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2010 was a milestone year for Strad...
Strad achieved record financial results, increasing revenue by 105% and EBITDA by 483% compared
to 2009. The largest deployment of capital in its history included a material expansion into the United
States with exceptional results, while continuing to drive substantial growth in Canada. All of the growth
was driven by organic opportunities. In November, the company completed its Initial Public Offering
and is now trading on the Toronto Stock Exchange under the symbol “SDY.” A culture of disciplined
entrepreneurship has resulted in accelerated growth, winning support from customers and employees,
while driving exceptional value for shareholders in 2010.
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Message to Shareholders
It is a pleasure for all of us at Strad to celebrate 2010 with our shareholders.

In our first year reporting as a public company, we are proud of our accomplishments.
We have worked hard since our inception to create a brand based
on our mission statement and guiding principles, with a focus on
disciplined entrepreneurship. After much hard work, we believe
the company is now starting to capitalize on the benefits of our
brand “STRAD.” Customers across North America are engaging
Strad because they now have a history of success stories and
value creation with the company. Talented and experienced energy
service personnel are applying for positions at Strad because they
have heard of the value system lived out at Strad. Together, we are
confident that the value story of Strad is just beginning, and we look
forward to continued positive results for shareholders.

The end of 2009 saw the emergence of Strad operations in the
United States, an initiative borne out of our key strategy to diversify
geographically. Strad USA ended 2010 with over $30 million in
revenue and more than 30% of our Drilling Services EBITDA for
the year. Focusing on core areas of Pennsylvania (Marcellus) and
North Dakota (Bakken), and initiating work in Texas (Eagle Ford) and
Colorado/Wyoming (Niobrara), the U.S. group is quickly developing
a reputation for excellence in quality of products, service, and
environmental solutions. We are thankful for the support of several
key customers in helping Strad get established in the U.S.
The company ended 2010 having serviced over 40 customers.

In addition to the maturing of our brand, Strad results were
supported by a much improved industry landscape in 2010. As the
world economy slowly worked its way out of recession, the demand
patterns for energy improved, particularly for oil and natural gas
liquids. Increased demand for these commodities was paralleled
by increased geopolitical unrest. While natural gas prices were low
for the year, drilling activity for natural gas was supported by the
continued expansion of shale gas exploration and development.

Growth capital expenditures in 2010 were just under $40 million,
with over $25 million allocated to the U.S. operation. The remaining
funds were allocated across Canadian operations, including the
equipment rental, matting and downhole groups. Key focus areas for
Canadian Drilling Services included NE British Columbia (Horn River
and Montney), NE Alberta (Oil Sands), Western Alberta (Cardium),
and Southern Alberta/Saskatchewan (Bakken). The ability to design
and manufacture proprietary products in Strad manufacturing
facilities proved to be a significant strategic advantage, particularly
in driving product quality and product delivery schedules.

Within Strad’s Drilling Services division, dramatic increases in
the adoption of large drilling pads used in horizontal drilling and
multi-stage fracturing were prevalent across all commodities. The
result for the industry was a significant increase in drilling activity,
particularly in areas of focus for Strad.
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Strad’s Production Services division, while leveraged to natural
gas, was once again able to provide a stable cash flow stream with
a minimum amount of new capital. In addition, the group continues
to be well positioned to take advantage of any future increases in
natural gas prices when they occur.
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EBITDA results*

($000’s)

production
drilling
usa

$5,063

Cash Flow Driven
Performance
With a focus on bottom line, Strad achieved excellent
EBITDA in all of its core segments in 2010. U.S.
Drilling Services had exceptional results in its first

$9,324

full year of operations. Canadian Drilling Services
capitalized on its reputation built over the past years,
and Production Services was able to maintain solid cash
flow despite a low natural gas environment.

$20,252

* Results shown do not include corporate costs

drilling
CANada

Outlook for 2011
Demand for energy is expected to rise as the global economies
continue to recover and move further out of the recession. Increased
liquidity in the capital markets and higher oil commodity prices are
providing many of Strad’s customers with capital to expand their
exploration and development programs thereby increasing demand
for the Company’s products and services. It is anticipated that
activity levels experienced in 2010 will continue into 2011.
As the capital intensity of our business increases, and the demands
for safety and environmental protection become more onerous,
the competitive landscape of our business is also changing. It now
requires a large and sophisticated infrastructure to successfully meet
the standards set by customers. Fortunately, Strad is at the forefront
of these changes, and as a result, is in a position to further increase
its market share going forward.
Strad believes it has the equipment and expertise to capitalize
on these changes. Strad is committed to continued expansion of
its rental fleet with a $66.5 million capital expenditure program
approved for 2011. The company expects to deploy this capital in
its strategic focus areas across North America with $40.0 million
targeted at U.S.` markets. Approximately 40% of the 2011 capital
program will be manufactured at Strad facilities.

3								

Increased recognition of Strad as an environmental solutions
provider has generated significant interest in the company across
North America. As regulatory agencies in Canada and the United
States increase environmental standards for drilling related activity,
the demand for the Company’s environmental solutions is expected
to increase.
Notwithstanding the positive current environment, Strad is
committed to maintaining a strong balance sheet and a prudent
capital structure. We operate in a cyclical industry and understand
that a strong balance sheet is required to take advantage of
opportunities throughout the cycle. With a target funded debt to
EBITDA of less than 1.5, we believe the company is well positioned
to take advantage of those opportunities.
In closing, I would like to thank all of our customers, employees,
and shareholders for their support throughout 2010. We look forward
to 2011, and are committed to making this year an even more
prosperous year than the last.

Henry van der Sloot,
Chief Executive Officer
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MANAGEMENT’S
DISCUSSION & ANALYSIS
The following management’s discussion and analysis (“MD&A”) was prepared as of March 14, 2011, and is intended to assist the reader to
understand the current and prospective financial position and operating results of Strad Energy Services Ltd. (“Strad” or the “Company”). This
MD&A discusses the operating and financial results for the three and twelve months ended December 31, 2010, and takes into consideration
information available up to that date. The MD&A is based on the annual Consolidated Financial Statements of Strad for the year ended
December 31, 2010, which were prepared in accordance with Canadian Generally Accepted Accounting Principles (“GAAP”). The MD&A should
be read in conjunction with the audited Consolidated Financial Statements. Strad‘s common shares trade on the Toronto Stock Exchange under
the symbol “SDY.”
Additional information relating to Strad for the year ended December 31, 2010, may be found on the System for Electronic Document Analysis
and Retrieval (“SEDAR”) at www.sedar.com.
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SELECTED FINANCIAL AND OPERATING HIGHLIGHTS
For the years ended December 31,
($000’s, except per share amounts)

2010

2009

2008

153,632

75,096

115,003

29,167

5,005

15,724

Per share ($), basic

1.36

0.25

0.80

Per share ($), diluted

1.20

0.25

0.80

Revenue
EBITDA(1)

Net income (loss)

7,391

(16,938)

(2,690)

Per share ($), basic

0.35

(0.84)

(0.14)

Per share ($), diluted

0.32

(0.84)

(0.14)

26,829

3,948

14,507

Per share ($), basic

1.25

0.20

0.74

Per share ($), diluted

1.11

0.20

0.74

42,925

8,765

16,799

192,816

131,775

154,087
21,742

Funds from operations(2)

Capital Expenditures(3)
Total assets
Long term debt

(4)

Total long term liabilities
Common Shares – end of period
Weighted average Common Shares
Basic
Diluted

5,282

16,979

16,251

22,538

28,059

37,246,384

20,149,380

20,240,018

21,405,667

20,155,231

19,677,307

24,252,939

20,155,231

19,677,307
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SEGMENTED INFORMATION
For the years ended December 31,
($000’s, except per share amounts)

2010

2009

2008

Revenue

89,484

26,020

53,637

EBITDA

29,576

3,883

13,534

33.1%

14.9%

25.2%

Capital Expenditures

40,036

7,220

12,304

Gross Capital Assets

85,733

47,724

43,035

126,721

72,110

72,732

29.8%

5.4%

20.2%

Revenue

64,148

49,076

61,366

EBITDA

5,063

5,140

7,580

7.9%

10.5%

12.3%

Drilling Services

EBITDA %

Total Assets
Return on Average Total Assets(5)
Production Services

EBITDA %
Capital Expenditures

2,580

1,389

4,164

Gross Capital Assets

16,644

15,083

15,534

Total Assets

60,955

58,143

80,120

8.5%

7.4%

10.7%

Corporate EBITDA

(5,472)

(4,018)

(5,390)

Total EBITDA

29,167

Return on Average Total Assets(5)

5,005

15,724

Notes:
(1)
EBITDA is not a recognized measure under GAAP. See “Non-GAAP Measures” on page 8.
(2)
Funds from operations is cash flow from operating activities excluding changes in non-cash working capital.
Funds from operations is not a recognized measure under GAAP. See “Non-GAAP Measures”.
(3)
Includes assets acquired under capital lease. Segmented information does not include capital expenditures for the corporate segment of Strad as they are minimal.
(4)
Excluding current portion; includes long term portion of capital lease obligations.
(5)

Return on average total assets is not a recognized measure under GAAP. See “Non-GAAP Measures” on page 8.
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FORWARD-LOOKING STATEMENTS
Certain information contained in management’s discussion and analysis of the Company’s financial condition and results of the Company’s
operations constitute forward-looking statements. These statements relate to future events or to the Company’s future financial performance and
involve known and unknown risks, uncertainties and other factors that may cause the Company’s actual results, levels of activity, performance or
achievements to be materially different from future results, levels of activity, performance or achievements expressed or implied by such
forward-looking statements.
The use of any of the words “expect”, “plan”, “continue”, “estimate”, “anticipate”, “potential”, “targeting”, “intend”, “could”, “might”,
“should”, “believe”, “may”, “predict”, or “will” and similar expressions are intended to identify forward-looking information or statements.
Various assumptions were used in drawing the conclusions or making the projections contained in the forward-looking statements throughout
this MD&A. The forward-looking information and statements included in this MD&A are not guarantees of future performance and should not
be unduly relied upon. Forward-looking statements are based on current expectations, estimates and projections that involve a number of risks
and uncertainties, which could cause actual results to differ materially from those anticipated and described in the forward-looking statements.
Such information and statements involve known and unknown risks, uncertainties and other factors that may cause actual results or events to
differ materially from those anticipated in such forward-looking information or statements. These factors include, but are not limited to, such
things as the impact of general industry conditions, fluctuation of commodity prices, industry competition, availability of qualified personnel
and management, stock market volatility, and timely and cost effective access to sufficient capital from internal and external sources. The risks
outlined above should not be construed as exhaustive. Although management of the Company believes that the expectations reflected in such
forward-looking statements are reasonable, it can give no assurance that such expectations will prove to have been correct. Accordingly, readers
should not place undue reliance upon any of the forward-looking information set out in this MD&A. All of the forward looking statements of the
Company contained in this MD&A are expressly qualified, in their entirety, by this cautionary statement. The various risks to which the Company
is exposed are described in additional detail in this MD&A under the heading “Risk Factors” below and in the Company’s Annual Information
Form (“AIF”). Except as required by law, the Company disclaims any intention or obligation to update or revise any forward-looking information
or statements, whether the results of new information, future events or otherwise.

RESPONSIBILITY OF MANAGEMENT AND THE BOARD OF DIRECTORS
The Company’s management is responsible for the information disclosed in this MD&A and the accompanying audited consolidated financial
statements, and has in place appropriate information systems, procedures and controls to ensure that information used internally by
management and disclosed externally is materially complete and reliable. In addition, the Audit Committee, on behalf of the Board of Directors,
provides an oversight role with respect to all public financial disclosures made by the Company, and has reviewed and approved this MD&A and
the related audited consolidated financial statements.

NON-GAAP MEASURES
Certain supplementary measures in this MD&A do not have any standardized meaning as prescribed under generally accepted accounting
principles (“GAAP”) and, therefore, are considered non-GAAP measures. These measures are described and presented in order to provide
shareholders and potential investors with additional information regarding the Company’s financial results, liquidity and its ability to generate
funds to finance its operations. These measures are identified and presented, where appropriate, together with reconciliations to the equivalent
GAAP measure. However, they should not be used as an alternative to GAAP, because they may not be consistent with calculations of other
companies. These measures are further explained below.
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Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is not a recognized measure under GAAP. Management believes
that in addition to net income, EBITDA is a useful supplemental measure as it provides an indication of the results generated by the
Company’s principal business activities prior to consideration of how those activities are financed or how the results are taxed. EBITDA is
calculated as net income prior to interest, taxes, depreciation and amortization, non-controlling interest, (gain)/loss on disposal of property
plant and equipment, (gain)/loss on foreign exchange, impairment of goodwill, accretion of convertible debentures, and amortization of
deferred charges. Segmented EBITDA is based upon the same calculation for defined business segments, which are comprised of Drilling
Services, Production Services and Corporate.
Funds from operations are cash flow from operating activities excluding changes in working capital. It is a supplemental measure to gauge
performance of the Company before non-cash items. Working capital is calculated as current assets minus current liabilities. Working capital is
used by Management to gauge what banking facilities are available for reinvestment in the business.
Return on average total assets is not a recognized measure under GAAP. Return on average total assets is calculated as EBITDA divided by the
average of total assets at the beginning and end of the year.

Reconciliation of EBITDA and Funds from operations
Reconciliation of non-GAAP measures

($000’s)

Net income (loss)

Three Months Ended
December 31, 2010
(unaudited)

Three Months Ended
December 31, 2009
(unaudited)

Year Ended
December 31, 2010

Year Ended
December 31, 2009

Year Ended
December 31, 2008

2,514

(11,403)

7,391

(16,938)

(2,690)

4,070

3,080

14,743

12,277

11,886

13

−

35

−

−

−

11,000

−

Add:
Depreciation and amortization
Accretion of Convertible Debenture
Impairment of goodwill
(Gain)/Loss on disposal of PP&E
Stock option expense
Non-controlling interest

11,000

3,700

(68)

90

(129)

112

290

15

55

193

250

302

271

−

915

−

−

Future income tax (recovery)

1,207

Funds from operations

8,022

(821)

3,681

(2,753)

1,019

2,001

26,829

3,948

14,507

2,350

1,720

1,698

486

80

121

(305)

(623)

(300)

Add:
Interest expense

569

424

(Gain)/Loss on foreign exchange

414

(245)

Income tax (recovery)
Amortization of deferred charges
Subtotal
Deduct: Stock option expense
EBITDA

(522)

(15)

−

−

−

130

−

8,483

2,165

29,360

1,307

1,519

15

55

193

250

302

8,468

2,110

29,167

5,005

15,724
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Reconciliation of quarterly
non-GAAP measures

($000’s)

Three months ended
(unaudited)

Net income

Dec. 31, 2010

Sept. 30, 2010

June 30, 2010

March 31, 2010

2,514

2,354

893

1,630

4,070

3,781

3,546

3,346

13

22

−

−

(27)

(34)

185

129

Add:
Depreciation and amortization
Accretion of Convertible Debenture
Gain on disposal of PP&E

(68)

(Gain)/Loss on foreign exchange

414

Non-controlling interest
Income tax expense/(recovery)
Future income tax expense/(recovery)
Interest expense
EBITDA

271
(522)

−
(242)
450

(20)

214

(1,455)

653

1,019

1,207

2,996

(344)

(178)

569

760

560

461

8,468

8,666

5,446

6,587
Three months ended
(unaudited)

Dec. 31, 2009

Net loss

Sept. 30, 2009

June 30, 2009

(11,403)

(2,090)

(2,497)

3,080

3,082

3,066

11,000

−

−

(38)

(31)

March 31, 2009

(948)

Add:
Depreciation and amortization
Impairment of goodwill
(Gain)/Loss on disposal of PP&E

90

(Gain)/Loss on foreign exchange

(245)

Income tax expense/(recovery)
Future income tax recovery
Interest expense
EBITDA

177

35

3,179
−
91
113

(15)

(608)

229

(821)

(871)

(976)

(229)

424

434

394

468

2,110

86

220

2,589

(85)

OVERVIEW OF THE COMPANY
Strad’s growth over the past number of years has reflected management’s strategy to diversify operations. The Company has added products and
services that have exposure to conventional and unconventional oil and natural gas plays. Geographically, the Company has expanded its base
beyond the Western Canadian Sedimentary Basin (“WCSB”) into areas throughout the United States, namely the Marcellus in Pennsylvania, the
Bakken in North Dakota, the Eagle Ford in Texas and various areas within the western United States Rockies such as the Niobrara.
Strad is a diversified energy services company that focuses on providing oilfield solutions to the oil and natural gas industry. Strad operates with
two core segments: Drilling Services and Production Services. Drilling Services includes a comprehensive range of drilling-related products and
services, including a wide range of environmental solutions. Production Services includes mechanical services, production equipment packaging
and electrical and instrumentation services. All divisional figures are reported based on these two segments.
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The Company’s entrepreneurial drive has created opportunities for growth. Growth has been sustained through management’s belief in a
disciplined approach in evaluating and executing these opportunities.

2010 HIGHLIGHTS
The Company continued to execute its strategic plan of geographic and commodity diversification, service excellence and disciplined growth
in 2010. Strad participates in key unconventional resource plays with a balanced mix of customers who explore and develop oil, liquids rich
natural gas and dry natural gas. Increased horizontal drilling and multi-staged fracing have pushed demand for Strad’s rental equipment. The
Company effectively deployed a capital program of $42.9 million (including $2.4 million of assets acquired under capitalized leases) in the
year, the largest in its history, in a methodical manner ensuring capital spending was financed appropriately and on assets that produced the
best financial returns. The Company expanded beyond its WCSB roots into some of the most active areas of the United States.
Strad completed a convertible debenture financing in June and undertook an initial public offering listing on the Toronto Stock Exchange
in November. Management believes all of these activities have provided a basis for building long-term shareholder value.

RESULTS OF OPERATIONS
Consolidated Revenue
Consolidated revenue generated for the fourth quarter (“Q4”) of 2010 increased 120% to $44.9 million compared to $20.5 million for the
same period in 2009. For the year ended December 31, 2010, revenue increased 105% to $153.6 million from $75.1 million for the year
ended December 31, 2009.
The increase in revenues was due to improved oil and natural gas industry conditions throughout North America, evidenced through increased
drilling rig utilization levels in the WCSB and the United States. In addition to more favourable industry conditions, Strad’s diversification
geographically and focus on unconventional oil and liquids rich natural gas plays also contributed to the higher revenue. Capital spending for
rental equipment in the United States added significant revenue in 2010.

Drilling Services
Revenues generated from the Company’s Drilling Services segment for the three months ended December 31, 2010, increased 220% to $27.5
million versus $8.6 million for the three months ended December 31, 2009. For the year ended December 31, 2010, Drilling Services revenue
of $89.5 million improved 244% when compared to revenue of $26.0 million for the year ended December 31, 2009. Revenue generated out
of the United States increased to $8.5 million in Q4 2010 from $1.7 million in Q4 of 2009. For the year, revenue in the United States grew to
$31.4 million in 2010 versus $2.4 million in 2009. Canadian Drilling Services revenue also improved; for the three months ended December
31, 2010 revenue of $19.0 million improved 175% as compared to revenue of $6.9 million for the three months ended December 31, 2009.
For the year ended December 31, 2010, Canadian Drilling Services revenue of $58.1 million increased 146% as compared to $23.6 million for
the year ended December 31, 2009.

Production Services
Production Services revenue improved 47% to $17.5 million for the three months ended December 31, 2010, compared to $11.9 million for
the same time period in 2009. Revenue for the year ended December 31, 2010 was $64.1 million; an improvement of 31% as compared to
$49.1 million for the year ended December 31, 2009. Revenue increases are due to more favorable industry conditions and the Company’s
ability to maintain mechanic utilization.
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Operating expenses
Consolidated operating expenses increased 113% to $30.3 million for the three months ended December 31, 2010, from $14.2 million for the
three months ended December 31, 2009. For the year ended December 31, 2010, consolidated operating expenses of $98.5 million increased
84% compared to operating expenses of $53.4 million for the year ended December 31, 2009. Operating expenses increased for the three and
twelve month periods ending December 31, 2010, due to increased industry activity throughout the Company’s areas of operations.

Selling, general and administrative
Selling, general and administrative (“SG&A”) expenses include salaries and other compensation and benefits for sales, office and administrative
staff, professional fees, rent, information systems and communications and marketing for the Company. SG&A expenses increased 51% for the
three months ended December 31, 2010, to $6.2 million from $4.1 million for the three months ended December 31, 2009, due to higher
levels of Company activity and growth within Strad, termination of SG&A reduction programs such as time-off without pay, work-share programs,
and 10% wage rollback initiative that were implemented in 2009. United States SG&A expenses have increased over 350% as a result of
growth and expansion of operations. As a percentage of revenue, for the three months ended December 31, 2010, SG&A expenses were 14%
compared to 20% for the three months ended December 31, 2009. For the year ended December 31, 2010, SG&A expenses of $26.0 million
increased 56% as compared to $16.7 million for the year ended December 31, 2009, for the same reasons detailed above. As a percentage of
revenue; SG&A for the year ended December 31, 2010, was 17% compared to 22% for the year ended December 31, 2009.
Stock based compensation is included in SG&A and was $0.02 million for the three months ended December 31, 2010, compared to $0.06
million in 2009. For the year ended December 31, 2010, expense of $0.2 million was recorded consistent to the expense recorded for the year
ended December 31, 2009.
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EBITDA
Consolidated EBITDA for the three months ended December 31, 2010, of $8.5 million improved 301% as compared to $2.1 million for
the three months ended December 31, 2009, for the reasons stated above. EBITDA as a percentage of revenue for the three months ended
December 31, 2010 of 19% improved from 10% for the three months ended December 31, 2009. For the year ended December 31, 2010,
EBITDA of $29.2 million increased 483% as compared to $5.0 million for the year ended December 31, 2009. As a percentage of revenue,
EBITDA for the year ended December 31, 2010, was 19% as compared to 7% for the year ended December 31, 2009. EBITDA may fluctuate
from period to period, pending proportion of revenue generated from the rental equipment assets, as compared to production revenue and other
streams of revenue generated from mobilization, demobilization and sub rental services executed.

Amortization
Amortization related to property plant and equipment, deferred costs and intangible assets was $4.1 million for the three months ended
December 31, 2010, compared to $3.1 million for the three months ended December 31, 2009. For the year ended December 31, 2010,
amortization was $14.7 million compared to $12.4 million for the year ended December 31, 2009. Capital additions for the three and twelve
months ended December 31, 2010, increased amortization for the respective periods.

Interest
Interest totalled $0.6 million for the three months ended December 31, 2010, compared to $0.4 million for the three months ended
December 31, 2009. The increase of $0.2 million was due to interest associated with convertible debentures outstanding in the quarter, in
addition to higher debt balances carried by the Company quarter over quarter, up until the receipts of the proceeds from the initial public
offering completed on November 23, 2010, were received. For the year ended December 31, 2010, interest expense totalled $2.4 million as
compared to $1.7 million for the year ended December 31, 2009.
A 7%, five year convertible debenture was issued in June of 2010 for net proceeds of $16.2 million. Interest associated with the convertible
debenture was recorded for the period outstanding in Q4. On November 23, 2010, concurrent with the initial public offering, all of the
debentures were converted into common shares. The outstanding principal amount and all unpaid interest were converted at the contracted
conversion price of $3.00 per share, resulting in the issuance of 5.6 million shares. The Company recognized interest expense of $0.5 million
for the year ended December 31, 2010.

Impairment of Goodwill
The Company concluded there was no indication of impairment for the year ended December 31, 2010, as the estimated fair value exceeded
the carrying value of the Company’s operating segments to which goodwill is attributable; therefore, $ nil impairment was recorded in 2010.
In 2009, the Company determined that the carrying value of the Production Services segment exceeded fair value and recognized a goodwill
impairment loss of $11.0 million as at December 31, 2009.

(Gain)/Loss on foreign exchange
Loss on foreign exchange for the three months ended December 31, 2010, was $0.4 million compared to a gain of $0.2 million for the same
period in 2009. Loss on foreign exchange for the year ended December 31, 2010, was $0.5 million compared to a loss of $0.1 million for the
year ended December 31, 2009. The Company is exposed to foreign currency risk as certain balances within working capital may fluctuate due
to changing Canada/United States exchange rates. The Company has increased its exposure to the United States currency as operations in the
United States have increased year over year.
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Income taxes
For the year ended December 31, 2010, the Company recorded income before income taxes and non-controlling interest of $11.7 million.
Current tax recovery for the year ended December 31, 2010, was $0.3 million compared to a recovery of $0.6 million for the year ended
December 31, 2009. A future tax expense of $3.7 million was recorded in for the year ended December 31, 2010, compared to a recovery of
$2.8 million for the year ended December 31, 2009. The future income tax expense or recovery represents timing differences and the tax effect
of rate changes. The anticipated amount and timing of expense or recovery of future taxes will be dependent upon the Company’s actual results,
and the actual acquisition and disposition of assets and liabilities.

Non-controlling interest
For the three months ended December 31, 2010, non-controlling interest of $0.3 million was recorded compared to $ nil in the prior year.
For the year ended December 31, 2010, $0.9 million was recorded compared to $ nil for the year ended December 31, 2009.
Non-controlling interest exists in less than wholly-owned subsidiaries of the Company and earnings or losses of the subsidiaries are included
in the Company’s net income and adjusted to reflect the portion attributable to the non-controlling interest.

SUMMARY OF QUARTERLY RESULTS
The following is a summary of quarterly results for the years 2010 and 2009.
Summary of quarterly results

($000’s)

Three months ended
(unaudited)

Revenue

Dec. 31, 2010

Sept. 30, 2010

June 30, 2010

March 31, 2010

44,949

41,615

33,610

33,458

EBITDA(1)

8,468

8,666

5,446

6,587

Net income

2,514

2,354

893

1,630

Per share ($), basic

0.10

0.12

0.04

0.08

Per share ($), diluted

0.09

0.10

0.04

0.08
Three months ended
(unaudited)

Revenue
EBITDA(1)
Net loss
Per share ($), basic and diluted

Dec. 31, 2009

Sept. 30, 2009

June 30, 2009

March 31, 2009

20,468

14,426

15,760

24,442

2,110

86

220

2,589

(11,403)

(2,090)

(2,497)

(948)

(0.57)

(0.10)

(0.12)

(0.05)

Notes:
(1)
EBITDA is not a recognized measure under GAAP. See “Non-GAAP Measures.”

Quarterly performance is affected by seasonal variations in the WCSB. While the Company’s equipment and services are available, its customers’
operations can be reduced at times as the ability to move heavy equipment in the WCSB oil and natural gas fields is dependent on weather
conditions. The corresponding effect is a reduction on the Company’s revenues during these periods. The spring thaw renders many secondary
roads incapable of supporting the full weight of heavy equipment until such roads have thoroughly dried out. The duration of the “spring
breakup” has an impact on the Company’s activity levels therefore making the second quarter the slowest period. As the Company continues its
expansion into the United States, these seasonal effects will be reduced.
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LIQUIDITY AND CAPITAL RESOURCES
As of December 31, 2010, Strad’s principal sources of liquidity include working capital of $34.3 million, a revolving demand facility of $20.0
million of which $ nil is drawn and all of which is available, a 364-day revolving capital expenditure facility of $19.0 million of which $ nil is
drawn and all of which is available and a lease facility of $10.0 million of which $6.7 million is outstanding as of December 31, 2010.

Working Capital
The net working capital position of Strad at December 31, 2010, was $34.3 million, an increase from the working capital position of
December 31, 2009, by $28.2 million.
Current assets at December 31, 2010, were $69.2 million, an increase of $29.1 million from December 31, 2009. The increase is as a result
of an increase in accounts receivable of $23.2 million due to higher revenue in the year and due to gross proceeds received from the Company’s
initial public offering of $45.0 million.
Current liabilities at December 31, 2010, were $34.8 million, an increase of $0.8 million. The increase was as a result of a $13.6 million
increase in accounts payable balances due to higher levels of industry activity, an increase in deferred revenue of $3.3 million due to the timing
of sales transactions, a $0.7 million increase in the current portion of capital lease obligations, offset by a $13.2 million pay down on the
Company’s operating facility, and pay down of $3.6 million of current portion of long-term debt.

Indebtedness
The Company’s bank indebtedness consists of a revolving demand facility with a maximum principal amount of $20.0 million subject to certain
limitations on accounts receivable and inventory, and is secured by a general security agreement over the Company’s assets. The operating
loan bears interest at bank prime plus 1.75% on prime rate advances and at the prevailing rate plus a stamping fee of 3.00% on bankers’
acceptances. For the year ended December 31, 2010, the overall effective rate on the operating loan was 4.73%. As of December 31, 2010,
$ nil is drawn and all of which is available.
The Company has a $19.0 million 364-day revolving bank facility (the “Bank Facility”) which can be demanded on June 30, 2011, at which
time one third of the balance would be repaid over the ensuing 12 month period with the remaining two thirds of the balance due immediately
thereafter. The Bank Facility is subject to certain borrowing restrictions backed by the net book value of the Company’s fixed assets.
Monthly payments are interest only and the Bank Facility is secured by a general security agreement over the Company’s assets. The Bank
Facility bears interest at bank prime plus 2.25% on prime rate advances and at the prevailing rate plus a stamping fee of 3.75% on bankers’
acceptances. For the year ended December 31, 2010, the overall effective rate on the revolving loan was 4.68%. As of December 31, 2010,
$ nil is drawn and all of which is available.
On November 23, 2010, the remaining balance of the committed cash flow loan was repaid with proceeds from the initial public offering.
As at December 31, 2010, the Company was in compliance with all of the Bank Facility covenants.
On May 31, 2010, and June 24, 2010, the Company issued Convertible Debentures in the principal amount of $14.0 million and $2.6 million,
respectively. The Convertible Debentures are recorded net of $0.4 million in financing fees. The Convertible Debentures were converted into 5.6
million Class A Common Shares of the Company concurrent with the initial public offering at a conversion price of $3.00. The number of Class
A Common Shares issued on conversion included the outstanding principal amount and all unpaid interest.
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CONTRACTUAL OBLIGATIONS
The Company’s contractual obligations as at December 31, 2010, were as follows:
($000’s)

Capital Leases
Operating leases
Total Commitments

Total

1 Year or
Less

2-3 Years

10,820

5,096

5,212

512

8,725

2,877

3,834

2,014

19,545

7,973

9,046

2,526

4-5 Years

All of the Company’s contractual obligations range from less than one year to five years. The most significant are the capital lease commitments
for a total of $10.8 million.
Outstanding Company Share Data
As of February 28, 2011
(unaudited)

Common shares – voting
Options
Fully diluted Corp. Shares

37,246,384
2,426,667
39,673,351

OFF BALANCE SHEET ARRANGEMENTS
At December 31, 2010, the Company had no off-balance sheet arrangements.

TRANSACTIONS WITH RELATED PARTIES
For the years ended December 31, 2010, and December 31, 2009, the Company paid rent of $0.1 million and $0.1 million respectively to
companies controlled by certain shareholders of the Company, which is included in SG&A expenses and cost of goods sold on the consolidated
statement of income. Future commitments as reported in the Contractual Obligation section above include rent payments to companies
controlled by certain shareholders. None of the shareholders referred to above are officers or directors of the Company.
The Company issued Convertible Debentures in June of 2010. One of the entities participating in the transaction is a related party and provided
gross proceeds of $7.0 million to the financing.
These transactions are under normal course of business and under normal commercial terms recorded at the exchange amount.
Certain employees have loans totalling $1.5 million from the Company. Proceeds of the loans were used to purchase Common Shares in the
Company. The loan balances are non interest bearing for employees who are not officers of the Company and is non interest bearing for the first
three years of the loan for employees who are officers of the Company.

OUTLOOK AND BUSINESS IMPACT OF CURRENT ECONOMIC
AND INDUSTRY CONDITIONS
Demand for energy is expected to rise as the global economies continue to recover and move out of the recession. Increased liquidity in the
capital markets and higher oil commodity prices is providing some of Strad’s customers with capital to expand their exploration and development
programs thereby increasing demand for the Company’s products and services. It is anticipated that activity levels experienced in Q4, in the
oil and natural gas industry, will continue into 2011. Natural gas activity is focused on resource plays that are rich in liquids (“NGL”) and oil
commodity pricing is supporting higher drilling activity directed to oil. Management believes these two factors have decreased activity related
to conventional dry natural gas. In addition to the change in commodity focus, drilling methodology has also changed. Horizontal drilling and
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multi-stage fracing are being utilized more often to exploit unconventional resource plays. These techniques require more advanced planning
and equipment on the well site, which management believes is positive for Strad. In addition, the Company expects the high standards of
safety and environmental stewardship to continue to be a serious concern for customers, particularly in the high profile new resource areas.
These higher expectations are expected to drive an increasing trend to single source, full service vendors like Strad.
Strad believes it has the equipment and expertise to capitalize on these industry changes. Strad is committed to expanding its rental
product base as demonstrated in its $42.9 million (includes $2.4 million of assets acquired under capitalized leases) capital program in
2010, and its planned $66.5 million capital program in 2011. Strad will deploy its capital in its strategic focus areas of North America with
$40.0 million targeted at United States markets. Focusing on a limited number of areas allows the Company to efficiently and effectively
allocate capital with an intimate knowledge of customer and geographic requirements. Specific capital spending is targeted at increasing the
number of pieces of high demand equipment and replacing assets that were previously rented from third party suppliers. By purchasing third
party rented equipment, the Company will not only improve gross margin but also increase the range of equipment and services provided
to customers as a fully integrated solution provider. Strad’s creative design team, along with its own manufacturing capacity, provide a
unique advantage in controlling the quality and delivery of its capital expenditure program. Approximately 40% of the 2011 program will be
manufactured at Strad facilities. Deployment of the 2011 program is on target with 40% of the new equipment expected to be in the field by
the end of June.
Increased recognition of Strad as an environmental solutions provider has generated significant interest in the Company across North
America. As regulatory agencies in Canada and the United States increase environmental standards for drilling related activity, the demand
for the Company’s environmental solutions is expected to increase.
Notwithstanding the positive current environment, Strad is committed to maintaining a strong balance sheet and maintaining a prudent
capital structure. The initial public offering completed in November of 2010 gives the Company the balance sheet strength to execute on its
2011 capital program.
As of January 1, 2011, Strad adopted International Financial Reporting Standards (“IFRS”). Future financial statements will be required to
be in compliance with IFRS, as if Strad had always followed these standards. Certain first time adoption elections may be made which will
impact the opening balance sheet amounts. The first time elections are outlined later in this document under the section International Financial
Reporting Standards.

Financial Instruments and Other Instruments
All of the Company’s financial instruments as at December 31, 2010, relate to standard working capital and credit facility items. There are
no significant differences between the carrying value of these financial instruments and their estimated fair values. There are no unusual
off-balance sheet arrangements and the Company does not use any financial instruments such as derivatives. Of the Company’s financial
instruments, only accounts receivable represent credit risk. The Company provides credit to its customers in the normal course of operations.
The Company’s credit risk policy includes performing credit evaluations of its customers. Substantially all of the Company’s accounts receivable
are due from companies in the oil and natural gas industry and are subject to the normal industry credit risk. Management views the credit risk
related to accounts receivable as minimal. Funds drawn under the credit facility bear interest at a floating interest rate. Therefore, to the extent
that the Company borrows under this facility, the Company is at risk to rising interest rates.
The Company is also exposed to liquidity risk. Liquidity risk is the risk that the Company will not be able to meet financial obligations at
the point at which they become due. Management’s approach to managing risk includes utilizing detailed working capital, cash and capital
expenditure forecasting, and monthly budgeting to ensure liquidity is available when the financial obligations are due. Management’s
assessment of its liquidity reflects estimates, assumptions and judgements relating to current market conditions.
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Critical Accounting Estimates
Depreciation and amortization
Strad has significant estimates related to the depreciation and amortization policies for PP&E and its intangible assets. Factors that are included
in the estimates include, but are not limited to, the economic life of the asset and the salvage value of the asset at the end of its life. The Company
makes an estimate based on the best information on these factors that it has at the time these estimates are performed.
Goodwill, which represents the excess of the cost of an acquired business over the net of the amounts associated to assets acquired and
liabilities assumed, is not amortized. Rather, goodwill is tested for impairment at least annually and any resulting impairment loss is recognized
in income in the year that it is identified.
Stock-Based Compensation
The Company provides stock-based compensation to certain employees in the form of stock options. The value of stock options is estimated
at the grant date using the Black-Scholes option pricing model, which includes underlying assumptions, related to the risk-free interest rate,
average expected option life, estimated volatility of the Company’s shares and anticipated dividends.
Income Taxes
The Company follows the asset and liability method of accounting for income taxes, which evaluates the differences between the 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 amounts of existing assets and liabilities, and their respective tax
bases. Estimates of the Company’s future taxable income have been considered in assessing the utilization of available tax losses.
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Future Accounting Pronouncements
Business combinations, Consolidated financial statements and Non-Controlling Interest
The CICA issued three new accounting standards in January 2009: Section 1582, Business Combinations; Section 1601, Consolidated
Financial Statements; and Section 1602, Non-Controlling Interests. These new standards will be effective for fiscal years beginning on or after
January 1, 2011.
Section 1582 replaces section 1581 and establishes standards for the accounting for a business combination. It provides the Canadian
equivalent to IFRS 3 – Business Combinations. The section applies prospectively to business combinations for which the acquisition date is on
or after the beginning of the first annual reporting period, beginning on or after January 1, 2011. Sections 1601 and 1602 together replace
section 1600, Consolidated Financial Statements. Section 1601 establishes standards for the preparation of consolidated financial statements.
Section 1601 applies to interim and annual consolidated financial statements relating to fiscal years beginning on or after January 1, 2011.
Section 1602 establishes standards for accounting for a non-controlling interest in a subsidiary in consolidated financial statements subsequent
to a business combination. It is equivalent to the corresponding provisions of IFRS IAS 27 – Consolidated and Separate Financial Statements,
and applies to the interim and annual consolidated financial statements relating to fiscal years beginning on or after January 1, 2011.
International financial reporting standards
In 2006, the Canadian Accounting Standards Board (“AcSB”) published a new strategic plan that outlined the convergence of GAAP with IFRS
over an expected five year transition period. Over the past few years, the AcSB had adopted new GAAP standards that converge with that of
IFRS in order to reduce the amount of differences upon transition. On February 13, 2008, the AcSB confirmed 2011 as the official changeover
date from current GAAP to IFRS. The Company will transition to IFRS on January 1, 2011, which will require, for comparative purposes, the
restatement of amounts reported on the Company’s opening IFRS balance sheet as at January 1, 2010, and amounts reported by the Company
for the year ended December 31, 2010.
During 2010, the Company commenced its IFRS Conversion Project (the “Conversion Project”). The Conversion Project consists of three phases;
impact assessment, analysis and development, and implementation. The Company has completed the impact assessment and is currently in the
final stages of completing the analysis and development which includes completion of an opening balance sheet under IFRS. Implementation
will follow shortly thereafter and involves drafting a template for a full IFRS set of financial statements, establishing new templates for business
processes, approval of accounting policy choices and final staff training.
The Company’s analysis and development review of internal controls over financial reporting and disclosure, and business process controls will
require some updating and testing when the Company converts to IFRS. It is anticipated that the adoption of IFRS will have minimal impact on
information systems requirements.
IFRS 1, First-Time Adoption of International Financial Reporting Standards
The first-time adoption of IFRS states that, in general, an entity shall apply the principles under IFRS retrospectively. IFRS 1 provides the
framework and specifies that the adjustments that arise on retrospective conversion to IFRS from another GAAP should be recognized directly in
retained earnings. There are certain optional exemptions and mandatory exceptions to retrospective application, both of which are clarified under
IFRS 1. Management has analyzed the various accounting policy choices available under IFRS 1 and has implemented those determined to be
the most appropriate for the Company. Accordingly, it has applied the following IFRS 1 exemptions in its opening balance sheet:
•

Business Combinations – IFRS 1 provides an optional exemption to the requirement to retrospectively restate any business
combinations that have previously been recorded under Canadian GAAP. Accordingly, the Company will not be recording any
adjustments to retrospectively restate any of its business combinations that have occurred prior to January 1, 2010.

•

Share Based Payments – IFRS 1 provides an optional exemption to revalue options which have vested prior to the date of transition
to IFRS. Accordingly, the Company will not be recording any adjustments to retrospectively revalue options which have vested prior to
January 1, 2010.
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The following is a listing of key areas where accounting policies differ and where accounting policy decisions are necessary that will impact the
Company’s reported financial position and results of operations:
•

Impairment of Assets - Under IAS 36, Impairment of Assets, an asset is impaired when the recoverable amount is less than the
carrying amount. The recoverable amount is the higher of fair value less costs to sell or value in the use derived from the asset
or cash generating unit (“CGU”). The use of discounted cash flows under IAS 36 to test and measure asset impairment differs
under Canadian GAAP where undiscounted future cash flows are used to compare against the asset’s carrying value to determine
if impairment exists. Once determined that impairment should be recognized, a discounted cash flow valuation is used to measure
impairment. Impairment therefore can be more likely with discounted cash flows when calculating value in use; however IAS 36 does
allow reversal of impairment losses. This differs from Canadian GAAP, which prohibits the reversal of previously recognized impairment
losses. The Company’s assets will be subject to the new application for testing and measuring asset impairment which may result in
some impairments being recognized or reversed under IAS 36 that would not have been required or permitted under Canadian GAAP.
Impairment tests are being completed and therefore impact is not currently known.

•

Share Based Payments - Under IFRS, the Company is required to estimate forfeitures at the start of the vesting period.
Under Canadian GAAP, forfeitures are recorded as they occur with a reversal of expense on unvested options.

In addition to accounting policy differences, the Company’s transition to IFRS is expected to impact its internal controls over financial reporting,
disclosure controls and procedures, certain of the Company’s business activities and IT systems as follows:
•

Internal controls over financial reporting (“ICFR”) – The Company is currently in the process of reviewing its ICFR documentation and
is identifying instances where controls must be amended or added in order to address the accounting policy changes required under
IFRS. No material changes in control procedures are expected as a result of transition to IFRS.

•

Disclosure controls and procedures – The Company is currently in the process of assessing the impact of transition to IFRS on its
disclosure controls and procedures. It is expected that there will be increased note disclosure around certain financial statement items
than what is currently required under Canadian GAAP. Management is currently drafting its IFRS note disclosure in accordance with
current IFRS standards and continues to monitor requirements put forth by the IASB in discussion papers and exposure drafts for
future disclosure requirements.

•

Business activities – Management has been cognizant of the upcoming transition to IFRS, and as such, is working with its
counterparties and lenders to ensure that any agreements that contain references to Canadian GAAP financial statements are modified
to allow for IFRS statements. Based on the changes to the Company’s accounting policies, no issues are expected to arise with the
existing wording of debt covenants and related agreements as a result of the conversion to IFRS.

•

IT systems – Strad is in the process of completing the accounting system updates required in order to prepare for IFRS reporting. It is
expected the modifications will not be significant.

Disclosure Controls and Procedures
The Chief Executive Officer and the Chief Financial Officer are responsible for establishing and maintaining the Company’s disclosure controls
and procedures. They are assisted in this responsibility by the Company’s management team. Disclosure controls and procedures have been
designed to ensure that information required to be disclosed by the Company is accumulated and communicated to our management as
appropriate to allow timely decisions regarding required disclosures.
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Internal Controls over Financial Reporting
The Chief Executive Officer and Chief Financial Officer of the Company are responsible for designing, establishing and maintaining internal
controls over financial reporting; as such term is defined in National Instrument 52-109 – Certification of Disclosure in Issuers’ Annual and
Interim Filings. The Chief Executive Officer and Chief Financial Officer of the Company will have to certify on a quarterly and annual basis,
effective March 31, 2011, that senior management has designed such ICFR, or caused them to be designed under their supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with Canadian GAAP. For the quarter ended December 31, 2010, a limited certification is required that does not include the
standard certifications with respect to ICFR. The control framework used to design ICFR will be the Internal Control – Integrated Framework
(“COSO Framework”) published, by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”).
The Company will engage consultants during the first quarter of 2011 to support management with the documentation and assessment of ICFR
at each of the Company’s material subsidiaries to ensure that the Chief Executive Officer and Chief Financial Officer are in a position to certify
on design effectiveness as at March 31, 2011.
The Company’s internal controls over financial reporting may not prevent or detect all errors, misstatements and fraud. The design of
internal controls must also take into account resource constraints. A control system, including the Company’s internal controls over financial
reporting, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met.
During the year ended December 31, 2010, there have been no changes in the Company’s internal control over financial reporting that have
materially affected, or are reasonably likely to have materially affected the Company’s internal control over financial reporting.

Risk Factors
The operations of Strad face a number of risks and uncertainties in the normal course of business that may be beyond its control, but which
could have a material adverse effect on the Company’s financial condition and results of operations.
Risks in the Oil and Natural Gas Exploration and Production Industry
The oil and natural gas exploration and production industry in which the Company operates is highly volatile, and there can be no assurances
that demand for the Company’s services will be maintained at current levels.
The demand, pricing and terms of oil and natural gas services now, and in the future, largely depend upon the level of exploration, development
and production activity for both crude oil and natural gas in the WCSB and in the United States. Oil and natural gas industry conditions
are influenced by numerous factors over which the Company has no control, including oil and natural gas prices, expectations about future
oil and natural gas prices, levels of consumer demand, the cost of exploring for, producing and delivering oil and natural gas, the expected
rates of declining current production, the discovery rates of new oil and natural gas reserves, available pipeline and other oil and natural gas
transportation capacity, weather conditions, political, regulatory and economic conditions, and the ability of oil and natural gas companies to
raise equity capital or debt financing.
Competition
The Company competes with a number of companies, some of which have greater technical and financial resources. The market consists of
a range of companies, large and small, public and private. There can be no assurance that competitors will not substantially increase the
resources devoted to the development and marketing of services that compete with those of the Company, or that new or existing competitors
will not enter the various markets in which the Company is active. In addition, reduced levels of activity in the oil and natural gas industry could
intensify competition and the pressure on competitive pricing, and may result in lower revenues or margins to the Company. The Company’s
customers may elect not to purchase its services if they view the Company’s financial viability as unacceptable, which would cause the Company
to lose customers.
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Ongoing Capital Requirements
The Company’s business strategy is based in part upon the continued expansion of the Company’s ability to provide a range of oil and natural
gas rentals and services. In order to continue to implement its business strategy, the Company will be required to further its capital investment.
The Company’s ability to obtain financing or to access the capital markets for future offerings may be limited by the restrictive covenants and
limits in the Company’s current and future debt agreements, by the Company’s future financial condition, and by adverse market conditions
resulting from, among other things, general economic conditions and contingencies, and uncertainties beyond the Company’s control.
Current Global Financial Conditions
Current global financial conditions have been subject to increased volatility. As a result of these global conditions, the Company is subject to
increased counterparty risk and liquidity risk. The Company is exposed to various counterparty risks including, but not limited to: (i) financial
institutions that hold the Company’s cash; and (ii) the Company’s insurance providers. As a result, the Company may become exposed to
credit related losses in the event of non-performance by counterparties to these financial instruments. In the event that a counterparty fails to
complete its obligations, the Company would bear the risk of loss of the amount expected to be received under these financial instruments in the
event of the default or bankruptcy of a counterparty.
Seasonality of Oilfield Operations
In Canada, the level of activity in the oilfield services industry is influenced by seasonal weather patterns. While the Company’s facilities are
open and accessible year-round, spring break-up reduces the Company’s activity levels.
Accounts Receivable
A substantial portion of the Company’s accounts receivable are with customers involved in the oil and natural gas industry, whose revenues may
be affected by fluctuations in oil and natural gas prices. Customers are generally invoiced for our services in arrears. As a result, the Company is
subject to its customers delaying or failing to pay invoices. Risk of payment delays or failure to pay is increased during periods of weak economic
conditions due to potential reduction in cash flow and access to capital of the Company’s customers. It is not uncommon for the Company to
have receivables in excess of 90 days and in such event, the Company will take all reasonable steps to collect such receivables. The Company
does not have significant exposure to any individual customer.
Environmental Legislation
The oil and natural gas industry is subject to environmental regulations pursuant to a variety of provincial and federal legislation.
Such legislation provides for restrictions and prohibitions on the release or emission of various substances produced in association
with certain oil and natural gas industry operations. In addition, such legislation requires that well and facility sites be abandoned and
reclaimed to the satisfaction of provincial and state authorities. Compliance with such legislation can require significant expenditures
by Strad’s customers and a breach of such requirements may result in suspension or revocation of necessary licenses and authorisations,
civil liability for pollution damage, and the imposition of material fines and penalties.
For additional information that could affect the Company’s business, see “Risk Factors” in the Company’s AIF which is available on
SEDAR at www.sedar.com.
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auditor’s report
February 28, 2011

To the Shareholders of Strad Energy Services Ltd.
We have audited the accompanying consolidated financial
statements of Strad Energy Services Ltd., which comprise the
consolidated balance sheets as at December 31, 2010 and 2009
and the consolidated statements of income (loss), comprehensive
income (loss) and deficit and cash flows for the years then
ended, and the related notes including a summary of significant
accounting policies.
Management’s responsibility for the consolidated financial statements
Management is responsible for the preparation and fair presentation
of these consolidated financial statements in accordance with
Canadian generally accepted accounting principles, and for such
internal control as management determines is necessary to enable
the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.
Auditor’s responsibility
Our responsibility is to express an opinion on these consolidated
financial statements based on our audits. We conducted our audits
in accordance with Canadian generally accepted auditing standards.
Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether
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due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to
design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as well as evaluating
the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is
sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly,
in all material respects, the financial position of Strad Energy
Services Ltd. as at December 31, 2010 and 2009 and the results
of its operations and its cash flows for the years then ended in
accordance with Canadian generally accepted accounting principles.

Chartered Accountants
Calgary, Alberta

“PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP, an Ontario
limited liability partnership, or, as the context requires, the PricewaterhouseCoopers
global network or other member firms of the network, each of which is a separate
legal entity.
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consolidated balance sheet
as at December 31, 2010 and 2009

(in thousands of dollars)

Assets
Current assets
Cash and cash equivalents
Accounts receivable
Inventory (note 5)
Prepaid expenses and deposits
Income taxes receivable
Future income taxes (note 12)

Property, plant and equipment (note 6)
Intangible assets (note 7)
Goodwill (note 4)
Future income taxes (note 12)

Liabilities
Current liabilities
Bank indebtedness (note 8)
Accounts payable and accrued liabilities
Deferred revenue
Income taxes payable
Current portion of long-term debt (note 9)
Current portion of obligations under capital lease (note 11)

Long-term debt (note 9)
Obligations under capital lease (note 11)
Future income taxes (note 12)
Other long-term liabilities

Non-controlling interest
Shareholders’ Equity
Share capital (note 13)
Contributed surplus (note 13d)
Deficit

2010
$

2009
$

8,416
41,700
15,171
2,928
241
697
69,153

18,547
17,935
981
195
2,447
40,105

71,777
11,104
36,004
4,778
192,816

41,058
14,608
36,004
131,775

26,755
3,387
36
4,662
34,840

13,249
13,117
119
3,587
3,957
34,029

5,282
10,969
51,091

11,214
5,765
5,281
278
56,567

951

-

157,071
1,358
(17,655)
140,774
192,816

99,091
1,163
(25,046)
75,208
131,775

Commitments (note 15)
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consolidated statement of income (loss),
comprehensive income (loss) and dEficit
For the year ended December 31, 2010 and 2009

2010
$

2009
$

153,632

75,096

Operating

98,498

53,351

Selling, general and administrative

25,967

16,740

Amortization of property, plant and equipment

11,239

7,895

Amortization of intangible assets

3,504

3,604

Amortization of deferred charges

-

908

139,208

82,498

(in thousands of dollars, except per share
amounts)

Revenue
Expenses

Income (loss) before the following
Loss (gain) on disposal of property, plant and equipment
Loss on foreign exchange
Interest expense
Impairment of goodwill (note 4)
Accretion of convertible debentures (note 10)

Income (loss) before income taxes and non-controlling interests

14,424
(129)

(7,402)
112

486

80

2,350

1,720

-

11,000

35

-

2,742

12,912

11,682

(20,314)

Income taxes (note 12)
Current

(305)

Future

Non-controlling interests

(2,753)

3,376

(3,376)

915

Net income (loss) and comprehensive income (loss)

(623)

3,681

7,391

(16,938)

Deficit – Beginning of year

(25,046)

(8,108)

Deficit – End of year

(17,655)

(25,046)

Basic income (loss) per share (note 13)

0.35

(0.84)

Diluted income (loss) per share

0.32

(0.84)

(note 13)
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consolidated statement of cash flows
For the year ended December 31, 2010 and 2009

(in thousands of dollars)

2010
$

2009
$

7,391

(16,938)

Cash provided by (used in)
Operating activities
Net income (loss) for the year
Items not requiring an outlay of cash
Impairment of goodwill (note 4)
Amortization of property, plant and equipment
Amortization of intangible assets
Accretion of convertible debentures
Loss (gain) on disposal of property, plant and equipment
Stock option expense
Future income taxes
Amortization of deferred charges
Non-controlling interests
Changes in non-cash working capital (note 16)

-

11,000

11,239

7,895

3,504

3,604

35

-

(129)

112

193

250

3,681

(2,753)

-

778

915

-

26,829

3,948

(6,503)

6,652

20,326

10,600

Investing activities
Purchase of property, plant and equipment
Proceeds on disposals of property, plant and equipment

(40,500)

(7,352)

1,096

1,128

(39,404)

(6,224)

Financing activities
Change in bank indebtedness

(13,249)

1,193

Repayment of long-term debt

(14,801)

(1,010)

Repayment of capital lease obligations (net)

(2,203)

(4,183)

Issuance (repurchase) of share capital

57,782

Conversion of convertible debentures

(376)

(35)

-

27,494
Change in cash
Cash – Beginning of year
Cash – End of year

(4,376)

8,416

-

-

-

8,416

-

2,350

1,720

-

173

Supplemental cash flow information
Interest paid
Income taxes paid
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notes to consolidated
financial statements
(All amounts in tables in thousands of dollars, except for share and per share amounts.)

1.	Description of business
Strad Energy Services Ltd. (the “Company”) was incorporated under the laws of Alberta on September 21, 2005, and commenced operations
on January 1, 2006. The Company, through its Drilling Services and Productions Services operating divisions, provides a variety of products and
services to the oil and natural gas industry in the Western Canadian Sedimentary Basin and in the United States.

2.	Basis of presentation
These consolidated financial statements have been prepared by management in accordance with Canadian generally accepted accounting
principles and include the accounts of the Company and its subsidiaries. All intercompany transactions and balances have been eliminated.

3.	Summary of significant accounting policies
a)	Cash and cash equivalents
Cash and cash equivalents consist of cash and short-term investments with maturities of less than three months.

b)	Inventories
Manufacturing materials and repair parts are recorded at the lower of weighted average cost and net realizable value. Work-in-progress and
finished goods inventory are valued at the lower of cost and net realizable value.

c)

Property, plant and equipment

Property, plant and equipment are recorded at cost less accumulated amortization. The Company provides for amortization using the following
methods at rates designed to amortize the cost of the property, plant and equipment over their estimated useful lives.
Amortization is calculated on plant and equipment using the straight-line method as follows:
Buildings –			
Automotive equipment –		
Furniture and fixtures –		
Computers –			
Tools and equipment –		
Leasehold improvements –		
Rental equipment –			

20 years
5 years
5 years
3 years
3 – 10 years
Length of current lease
3 – 15 years
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In addition, the Company reviews property, plant and equipment for impairment whenever events or circumstances indicate that the carrying
amount of an asset is greater than the future undiscounted net cash flows expected to be generated by the asset. The impairment is measured
as the difference between the carrying value of the asset and its estimated fair market value calculated using quoted market prices or
discounted cash flow.

d)

Leases

Leases are classified as capital or operating. Leases that effectively transfer substantially all of the risks and rewards of ownership to the
Company are capital leases and are accounted for as an acquisition of an asset and an assumption of an obligation at the inception of the lease,
measured as the present value of minimum lease payments. The asset is amortized over its useful life and the obligations under capital leases
are reduced by principal payments. All other leases are accounted for as operating leases and rental payments are recorded as expense.

e)

Business acquisitions

Business acquisitions are accounted for using the purchase method. The purchase price of a business acquisition is allocated to its identifiable
net assets, including identifiable intangible assets, on the basis of estimated fair market value at the date of acquisition, with any excess of the
purchase price allocated to goodwill. Transaction costs are capitalized.

f)	Intangible assets
Intangible assets are recorded at cost and are amortized using the straight-line method as follows:
Customer relationships –		
Patent –				
Technology asset –			
Non-competition covenants –		

5 – 10 years
10 years
10 years
3 – 6 years

In addition, the Company reviews intangible assets for impairment whenever events or circumstances indicate that the carrying amount of an
intangible asset may not be recoverable.

g)

Goodwill

Goodwill, which represents the excess of the cost of an acquired business over the net of the amounts associated to assets acquired and
liabilities assumed, is not amortized. Rather, goodwill is tested for impairment at least annually and any resulting impairment loss is recognized
in income in the year that it is identified.

h)	Future income taxes
Income taxes are accounted for under the asset and liability method. Future income taxes are recognized for the differences between assets and
liabilities reported for financial accounting purposes and those reported for tax purposes. Future income taxes are calculated using substantively
enacted tax rates anticipated to apply in periods that temporary differences are expected to reverse. The effect on future tax assets and liabilities
of a change in tax rates is recognized in income in the year that the tax rate change is substantively enacted.

i)

Non-controlling interests

Non-controlling interests exist in less than wholly-owned subsidiaries of the Company and earnings or losses of the subsidiaries are included in
the Company’s net income and adjusted to reflect the portion attributable to the non-controlling interests.

j)

Revenue recognition

Revenues associated with the manufacturing of products are recognized when the products are sold.
Revenues associated with service and rentals are recognized in the period in which the service or equipment rentals are provided on a daily,
hourly or job basis.
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k)	Foreign exchange
Certain transactions in U.S. dollars are translated at rates in effect at the time of transaction with any gains or losses from changes in exchange
rates reflected in the consolidated statement of income (loss) and deficit.

l)	Foreign currency translation
The Company’s U.S. subsidiary is classified as an integrated foreign operation and is translated into Canadian dollars using the temporal
method. Monetary assets and liabilities of the foreign operation, denominated in U.S. dollars, are translated at the rates of exchange at the
balance sheet date. Other balance sheet items, denominated in U.S. dollars, are translated at the rates prevailing at the respective transaction
dates. Income and expenses, denominated in U.S. dollars, are translated at average rates prevailing during the year. Translation gains and losses
on foreign exchange are recorded in the consolidated statement of income (loss) and deficit.

m)

Stock-based compensation

The Company has an equity settled stock option plan as described in note 13. The Company follows the fair value based method of accounting,
using the Black-Scholes option pricing model, whereby compensation expense is recognized for the stock options on the date of granting, and
amortized over the options’ vesting period.

n)	Financial instruments
Recognition and measurement
All financial instruments are measured at fair value upon initial recognition of the transaction and measurement in subsequent periods is
dependent on whether the instrument is classified as “held-for-trading”, “available-for-sale”, “held-to-maturity”, “loans and receivables”, or
“other liabilities”.
Financial instruments classified as “held-for-trading” are subsequently re-valued to fair market value with changes in the fair value being
recognized into earnings; financial instruments classified as “available-for-sale” are subsequently re-valued to fair market value with changes
in the fair value being recognized to other comprehensive income and financial instruments designated as “held-to-maturity”, “loans and
receivables”, and “other liabilities” are valued at amortized cost using the effective interest method of amortization.
Fair values
The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, bank indebtedness, accounts payable and
accrued liabilities, long-term debt and capital lease obligations. The fair value of these financial instruments approximates their carrying values,
unless otherwise noted.
Interest rate risk
The Company is exposed to interest rate risk on its variable rate bank advances.
Credit risk
Credit risk arises from the potential default of a customer in meeting its financial obligations to the Company. Concentrations of credit risk may
arise with a group of customers which have similar economic characteristics or that are located in the same geographic region. The Company’s
credit risk exposure is with oil and gas producing companies which are subject to normal industry credit risk.
Liquidity risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they are due. The Company’s principal sources
of liquidity are operating cash flows, existing or new credit facilities and new share equity. The Company monitors its liquidity position on an
ongoing basis and manages liquidity risk by regularly evaluating capital and operating budgets, forecasting cash flows and maintaining sufficient
credit facilities to meet financing requirements.
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Foreign exchange risk
The Company is exposed to foreign exchange risk associated with its U.S. operations where revenues, costs, and purchases of capital assets are
denominated in U.S. dollars. The Company is also exposed to foreign exchange risk as certain balances within working capital may fluctuate
due to changing Canada/U.S. exchange rates. The exposure is considered to be low. As such, the Company does not utilize derivative financial
instruments with respect to foreign exchange.

o)

Use of estimates

The preparation of financial statements, in accordance with Canadian generally accepted accounting principles, requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities at the date of the financial statements and the reported
amount of revenues and expenses during the reporting period. These estimates are reviewed periodically and as adjustments become necessary,
they are reported in earnings in the period in which they became known.
In particular, the most significant of these are the estimates used for depreciation and amortization, intangible assets, goodwill, the provision for
future income taxes and stock-based compensation. By their nature, these estimates are subject to measurement uncertainty and the effect on
the consolidated financial statements of changes in such estimates in future periods could be material.

p)

Accounting policies not yet adopted

The CICA issued three new accounting standards in January 2009: Section 1582, Business Combinations; Section 1601, Consolidated
Financial Statements; and Section 1602, Non-Controlling Interests. These new standards will be effective for fiscal years beginning on or after
January 1, 2011.
Section 1582 replaces section 1581 and establishes standards for the accounting for a business combination. It provides the Canadian
equivalent to IFRS 3 – Business Combinations. The section applies prospectively to business combinations for which the acquisition date is
on or after the beginning of the first annual reporting period beginning on or after January 1, 2011. Sections 1601 and 1602 together replace
section 1600, Consolidated Financial Statements. Section 1601 establishes standards for the preparation of consolidated financial statements.
Section 1601 applies to interim and annual consolidated financial statements relating to fiscal years beginning on or after January 1, 2011.
Section 1602 establishes standards for accounting for a non-controlling interest in a subsidiary in consolidated financial statements subsequent
to a business combination. It is equivalent to the corresponding provisions of IFRS IAS 27 – Consolidated and Separate Financial Statements
and applies to the interim and annual consolidated financial statements relating to fiscal years beginning on or after January 1, 2011.

q)	Future accounting changes
International Financial Reporting Standards (“IFRS”)
In October 2009, the Accounting Standards Board issued a third and final IFRS Omibus Exposure Draft confirming that publicly accountable
enterprises will be required to apply IFRS, in full and without modification, for all financial periods beginning January 1, 2011. The transition to
IFRS at January 1, 2011, requires restatement, for comparative purposes, of amounts reported by Strad for the year ended December 31, 2010,
including the opening balance sheet as at January 1, 2010.

4.	Impairment of goodwill
The Company conducted its annual test for goodwill impairment as of September 30, 2010. The Company concluded there was no indication of
impairment as the estimated fair value exceeded the carrying value of the Company’s operating segments to which goodwill is attributable.
In 2009, the Company determined that the carrying value of the Production Services division exceeded the estimated fair value and recognized
a goodwill impairment loss of $11.0 million as at December 31, 2009.
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5.	Inventory
Inventory is comprised of the following:
December 31, 2010

Manufacturing materials and repair parts

$

December 31, 2009

10,914

$

Finished goods

		

2,900 		

Work-in-progress

		

1,357 		

Inventory recognized as expense

10,792
5,926
1,217

$

15,171

$

17,935

$

49,344

$

29,497

Inventory write downs recognized as an expense

		

819 		

253

Reversal of inventory write downs

		

660 		

140

6.

Property, plant and equipment
December 31, 2010
Accumulated
Amortization

Cost

Buildings

$

353

$

Automotive equipment

		

2,995 		

Furniture and fixtures

		

Computers

		

Tools and equipment

165

December 31, 2009

Net

$

188

Accumulated
Amortization

Cost

$

2,056 		

939 		

1,075 		

799 		

276 		

2,263 		

1,665 		

598 		

		

6,396 		

4,576 		

1,820 		

Leasehold improvements

		

1,774 		

905 		

Rental equipment

		

67,050 		

13,058 		

Rental

		

13,353 		

Other

		

8,287 		

221

$

3,022 		

96

Net

$

125

1,831 		

1,191

966 		

671 		

295

1,805 		

1,318 		

487

5,457 		

3,534 		

1,923

869 		

1,521 		

706 		

815

53,992 		

32,603 		

8,176 		

24,427

4,738 		

8,615 		

9,351 		

2,901 		

6,450

3,807 		

4,480 		

8,710 		

3,365 		

5,345

Assets under capital lease

$ 103,546

$

31,769

$

71,777

$

63,656

$

22,598

$

41,058

7.	Intangible assets
December 31, 2010
Cost

Customer relationships

$

20,558

Accumulated
Amortization

$

11,335

December 31, 2009

Net

$

9,223

Cost

$

20,558

Accumulated
Amortization

$

8,486

Net

$

12,072

Patent and technology asset

		

2,995 		

1,371 		

1,624 		

2,995 		

1,071 		

1,924

Non-competition covenants

		

1,942 		

1,685 		

257 		

1,942 		

1,330 		

612

$

25,495

$
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$

11,104

$

25,495

$

10,887

$

14,608
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8.	Bank indebtedness
The Company’s bank indebtedness consists of a revolving demand facility with a maximum principal amount of $20.0 million subject to certain
limitations on accounts receivable and inventory and is secured by a general security agreement over the Company’s assets. The operating
facility bears interest at bank prime plus 1.75% on prime rate advances and at the prevailing rate plus a stamping fee of 3.00% on bankers’
acceptances. For the year ended December 31, 2010, the overall effective rate on the operating loan was 4.73%. At December 31, 2010, the
Company had not drawn on the revolving demand facility and was in compliance with all financial covenants relating to the credit facility.
At December 31, 2009, the Company was not in compliance with a Debt Service Coverage Ratio covenant. The Company requested and
received a waiver of non-compliance dated January 12, 2010, from its bank.

9.	Long -term debt
December 31, 2010

Committed 364-day revolving loan

$

December 31, 2009

-

$

10,000

Committed cash flow loan

		

- 		

4,801

Less: Current portion

		

- 		

(3,587)

-

11,214

$

$

The Company has a $19.0 million 364-day revolving bank facility which was fully repaid with the proceeds from the Company’s initial public
offering (IPO) transaction on November 23, 2010. Any loan advances made subsequent to December 31, 2010, can be demanded on
June 30, 2011, at which time one third of the balance would be repaid over the ensuing 12 month period with the remaining two thirds of
the balance due immediately thereafter. The revolving bank facility is subject to certain borrowing restrictions based on the net book value of
the Company’s fixed assets. Monthly payments are interest only and the facility is secured by a general security agreement over the Company’s
assets. The revolving bank facility bears interest at bank prime plus 2.25% on prime rate advances and at the prevailing rate plus a stamping
fee of 3.75% on bankers’ acceptances. For the year ended December 31, 2010, the overall effective rate on the revolving loan was 4.68%.
On November 23, 2010, the remaining balance of the committed cash flow loan was repaid with the proceeds from the
Company’s IPO transaction.
Long-term debt principal payments for the next five years are as follows:
As at
December 31, 2010

2011

$

-

As at
December 31, 2009

$

2012

		

- 		

2013

		

- 		

$

-
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10. Convertible debentures
On May 31, 2010, and June 24, 2010, the Company issued $14.0 million and $2.6 million, respectively, in secured subordinated convertible
debentures. The debentures are recorded net of $0.4 million in financing fees. The debentures bear interest at 7.0% per annum with interest
being paid on the last day of each calendar quarter. The Company recognized interest expense related to the convertible debentures of $541
thousand for the year ended December 31, 2010.
On November 23, 2010, all of the debentures were converted into common shares as part of the Company’s IPO transaction. The outstanding
principal amount and all unpaid interest were converted at the contracted conversion price of $3.00 per share, resulting in the issuance of 5.6
million shares.

11. Obligations under capital lease
December 31, 2010

Equipment under capital lease
Less: current portion

$
		
$

9,944

December 31, 2009

$

(4,662)		
5,282

$

9,722
(3,957)
5,765

Minimum lease payments for equipment under capital lease for the next five years are as follows:
December 31, 2010

2011

$

5,096 

December 31, 2009

$

4,482

2012

		

3,993 		

3,586

2013

		

1,219 		

2,507

2014

		

512 		

Total minimum lease payments
Less: Amounts representing future interest at
annual rates between 0.9% and 10.8%

$
		
$

10,820 

$

(876)		
9,944

$

46
10,621
(899)
9,722

As part of the Company’s obligations under capital lease as described above, the Company has a bank lease facility of $10.0 million of which
$6.7 million (2009 - $7.3 million) is outstanding at December 31, 2010. Monthly payments are fixed amounts representing principal and
interest. The bank leases bear interest at fixed market rates and for the year ended December 31, 2010, the overall effective rate on the lease
line was 5.65%.
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12.	Income taxes
The income taxes reported differ from the amounts computed by applying the statutory federal and provincial income tax rates to income before
income taxes. The reasons for these differences and the related tax effects are as follows:
December 31, 2010

Net income (loss) before income taxes and
non-controlling interests

$

December 31, 2009

11,682

$ (20,314)

Income taxes at statutory rate (2010 - 28%; 2009 - 29%)

		

3,271 		

Permanent differences

		

145 		

136

Goodwill impairment

		

- 		

3,190

Adjustments related to filed and amended tax returns

		

(610)		

Tax in higher rate foreign jurisdictions

		

900 		

(3)

Change in income tax rates

		

(9)		

(13)

Foreign exchange translation adjustment

		

(360)		

(60)

Other

		

39  		

(704)

Income tax expense (recovery)

$

3,376 

$

(5,891)

(31)

(3,376)

The Company has provided for future income taxes on differences between values at which assets and liabilities are recorded in the consolidated
financial statements and their values for tax filing purposes.
The components of net future income taxes are as follows:
December 31, 2010

Property, plant and equipment

December 31, 2009

$ (12,433)

$

(4,237)

Allowance for doubtful accounts

		

465  		

Intangible assets

		

(2,823)		

Deferred revenue

		

572  		

Goodwill

		

(175)		

Share issue costs

		

820  		

Lease obligations

		

2,332  		

2,433

Loss carry forward

		

5,475 		

2,837

Other

		

273 		

Future tax liability (net)

$

(5,494)

$

-
(3,816)
-
(136)
85

- 
(2,834)

The loss carry forward of $14.3 million (2009 - $9.9 million) has been recognized for accounting purposes and is due to expire
between 2028 and 2029.
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13.	Share capital
a)

Authorized

An unlimited number of Classes A, B, C, D, E and F shares without nominal or par value.
As at December 31, 2010, there are no Class B, C, D, E or F shares outstanding.

b)	Issued and outstanding
As at December 31, 2010, the issued Class A common share capital is as follows:
Year ended
December 31, 2010
Number of shares

Amount

$

Year ended
December 31, 2009
Number of shares

Balance, beginning of year

		 20,149,380

Issued on private placements

		

258,000  		

645 		

- 		

- 

Issued on IPO

		 11,250,000 		

45,000 		

- 		

- 

Issued on conversion of debentures

		

5,593,603 		

16,781 		

- 		

Repurchases

		

(4,599)		

(19)		

(90,638)		

(415)

Shareholder loans

		

- 		

(1,460)		

- 		

- 

Share issue costs

		

- 		

(3,988)		

- 		

-

Future income taxes

		

- 		

1,021 		

- 		

Total common shares, end of year

		 37,246,384

$

99,091 		 20,240,018

Amount

157,071 		 20,149,380

$

$

99,506

- 

-
99,091

On November 23, 2010, the Company completed an IPO transaction resulting in the issuance of 10.0 million common shares for gross
proceeds of $40.0 million. Subsequently on December 22, 2010, the Company’s agents exercised the over-allotment option in connection
with the IPO, resulting in the issuance of 1.25 million common shares for gross proceeds of $5.0 million. $41.4 million in net proceeds were
received net of $3.6 million in total transaction costs.
Upon completion of the IPO transaction, the Company forced the conversion of the convertible debentures into common shares at a rate of
$3.00 per common share. Conversion of the principal and accrued, but unpaid interest resulted in the issuance of 5.6 million common shares.
During 2010, the Company repurchased shares with a $2 thousand impact to contributed surplus.
During 2010, the Company issued loans to certain executives and employees to purchase common shares of the Company. The shareholder
loans are interest free for the first three years and, thereafter, bear interest at bank prime plus 1%. The borrower has the option to repay the
loan at any time prior to maturity. The loans mature 10 years from the issuance date. At December 31, 2010, $1.5 million of shareholder loans
remained outstanding.

c)

Stock-based compensation

Options to purchase common shares may be granted by the Board of Directors to directors, officers and employees of the Company. All options
have a maximum term of six years and each stock option provides the employee with the right to purchase one common share. Options either
vest one-third on each of the second, third and fourth anniversary dates of the grant date or one-half on each of the first and second anniversary
dates of the grant date.
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December 31, 2010
Outstanding options

Balance, beginning of year

		

Granted

		

Forfeited - vested

		

Forfeited - unvested

		

Balance, end of year

		

1,219,500

December 31, 2009

Weighted average
exercise price per share

4.96 		

955,000

670,500  		

2.50 		

338,500 		

4.00

(38,666)		

5.88 		

(12,669) 		

6.50

(24,667)		

4.04 		

(61,331)		

4.97

1,826,667

$

Weighted average
exercise price per share

Outstanding options

$

4.05 		

$

1,219,500

5.34

$

4.96

Details of the exercise prices and expiry dates of options outstanding and exercisable at December 31, 2010, are as follows:
December 31, 2010
Weighted average
exercise price

Remaining
contractual life
(years)

Exercise price

Outstanding options

Vested options

$2.00 - $3.99

		 664,500

$

2.50

		

5.0

		

$4.00 - $4.99

526,167

$

4.00

		

3.6

		 110,420

Remaining
contractual life
(years)

		

Weighted average
exercise price

-

$

-

3.2

$

4.00

$5.00 - $5.99

475,000

$

5.45

		

1.6

		 475,000

		

1.6

$

5.45

$6.00 - $6.99

161,000

$

6.50

		

2.0

		 107,320

		

2.0

$

6.50

		1,826,667

$

4.05

$

5.38

		 692,740

December 31, 2009
Weighted average
exercise price

Exercise price

Outstanding options

$4.00 - $4.99

		 541,500

$5.00 - $5.99

505,000

$6.00 - $6.99

173,000
		1,219,500

$

4.96

$

Remaining
contractual life
(years)

Vested options

Remaining
contractual life
(years)

Weighted average
exercise price

4.00

		

4.1

		

79,583

		

4.0

$

4.00

$

5.47

		

2.1

		 412,778

		

2.1

$

5.47

$

6.50

		

2.5

		 115,333

		

2.5

$

6.50

$

5.57

		 607,694

The Company recognized compensation expense of $193 thousand, included in selling, general and administrative expenses,
(2009 – $250 thousand) for the year ended December 31, 2010, based on the Black-Scholes option pricing model with the following
assumptions: risk-free interest rate between 2% and 4%, expected volatility of 0% and zero expected dividends. An expected volatility of 0%
was used in 2010 as the options were granted prior to the Company completing its IPO transaction.
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d)	Contributed surplus
December 31, 2010

Balance, beginning of year

$

December 31, 2009

1,163

$

875

Stock based compensation expense

		

193 		

250

Share repurchases

		

2 		

38

Balance, end of year

e)

$

1,358

$

1,163

Per share amounts

Weighted average shares outstanding on a basic and diluted basis are summarized as follows:
December 31, 2010

December 31, 2009

Basic weighted average shares outstanding

		 21,405,667 		 20,155,231

Dilutive effect of stock options

		

244,865 		

Dilutive effect of convertible debentures

		

2,602,407 		

Diluted weighted average shares outstanding

		 24,252,939 		 20,155,231

-
- 

14.	Related party transactions
During the year, the Company paid rent of $120 thousand (2009 - $120 thousand) to companies controlled by an officer of the Company
which is included in selling, general and administrative expenses and cost of goods sold on the consolidated statement of income (loss). Future
commitments as reported in note 15 include rent payments to companies controlled by certain shareholders.
As discussed in note 10, on June 2, 2010, the Company issued $7.0 million in secured subordinated convertible debentures to one of its
shareholders. This transaction has the same terms and conditions as the debentures issued to unrelated parties.
During 2010, the Company issued loans to certain executives and employees to purchase common shares of the Company as discussed
in note 13.
These transactions are under normal course of business and under normal commercial terms recorded at the exchange amount.

15. Commitments
The Company has operating lease commitments for equipment and buildings for the next five years as follows:
December 31, 2010

2011

$

2,877

2012

		

2,422

2013

		

1,412

2014

		

921

2015 and thereafter

		

1,093

$

41							

8,725
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16. Changes in non-cash working capitaL
December 31, 2010

Accounts receivable

December 31, 2009

$ (23,973)

$

11,327

Inventory

		

2,764 		

(2,155)

Prepaid expenses

		

(1,947)		

(117)

Income taxes recoverable

		

(46)		

(195)

Accounts payable and accrued liabilities

		

13,673 		

(1,227)

Deferred revenue

		

3,268 		

Income taxes payable

		

36 		

Other long-term liabilities

		
$

119
(718)

(278)		

(382)

$

(6,503)

6,652 

17.	Segmented information
The Company operates in Canada and the United States through two business segments: Drilling Services and Production Services.
Drilling Services includes a comprehensive range of drilling-related products and services, including a wide range of environmental
solutions. Production services include mechanical services, compression systems, power systems, production equipment, electrical and
instrumentation, and structures.
The segmented amounts for the year ended are as follows:
For the year ended
December 31, 2010

Revenue

Drilling
Services

$ 89,484

Production
Services

$ 64,148

Corporate

$

-

Total

$ 153,632

Interest

		

618 		

102 		

1,630 		

2,350

Amortization

		

10,361 		

4,133 		

284 		

14,778

Income (loss) before income tax
and non-controlling interests

		

17,494 		

850 		

(6,662) 		

11,682

Income tax expense (recovery)

		

3,742 		

(462) 		

96 		

3,376

Capital expenditures

		

38,304 		

1,887 		

309 		

40,500

Goodwill

		

17,277 		

18,727 		

- 		

36,004

Total assets

		 126,721 		

60,955 		

5,140 		 192,816

During 2010, the Company’s largest customer accounted for 13% of consolidated revenue.
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Drilling
Services

For the year ended
December 31, 2009

Revenue

$

26,020

Production
Services

$

Corporate

49,076

$

Total

-

$

75,096

Interest

		

657 		

129 		

934 		

1,720

Amortization

		

7,190 		

4,770 		

447 		

12,407

(3,983)		

(10,798)		

(5,533)		

(20,314)

(2,334)		

(1,006)		

(36)		

(3,376)

Income (loss)
before income tax and
non-controlling interests
Income tax expense
(recovery)

		

Capital expenditures

		

6,585 		

667 		

100 		

7,352

Goodwill

		

17,277 		

18,727 		

- 		

36,004

Total assets

		

72,110 		

58,143 		

1,522 		

131,775

During 2009, the Company’s largest customer accounted for 15% of consolidated revenue.
The Company operates in two main geographic regions namely Canada and the United States. Revenue and assets from Canada and the United
States are as follows:
December 31, 2010

December 31, 2009

Revenue
Canada

$ 122,215

United States

		

$

$ 153,632

Total

Canada
United States
Total

$

79,230

$

28,551
$ 107,781

$

Other Assets

Total Assets

72,602

$ 151,832

12,433

40,984

85,035

$ 192,816

2,377

$

December 31, 2010
Capital Assets &
Goodwill

72,719

31,417 		

75,096

December 31, 2009
Capital Assets &
Goodwill

$

72,486

$

4,576
$

77,062

$

Other Assets

Total Assets

52,363

$ 124,849

2,350

6,926

54,713

$ 131,775

18. Contingencies
During 2010, the Company’s legal claim outstanding at December 31, 2009, relating to wrongful dismissal in connection with a former
employee, was settled for an amount less than the related liability recorded at December 31, 2009.
The Company, in the normal course of operations, will become subject to a variety of legal and other claims against the Company.
Management and the Company’s legal counsel evaluate all claims on their apparent merits, and accrue management’s best estimates of the
estimated costs to satisfy such claims. Management believes that the outcome of legal and other claims filed against the Company will not
be material to the Company.
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19. Capital Structure
The Company’s objectives when managing capital are to provide flexibility so as to maximize opportunities and to finance the growth of the
Company. The Company’s capital structure consists of shareholders’ equity, an operating line of credit, capital leases and long-term debt.
December 31, 2010

December 31, 2009

$

$

Operating line of credit

-

13,249

Long-term debt

		

- 		

14,801

Capital leases

		

9,944 		

9,722

Total debt

$

9,944

$

37,772

Shareholders’ equity

		

140,774 		

75,208

Less: cash and cash equivalents

		

(8,416) 		

-

Total capitalization

$

142,302

$

112,980

The Company manages capital and makes adjustments taking into consideration changing market conditions and other opportunities, while
remaining cognizant of the cyclical nature of the energy services sector. In order to maintain or adjust capital structure, the Company may
modify its capital spending, issue shares, and add or repay debt. The Company may also revise the terms of its debt facilities as a result of
expansion and growth activities.
The Company also manages capital to ensure compliance with the margin requirements and financial covenants on its credit facilities.
The Company monitors compliance with these requirements on an ongoing basis and forecasts regularly to assess how certain activities
may impact compliance in future periods. As at December 31, 2010, the Company is in compliance with respect to these covenants.
The Company also monitors non-GAAP measures, specifically EBITDA, which is calculated as net income/(loss) plus interest, taxes, depreciation
and amortization, accretion expense, loss on foreign exchange, loss on disposal of capital assets, non-controlling interest, less gain on foreign
exchange, and gain on disposal of capital assets. The Company’s management uses EBITDA to evaluate the financial performance of each
operating division.

20.

Financial instruments

The Company’s financial instruments consist of cash and cash equivalents, accounts receivable, an operating line of credit, accounts payable
and accrued liabilities, and long-term debt. The fair value of cash and cash equivalents, accounts receivable, operating line of credit, and
accounts payable and accrued liabilities approximate their carrying amounts due to their short terms to maturity. Long-term debt utilizes
floating rates and accordingly its fair market value approximates the carrying value. The Company uses the amortized cost method to measure
its financial instruments listed below.
December 31, 2010
Fair value amount

Carrying amount

December 31, 2009
Fair value amount

Carrying amount

Held for trading:
Cash and cash equivalents

$

8,416

$

8,416

-

$

$

-

Loans and receivables:
		 41,700 		 41,700

18,547 		 18,547

Operating line of credit

		

-

13,249 		 13,249

Accounts payable and accrued liabilities

		 26,755 		 26,755

13,117 		 13,117

Long-term debt

		

14,801

Accounts receivable
Other liabilities:

- 		
- 		

-
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Credit Risk
Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to meet its contractual
obligations, and arises principally from the Company’s trade accounts receivable.
The vast majority of the Company’s trade accounts receivable are customers involved in the oil and gas industry, and the ultimate collection of
the accounts receivable is dependent on both industry related factors and customer specific factors. Industry related factors that may affect
collection include commodity prices and access to capital. Customer specific factors that may affect collection include commodity prices, the
success of drilling programs, well reservoir decline rates and access to capital.
The following is a schedule of trade receivables:
December 31, 2010

Under 30 days

$

December 31, 2009

20,005

$ 10,541

31 - 60 days

		

10,670 		

4,604

61 - 90 days

		

5,325 		

1,896

Over 90 days

		

5,700 		

1,506

Trade accounts receivable

$

41,700

$ 18,547

As at December 31, 2010, the Company had a reserve balance of $1.7 million (2009 - $242 thousand) with respect to potentially uncollectible
accounts. The Company does not have a significant exposure to any individual customer or counterparty except one customer that accounted for
approximately 13% of revenue for the year ended December 31, 2010 (2009 – one customer for 15%). No other customer accounted for more
than 10% of revenue during the year ended December 31, 2010.
Liquidity Risk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they are due. The Company’s principal sources
of liquidity are operating cash flows, existing or new credit facilities and new share equity. The Company monitors its liquidity position on an
ongoing basis and manages liquidity risk by regularly evaluating capital and operating budgets, forecasting cash flows and maintaining sufficient
credit facilities to meet financing requirements.
The timing of cash flows relating to financial liabilities are outlined in the table below:

Accounts payable and
accrued liabilities
Obligations under capital lease (1)

2011

2012

2013

2014

2015

Less than 1 year

1 - 2 years

2 - 3 years

3 - 4 years

4 - 5 years

$ 26,755
		

Total

$

5,096 		

$ 31,851

$

-

$

-

$

-

$

-

3,993 		

1,219 		

512 		

-

3,993

1,219

512

-

$

$

$

(1) Includes interest and current portion.

Further information on Obligations Under Capital Lease is contained in Note 11.

45							

STRAD ANNUAL REPORT 2010: Notes to Consolidated Financial Statements

Market Risk
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect the Company’s net earnings
or the value of its financial instruments. The objective of market risk management is to manage and control market risk exposures within
acceptable limits, while maximizing returns.
a)

Foreign exchange risk

Foreign currency exchange rate risk is the risk that the fair value of future cash flows will fluctuate as a result of changes in foreign exchange
rates. The Company is exposed to foreign exchange risk associated with its U.S. operations where revenues, costs, and purchases of capital
assets are denominated in U.S. dollars. The Company is also exposed to foreign exchange risk as certain balances within working capital may
fluctuate due to changing Canada/U.S. exchange rates. The exposure is considered to be low. As such, the Company does not utilize derivative
financial instruments with respect to foreign exchange.
b)

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest rates. The Company is exposed to
interest rate fluctuations on its borrowings which are at floating rates. For the year ending December 31, 2010, if interest rates had been
1% lower with all other variables constant, after tax net earnings for the period would have been approximately $211 thousand higher
(2009 - $263 thousand), due to lower interest expense. An equal and opposite impact would have occurred to net earnings had interest
rates been 1% higher.
The Company had no interest rate swap or financial contracts in place as at or during the year ending December 31, 2010.

21. Comparative figures
Certain comparative figures have been restated to conform to the current year’s presentation.
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