the reporting of results of operations and financial positions are as follows:

Impairment of Long-Lived Assets

Long-lived assets, which include property, plant and equipment, intangibles and goodwill, comprise the majority of the
Company's assets. Management assesses the carrying value of long-lived assets on a periodic basis for indications of
impairment. Indications of impairment include an ongoing lack of profitability and significant changes in our competitors’
positions in the market. When an indication of impairment is present, a test for impairment is carried out by comparing
the carrying value of the asset to its net fair value. If the carrying amount is greater than the net fair value, the asset
would be considered impaired and an impairment loss would be recognized to reduce the asset's carrying value to its
estimated fair value. During the fourth quarter of the year ended December 31, 2007, Horizon completed its goodwill
and intangible assets assessment and concluded that there was no impairment of the carrying value.

Depreciation & Amortization

Horizon's property, plant and equipment and its intangible assets are depreciated and amortized based upon estimates
of useful lives and salvage values. These estimates may change as more experience is gained, market conditions shift
or new technological advancements are made.

Income Taxes

The Company uses the liability method which takes into account the differences between financial statement treatment
and tax treatment of certain transactions, assets and liabilities. Future tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Valuation allowances are established to reduce future tax assets when it is
more likely than not that some portion or all of the asset will not be realized. Estimates of future taxable income and the
continuation of ongoing prudent tax planning arrangements have been considered in assessing the utilization of tax
losses. Changes in circumstances and assumptions and clarifications of uncertain tax regulations may require changes
to the valuation allowance associated with the Company's future tax assets.

The Company’s business and operations are complex and the Company executed a number of significant financings,
business combinations and acquisitions, specifically in the last two years. The computation of income taxes payable as
a result of the transactions involves many complex factors as well as the Company's interpretation of relevant tax
legislation and regulations. The Company's management believes that the provision for income tax is adequate.

Changes in Accounting Policies

Effective January 1, 2008, the Company adopted the new Canadian accounting standards for financial instruments ~
presentation and disclosures, capital disclosures and inventories.

(a) Financial instruments — presentation and disclosures

This new standard requires disclosures of both qualitative information that enables users of financial
statements to evaluate the nature and extent of risks arising from financial instruments to which the Company is
exposed.

(b) Capital disclosures

This new standard requires disclosure of both qualitative and quantitative information that enables users of
financial statements to evaluate the Company's objectives, policies and processes for managing capital.

Transition to International Financial Reporting Standards

In February 2008, the CICA Accounting Standards Board (“AcSB”) confirmed the changeover to International Financial
Reporting Standards (“IFRS") from Canadian Generally Accepted Accounting Principles (“GAAP") will be required for
publicly accountable enterprises effective for interim and annual financial statements relating to fiscal years beginning on
or after January 1, 2011. The AcSB issued the "omnibus” exposure draft of IFRS with comments due by July 31, 2008,
wherein early adoption by Canadian entities is also permitted. The Canadian Securities Administrators (“CSA”) has also
issued Concept Paper 52-402, which requested feedback on the early adoption of IFRS. The eventual changeover to



IFRS represents changes due to new accounting standards. The transition from current GAAP to IFRS is a significant
undertaking that may materially affect the Company's reported financial position and results of operations.

The Company has not completed development of its IFRS changeover plan, which will include project structure and
governance, resourcing and training, analysis of key GAAP differences and a phased plan to assess accounting policies
under IFRS as well as potential IFRS 1 exemptions. The Company hopes to complete its project scoping, which will
include a timetable for assessing the impact on data systems, internal controls over financial reporting, and business
activities, such as financing and compensation arrangements, by the first quarter of 2008.

Financial Instruments and Risk Management

Financial instruments of the Company consist of accounts receivable, operating lines of credit, accounts payable and
accrued liabilities and long term debt. The carrying value of cash and cash equivalents, accounts receivable, accounts
payable and accrued liabilities, and income taxes recoverable approximate their fair value due to the relatively short
period to maturity of the instruments. The fair value of the operating lines of credit approximates their carrying values as
they bear interest at floating rates.

The Company is exposed to a number of different financial risks arising from normal course business operations as well
as through the Company’s financial instruments. These risk factors include credit risk, liquidity risk, and market risk
including currency exchange risk and interest rate risk.

The Company’s risk management practices include identifying, analyzing and monitoring the risks faced by the
Company. The following presents information about the Company’s exposure to each of the risks, the Company’s
objectives, policies and processes for measuring and managing risk, and the Company’s management of capital.

(a) Credit risk

Credit risk is the risk that a customer will be unable to pay amounts due causing a financial loss. The Company's
practice is to manage credit risk by examining each new customer individually for credit worthiness before the
Company’s standard payment terms are offered. The Company's review may include financial statement review,
credit references, or bank references. Customers that lack credit worthiness transact with the Company on a
prepayment only basis.

The Company constantly monitors individual customer trade receivables, taking into consideration industry, aging
profile, maturity, payment history and existence of previous financial difficulties in assessing credit risk. A formal
review is performed each month for each subsidiary, focusing on amounts which have been outstanding for periods
which are considered abnormal for each customer. The Company establishes an allowance for doubtful accounts
for specifically identifiable customer balances which are assessed to have credit risk exposure.

The following shows the aged balances of accounts receivable:

(000's) June 30, 2008 December 31, 2007
Neither impaired nor past due $ 11,122 § 8,251
Impaired 827 655
Outstanding 31-60 days 6,203 6,270
Outstanding 61-90 days 3,102 2,133
Outstanding more than 90 days 2,648 2,199
Total trade receivables $ 23902 § 19,508
Allowance for doubtful accounts (827) (655)
Accrued revenue 1,638 1,705
Other receivables 484 929
Accounts receivable $ 25197 § 21,487

In the six months ended June 30, 2008, the Company provided an allowance for $222,000 of receivables aged
greater than 90 days and also collected $2,000 on amounts which had previously been allowed for. The Company
also applied $48,000 of allowance for doubtful accounts against the associated receivable balance.



(b) Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with financial
liabilities. The Company believes that it has access to sufficient capital through internally generated cash flows and
committed credit facilities to meet current spending forecasts.

To manage liquidity risk, the Company forecasts operational results and capital spending on a regular basis. Actual
results are compared to these forecasts to monitor the Company’s ability to continue to meet spending forecasts. In
addition, the Company maintains the following credit facilities:

e $15,000,000 revolving credit facility secured by a floating charge on land, a first floating charge on all
present and after-acquired real property, and a first ranking security interest in all personal property of the
Company and its wholly owned subsidiaries. Interest is payable at the bank prime rate.

* $35,000,000 senior secured revolving term facility secured by a floating charge on land, a first floating
charge on all present and after-acquired real property, and a first ranking security interest in all personal
property of the Company and its wholly owned subsidiaries. Interest is payable at the bank prime rate plus
0.50%.

The following shows the timing of cash outflows relating to trade and other payables and funded debt.

June 30, 2008 December 31, 2007

Trade and Funded Trade and Funded

(000’s) other payables debt®  other payables debt @

Within one year $ 20,733 $ 15,169 $ 18,699 $

21,970

2 to 3 years - 22,569 - 1,047

4 to 5 years - 9,007 - 278

Over 5 years - - - 92

B $ 20733 § 46,745 $ 18699 $ 23387

(c) Trade and other payables include bank indebted payable and d liabilities, deferred , and cumrent income taxes payable.

)] Funded debt includes operating lines of credit, long-term debt and capital leases. Horizon's senior secured revolving term facility has not reached its term, but has been

assumed to be termed out on the next renewal date.

(e) Market risk

Market risk is the risk or uncertainty arising from possible market price movements and their impact on future
performance of the Company. The market price movements that could adversely affect the value of the Company's
financial assets, liabilities and expected future cash flows include foreign currency exchange risk and interest rate
risk. As the Company's exposure to foreign currency exchange risk and interest rate risk is limited, the Company
does not currently hedge its financial instruments.

Foreign currency exchange risk

The Company has limited exposure to foreign currency exchange risk as sales and purchases are typically
denominated in Canadian Dollars (CAD). The Company’s exposure to foreign currency exchange risk arises from
the purchase of some raw materials which are denominated in U.S. Dollars (USD). Raw material purchases affect
inventory, capital assets, cost of goods sold and depreciation expense balances, therefore, sensitivity analysis is
limited to cash used in operating activities. The effect of a $0.01 increase in the USD/CAD exchange rate would
decrease cash used in operating activities for the three and six months ended June 30, 2008 by approximately
$16,000 and $38,000 respectively. This assumes that the quantity of USD raw material purchases in the first quarter
remains unchanged and that the change in the USD/CAD exchange rate is effective from the beginning of the year.

Interest rate risk

The Company is exposed to interest rate risk as changes in interest rates may affect interest expense and future
cash flows. The primary exposure is related to the Company's revolving and senior secured revolving term facility
which bear interest at rates of prime and prime plus 0.50%, respectively. If prime were to have increased by 1%, it
is estimated that the Company’s net earnings would have decreased by approximately $75,000 and $107,000 for
the three and six months ended June 30, 2008. This assumes that the amount and mix of fixed and floating rate
debt in the remains unchanged and that the change in interest rates is effective from the beginning of the year.

Outstanding Shares

Horizon has 110,400,363 voting common shares issued and outstanding with a book value of $257,505,000 as at June
30, 2008.



Off Balance Sheet Financing

Horizon has no off balance sheet financing.
Contractual Obligations and Contingencies
There have been no changes to Horizon's contractual obligations and contingencies for the three and six months ended

June, 2008.

Transactions with Related Parties

June 30, 2008 June 30, 2007
Description of related party 3 months 6 months 3 months 6 months
Corporation of which a director of Purchases 12,000 63,000 101,000 460,000
Horizon is an officer Sales 11,000 23,000 45,000 241,000
Included in Trade AR 57,000 57,000 14,000 14,000
Included in Trade AP 1,000 1,000 (5,000) (5,000)
Corporation of which a director of Purchases 95,000 147,000 118,000 166,000
Horizon is an officer and an officer of Sales 8,000 26,000 7,000 15,000
Hoft2on s @ crecior Included in Trade AR ; ; 23,000 23,000
Included in Trade AP 20,000 20,000 56,000 56,000
Corporation which is a significantly Purchases - . - 64,000
influenced investee Sales R R R R
Included in Trade AR 161,000 161,000 - -
Included in Trade AP 14,000 14,000 - -
Corporation which is a significantly ~ Purchases 33,000 50,000 9,000 22,000
influenced investee Sales 862,000 4,006,000 253,000 253,000
Management fees charged to related party 96,000 112,000 - -
Included in Trade AR 1,228,000 1,228,000 748,000 748,000
Included in Trade AP 17,000 17,000 22,000 22,000
Corporation which is a significantly ~ Purchases - 52,000 22,000 497,000
influenced investee Sales 103,000 210,000 6,000 10,000
Included in Trade AR 468,000 468,000 6,000 6,000
Included in Trade AP - - 155,000 155,000
Corporation which is a jointly controlled ~ purchases 31,000 31,000 16,000 16,000
investee Sales 23,000 51,000 45,000 183,000
Management fees charged to related party 33,000 66,000 - -
Included in Trade AR 51,000 51,000 11,000 11,000
Included in Trade AP 35,000 35,000 5,000 5,000
Corporation which is a jointly controlled  Purchases 10,000 24,000 10,000 24,000
by one of the directors of Horizon Sales R R R R

Included in Trade AR - . R R
Included in Trade AP - - . R

All related party transactions in the normal course of operations have been measured at the agreed to exchange
amounts, which is the amount of consideration established and agreed to by the related parties and which is similar to
those negotiated with third parties.

Internal Control Over Financial Reporting and Evaluation of Disclosure Controls and
Procedures

In the second quarter of 2008, the Company hired an additional chartered accountant in the Calgary office to assist with
internal and external financial reporting. The Company also hired a Manager of Information Systems development who
will be responsible for all of the Company’s implementations of the chosen integrated information system. These two
positions are reasonably likely to have a positive impact on the Company’s internal control over financial reporting.



HORIZON NORTH LOGISTICS INC.

Consolidated Balance Sheets

June 30, 2008 and December 31, 2007 (Unaudited)

(000's) June 2008 December 2007
Assets
Current assets:
Cash $ - 3 1,220
Accounts receivable (Note 4) 25,197 21,487
Inventory 13,601 14,432
Prepaid expenses 1,707 806
40,505 37,945
Property, plant and equipment, net 142,186 111,241
Goodwill 114,910 114,549
Intangible assets, net 47,515 51,999
Long-term investments (Note 7) 5,941 5,679
$ 351,057 § 321,413

Liabilities and Shareholders' Equity

Current liabilities:

Bank indebtedness $ 1,028 § -
Operating lines of credit 14,380 20,990
Accounts payable and accrued liabilities 16,500 13,899
Deferred revenue 2,815 2,859
Income taxes payable 390 1,941
Current portion of long-term debt (Note 8) 658 871
Current portion of capital leases 131 109
35,902 40,669
Long-term debt (Note 8) 31,253 1,019
Capital leases 323 398
Future income tax liability 13,403 13,528
80,881 55,614

Shareholders’ equity:
Share capital (Note 10) 257,505 257,515
Contributed surplus (Note 10) 4,804 3,802
Retained earnings 7,867 4,482
270,176 265,799

Segmented information (Note 11)

$ 351,067 § 321,413

See accompanying notes to the consolidated financial statements.



HORIZON NORTH LOGISTICS INC.

Consolidated Statements of Operations and Retained Earnings

Three and six months ended June 30, 2008 and 2007 (Unaudited)

'T'hree months ended June 30

Six months ended June 30

(000's) except per share amounts 2008 2007 2008 2007
Revenue $ 28934 §$ 20698 $ 70,327 % 55,582
Expenses:
Cost of goods sold 3,490 5,075 11,102 11,160
Operating 17,838 9,669 36,466 26,795
General and administrative 2,795 1,912 5,779 3,266
Stock based compensation 508 827 1,002 1,669
Depreciation of property,
plant and equipment 3,111 1,657 5,743 3,043
Amortization of intangible assets 2,242 1,356 4,484 2,713
Loss (gain) on disposal of property,
plant and equipment )] (482) 43 (491)
Foreign exchange loss (gain) 33 (26) 48 (25)
30,016 19,988 64,667 48,130
Operating eamings (loss) (1,082) 710 5,660 7,452
Interest income (35) 4) (55) (15)
Interest expense on operating lines of credit 133 189 429 377
Interest expense on long-term debt 401 3 559 9
Earnings on equity investments (173) (430) (437) (795)
Earnings (loss) before income taxes (1,408) 952 5,164 7,876
Income taxes (Note 9)
Current tax expense 602 1,439 2,038 4,652
Future tax reduction (860) (1,241) (259) (2,034)
(258) 198 1,779 2,618
Net eamnings (loss) (1,150) 754 3,385 5,258
Other comprehensive income - - - -
Comprehensive income (1,150) 754 3,385 5,258
Retained earnings (deficit), beginning of period 9,017 2,906 4,482 (1,598)
Retained earnings, end of period $ 7867 $ 3660 $ 7867 $ 3,660
Earnings per share:
Basic $ 001y $ 0.01 $ 0.03 $ 0.06
Diluted $ 0.01) $ 0.01 $ 0.03 $ 0.06

See accompanying notes to the consolidated financial statements.



HORIZON NORTH LOGISTICS INC.

Consolidated Statements of Cash Flows
Three and six months ended June 30, 2008 and 2007 (Unaudited)

Three months ended June 30 Six months ended June 30
(000's) 2008 2007 2008 2007

Cash provided by (used in):

Operating activities:
Net earnings $ (1,150) $ 754 § 338 % 5,258
Items not involving cash:
Depreciation of property, plant

and equipment 3,111 1,657 5,743 3,043
Amortization of intangible assets 2,242 1,356 4,484 2,713
Future income tax reduction (860) (1,241) (259) (2,034)
Stock based compensation 508 827 1,002 1,669
Earnings on equity investments (173) (430) (437) (795)
Gain on sale of property, plant
and equipment (376) (546) (759) (603)
3,302 2,377 13,159 9,251
Changes in non-cash workim capital items 8,199 4,117 (3,141) 702
11,501 6,494 10,018 9,953
Investing activities:
Purchase of property, plant and equipment (19,874) (9,776) (38,635) (14,174)
Proceeds on sale of property, plant
and equipment 1,636 1,238 3,248 1,542
Return of capital from equity investments - - - 371
Business acquisitions (48) - (580) (52)
(18,286) (8,538) (35,967) (12,313)
Changes in non-cash working capital items (208) (51) 568 (3,108)
(18,494) (8,589) (35,399) (15,421)
Financing activities:
Proceeds from bank indebtedness 1,028 - 1,028 -
Share issuance costs - - (15) -
(Repayment of) proceeds from operating
lines of credit 2,002 (1,252) (6,610) 3,117
Proceeds from long-term debt 3,500 191 30,800 844
Repayment of long-term debt (205) (252) (779) (691)
Repayment of capital leases (27) - (53) -
6,298 (1,313) 24,371 3,270
Changes in non-cash working capital items - - (210) -
6,298 (1,313) 24,161 3,270
Decrease in cash position (695) (3,408) (1,220) (2,198)
Cash, beginning of period 695 4,408 1,220 3,198
Cash, end of period $ - $ 1,000 $ -3 1,000
Supplementary information:
Income taxes paid $ 842 § 1,812 § 3983 % 2,421
Interest paid 535 193 1,027 387

See accompanying notes to the consolidated financial statements.



HORIZON NORTH LOGISTICS INC.

Notes to the Consolidated Financial Statements (Unaudited), page 1
Three and six months ended June 30, 2008 and 2007

2. Basis of Presentation

C)

(b)

General

These unaudited interim consolidated financial statements for Horizon North Logistics Inc. (the “Company” or
“Horizon”) were prepared using accounting policies and methods of their application consistent with those used
in the preparation of the Company's consolidated audited financial statements for the year ended December
31, 2007 except as noted in Note 3. These unaudited interim financial statements conform in all respects to the
requirements of generally accepted accounting principles in Canada for annual financial statements with the
exception of certain note disclosures regarding balance sheet items and transactions occurring prior to the
current reporting period. As a result, these financial statements should be read in conjunction with the
Company's consolidated audited financial statements for the year ended December 31, 2007.

Nature of business

Horizon provides camp and catering, ground matting, and marine transportation services to oil and gas
exploration and production companies, oilfield service companies and mining companies working on oil sands,
mineral exploration and development, and conventional oil and gas projects and throughout Canada’s northern
regions.

3. Significant Accounting Policies

C)

(b)

Seasonality of operations

The Company's Camp & Catering segment derives a substantial portion of its revenue from servicing
customers in Canada's oil and gas industry. The ability to move equipment in the Canadian oil and gas fields is
dependent on weather conditions. As warm weather returns in the spring, the winter's frost comes out of the
ground rendering many secondary roads incapable of supporting the weight of heavy equipment until they have
thoroughly dried out. The duration of this “spring breakup” has a direct impact on the activity levels of the camp
and catering segment. In addition, many exploration and production areas in northern Canada are accessible
only in winter months when the ground is frozen hard enough to support equipment. The timing of freeze up
and break up affects the ability to move equipment in and out of these areas. As a result, late March through
May is traditionally the segment’s slowest time.

The Matting segment's services are utilized to allow operations to gain access to areas with soft ground
conditions. As a result, the busiest time for its rental operations is traditionally between break up and freeze up.
However, spring 2008 was slower due to the road bans being lifted later than usual in northern Alberta due to
unfavourable weather conditions.

The Company operates marine transportation equipment in Canada's northern regions. Due to winter climate
conditions, northern waterways are usable by tug and barge traffic from approximately mid-June to mid-October
each year. As a result, the Company’s Marine Services revenue will typically be concentrated in this period of
each year. The winter drilling season for 2007/2008 was an exception as the Marine Services segment
successfully rented its barge camps for the entire winter drilling season.

Comparative figures
Certain prior period amounts have been reclassified to conform to the current period's presentation.

4. Changes in Accounting Policies

Effective January 1, 2008, the Company adopted new Canadian accounting standards for financial instruments —
presentation and disclosures, capital disclosures and inventories.

(@

(b)

Financial instruments — presentation and disclosures

This new standard requires disclosures of both qualitative information that enables users of financial
statements to evaluate the nature and extent of risks arising from financial instruments to which the Company is
exposed.

Capital disclosures

This new standard requires disclosure of both qualitative and quantitative information that enables users of
financial statements to evaluate the Company's objectives, policies and processes for managing capital.



HORIZON NORTH LOGISTICS INC.

Notes to the Consolidated Financial Statements (Unaudited), page 2
Three and six months ended June 30, 2008 and 2007

4. Changes in Accounting Policies (continued)

©

Inventories

This new standard provides guidance on the method of determining the cost of a Company's materials and
supplies and also requires inventory to be valued on a first-in, first-out, or weighted average basis. In addition,
the standard requires any impairment to net realizable value of inventory to be written down at each reporting
period, with subsequent reversals when applicable. The adoption of this new standard did not impact the
Company’s financial statements.

5. Financial Risk Management

@)

(b)

Overview

The Company is exposed to a number of different financial risks arising from normal course business
operations as well as through the Company's financial instruments comprised of cash and cash equivalents,
trade accounts receivable, trade accounts payable and accrued liabilities, income taxes payable and long-term
debt. These risk factors include credit risk, liquidity risk, and market risk including currency exchange risk and
interest rate risk.

The Company's risk management practices include identifying, analyzing and monitoring the risks faced by the
Company. The following presents information about the Company's exposure to each of the risks, the
Company’s objectives, policies and processes for measuring and managing risk, and the Company's
management of capital.

Credit risk

Credit risk is the risk that a customer will be unable to pay amounts due causing a financial loss. The
Company'’s practice is to manage credit risk by examining each new customer individually for credit worthiness
before the Company’'s standard payment terms are offered. The Company's review may include financial
statement review, credit references, or bank references. Customers that lack credit worthiness transact with
the Company on a prepayment only basis.

The Company constantly monitors individual customer trade receivables, taking into consideration industry,
aging profile, maturity, payment history and existence of previous financial difficulties in assessing credit risk. A
formal review is performed each month for each subsidiary, focusing on amounts which have been outstanding
for periods which are considered abnormal for each customer. The Company establishes an allowance for
doubtful accounts for specifically identifiable customer balances which are assessed to have credit risk
exposure.

The following shows the aged balances of accounts receivable:

(000's) June 30, 2008 December 31, 2007
Neither impaired nor past due $ 1,122  § 8,251
Impaired 827 855
Outstanding 31-60 days 6,203 6,270
Outstanding 61-90 days 3,102 2,133
Outstanding more than 90 days 2,648 2,199
Total trade receivables $ 23,902 § 19,508
Allowance for doubtful accounts (827) (655)
Accrued revenue 1,638 1,705
Other receivables 484 929
Accounts receivable $ 25197 % 21,487

In the six months ended June 30, 2008, the Company provided an allowance for $222,000 of receivables aged
greater than 90 days and also collected $2,000 on amounts which had previously been allowed for. The
Company also applied $48,000 of allowance for doubtful accounts against the associated receivable balance.



HORIZON NORTH LOGISTICS INC.

Notes to the Consolidated Financial Statements (Unaudited), page 3
Three and six months ended June 30, 2008 and 2007

4. Financial Risk Management (continued)

©

(d)

Liquidity risk
Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with

financial liabilities. The Company believes that it has access to sufficient capital through internally generated
cash flows and committed credit facilities to meet current spending forecasts.

To manage liquidity risk, the Company forecasts operational results and capital spending on a regular basis.
Actual results are compared to these forecasts to monitor the Company's ability to continue to meet spending
forecasts. In addition, the Company maintains the following credit facilities:

e $15,000,000 revolving credit facility secured by a floating charge on land, a first floating charge on all
present and after-acquired real property, and a first ranking security interest in all personal property of
the Company and its wholly owned subsidiaries. Interest is payable at the bank prime rate.

*  $35,000,000 senior secured revolving term facility secured by a floating charge on land, a first floating
charge on all present and after-acquired real property, and a first ranking security interest in all
personal property of the Company and its wholly owned subsidiaries. Interest is payable at the bank
prime rate plus 0.50%.

The following shows the timing of cash outflows relating to trade and other payables and funded debt.

June 30, 2008 December 31, 2007
Trade and Funded Trade and Funded
(000’s) ~ other payables debt @ other payables ¥ debt @
Within one year $ 20,733 $ 15,169 $ 18,699 $ 21,970
2 to 3 years - 22,569 - 1,047
4 to 5 years - 9,007 - 278
Over 5 years - - - 92
$ 20733 $ 46,745 $ 18699 § 23387

(1) Trade and other payables include bank indebted) payable and d liabilities, deferred , and cumrent income taxes payable

(2) Funded debt includes operating lines of credit, long-term debt and capital leases. Hornzon's senior secured revolving term facility has not reached its term, but has been
assumed to be termed out on the next renewal date

Market risk

Market risk is the risk or uncertainty arising from possible market price movements and their impact on future
performance of the Company. The market price movements that could adversely affect the value of the
Company’s financial assets, liabilities and expected future cash flows include foreign currency exchange risk
and interest rate risk. As the Company's exposure to foreign currency exchange risk and interest rate risk is
limited, the Company does not currently hedge its financial instruments.

Foreign currency exchange risk

The Company has limited exposure to foreign currency exchange risk as sales and purchases are typically
denominated in Canadian Dollars (CAD). The Company's exposure to foreign currency exchange risk arises
from the purchase of some raw materials which are denominated in U.S. Dollars (USD). Raw material
purchases affect inventory, capital assets, cost of goods sold and depreciation expense balances, therefore,
sensitivity analysis is limited to cash used in operating activities. The effect of a $0.01 increase in the
USD/CAD exchange rate would decrease cash used in operating activities for the three and six months ended
June 30, 2008 by approximately $16,000 and $38,000 respectively. This assumes that the quantity of USD raw
material purchases in the three and six months ended June 30, 2008 remains unchanged and that the change
in the USD/CAD exchange rate is effective from the beginning of the year.

Interest rate risk

The Company is exposed to interest rate risk as changes in interest rates may affect interest expense and
future cash flows. The primary exposure is related to the Company's revolving and senior secured revolving
term facility which bear interest at rates of prime and prime plus 0.50%, respectively. If prime were to have
increased by 1%, it is estimated that the Company's net earnings would have decreased by approximately
$75,000 and $107,000 for the three and six months ended June 30, 2008. This assumes that the amount and
mix of fixed and floating rate debt in the three and six months ended June 30, 2008 remains unchanged and
that the change in interest rates is effective from the beginning of the year.
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