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OPERATIONS

We believe that
great ideas become
a reality through
good planning &
hard work, leading
to FOCUSED GROWTH
WITHIN north america.

highlights

2011 was a significant year for Strad.
The Company achieved record financial
results, increasing revenue by 110% to
$254.2 million and EBITDA by 121%
to $52.3 million compared to 2010.
Strad executed its strongest capital
expenditure program to date, which
resulted in significant growth to its asset
fleet, development of new products
and continued deployment of assets
to high growth resource plays in the
United States (U.S.). From a strategic
perspective, it was an excellent year as
the Company’s focus on operational
flexibility yielded positive returns.
Strad’s focused growth strategy within
North America has resulted in increased
market penetration, continued support
from customers and employees,
while driving exceptional value for
shareholders this past year.
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In 2011 we focused heavily on driving growth. While we benefitted from strong industry
fundamentals, our focus on strategy, disciplined capital allocation, execution, and product
innovation contributed to an extremely successful year. We carefully looked at how we could
excel as a Company and how we could thrive in key North American markets, against a
backdrop of global economic uncertainty.
Throughout the year we invested in our asset base, our
infrastructure and our people; the result was record financial
performance as we improved customer penetration, mobilized
more technologically advanced equipment, targeted a growing
number of plays across the continent and, ultimately, provided
better service
and solutions to our growing
North American customer base.
We have long felt that our
best defence against volatility
is our ability to be flexible.
When dry natural gas prices
remained depressed for an
extended period of

time, we worked to increase our exposure to resource plays
and companies focusing on oil and natural gas liquids. When
drilling activity and complexity increased, especially around
emerging resource plays in the United States, we worked to
ensure we had a strong presence in those regions, supported
by an appropriate level of personnel and equipment. As a
Company that manufactures much of what we deploy and
sell, we can rapidly scale production to match demand. This
allows us to maintain solid profit margins in a range of varying
economic scenarios. In sum, we feel that we are well positioned
to both capitalize on opportunity and manage volatility in the
years ahead.
In 2010, we deployed nearly $43 million in capital expenditures.
Moving into 2011, we had initially allocated more than
$66 million for our spending program, but by mid-year
it became clear that we had further opportunities to
grow and that we stood to significantly benefit from
deploying additional capital. In keeping with this, we
decided to approximately double what we had spent
in the prior year bringing the total to $80 million.
A strong focus for this capital deployment was
the U.S. market, which accounted for 48% of
the Company’s gross capital assets at year end
compared with 35% at the close of 2010.
We also invested heavily in innovative new
products including solids control and waste
management, composite matting, and satellite
communications, spending more than
$21 million on new products this year.
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unveiled an additional 20,000 square feet of manufacturing
and design facilities in Nisku, Alberta, which has allowed us
to double our manufacturing capacity. This expansion will
allow us to access additional growth opportunities while
maintaining our ability to scale our operations flexibly.
Consistent with our expanded focus on the U.S. market, we
took steps recently to ensure that we had offices at the heart of
key operational and decision-making centers. In early 2012, we
announced the establishment of offices in Houston, Texas and
Pittsburgh, Pennsylvania with the goal of growing our visibility
in key areas that are expected to support continued growth in
the years ahead.

It was this overall capital program spending that drove
substantial improvements in our financial performance,
allowing us to generate record revenue from continuing
operations of $188.3 million and EBITDA of $52.3 million
up 110% and 121%, respectively.
For 2012, our capital expenditure program remains robust.
We have budgeted $72 million with only five percent allocated
to maintenance capital. We expect to allocate spending
roughly equally between Canada and the U.S., and we expect
to spend approximately two thirds of the budgeted amount
in the first half of the year. This positions us for accelerated
growth in the latter half of 2012 when these new assets are
deployed. Late in the year, and on the strength of all that
we had achieved with new product offerings with respect
to market acceptance, we officially launched our Strad
Innovations team. This group will streamline the Company’s
current R&D efforts and focuses a dedicated team on new
product development. Strad Innovations is already in the
advanced stages of several new product offerings, including
those targeted at meeting the growing focus on frac-water
storage and usage. We believe bringing new solutions to
market will remain an important source of future revenue.
As part of our focus on internal growth, we also recently

Looking ahead, we are confident
that we have the strategy, capital
and team in place to continue
to drive strong growth in the
quarters and years ahead.

Subsequent to year-end, and on the strength of the growth
we have generated and the substantial improvements in our
financial performance, the Board of Directors approved the
implementation of a quarterly dividend. We decided that
it would be in the best interests of shareholders to offer a
quarterly dividend of 5.5 cents per share, or 22 cents per
share per year. We felt this would provide shareholders with
another avenue to realize value from
an investment in Strad. With our
strong cash flow and solid balance
sheet, we feel it is possible to
both provide a sustainable and
regular return to shareholders
while continuing to invest in
an array of growth initiatives.
Offering a dividend also moves
us in line with many of our
peers in the services
space. While we clearly
understand the value
that has been created
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Looking ahead, we are confident that we have the strategy,
capital and team in place to continue to drive strong growth in
the quarters and years ahead. Our 2011 annualized EBITDA
Return on Average Total Assets for the 12 months ended
December 31, 2011, which is a key metric for us,
increased to 33.9% compared with 28.4% a
year ago. This is largely indicative of the
growing acceptance of our offering
by the industry and our effective and
strategic deployment of our asset base.

In closing, we want to thank all of our stakeholders for
their continued support. We especially want to thank all our
employees for their hard work and dedication. Strad’s success
is a result of the commitment to excellence we all take in our
day to day work and the unique value each employee brings to
their roles.
Sincerely,

Andy Pernal		
President			

Henry van der Sloot
Chief Executive Officer
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in the Company in the last few years, both the Board and
Management felt that it was not always reflected in our share
price. We strongly believe that the payment of a quarterly
dividend will add value for shareholders going forward. As
part of our strategic plan for 2011, we took a close look at all
the pieces of the Company in an effort to fully understand
and value their future contribution. On that basis, we elected
to sell our Production Services business in two separate
transactions to groups led by employees of the Company for
total consideration of $17.4 million. This accretive transaction
allows us to focus on our drill-site infrastructure business,
which will translate into a significant improvement in reported
margins going forward.

OPERATIONS
The Company’s
North american
team offers first-rate
service and flexible
solutions for all drill-site
infrastructure needs.

Strad’s Surface Equipment business unit is
designed to support drilling and completions
projects from start to finish.

Strad Energy Services is a North American - focused
company that provides oilfield solutions to the energy
industry. Strad is the trusted name for premium
drill-site equipment and services.
The Company’s North American team offers first-rate service
and flexible solutions for all drill-site infrastructure needs. Strad
is the team providing a one-source oilfield solution for - Matting,
Surface Equipment, Communications, Solids Control and Waste
Management and Drill Pipe. When presented a unique industry
challenge, Strad’s R&D team (Strad Innovations) can custom design
and develop products to meet the most specific marketplace need.
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We are a team
committed to trust,
transparency &
co-operation.

TREND IN
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USA
Canada
Trend in Horizontal Drilling
The growing trend towards horizontal drilling
and multi-stage fracing in both U.S. and Canada
has continued to drive demand for Strad
products and services.

strad
solutions

WE believe
that every
employee
adds unique
value.
Surface Equipment
Strad is designed to support a drilling and completions
project from start to finish with an extensive lineup of surface
equipment for rent. Specializing in fluid management systems,
spill containment and turnkey project management, Strad’s
team is committed to exceeding customer and environmental
expectations through premium products, first-rate service and
custom solutions for all drill-site needs.

Solids Control &
Waste Management
Introduced to the Strad line-up in 2011, the Solids Control
and Waste Management segment was designed to be the next
generation of closed-loop, zero discharge systems. With Solids
Control being a vital part to the modern drilling operation,
Strad’s proprietary processing unit reduces the environmental
impact to a single, smaller footprint than traditional systems.

Communications

Environmental &
Access Matting

The Communications unit offers customers a wireless solution
to address remote communication needs throughout North
America. Strad’s compact, mobile VSAT trailer is a wireless
communication station that provides reliable technology
to connect remote field locations with the head office. The
bundled solution includes VSAT and drill-site intercoms
which mean an overall quicker, more effective communication
solution and safer, more productive operations for customers.

Strad’s Matting unit offers a superior line-up of products along
with a first-rate service team. Together, the end result is a fullyintegrated matting solution for its customers. The Strad team
handles all project logistics and is flexible to meet any project
need with its matting fleet. Strad mats can be used for a variety
of applications, such as, temporary roadways, drilling pads, and
camps, while offering a protective layer between equipment and
the ground underneath.

Drill Pipe

With in-house manufacturing, even the most specific request
can be met with custom-designed solutions. This fabrication
capability has allowed Strad to bring new safety enhanced designs
to the market and introduce new technology materials such as
composite and cross-laminated-timber to its matting fleet.

Strad’s in-house Manufacturing business is a leader in
the production of premium matting and steel oilfield
equipment. The segment can assist from the concept stage
with a professional design and development team to address
custom needs and specifications for operations.

Strad offers a complete line of drill pipe and handling tools for
our customers. The drill pipe team is experienced and ready to
support the next project whatever the need.

Manufacturing &
Equipment Design
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New Product Development

Strad Innovations works to enhance the
Company’s current suite of products and
develop new customer solutions.

strad
innovations
Understanding the ongoing need for products to continue to
evolve and meet new industry, environmental and legislative
standards, Strad formed and launched a specialized team in late
2011 called Strad Innovations. The Innovation team is an R&D
focused group that works to enhance Strad’s current suite of
products, develop new customer solutions, and respond to
broader technological opportunities presented by the industry.
Strad Innovations is already in the advanced stages of several
new product offerings, including those targeted at meeting
the growing focus on frac-water storage and usage in the
North American market.

management’s
Horn River Discussion & analysis
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we believe that success is
the result of consistently
doing little things well.
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Resource plays &
strad locations

Community
Investment & Support

In 2011, Strad set out to uniquely develop
an industry leading First Nations and
Aboriginal Partnership Program.

We embrace the
highest standard
of fairness & integrity
in everything we do.
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barrie shibley

Director of First Nations and Aboriginal Relations

Aboriginal Relations
The Canadian oil and gas industry has seen an ever increasing
awareness of Aboriginal issues and land rights in recent years.
Today, Aboriginal Relations programs are a core determining
factor in winning key projects and contracts with customers.
Strad is always striving to stand out as an innovator of
products, services and community development. In the spirit
of the Company’s community work and industry needs, Strad
set out in 2011 to uniquely develop an industry leading First
Nations and Aboriginal Partnership Program. The program
was designed around the central belief that the First People of
Canada and the United States should benefit from economic
activity occurring on reserve and traditional land use areas in
forms of economic benefit, employment opportunities, on the
job training and education.

In early 2011, Strad appointed Barrie Shibley, Director of
First Nations and Aboriginal Relations and Treaty Status
member of Carry the Kettle First Nation, to lead its progressive
partnership initiatives. By year end, Strad’s partnership program
has already been well-received by the industry and the
First Peoples’ communities. The Company supported several
education programs and has secured numerous partnership
opportunities with First Nation and Aboriginal communities
in northern and central Alberta, southern Saskatchewan,
northeastern and central British Columbia, and is working
towards similar partnerships with Native American Tribes.

OPERATIONS

creating alliances

PROTECTING
PEOPLE &
ENVIRONMENT
Safety and environment are major priorities for
Strad. The Company differentiates itself in the
service industry by Strad’s commitment to the
development of solutions that help to minimize
environmental impact and protect natural
resources in the safest way possible.
What is “Safety First”?
Safety First is Strad’s in-house behavioral-based safety program.
It represents many things but most importantly reinforces to
keep safety top of mind.

All Strad staff is trained around these key principles and best
safety practices before starting a position. The program has
been embraced by all employees. The most valuable lesson
through this program, however, is the understanding that these
principles be carried out through all facets of people’s lives, not
just while on the job.
In addition to Safety First, Strad takes its commitment to the
stewardship of natural resources seriously. At the core, Strad
understands that satisfying the world’s demand for energy
requires resources, existing technology and new ideas. It is
Strad’s commitment to the enhancement and new development
of drill-site infrastructure solutions that help customers
maximize results while minimizing environmental impact.

Key Principles

Be Proactive

Be Accountable

Be Consistent

Be Aware
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Strad staff are trained around four key principles
and best safety practices before starting
a position.

We believe a safe work
environment is an
essential part of success.

management’s

Discussion & analysis
The following Management’s Discussion and Analysis (“MD&A”) was prepared
as of March 1, 2012, and is intended to assist the reader to understand the current
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 year ended December 31, 2011, and takes into consideration information
available up to that date. This MD&A should be read in conjunction with the
audited consolidated financial statements of Strad for the year ended
December 31, 2011, which were prepared in accordance with International
Financial Reporting Standards, as issued by the International Accounting
Standards Board. Previously, the Company prepared its Interim and Annual
consolidated financial statements in accordance with Canadian Generally
Accepted Accounting Principles (“GAAP”). 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, 2011,
may be found on the System for Electronic Document Analysis and Retrieval
(“SEDAR”) at www.sedar.com.

SELECTED FINANCIAL AND OPERATING HIGHLIGHTS
With the divestiture of the Production Services business, Strad will be reporting operational and financial results for its core
drill-site infrastructure business along geographic lines with a separate segment for product sales. Product Sales are comprised of
Strad manufactured products sold to external customers, third party equipment sales to existing customers and sales of equipment
from Strad’s existing fleet to customers. Results are segmented between Canadian Operations, U.S. Operations and Product Sales to
better distinguish between the Company’s core operating business and incidental product sales, which can vary widely on a quarter
to quarter basis.
For the years ended December 31,
($000’s, except per share amounts)

Revenue from continuing operations
EBITDA from continuing operations

(1)

Per share ($), basic
Per share ($), diluted

2011

2010

2009

188,272

89,484

26,020

52,309

23,737

(135)

1.43

1.11

(0.01)

1.41

0.98

(0.01)

19,827

5,997

(7,146)

0.54

0.28

(0.35)

0.54

0.26

(0.35)

49,943

23,994

529

1.36

1.12

0.03

1.35

0.99

0.03

Capital Expenditures from continuing operations

79,695

40,345

8,098

Total assets

227,111

191,468

131,775

Long term debt(5)

26,782

5,282

16,979

Total long term liabilities

40,448

15,744

22,538

37,246,384

37,246,384

20,149,380

basic

36,692,058

21,405,667

20,155,231

diluted

36,997,563

24,252,939

20,155,231

Net income (loss) from continuing operations(2)
Per share ($), basic
Per share ($), diluted
Funds from continuing operations

(3)

Per share ($), basic
Per share ($), diluted
(4)

Common Shares – end of period
Weighted average Common Shares
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For the years ended December 31,
($000’s, except per share amounts)

2011

2010

% chg.

58,021

37,414

55.1
49.9

Canadian Operations
Revenue

21,845

14,569

EBITDA %

37.7%

38.9%

Capital Expenditures(4)

30,895

14,525

Gross Capital Assets

83,453

54,894

Total Assets

99,216

70,629

63,860

30,002

112.9

24,712

9,449

161.5

EBITDA

(1)

U.S. Operations
Revenue
EBITDA

(1)

EBITDA %

38.7%

31.5%

Capital Expenditures(4)

46,813

25,382

Gross Capital Assets

77,601

29,363

101,319

49,238

66,391

22,068

200.8

9,123

2,606

250.1

13.7%

11.8%

924

130

Total Assets
Product Sales
Revenue
EBITDA

(1)

EBITDA %
Capital Expenditures(4)
Corporate
EBITDA(1)

(3,371)

(2,887)

1,063

308

Total EBITDA from continuing operations

52,309

23,737

Total Capital Expenditures(4)

79,695

40,345

33.9%

28.4%

Capital Expenditures(4)

Return on Average Total Assets

(6)

Notes:
(1) Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is not a recognized measure under IFRS or previous GAAP; see “Non-IFRS
Measures Reconciliation”.
(2) Net income (loss) from continuing operations excludes income attributable to the non-controlling interests.
(3) Funds from operations is cash flow from operating activities before changes in working capital. Funds from operations is not a recognized measure under
IFRS or previous GAAP; see “Non-IFRS Measures Reconciliation”.
(4) Includes assets acquired under finance lease and purchases of intangible assets. Capital expenditures are net of rental asset disposals.
(5) Excluding current portion; includes long term portion of finance lease obligations and convertible debentures.
(6) Return on average total assets is not a recognized measure under IFRS or previous GAAP; see “Non-IFRS Measures Reconciliation”.

16.8

120.4

MANAGEMENT’S DISCUSSION & ANALYSIS

SEGMENTED INFORMATION

management’s Discussion & analysis
OVERVIEW OF THE COMPANY
Strad provides a comprehensive range of drilling-related
products and services, including a wide assortment of
environmental solutions. Strad has strategically diversified
its operations through the addition of new products and
services and through expansion into new geographic areas in
North America. Products have exposure to conventional and
unconventional oil, liquids rich natural gas and dry natural
gas. Geographically, the Company has expanded its base
beyond the Western Canadian Sedimentary Basin (“WCSB”)
into resource plays 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. As of
December 31, 2011, the Company has 27 operating locations
throughout North America.
The exceptional revenue and EBITDA results from continuing
operations for the year ended December 31, 2011, are due
to the successful execution of Strad’s 2010 and 2011 capital
programs. During the year, Strad increased its 2011 capital
expenditure program to $86.5 million (from $66.5 million), of
which $79.7 million was deployed in continuing operations by

December 31, 2011. Fourth quarter and 2011 EBITDA from
continuing operations were $17.2 million and $52.3 million,
a 143% and 120% increase, respectively, compared with
$7.1 million and $23.7 million for the same periods in 2010.
Had Production Services not been reclassified as discontinued
operations for 2011, fourth quarter and full year EBITDA
would have been $18.5 million and $56.9 million, respectively.
With the divestiture of the Production Services business,
Strad now reports its results between Canadian Operations,
U.S. Operations and Product Sales. As is indicated below,
results were favourable in all three areas. The growing trend
towards horizontal drilling and multi-stage fracing, in both
the U.S. and Canada, has continued to drive demand in all
three business segments. Industry’s shift toward these more
technologically complex initiatives has translated into a
growing requirement for turn-key solutions providers that offer
integrated, technologically-advanced, and complete solutions.
Strad continues to benefit from this by focusing its resources
on client integration and product innovation. Strad’s capital
resources are distributed evenly between its U.S. Operations
and Canadian Operations, as the Company views this as an
important diversifier of overall risk.

SELECTED FINANCIAL &

OPERATIONAL HIGHLIGHTS:
Fourth quarter and 2011 EBITDA(1) from continuing operations of $17.2 million and $52.3 million, a 142%
and 121% increase, respectively, compared with $7.1 million and $23.7 million for the same periods in 2010;
Including discontinued operations, fourth quarter and 2011 revenue of $78.7 million and $254.2 million, and
fourth quarter and 2011 EBITDA(1) of $18.5 million and $56.9 million;
Capital expenditures of $21.0 million, net of disposals, in the fourth quarter. Total capital expenditures of
$79.7 million in 2011 for continuing operations;
Continued deployment of assets to high growth resource plays in the United States (U.S.). United States 2011
revenues of $63.9 million increased 113% compared with 2010. Total gross capital assets based in the U.S. now
comprise 48% of total Company gross capital assets compared with 35% at the end of 2010;
Ongoing success in the development of new products, including solids control and waste management,
composite matting and satellite communications equipment with $21.2 million spent on new products in 2011;
Total funded debt to trailing EBITDA(1) ratio of 0.7 at the end of 2011; and
Accretive divestiture of Production Services Division in January 2012 for consideration of $17.4 million aimed
at streamlining the Company’s focus on core competencies.
Notes:
(1) Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is not a recognized measure under IFRS or previous Generally Accepted
Accounting Principles in Canada (“GAAP”); see “Non-IFRS Measures Reconciliation”.
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Operating Expenses

Consolidated Revenue

Consolidated operating expenses from continuing operations
increased $58.3 million or 121% to $106.4 million for the year
ended December 31, 2011, from $48.1 million for the same
period in 2010. Operating expenses increased consistent with
revenue for the year ended December 31, 2011.

Consolidated revenue generated from continuing operations
for the year ended December 31, 2011, increased 110% to
$188.3 million compared with $89.5 million for the same
period in 2010. Higher equipment and service utilization,
additional capital expenditures and increased product sales
contributed to the significant increase in revenue compared
to 2010.
Canadian Operations

Revenues generated by the Company’s Canadian Operations
segment for the year ended December 31, 2011, increased 55%
to $58.0 million versus $37.4 million for the same period in
2010. The increase is primarily due to capital additions to the
surface equipment fleet during 2011 and the second half of
2010. During 2011, the Canadian Operations segment added
$30.9 million of capital additions with $7.9 million being added
in the fourth quarter.
U.S. Operations

Revenue generated by the U.S. Operations for the year ended
December 31, 2011, increased 113% to $63.9 million from
$30.0 million for the same period in 2010. The increase
is due to $46.8 million in capital additions to the
surface equipment fleet during 2011. The increase
is also due to higher utilization rates during 2011 in
the North Dakota Bakken resource play, continued
focus on expanding the customer base and market
share in the U.S., and increased traction from new
product deployment including solids control and waste
management, communications and composite mats.
Strad also made further in-roads into the American
market this year by opening regional offices in
Houston, Texas and Pittsburgh, Pennsylvania. By
establishing a presence in these two regions, Strad
aims to capture increased market share by locating
in key-decision making and operational centres.
This remains part of the Company’s ongoing
efforts to position itself as a North Americanfocused services provider.
Product Sales

Revenue generated by the Company’s Product Sales
segment for the year ended December 31, 2011,
increased 200% to $66.4 million from $22.1 million
for the same period in 2010. Product sales are
comprised of in-house manufactured products sold
to external customers, third party equipment sales
to existing customers, and sales of equipment from
Strad’s existing fleet to customers.

Selling, General and Administrative
Selling, general and administrative (“SG&A”) expenses from
continuing operations include salaries and other compensation
and benefits and share-based payments for sales, office and
administrative staff, professional fees, corporate office rent,
information systems and communications and marketing for
the Company. SG&A expenses increased 69% for the year
ended December 31, 2011, to $28.9 million from $17.1 million
for the same period in 2010. The increase is due to higher
levels of Company activity and costs associated with being
a publicly traded entity, and an expansion of infrastructure
needed to support the Company’s growing operations in both
Canada and the United States.
As a percentage of revenue, for the year ended
December 31, 2011, SG&A expenses from continuing operations
were 15% compared with 19% for the same period in 2010.
Share-based payments were $0.6 million for the year ended
December 31, 2011, compared with $0.6 million for the same
period in 2010.

EBITDA
Consolidated EBITDA from continuing operations for the year
ended December 31, 2011, of $52.3 million improved 121%,
compared with $23.7 million for the same period in 2010 for
the reasons stated above. EBITDA as a percentage of revenue
for the year ended December 31, 2011, was 28% compared
with 26% for the same period in 2010.
Canadian Operations EBITDA for the year ended
December 31, 2011, of $21.8 million improved 49% compared
with $14.6 million for the same period in 2010. The increase in
EBITDA during 2011 is due to capital additions of $30.9 million
and increased customer activity during 2011. EBITDA as a
percentage of revenue for the year ended December 31, 2011,
was 38% compared with 39% for the same period in 2010. The
decrease in EBITDA as a percentage of revenue in 2011 is due
to additional infrastructure added in 2011 to support the growing
Canadian Operations surface equipment fleet.
U.S. Operations EBITDA for the year ended December 31, 2011,
of $24.7 million improved 163% compared with $9.4 million for
the same period in 2010. The increase in EBITDA during 2011 is
the result of capital additions of $46.8 million, increased customer
activity in the North Dakota Bakken resource play and increased
traction from new product deployment including solids control,
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communications and composite mats. EBITDA as a percentage
of revenue for the year ended December 31, 2011, was 39%
compared with 32% for the same period in 2010.
Product Sales EBITDA for the year ended December 31, 2011,
of $9.1 million improved 250% compared with $2.6 million for
the same period in 2010. The increase in EBITDA during 2011
is due to increased used equipment and third party equipment
sales to existing surface equipment customers. EBITDA as a
percentage of revenue for the year ended December 31, 2011,
was 14% compared with 12% for the same period in 2010.

Depreciation and Amortization
Depreciation and amortization related to property, plant
and equipment and intangible assets used in continuing
operations was $19.2 million for the year ended
December 31, 2011, compared with $10.6 million for the
same period in 2010. Capital additions of $79.7 million in 2011
increased depreciation and amortization for the respective period.

Interest
Interest expense from continuing operations totalled
$1.8 million for the year ended December 31, 2011, compared
with $2.2 million for the same period in 2010. The decrease in
interest expense was due to lower debt balances throughout
2011 compared to 2010. As at December 31, 2011, total funded
debt, less cash, outstanding was $36.7 million compared to
$1.5 million as at December 31, 2010. The increase in funded
debt at December 31, 2011, is due to capital expenditures of
$79.7 million in 2011. Also, the Company used proceeds from
its initial public offering in 2010 to repay outstanding credit
facilities in December 2010.

Gain/Loss on Foreign Exchange
Gain on foreign exchange from continuing operations for the
year ended December 31, 2011, was $0.3 million compared
with a loss of $0.6 million for the same period in 2010. The
Company is exposed to foreign currency fluctuations as certain
balances within working capital may vary due to changing
Canada/United States exchange rates. The Company has
increased its exposure to United States dollars as operations in
the United States have increased year over year. The Canadian
dollar has weakened by 2% against the U.S. dollar over the past
year ($0.983 at December 31, 2011, compared to $0.999 at
December 31, 2010).

Income Taxes
For the year ended December 31, 2011, the Company recorded
income before income taxes, non-controlling interest and
discontinued operations of $31.8 million. For the year ended
December 31, 2011, the Company incurred current income
tax expense of $3.3 million and future tax expense of
$7.3 million from continuing operations, compared to an
income tax recovery of $0.3 million and future income tax
expense of $4.0 million for the same period in the prior year.
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.
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For the three months
ended December 31,
($000’s, except per
share amounts)

2011

2010

% chg.

19,182

10,995

74.5

6,672

4,393

51.9

34.8%

40.0%

Canadian Operations
Revenue
EBITDA(1)
EBITDA %
Capital
Expenditures(2)
Gross Capital Assets

7,902

5,345

83,453

54,894

Total Assets

99,216

70,629

U.S. Operations
Revenue
EBITDA(1)

Discontinued Operations
On January 13, 2012, the Company announced the sale of its
Production Services Division. Therefore, the financial results
of the Production Services Division have been classified as
discontinued operations in the Company’s annual consolidated
financial statements.
For the year ended December 31, 2011, the Company
recorded a loss, net of tax, from discontinued operations
of $29.9 million compared to income of $1.3 million for
the same period in 2010. Included in the loss in 2011, is an
impairment of goodwill and intangible assets of
$24.6 million recognized on the announcement of the
Company’s intent to dispose of the Production Services
Division. EBITDA from discontinued operations of
$4.6 million which was generated on $65.9 million of
revenue during the year ended December 31, 2011,
compared to EBITDA of $5.1 million which was generated
on $67.6 million of revenue during the same period in the
prior year. With the sale, the Company expects a significant
improvement in reported margins and an increased focus on
its most profitable business segment.

Non-Controlling Interest
For the year ended December 31, 2011, non-controlling
interest of $1.4 million was recorded compared to $0.7 million
for the same period in 2010. 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.

EBITDA %
Capital
Expenditures(2)
Gross Capital Assets
Total Assets

21,883

8,200

166.9

8,851

3,016

193.5

40.4%

36.8%

12,147

6,183

77,601

29,363

101,319

49,238

21,033

8,268

154.4
834.2

Product Sales
Revenue
EBITDA

2,625

281

EBITDA %
Capital
Expenditures(2)

12.5%

3.4%

703

24

(979)

(622)

287

109

17,169

7,068

21,039

11,661

36.3%

27.5%

(1)

Corporate
EBITDA(1)
Capital
Expenditures(2)
Total EBITDA(1)
Total Capital
Expenditures(2)
Return on Average
Total Assets(3)

57.4

142.9

Notes:
(1) Earnings before interest, taxes, depreciation and amortization (“EBITDA”) is
not a recognized measure under IFRS or previous GAAP; see “Non-IFRS
Measures Reconciliation”.
(2) Includes assets acquired under finance lease and purchases of intangible assets.
Capital expenditures are net of rental asset disposals.
(3) Return on average total assets is not a recognized measure under IFRS or
previous GAAP; see “Non-IFRS Measures Reconciliation”.
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Consolidated Revenue
Consolidated revenue generated from continuing operations
for the three months ended December 31, 2011, increased
126% to $62.1 million compared with $27.5 million for
the same period in 2010. Higher equipment and service
utilization, additional capital expenditures and increased
product sales contributed to the significant increase in
revenue compared to 2010.
Canadian Operations

Revenues generated from the Company’s Canadian Operations
segment for the three months ended December 31, 2011,
increased 75% to $19.2 million versus $11.0 million for the same
period in 2010. The increase is primarily due to $30.9 million of
surface equipment capital additions during 2011.
U.S. Operations

Revenue generated from the U.S. Operations for the three
months ended December 31, 2011, increased 167% to
$21.9 million from $8.2 million for the same period in 2010.
The increase is due to $46.8 million of surface equipment
capital additions during 2011. Also contributing to the
increase in revenue was increased traction from new product
deployment including solids control and waste management,
communications and composite mats.
Product Sales

Revenue generated from Product Sales for the three months
ended December 31, 2011, increased 153% to $21.0 million
from $8.3 million for the same period in 2010. The increase is
due to more third party equipment sales to existing customers
in the fourth quarter of 2011 compared to the fourth quarter
of 2010.

EBITDA
Consolidated EBITDA from continuing operations for the
three months ended December 31, 2011, of $17.2 million
improved 142%, compared with $7.1 million for the same
period in 2010. EBITDA as a percentage of revenue for the
three months ended December 31, 2011, was 28% compared
with 26% for the same period in 2010.
Canadian Operations EBITDA for the three months ended
December 31, 2011, of $6.7 million improved 52% compared
with $4.4 million for the same period in 2010. The increase
in EBITDA during the fourth quarter of 2011 is due to
capital additions of $30.9 million and increased customer
activity. EBITDA as a percentage of revenue for the three
months ended December 31, 2011, was 35% compared with
40% for the same period in 2010. The decrease in EBITDA

as a percentage of revenue in 2011 is due to additional
infrastructure added to support the Canadian Operations
growing surface equipment fleet.
U.S. Operations EBITDA for the three months ended
December 31, 2011, of $8.9 million improved 197% compared
with $3.0 million for the same period in 2010. The increase
in EBITDA during the fourth quarter of 2011 is the result
of $46.8 million of capital additions during 2011, increased
customer activity in the North Dakota Bakken resource play
and increased traction from new product deployment including
solids control and waste management, communications and
composite mats. EBITDA as a percentage of revenue for the
three months ended December 31, 2011, was 41% compared
with 37% for the same period in 2010.
Product Sales EBITDA for the three months ended
December 31, 2011, of $2.6 million improved 834% compared
with $0.3 million for the same period in 2010 for the reasons
discussed above. EBITDA as a percentage of revenue for the
three months ended December 31, 2011, was 12% compared
with 3% for the same period in 2010.
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The following is a summary of quarterly results from continuing operations as of December 31, 2011, and for the year 2010.
Three months ended
(unaudited)

($000’s)
Dec. 31, 2011

Sept. 30, 2011

Jun. 30, 2011

Mar. 31, 2011

62,098

62,674

36,717

26,782

17,169

17,484

10,498

7,158

7,661

7,327

3,609

1,230

Per share ($), basic

0.21

0.20

0.10

0.03

Per share ($), diluted

0.21

0.20

0.10

0.03

Revenue from continuing operations
EBITDA from continuing operations

(1)

Net income from continuing operations

Three months ended
(unaudited)

($000’s)
Dec. 31, 2010

Sept. 30, 2010

Jun. 30, 2010

Mar. 31, 2010

27,462

25,987

18,634

17,401

7,068

7,998

3,777

4,898

1,818

2,646

386

1,147

Revenue from continuing operations
EBITDA from continuing operations

(1) (2)

Net income from continuing operations

(2)

Per share ($), basic

0.07

0.13

0.02

0.06

Per share ($), diluted

0.06

0.10

0.02

0.06

Notes:
(1) EBITDA is not a recognized measure under IFRS or previous GAAP; see “Non-IFRS Measures Reconciliation”.
(2) 2010 EBITDA and net income amounts are presented in accordance with IFRS.

Strad’s quarterly performance has historically been affected
by seasonal variations in the WCSB. The Company has
geographically diversified its operations to a point where the
United States operation now contains 48% of total gross
capital assets at December 31, 2011, compared to 35% as of
December 31, 2010. The United States does not normally
experience the same slow down in activity as the WCSB in
Q2. Strad product diversity also helps to mitigate seasonal
variations. In Canada, the demand for matting products is
minimal during the first quarter, much stronger in the second
quarter and third quarter and then decreases through the end
of the year whereas demand for surface equipment is typically
strong in the first quarter, decreases in the second quarter and
then increases over the next two quarters.

LIQUIDITY AND CAPITAL RESOURCES
As of December 31, 2011, Strad’s principal sources of liquidity
include working capital of $16.6 million, a decrease of
$16.9 million compared with December 31, 2010, a syndicated
banking facility of $100.0 million consisting of a $15.0 million
operating facility of which $5.6 million was drawn; and a
revolving facility of $85.0 million of which $23.5 million was
drawn as of December 31, 2011.

Working Capital
Current assets at December 31, 2011, were $63.0 million,
a decrease of $5.4 million from December 31, 2010. The
decrease is the result of a reclassification of discontinued
operations current assets to assets of disposal group held for
sale offset by a decrease in cash of $8.4 million. Total current
assets reclassified at December 31, 2011, were $14.1 million
and consisted primarily of accounts receivable and inventory.
Current liabilities at December 31, 2011, were $46.4 million,
an increase of $11.6 million from December 31, 2010. Bank
indebtedness increased by $5.6 million due to increased capital
spending and industry activity. Deferred revenue decreased by
$1.1 million due to the timing of sales transactions. Income
taxes payable increased by $3.4 million due to earnings before
income tax from continuing operations of $31.8 million.
Current portion lease obligations decreased by $0.3 million due
to lease repayments.

Indebtedness
On July 25, 2011, the Company entered into a three year,
$100.0 million, syndicated banking facility, which consists of an
operating facility with a maximum principal amount of $15.0
million and an $85.0 million revolving facility, both of which are
subject to certain limitations on accounts receivable, inventory
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For the year ended December 31, 2011, the overall effective
rate on the syndicated banking facility was 4.30%. As of
December 31, 2011, $5.6 million was drawn on the operating
facility and $23.5 million was drawn on the revolving facility.
Payments on the revolving facility are interest only.

and net book value of fixed assets and are secured by a general
security agreement over the Company’s assets. The syndicated
banking facility bears interest at bank prime plus a variable rate,
which is dependent on the Company’s funded debt to EBITDA
ratio. Based on the Company’s current funded debt to EBITDA
ratio, the interest rate on the syndicated banking facility is bank
prime plus 1.25% on prime rate advances and at the prevailing
rate plus a stamping fee of 2.25% on bankers’ acceptances.

As at December 31, 2011, the Company was in compliance
with all of the syndicated banking facility covenants.

CONTRACTUAL OBLIGATIONS
The Company’s contractual obligations as at December 31, 2011, were as follows:

Total

1 Year or
Less

2-3 Years

4-5 Years

Finance Leases

8,325

4,742

3,375

208

Operating leases

16,808

4,023

5,374

7,411

Total Commitments

25,133

8,765

8,749

7,619

($000’s)

All of the Company’s contractual obligations range from less than one year to five years.

OUTSTANDING COMPANY SHARE DATA
AS OF FEBRUARY 29, 2012
(UNAUDITED)

Common shares – voting
Options
Fully diluted Common Shares

OFF BALANCE SHEET ARRANGEMENTS
At December 31, 2011, the Company had no off-balance sheet arrangements.

37,246,384
2,572,999
39,819,383

25

Compensation of key management
Key management includes the Company’s directors and
members of the Executive Committee. The compensation paid
or payable to key management for services is shown below:
Yearended
December
31, 2011

Yearended
December
31, 2010

3,149

$ 2,293

-

-

Other long-term benefits

-

-

Termination benefits

-

-

Salaries and short-term
employee benefits
Post-employment benefits

Share-based payments

$

778

147

3,927

2,440

Certain key management personnel have loans totalling
$1.2 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 the first three years of
the loan for employees who are officers of the Company.

OUTLOOK
Industry conditions remained strong in the fourth quarter,
despite ongoing concerns regarding the global macro-economic
picture and its potential effect on the North American
economy. In the WCSB (Western Canadian Sedimentary Basin),
drilling utilization of 54.8% for the fourth quarter of 2011 was
up from 49% in the fourth quarter of last year; well permits
for the fourth quarter of 2011 increased 15% over the fourth
quarter of 2010; and average well depth continued to grow
with the number reaching 1,862 metres in 2011 versus
1,679 metres in 2010, an increase of nearly 11%. Positive
industry-specific indicators were also present in the United
States where the annual rig count increased by nearly 18%
over year end 2010 levels. U.S. land well permitting levels
also increased with the 2011 total rising 5% from 2010. It is
estimated that approximately 65% of U.S. land-based drilling
is focused on oil and natural gas liquids.
Low dry natural gas pricing continues to shape exploration
activity with industry players shifting their budgets towards
those plays that offer exposure to oil and natural gas liquids.
In keeping with this trend, Strad has deployed the majority of
its asset base to these more active market segments. Overall,
demand for Strad’s services remained robust throughout 2011,
which was reflected in a year over year EBITDA increase of
120%, net of the Company’s divested Production Services
business. Management anticipates drilling activity to remain
steady for the foreseeable future and intends to focus the
majority of its resources on the more profitable oil and natural
gas liquids segment.

The trend towards horizontal drilling and multi-stage fracing
continued on both sides of the border where the industry
continued to access both unconventional resource plays and
mature conventional plays. In 2011, 58% of U.S. rig activity
was focused on horizontal drilling techniques, compared with
56% in 2010. In Canada, 56% of total wells drilled in 2011
were horizontal, compared with 41% in 2010. This shifting
focus towards horizontal drilling and multi-stage fracing has
allowed Strad to leverage the corresponding demand for greater
amounts of equipment at individual sites and the expertise
that these increasingly complex operations present. This was
ultimately reflected in Strad’s 2011 revenue per rig results. On a
year over year basis, Strad’s revenue per rig in Canada increased
from $293,000 to $476,000; while the U.S. saw similar gains,
rising from $454,000 in 2010 to $691,000 in 2011. In 2011,
Strad equipment and services supported 28% of Canadian
active rigs, whereas in the U.S. the Company supported 5%
of the active rig count. This percentage in Canada was in line
with 2010 levels but increased in the U.S. That said, more
rigs were active in 2011 highlighting the increasing reliance
of exploration companies on Strad’s suite of products and
services. In 2011, Strad supported 118 rigs in Canada and 92 in
the United States versus 95 and 43, respectively, in 2010.
Associated with this increase in horizontal drilling is the
greater attention being paid to the environmental and safety
issues associated with these operations. Management remains
cognizant of the market opportunity this represents for the
Company and has acted proactively over the past year to
deploy a host of new product offerings including composite
matting, communication systems, and solids control and
waste management solutions. Due in part to the successful
market acceptance of these new products, the Company
officially launched Strad Innovations in the fourth quarter.
Strad Innovations streamlines the company’s current R&D
efforts and focuses a dedicated team on new product
development, customer solutions, and business development
related activities. Strad Innovations is already in the
advanced stages of several new product offerings, including
those targeted at meeting the growing focus on frac-water
storage and usage. Management views this new initiative
as an important catalyst for future revenue streams and is
anticipating going to market by mid-2012.
Capital expenditures for the year, totalled $30.9 million in
Canada and $46.8 million in the U.S., which represented
year over year increases of 113% and 84%, respectively.
Strad continues to deploy its capital on a roughly equal basis
between its U.S. and Canadian Operations with its $72.0 million
capital program for 2012. The Company recently unveiled an
additional 20,000 square feet of manufacturing and design
facilities in Nisku, Alberta, doubling its manufacturing capacity.
The Company views its strong manufacturing capabilities as
an important differentiator that allows it to mitigate risk by
increasing its capability to scale its asset offerings up or down
as industry conditions dictate.
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From a macro-level perspective, Management remains aware of
the continuing market volatility and its potential to undermine
North American crude and natural gas liquids pricing. As such,
flexibility and the ability to adjust quickly to fluctuating market
conditions remains a key focus for the Company. Management
believes this need for flexibility is best served by maintaining
a strong balance sheet and nimble operations. The Company
remains well capitalized through strong cash flows and funds
raised during its initial public offering in November, 2010.
Management views funded debt to EBITDA as an important
tool in the prudent management of its balance sheet and
intends to continue carefully allocating capital. At
December 31, 2011, the funded debt to EBITDA ratio
for continuing operations was 0.7.

as issued by the IASB. Previously, the Company prepared
its financial statements in accordance with Canadian GAAP.
The adoption of IFRS has not had a material impact on the
Company’s operations, strategic decisions, cash flow and
capital expenditures.
Note 4 to the Consolidated Financial Statements presents
reconciliations between the Company’s 2010 previous GAAP
results and the 2010 IFRS results. The reconciliations include
a reconciliation of deficit and equity as of December 31, 2010,
and a reconciliation of comprehensive income and other
comprehensive income for the year ended December 31, 2010.
The following provides summary reconciliations of Strad’s
2010 previous GAAP and IFRS results along with a discussion
of the significant IFRS accounting policy changes.

FINANCIAL INSTRUMENTS
All of the Company’s financial instruments as at
December 31, 2011, 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 off-balance sheet
arrangements and the Company does not use any financial
instruments such as derivatives. Of the Company’s financial
instruments, accounts receivable represents 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
syndicated banking 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.

CRITICAL ACCOUNTING POLICIES
Adoption of International Financial
Reporting Standards
The Company has prepared its December 31, 2011,
consolidated financial statements in accordance with IFRS 1,
First-time Adoption of International Reporting Standards

DEFICIT
Deficit as reported under
Canadian GAAP

DECEMBER 31,
2010
$

JANUARY 1,
2010
$

(17,655)

(25,046)

(863)

(498)

IFRS adjustments increase
(decrease)
Share-based payments
Foreign currency translation
Deferred tax
Deficit as reported
under IFRS

Equity
Equity as reported under
Canadian GAAP

71

-

212

-

(18,235)

(25,544)

December 31,
2010
$

January 1,
2010
$

141,725

75,244

212

-

71

-

(924)

-

(200)

-

140,884

75,244

IFRS adjustments increase
(decrease)
Deferred tax
Foreign currency translation
Accumulated other
comprehensive income
Non-controlling interest
Equity as reported under
IFRS
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As reported under Canadian GAAP
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YEAR ENDED
DECEMBER 31,
2010
$

7,391

Increase (decrease) in net income for:
Share-based payments

(365)

Deferred tax

212

Foreign currency translation
Increase (decrease) in other
comprehensive income for:
Cumulative translation adjustment
As reported under IFRS

74

Foreign currency
(924)
6,388

(1) Equity as reported under Canadian GAAP includes non-controlling interest.

Accounting Policy Changes
The following discussion explains the significant differences
between Strad’s previous GAAP accounting policies and
those applied by the Company under IFRS. IFRS policies
have been retrospectively and consistently applied except
where specific IFRS 1 optional and mandatory exemptions
permitted an alternative treatment upon transition to IFRS
for first-time adopters.

Share-based Payments
Under previous GAAP, as a private company, Strad accounted
for its stock-based compensation plans whereby the fair market
value of option grants was determined using a volatility rate of
0% and an estimated forfeiture rate of 0% in the Black-Scholes
pricing model.
IFRS does not provide for alternate accounting policies for
private companies and requires the use of a volatility rate
based on actual company trading history or the average of the
volatility rates of its closest related peer group as well as the
application of an estimated forfeiture rate. Accordingly, upon
transition to IFRS, the Company recorded an adjustment of
$498 thousand to increase contributed surplus to recognize
the increase in share-based payments expense with the offset
charged to deficit. The Company elected to use the IFRS 1
exemption whereby the share-based payment expense for
options that had vested prior to January 1, 2010, were not
required to be retrospectively restated. The application of
IFRS for share-based payments resulted in a $365 thousand
decrease to the Company’s previous GAAP net income for
the year ended December 31, 2010. Therefore, the total
impact to deficit at December 31, 2010, was an increase of
$863 thousand.

Under previous GAAP, the functional currency for the
Company’s U.S. subsidiary was determined to be the Canadian
(“CDN”) dollar, consistent with the parent’s functional
currency. Under IFRS, it was determined the functional
currency of the Company’s U.S. subsidiary changed from the
CDN dollar to the USD dollar in the third quarter of 2010 when
revenue generated by the U.S. subsidiary increased substantially
as a percentage of total consolidated revenue. The change in
functional currency resulted in a decrease in property, plant and
equipment of $1.3 million, a decrease in prepaid expenses of
$41 thousand, a decrease in non-controlling interest of
$0.2 million, a decrease in accumulated other comprehensive
income of $0.9 million, net of tax, and a decrease in deficit
of $0.3 million.

Intangible assets
Under previous GAAP, computer software was included
as a part of property, plant and equipment. Under IFRS,
computer software which is not an integral part of computer
hardware is recorded as intangible assets instead of property,
plant and equipment. Accordingly, upon transition to IFRS,
the Company reclassified $0.3 million at January 1, 2010, and
December 31, 2010.

Income Taxes
Deferred income taxes have been adjusted to reflect the
tax effect arising from the differences between IFRS and
previous GAAP. For the year ended December 31, 2010, the
application of the IFRS adjustments discussed above resulted
in a $0.3 million decrease in other comprehensive loss and
a $0.2 million decrease to the Company’s deferred income
tax expense and a corresponding increase to the Company’s
previous GAAP net income.
Under IFRS, all deferred tax assets and liabilities are required
to be classed as long-term. Therefore, upon transition, an
adjustment was made to reclassify the deferred tax asset of
$2.4 million from current to long-term assets at January 1,
2010, and $0.7 million at December 31, 2010.

management’s Discussion & analysis
Impairment
Strad is required to apply the standards under IAS
36 Impairment of Assets on the January 1, 2010, transition date.
Under Canadian GAAP, goodwill is tested for impairment at
least annually by comparing the carrying value of goodwill at the
reporting unit level compared to its fair value which aggregate
into its two operating segments at January 1, 2010. Under
IFRS, goodwill is tested for impairment at the cash-generating
unit (“CGU”) level. Goodwill is attributed to the aggregated
CGUs that collectively form the respective Drilling Services and
Production Services Divisions. This represents the lowest level
that goodwill is monitored for internal management purposes.
No goodwill or asset impairment was recognized in income in
the year due to the transition to IFRS.

ventures and requires joint operations to be proportionately
consolidated and joint ventures to be equity accounted.
Under IAS 31, joint ventures could be proportionately
accounted. IFRS 11 is applicable to accounting periods
beginning on or after January 1, 2013.
• IFRS 12 – Disclosure of Interest in Other Entities, which
outlines the required disclosures for interest in subsidiaries
and joint arrangements. The new disclosures require
information that will assist financial statement users to
evaluate the nature, risks and financial effects associated with
an entity’s interests in subsidiaries and joint arrangements.
IFRS 12 is applicable to accounting periods beginning on or
after January 1, 2013.

• Business combinations entered into prior to January 1, 2010,
were not retrospectively restated under IFRS.

• IFRS 13 – Fair Value Measurement, which provides a
common definition of fair value, establishes a framework
for measuring fair value under IFRS and enhances the
disclosures required for fair value measurements. The
standard applies where fair value measurements are required
and does not require new fair value measurements. IFRS
13 is applicable to accounting periods beginning on or after
January 1, 2013.

• Share based payments – options which had vested prior to
January 1, 2010, were not retrospectively restated under IFRS.

CRITICAL ACCOUNTING ESTIMATES

Other exemptions
Besides the exemptions mentioned above, Strad has also taken
the following exemptions under IFRS 1 at January 1, 2010:

Future accounting pronouncements
All accounting standards effective for periods beginning on or
after January 1, 2011, have been adopted. Strad will be required
to adopt the following standards and amendments as issued by
the IASB. The Company has yet to assess the full impact of
the following standards on its consolidated financial statements
and the Company does not intend to early adopt any of the
new standards.
• IFRS 9 – Financial Instruments, which is the result of the
IASB’s project to replace IAS 39 – Financial Instruments:
Recognition and Measurement. The new standard replaces
the current multiple classification and measurement models
for financial assets and liabilities with a single model that has
only two classification categories: amortized cost and fair
value. IFRS 9 is applicable to accounting periods beginning
on or after January 1, 2015.
• IFRS 10 – Consolidated Financial Statements, which is the
result of IASB’s project to replace Standing Interpretations
Committee 12 – Consolidation – Special Purpose
Entities and the consolidation requirements of IAS 27 –
Consolidated and Separate Financial Statements. The new
standard eliminates the current risk and rewards approach
and establishes control as the single basis for determining
the consolidation of an entity. IFRS 10 is applicable to
accounting periods beginning on or after January 1, 2013.
• IFRS 11 – Joint Arrangements, which is the result of the
IASB’s project to replace IAS 31 – Interest in Joint Ventures.
The new standard redefines joint operations and joint

Management is required to make judgements, assumptions
and estimates in applying its accounting policies and practices,
which have a significant impact on the financial results of the
Company. The preceding discussion outlines the Company’s
significant accounting policies and practices adopted under
IFRS. The following discussion outlines the accounting policies
and practices involving the use of estimates that are critical to
determining Strad’s financial results.
Amounts recorded for depreciation and amortization are based
on the estimated useful lives of the underlying assets. Useful
lives are based on Management’s best estimate using knowledge
of past transactions, and as such are subject to measurement
uncertainty. The estimates are reviewed at least annually and are
updated if expectations change as a result of physical wear and
tear and legal or other limits to use. It is possible that changes
in these factors may cause changes in the estimated useful lives
of the Company’s property, plant and equipment in the future.
The Company’s assets are segregated into cash-generating
units based on their ability to generate largely independent
cash flows and used for impairment testing. The determination
of the Company’s cash-generating units is subject to
Management’s judgment.
The Company tests annually whether goodwill has suffered any
impairment. The recoverable amounts of cash-generating units
are determined using the greater of fair value less costs to
sell and value-in-use. Fair value less costs to sell and
value-in-use calculations require the use of estimates,
assumptions and judgements. Value-in-use calculations require
management to use assumptions regarding discount rates and

29

Compensation costs accrued for long-term stock-based
compensation plans are subject to their fair value estimation by
using pricing models such as the Black-Scholes model which
is based on significant assumptions such as volatility, dividend
yield and expected term.
Inventory is to be carried at the lower of cost and net realizable
value. Management’s best estimate of net realizable value is the
selling price prevailing in the market.
Tax interpretations, regulations and legislation in the various
jurisdictions in which the Company and its subsidiaries operate
are subject to change. As such, income taxes are subject to
measurement uncertainty. Deferred income tax assets are assessed
by Management at the end of the reporting period to determine the
likelihood that they will be realized from future taxable earnings.

DISCLOSURE CONTROLS
AND PROCEDURES
The Chief Executive Officer and the Chief Financial Officer,
have designed, or have caused to be designed under their
supervision, the Company’s disclosure controls and procedures
to provide reasonable assurances that the information required
to be disclosed by the Company in its filings or other reports
submitted by it under securities legislation is in compliance
with the time periods specified in the securities legislation.
They are assisted in this responsibility by the Company’s
management team. These disclosure controls and procedures
include controls and procedures which have been designed to
ensure that the information required to be disclosed by the
Company in its filings or other reports submitted by it under
securities legislation is accumulated and communicated to the
Company’s management to allow timely decisions regarding
required disclosure.
As at December 31, 2011, an evaluation was carried out, under
the supervision of the CEO and the CFO, of the effectiveness
of the design and operation of Strad’s disclosure controls
and procedures as defined by National Instrument 52-109,
Certification of Disclosure in Issuers’ Annual and Interim
Filings. Based on this evaluation, the CEO and CFO have
concluded that, as at December 31, 2011, Strad’s disclosure
controls and procedures, as defined by National Instrument
52-109, Certification of Disclosure in Issuers’ Annual and
Interim Filings, were effective.
During 2011, Strad has focused on continuous improvement and
improved execution of its disclosure controls and procedures.
Strad will continue to evaluate the disclosure controls and
procedures with modifications being made when necessary.

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 (“ICFR”)
to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements
for external purposes in accordance with IFRS; as such term
is defined in National Instrument 52-109 – Certification of
Disclosure in Issuers’ Annual and Interim Filings.
The control framework used to design ICFR is the Internal
Control – Integrated Framework (“COSO Framework”)
published, by the Committee of Sponsoring Organizations of
the Treadway Commission (“COSO”). The Chief Executive
Officer and Chief Financial Officer of the Company directed
the assessment of the design and operating effectiveness of
the Company’s internal controls over financial reporting as at
December 31, 2011, and based on that assessment determined
that the Company’s internal controls over financial reporting
was, in all material respects, appropriately designed and
operating effectively.
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, 2011, 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.
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estimated future cash flows. Fair value less costs to sell requires
management to make judgements of fair value using market
conditions as well as estimations of costs to sell.

RISKS AND UNCERTAINTIES
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
western Canadian 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.

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.

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, other than one
customer who accounted for approximately 11% of revenue.

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

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.

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. More particularly, this MD&A contains forwardlooking statements concerning future capital expenditures
of the Company, demand for the Company’s products and
services, pricing of the Company’s products and services and
expected exploration and production industry activity. 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

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-IFRS MEASURES
RECONCILIATION
Certain supplementary measures in this MD&A do not have
any standardized meaning as prescribed under IFRS and
previous GAAP and, therefore, are considered non-IFRS
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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
authorizations, civil liability for pollution damage, and the
imposition of material fines and penalties.

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 forwardlooking 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 this MD&A
under the heading “Risk Factors” above and in additional detail
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 result of new information, future
events or otherwise.

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 IFRS or
previous GAAP measure. However, they should not be used
as an alternative to IFRS or previous GAAP, because they may
not be consistent with calculations of other companies. These
measures are further explained below.
Earnings before interest, taxes, depreciation and amortization
(“EBITDA”) is not a recognized measure under IFRS and
previous 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 from continuing
operations plus interest, taxes, depreciation and amortization,
non-controlling interest, loss on disposal of property, plant
and equipment, finance costs, loss on foreign exchange, less
gain on foreign exchange and gain on disposal of property,
plant and equipment. Segmented EBITDA is based upon the
same calculation for defined business segments, which are

comprised of Canadian Operations, U.S. Operations, Product
Sales 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.
Annualized return on average total assets for the year ended
December 31, 2011, is calculated as year to date EBITDA
divided by the average of total assets over 2011. Annualized
return on average total assets for the three months ended
December 31, 2011, is calculated as annualized current period
EBITDA divided by the averaged total assets over the prior
quarter. The three month lag represents the time between the
purchase of capital assets and when they are deployed in the field
and earning revenue. In 2011, the return on average total assets
calculation was adjusted to include total Company assets, where
as prior calculations included total drilling services assets only.
Funded debt is calculated as bank indebtedness plus current
and long-term portion of debt plus current and long-term
portion of finance lease obligations less cash.

Reconciliation of EBITDA and Funds from Operations

($000’s)
Net income from continuing operations
Add:
Depreciation and amortization
Finance costs
(Gain)/loss on disposal of PP&E
Share-based payments
Non-controlling interest
Deferred income tax (recovery)
Interest expense
Funds from operations
Add:
(Gain)/loss on foreign exchange
Income tax expense (recovery)
Amortization of deferred charges
Subtotal
Deduct:
Share-based payments
EBITDA

Three Months Ended
December 31,

Year Ended
December 31,

2011

2010

2011

2010

2009

7,661

1,818

19,827

5,997

(7,146)

5,713
(96)
117
543
1,499
620
16,057

3,010
13
(5)
435
76
1,654
535
7,536

19,198
(185)
643
1,373
7,291
1,796
49,943

10,577
35
(98)
558
715
3,962
2,248
23,994

8,032
60
250
(2,258)
1,591
529

52
1,177
17,286

529
(562)
7,503

(262)
3,271
52,952

637
(336)
24,295

92
(636)
130
115

117

435

643

558

250

17,169

7,068

52,309

23,737

(135)
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Three months ended
(unaudited)

($000’s)

Net income from continuing operations

Dec. 31,
2011

Sept. 30,
2011

Jun. 30,
2011

Mar. 31,
2011

7,661

7,327

3,609

1,230

5,713

5,215

4,611

3,660

Add:
Depreciation and amortization
(Gain)/loss on disposal of PP&E

(96)

52

(130)

(11)

(Gain)/loss on foreign exchange

52

(916)

300

302

543

497

(210)

543

Income tax expense/(recovery)

1,177

2,074

-

20

Deferred income tax expense

1,499

2,748

1,832

1,212

620

487

486

202

17,169

17,484

10,498

7,158

Non-controlling interest

Interest expense
EBITDA

Reconciliation of quarterly non-IFRS measures
Three months ended
(unaudited)

($000’s)

Net income from continuing operations

Dec. 31,
2010(1)

Sept. 30,
2010(1)

Jun. 30,
2010(1)

Mar. 31,
2010(1)

1,818

2,646

386

1,147

3,010

2,724

2,528

2,318

13

22

-

-

Add:
Depreciation and amortization
Finance costs
(Gain)/loss on disposal of PP&E
(Gain)/loss on foreign exchange
Non-controlling interest
Income tax expense/(recovery)
Deferred income tax expense/(recovery)
Interest expense
EBITDA
(1) 2010 amounts are presented in accordance with IFRS.

(5)

(42)

(48)

(2)

529

(211)

185

134

76

445

(20)

214

(562)

(829)

336

719

1,654

2,510

(128)

(74)

535

733

538

442

7,068

7,998

3,777

4,898
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Reconciliation of quarterly non-IFRS measures

consolidated
financial
statements
December 31, 2011 and 2010
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Independent Auditor’s Report
To the Shareholders of
Strad Energy Services Ltd.
We have audited the accompanying consolidated financial statements of Strad Energy Services Ltd.
and its subsidiaries, which comprise the consolidated statement of financial position as at
December 31, 2011, December 31, 2010 and January 1, 2010 and the consolidated statements of
income, comprehensive income, statement of changes in equity and cash flow for the years ended
December 31, 2011 and December 31, 2010, and the related notes, which comprise a summary of
significant accounting policies and other explanatory information.
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 International Financial Reporting Standards, 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 judgement,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether 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. and its subsidiaries as at December 31, 2011, December 31, 2010
and January 1, 2010 and its financial performance and its cash flows for the years ended December 31, 2011
and 2010 in accordance with International Financial Reporting Standards.

Chartered Accountants
Calgary, Alberta
March 1, 2012
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auditor’s report

Consolidated Statement of

Financial Position
As at December 31, 2011, 2010 and January 1, 2010

(in thousands of Canadian dollars)
ASSETS
CURRENT ASSETS
Cash and cash equivalents
Trade receivables
Inventories(note 6)
Prepaids and deposits
Current portion of note receivable(note 7)
Income taxes receivable

As at December
31, 2011
$

As at December
31, 2010
$

As at January
1, 2010
$

49,466
7,950
4,263
1,352
63,031

8,416
41,700
15,171
2,887
241
68,415

18,547
17,935
981
195
37,658

126,439
2,752
683
17,277
2,873
213,055
14,056
227,111

70,128
11,446
36,004
5,475
191,468
191,468

40,810
14,856
36,004
2,447
131,775
131,775

5,570
30,812
2,245
4,383
3,392
46,402

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

13,249
13,081
119
3,587
3,957
33,993

23,500
3,282
13,666
86,850
6,988
93,838

5,282
10,462
50,584
50,584

11,214
5,765
5,281
278
56,531
56,531

Non-controlling interests

157,042
3,017
(585)
(28,260)
131,214
2,059

157,071
2,221
(832)
(18,235)
140,225
659

99,091
1,661
(25,544)
75,208
36

TOTAL EQUITY

133,273

140,884

75,244

TOTAL LIABILITIES AND EQUITY

227,111

191,468

131,775

NON-CURRENT ASSETS
Property, plant and equipment(note 8)
Intangible assets(note 9)
Note receivable(note 7)
Goodwill(note 10)
Deferred income taxes(note 17)
Assets of disposal group classified as held for sale(note 18)
Total assets
LIABILITIES
CURRENT LIABILITIES
Bank indebtedness(note 11)
Accounts payable and accrued liabilities(note 12)
Deferred revenue
Current portion of long-term debt(note 13)
Current portion of obligations under finance lease(note 14)
Income taxes payable
NON-CURRENT LIABILITIES
Long-term debt(note 13)
Obligations under finance lease(note 14)
Deferred income tax liabilities(note 17)
Other long-term liabilities
Liabilities of disposal group classified as held for sale(note 18)
Total liabilities
EQUITY
EQUITY ATTRIBUTABLE TO OWNERS OF THE PARENT
Share capital(note 15)
Contributed surplus(note 15)
Accumulated other comprehensive loss
Deficit

Commitments (note 19)
Subsequent event (note 26)
“The accompanying notes are an integral part of these consolidated financial statements.”
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For the year ended December 31, 2011 and 2010

2011
$

2010
$

188,272

89,484

106,417
17,785
1,413
28,903
643
(185)
(262)
1,796

48,099
8,974
1,603
35
17,090
558
(98)
637
2,248

31,762
10,562
21,200

10,338
3,626
6,712

(29,852)

1,312

(8,652)

8,024

(10,025)
1,373
(8,652)

7,309
715
8,024

Earnings per share from continuing operations attributable
to the equity owners of the Company:
Basic
Diluted

$0.54
$0.54

$0.28
$0.26

(Loss) earnings per share from discontinued operations
attributable to the equity owners of the Company:
Basic
Diluted

($0.81)
($0.81)

$0.06
$0.05

(Loss) earnings per share from total operations
attributable to the equity owners of the Company:
Basic
Diluted

($0.27)
($0.27)

$0.34
$0.30

(in thousands of Canadian dollars)
CONTINUING OPERATIONS
REVENUE
EXPENSES
Operating expenses
Depreciation
Amortization of intangible assets
Finance costs
Selling, general and administration
Share-based payments
(Gain) on disposal of property, plant and equipment
Foreign exchange (gain) loss
Interest expense
INCOME BEFORE INCOME TAX FROM CONTINUING OPERATIONS
Income tax (note 17)
NET INCOME FROM CONTINUING OPERATIONS FOR THE YEAR
(LOSS) INCOME FROM DISCONTINUED OPERATIONS,
NET OF TAX (NOTE 18)
NET (LOSS) INCOME FOR THE YEAR
NET (LOSS) INCOME ATTRIBUTABLE TO:
Owners of the parent
Non-controlling interests

“The accompanying notes are an integral part of these consolidated financial statements.”

Consolidated Statement of Comprehensive Income
For the year ended December 31, 2011 and 2010

2011
$

2010
$

NET (LOSS) INCOME FOR THE YEAR

(8,652)

8,024

OTHER COMPREHENSIVE (LOSS)
Cumulative translation adjustment
TOTAL OTHER COMPREHENSIVE (LOSS)
COMPREHENSIVE (LOSS) INCOME FOR THE YEAR

274
274
(8,378)

(924)
(924)
7,100

(9,778)
1,400
(8,378)

6,477
623
7,100

(in thousands of Canadian dollars)

COMPREHENSIVE (LOSS) INCOME ATTRIBUTABLE TO:
Owners of the parent
Non-controlling interests
“The accompanying notes are an integral part of these consolidated financial statements.”
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Consolidated Statement of Income

Consolidated Statement of

Changes in equity
Attributable to equity owners of the Company
Accumulated
Contributed
other
surplus comprehensive
$
income
$

Total
$

Noncontrolling
interest
$

Total
equity
$

(18,235)

140,225

659

140,884

-

(10,025)

(10,025)

1,373

(8,652)

-

247

-

247

27

274

-

-

247

(10,025)

(9,778)

1,400

(8,378)

Share issuance costs

(147)

-

-

-

(147)

-

(147)

Shareholder loan

118

-

-

-

118

-

118

-

796

-

-

796

-

796

157,042

3,017

(28,260)

131,214

2,059

133,273

99,091

1,661

-

(25,544)

75,208

36

75,244

-

-

-

7,309

7,309

715

8,024

-

-

(832)

-

(832)

(92)

(924)

-

-

(832)

7,309

6,477

623

7,100

(in thousands of Canadian dollars)

Share
capital
$

Balance – January 1, 2011

157,071

2,221

(832)

-

-

-

Net (loss) income for the period

Deficit
$

Other comprehensive loss (net of tax):
Cumulative translation adjustment
Comprehensive income (loss)
for the period

Employee share options:
Value of services recognized
BALANCE – DECEMBER 31, 2011
BALANCE – JANUARY 1, 2010
Net income for the period

(585)

Other comprehensive loss
(net of tax):
Cumulative translation adjustment
Comprehensive income (loss)
for the period

645

-

-

-

645

-

645

Issued on IPO

Issued on private placements

45,000

-

-

-

45,000

-

45,000

Issued on conversion of
convertible debentures

16,781

-

-

-

16,781

-

16,781

Share issuance costs

(2,967)

-

-

-

(2,967)

-

(2,967)

(19)

2

-

-

(17)

-

(17)

(1,460)

-

-

-

(1,460)

-

(1,460)

-

558

-

-

558

-

558

157,071

2,221

(832)

(18,235)

140,225

659

140,884

Share repurchases
Shareholder loan
Employee share options:
Value of services recognized
Balance – December 31, 2010

“The accompanying notes are an integral part of these consolidated financial statements.”
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Cash Flow

For the year ended December 31, 2011 and 2010
(in thousands of Canadian dollars)

2011
$

2010
$

CASH FLOW PROVIDED BY (USED IN)
Operating activities
Net income for the year
Adjustments for:
Depreciation and amortization
Finance costs
Deferred income tax
Share-based payments
Interest expense
Gain on disposal of property, plant and equipment
Loss/impairment on sale of investment in subsidiary
Loss/impairment on fair value adjustment of assets classified as held for sale
Changes in items of non-cash working capital (note 20)

(8,652)

8,024

22,802
7,123
796
1,943
(222)
10,460
19,888
(13,091)

14,710
35
3,469
558
2,350
(129)
(6,184)

Net cash generated from operating activities

41,047

22,833

Investing activities
Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Purchase of intangible assets
Proceeds on sale of subsidiary

(74,583)
995
(768)
6,000

(40,233)
1,096
(267)
-

Net cash used in investing activities

(68,356)

(39,404)

Financing activities
Proceeds on issuance of long-term debt
Repayment of debt
Repayment of finance lease obligations (net)
Conversion of convertible debentures
Proceeds on issuance of shares
Share issuance costs
Repayment of shareholder loan
Interest expense

61,000
(37,500)
(6,168)
(147)
118
(1,943)

(14,801)
(2,203)
(35)
57,782
(2,350)

Net cash generated from financing activities

15,360

38,393

Effect of exchange rate changes on cash and cash equivalents

(2,242)

(157)

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

(14,191)

21,665

8,416

(13,249)

(5,775)

8,416

(205)

-

(5,570)

8,416

CASH AND CASH EQUIVALENTS – BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS – END OF YEAR
CASH AND CASH EQUIVALENTS – INCLUDED IN LIABILITIES OF
DISPOSAL GROUP (NOTE 18)
CASH AND CASH EQUIVALENTS (INCLUDING BANK
INDEBTEDNESS) – END OF YEAR
Cash paid for income tax
“The accompanying notes are an integral part of these consolidated financial statements.”

-

-
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Consolidated Statement of

notes to the
consolidated
annual financial
statements
For the years ended December 31, 2011 and 2010
(in thousands of Canadian dollars)

1. General information
Strad Energy Services Ltd, (the “Company”) is an energy services provider engaged in providing support equipment and services to
oil and gas exploration and production companies in Canada and the United States.
The Company is a publicly listed company incorporated and domiciled in Canada under the legislation of the Province of Alberta.
The consolidated financial statements of the Company as at and for the year ended December 31, 2011, and 2010, comprise the
Company and its subsidiaries.
The head office, principal address and records office of the Company are located at 440 2nd Ave SW, Suite 1200, Calgary, Alberta,
Canada, T2P 5E9.
These consolidated financial statements were approved and authorized for issuance by the Board of Directors (“the Board”) on
March 1, 2012.

2. Basis of preparation and adoption of IFRS
The Company prepares its consolidated financial statements in accordance with Canadian generally accepted accounting
principles as set out in the Handbook of the Canadian Institute of Chartered Accountants (“CICA Handbook”). In 2010, the
CICA Handbook was revised to incorporate International Financial Reporting Standards (“IFRS”) on or after January 1, 2011.
These are the Company’s first annual consolidated financial statements prepared in accordance with IFRS as issued by the
International Accounting Standards Board (“IASB”). In these consolidated financial statements, the term “Canadian GAAP”
refers to Canadian GAAP before the adoption of IFRS.
Subject to certain transition elections disclosed in note 4, the Company has consistently applied the same accounting policies
in its opening IFRS statement of financial position at January 1, 2010, and throughout all periods presented, as if these policies
had always been in effect. Note 4 discloses the impact of the transition to IFRS on the Company’s reported financial position,
financial performance and cash flows, including the nature and effect of significant changes in accounting policies from those in the
Company’s consolidated financial statements for the year end December 31, 2010.
The policies applied in these consolidated financial statements are based on IFRS issued and outstanding as of March 1, 2012, the
date the Board approved the statements.
Note 4 discloses IFRS information for the year ended December 31, 2010, that is material to an understanding of these
consolidated financial statements.

41

The significant accounting policies used in the preparation of these consolidated financial statements are described below.

Basis of measurement
The consolidated financial statements have been prepared under the historical cost convention as modified by assets of disposal
group classified as held for sale.

Changes in accounting policy and disclosures
(i) New and amended standards adopted by the Company.
There are no IFRSs or IFRIC interpretations that are effective for the first time for the financial year beginning on or after
January 1, 2011, that would be expected to have a material impact on the Company.
(ii) New standards, amendments and interpretations issued but not yet effective for the first time for the financial year
beginning on or after January 1, 2011, that would be expected to have a material impact on the Company.
IFRS 9, ‘Financial instruments’, addresses the classification, measurement and recognition of financial assets and financial liabilities.
IFRS 9 was issued in November 2009 and October 2010. It replaces the parts of IAS 39 that relate to the classification and
measurement of financial instruments. IFRS 9 requires financial assets to be classified into two measurement categories: those
measured as at fair value and those measured at amortized cost. The determination is made at initial recognition. The classification
depends on the entity’s business model for managing its financial instruments and the contractual cash flow characteristics of the
instrument. For financial liabilities, the standard retains most of the IAS 39 requirements. The main change is that, in cases where
the fair value option is taken for financial liabilities, the part of a fair value change due to an entity’s own credit risk is recorded in
other comprehensive income rather than the income statement, unless this creates an accounting mismatch. In December 2011,
the effective date of IFRS 9 was deferred to years beginning on or after January 1, 2015. The Company is yet to assess IFRS 9’s full
impact and intends to adopt IFRS 9 no later than the accounting period beginning January 1, 2015.
IFRS 10, ‘Consolidated financial statements’ builds on existing principles by identifying the concept of control as the determining
factor in whether an entity should be included within the consolidated financial statements of the parent company. The standard
provides additional guidance to assist in the determination of control where this is difficult to assess. The Company is yet to assess
IFRS 10’s full impact and intends to adopt IFRS 10 no later than the accounting period beginning January 1, 2013.
IFRS 11, ‘Joint arrangements’ is the result of the IASB’s project to replace IAS 31, ‘Interest in joint ventures.’ The new standard
redefines joint operations and joint ventures and requires joint operations to be proportionately consolidated and joint ventures to
be equity accounted. Under IAS 31, joint ventures would be proportionately consolidated. The Company is yet to assess IFRS 11’s
full impact and intends to adopt IFRS 11 no later than the accounting period beginning January 1, 2013.
IFRS 12, ‘Disclosures of interests in other entities’ includes the disclosure requirements for all forms of interests in other entities,
including joint arrangements, associates, special purpose vehicles and other off balance sheet vehicles. The Company is yet to assess
IFRS 12’s full impact and intends to adopt IFRS 12 no later than the accounting period beginning January 1, 2013.
IFRS 13, ‘Fair value measurement’, aims to improve consistency and reduce complexity by providing a precise definition of fair
value and a single source of fair value measurement and disclosure requirements for use across IFRSs. The requirements do not
extend the use of fair value accounting but provide guidance on how it should be applied where its use is already required or
permitted by other standards within IFRSs. The Company is yet to assess IFRS 13’s full impact and intends to adopt IFRS 13 no
later than the accounting period beginning January 1, 2012.
There are no other IFRSs or IFRIC interpretations that are not yet effective that would be expected to have a material impact on
the Company.
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3. Significant accounting policies

NOTES TO the CONSOLIDATED annual FINANCIAL STATEMENTS
Consolidation
(i) Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Company has the power to govern the financial
and operating policies generally accompanying a shareholding of more than one half of the voting rights. The existence
and effect of potential voting rights that are currently exercisable or convertible are considered when assessing whether the
Company controls another entity. The Company also assesses existence of control where it does not have more than 50% of
the voting power but is able to govern the financial and operating policies by virtue of de-facto control. De-facto control may
arise in circumstances where the size of the Company’s voting rights relative to the size and dispersion of holdings of other
shareholders give the Company the power to govern the financial and operating policies, etc.
Subsidiaries are fully consolidated from the date on which control is transferred to the Company. They are deconsolidated from
the date that control ceases.
The Company applies the acquisition method to account for business combinations. The consideration transferred for the
acquisition of a subsidiary is the fair values of the assets transferred, the liabilities incurred to the former owners of the acquiree
and the equity interests issued by the Company. The consideration transferred includes the fair value of any asset or liability
resulting from a contingent consideration arrangement. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values at the acquisition date. The Company recognizes
any non-controlling interest in the acquiree on an acquisition- by-acquisition basis, either at fair value or at the non-controlling
interest’s proportionate share of the recognized amounts of acquiree’s identifiable net assets.
Acquisition-related costs are expensed as incurred.
Goodwill is initially measured as the excess of the aggregate of the consideration transferred and the fair value of
non-controlling interest over the net identifiable assets acquired and liabilities assumed. If this consideration is lower than
the fair value of the net assets of the subsidiary acquired, the difference is recognized in profit or loss.
Inter-company transactions, balances, income and expenses on transactions between the Company and its subsidiaries are
eliminated. Profits and losses resulting from inter-company transactions that are recognized in assets are also eliminated.
Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by
the Company.
(ii) Non-controlling interests

Non-controlling interests represent equity interests in subsidiaries owned by outside parties. The share of net assets of
subsidiaries attributable to non-controlling interests is presented as a component of equity. Their share of net income and
comprehensive income is recognized directly in equity.
(iii) Changes in ownership interests in subsidiaries without change of control

Transactions with non-controlling interests that do not result in loss of control are accounted for as equity transactions, that is,
as transactions with the owners in their capacity as owners. The difference between fair value of any consideration paid and the
relevant share acquired of the carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals to
non-controlling interests are also recorded in equity.
(iv) Disposal of subsidiaries

When the Company ceases to have control, any retained interest in the entity is re-measured to its fair value at the date when
control is lost, with the change in carrying amount recognized in profit or loss. The fair value is the initial carrying amount for
the purposes of subsequently accounting for the retained interest as an associate, joint venture or financial asset. In addition,
any amounts previously recognized in other comprehensive income in respect of that entity are accounted for as if the
Company had directly disposed of the related assets or liabilities. This may mean that amounts previously recognized in other
comprehensive income are reclassified to profit or loss.

Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating
decision-maker. The chief operating decision-maker, who is responsible for allocating resources and assessing
performance of the operating segments, has been identified as executive management that makes strategic decisions.
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(i) Functional and presentation currency

The Company’s presentation currency is the Canadian dollar (“$”). The functional currencies of Strad Energy Services
Ltd. and its U.S. subsidiaries are the Canadian Dollar and U.S. Dollar (“USD”), respectively. These consolidated financial
statements have been translated to the CDN dollar in accordance with IAS 21 - The Effects of Changes in Foreign
Exchange Rates. This standard requires that assets and liabilities be translated using the exchange rate at period end, and
income, expenses and cash flow items are translated using the rate that approximates the exchange rates at the dates of the
transactions (i.e. the average rate for the period). All resulting translation differences are recognized in other comprehensive
income as “Cumulative Translation Adjustment”.
(ii) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the
transactions. Foreign exchange gains and losses resulting from the settlement of foreign currency transactions and from the
translation at year-end exchange rates of monetary assets and liabilities are recognized in the statement of income.

Significant accounting estimates and judgments
The timely preparation of the consolidated financial statements requires that Management make estimates and use judgment
regarding the reported amounts of assets and liabilities as at the date of the consolidated financial statements and the reported
amounts of revenues and expenses during the period. Such estimates primarily relate to unsettled transactions and events as at the
date of the consolidated financial statements. Accordingly, actual results may differ from estimated amounts as future confirming
events occur. Significant estimates and judgments made by Management in the preparation of these consolidated financial
statements are outlined below.
The Company’s assets are segregated into cash-generating units based on their ability to generate largely independent cash flows and
are used for impairment testing. The determination of the Company’s cash-generating units is subject to Management’s judgment.
The Company tests annually whether goodwill has suffered any impairment. The recoverable amounts of cash-generating units are
determined using the greater of fair value less costs to sell and value-in-use. Fair value less costs to sell and value-in-use calculations
require the use of estimates, assumptions and judgements. Value-in-use calculations require management to use assumptions
regarding discount rates and estimated future cash flows. Fair value less costs to sell requires management to make judgements of
fair value using market conditions as well as estimations of costs to sell.
Amounts recorded for depreciation and amortization are based on the estimated useful lives of the underlying assets. Useful lives
are based on Management’s best estimate using knowledge of past transactions, and as such are subject to measurement uncertainty.
The estimates are reviewed at least annually and are updated if expectations change as a result of physical wear and tear and legal
or other limits to use. It is possible that changes in these factors may cause changes in the estimated useful lives of the Company’s
property, plant and equipment in the future.
Compensation costs accrued for long-term stock-based compensation plans are subject to their fair value estimation by using
pricing models such as the Black-Scholes model which is based on significant assumptions such as volatility, dividend yield and
expected term.
Inventory is to be carried at the lower of cost and net realizable value. Management’s best estimate of net realizable value is the
selling price prevailing in the market.
Tax interpretations, regulations and legislation in the various jurisdictions in which the Company and its subsidiaries operate are
subject to change. As such, income taxes are subject to measurement uncertainty. Deferred income tax assets are assessed by
Management at the end of the reporting period to determine the likelihood that they will be realized from future taxable earnings.

Cash and cash equivalents
In the consolidated statement of cash flows, cash and cash equivalents includes cash on hand, deposits held with banks, other
short-term highly liquid investments with original maturities of three months or less and bank indebtedness. In the consolidated
balance sheet, bank indebtedness is classified as a current liability, separate from cash and cash equivalents.
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Foreign currency translation

NOTES TO the CONSOLIDATED annual FINANCIAL STATEMENTS
Financial instruments
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 “fair value through profit and loss”, “available-for-sale”,
“held-to-maturity”, “loans and receivables”, or “financial liabilities measured at amortized cost”.
Financial instruments classified as “fair value through profit and loss” 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 “financial liabilities measured at amortized cost” 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, trade receivables, notes receivable, bank indebtedness,
accounts payable and accrued liabilities, long-term debt and finance lease obligations. The fair value of these financial instruments
approximates their carrying values, unless otherwise noted.

Impairment of financial assets
At each reporting date, the Company assesses whether there is objective evidence that a financial asset is impaired. If such evidence
exists, the Company recognizes an impairment loss, as follows:
(i) Financial assets carried at amortized cost: The loss is the difference between the amortized cost of the loan or receivable and the

present value of the estimated future cash flows, discounted using the instrument’s original effective interest rate. The carrying
amount of the asset is reduced by this amount either directly or indirectly through the use of an allowance account.
Impairment losses on financial assets carried at amortized cost are reversed in subsequent periods if the amount of the loss
decreases and the decrease can be related objectively to an event occurring after the impairment was recognized.

Inventories
Inventories are stated at the lower of cost and net realizable value. Cost is determined using the average cost method. The cost
of finished goods and work-in-progress comprises design costs, raw materials, direct labour, depreciation on property, plant and
equipment, amortization of intangible assets, and related production overhead costs. Net realizable value is the estimated selling
price less applicable selling expenses.

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment losses. Cost includes
expenditures that are directly attributable to the acquisition of the asset. Subsequent costs are included in the asset’s carrying
amount or recognized as a separate asset, as appropriate, only when it is probable that future economic benefits associated with the
item will flow to the Company and the cost can be measured reliably. The carrying amount of a replaced asset is derecognized when
replaced. Repairs and maintenance costs are charged to the statement of income during the period in which they are incurred.
Land is not depreciated. The major categories of property, plant and equipment are depreciated on a straight-line basis as follows:
Building					
Automotive equipment			
Furniture and fixtures			
Computer hardware			
Tools and equipment			
Leasehold improvements			
Surface equipment				

20 years
5 years
5 years
3 years
3 – 10 years
Length of current lease
3 – 15 years

The Company allocates the amount initially recognized in respect of an item of property, plant and equipment to its significant
parts and depreciates separately each such part. Residual values, method of amortization and useful lives of the assets are reviewed
annually and adjusted if appropriate.
Gains and losses on disposals of property, plant and equipment are determined by comparing the proceeds with the carrying amount
of the asset and are included as part of (gain) loss on disposal of property, plant and equipment in the statement of income.

45

The Company’s intangible assets include patented technology, customer relationships, non-competition covenants and computer
software with finite useful lives. These assets are capitalized and amortized on a straight-line basis in the statement of income over
the period of their expected useful lives as follows:
Customer relationships			
Patent					
Technology asset				
Non-competition covenants			
Computer software				

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

Goodwill
Upon acquisition, goodwill is attributed to the applicable cash-generating unit or aggregate cash-generating units that are expected
to benefit from the business combination’s synergies. Goodwill is attributed to the cash-generating units that collectively form
the Canadian Operations and U.S. Operations segments. This represents the lowest level that goodwill is monitored for internal
management purposes. Subsequent measurement of goodwill is at cost less any accumulated impairments.
Goodwill, which is calculated as the aggregate of the consideration transferred, the amount of any non-controlling interest, and
the fair value of any previously held interest less the fair value of the net assets acquired, 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.
The recoverable amounts are determined annually based on the greater of its fair value less costs to sell or value in use. Fair value
less costs to sell is derived by estimating the discounted after-tax future net cash flows for the aggregated cash-generating units.
Discounted future net cash flows are based on forecasted revenues and expenses over the expected economic life of the underlying
revenue generating assets and discounted using market rates. Value in use is determined by estimating the present value of the
future net cash flows expected to be derived from the continued use of the asset or cash-generating unit.

Impairment of non-financial assets
The carrying value of long-term assets, excluding goodwill, is reviewed for impairment whenever events or changes in
circumstances indicate that the carrying value of an asset or cash-generating unit may not be recoverable. If indicators of
impairment exist, the recoverable amount of the asset or cash-generating unit is estimated. If the carrying value of the asset
or cash-generating unit exceeds the recoverable amount, the asset or cash-generating unit is written down with an impairment
recognized in net income.
The recoverable amount of an asset or cash-generating unit is the greater of its fair value less costs to sell and its value in use. Fair
value is determined to be the amount for which the asset could be sold for in an arm’s length transaction.
Reversals of impairments are recognized when the indicators that an impairment loss recognized in prior periods may no longer
exist, or may have decreased. In this event, the carrying amount of the asset or cash-generating unit is increased to its revised
recoverable amount with an impairment reversal recognized in net earnings. The recoverable amount is limited to the original
carrying amount less depreciation and amortization as if no impairment had been recognized for the asset or cash-generating unit
for prior periods.

Non-current assets (or disposal groups) held for sale
Non-current assets (or disposal groups) are classified as assets held for sale when their carrying amount is to be recovered
principally through a sale transaction and a sale is considered highly probable. They are stated at the lower of carrying amount and
fair value less costs to sell.

Share capital
Common shares are classified as equity. Incremental costs directly attributable to the issuance of shares are recognized as a
deduction from equity.
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Identifiable intangible assets

NOTES TO the CONSOLIDATED annual FINANCIAL STATEMENTS
Current and deferred income tax
Income tax comprises current and deferred tax. Income tax is recognized in the statement of income except to the extent that it
relates to items recognized directly in equity, in which case the income tax is also recognized directly in equity.
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted at the end of the reporting period.
Deferred tax is recognized, using the liability method, on temporary differences arising between the tax bases of assets and liabilities
and their carrying amount in the consolidated financial statements. Deferred income tax is determined on a non-discounted basis
using tax rates and laws that have been enacted or substantively enacted at the balance sheet date and are expected to apply when
the deferred tax asset or liability is settled.
A deferred tax asset is recognized to the extent that it is probable that future taxable profits will be available against which the
asset can be utilized. To the extent that the Company does not consider it probable that a deferred tax asset will be recovered, the
deferred tax asset is reduced.
Deferred income tax assets and liabilities are presented as non-current.
Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax
liabilities and when they relate to income taxes levied by the same taxation authority and the Company intends to settle its current
tax assets and liabilities on a net basis.

Employee benefits
(i) Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related service is
provided. A liability is recognized for the amount expected to be paid under the cash bonus plan if the Company has a present
legal or constructive obligation to pay this amount as a result of past service provided by the employee and the obligation can be
reliably estimated.
(ii) Share-based payments

The Company grants stock options to certain directors, officers and employees. The Company has two option plans. The new
plan approved in 2010 includes options which vest over three years and expire after five years. The previous plan includes options
which vest over four years and expire after six years. Each tranche in an award is considered a separate award with its own vesting
period and grant date fair value. Fair value of each tranche is measured at the date of grant using the Black-Scholes option pricing
model. Compensation expense is recognized over the tranche’s vesting period based on the number of awards expected to vest, by
increasing contributed surplus.

Provisions and contingencies
Provisions are recognized when the Company has a present obligation as a result of a past event, it is probable that an outflow of
resources will be required and a reliable estimate can be made of the amount of the obligation. Provisions are measured based on
the discounted expected future cash outflows.
When a contingency is substantiated by confirming events, can be reliably measured and will likely result in an economic outflow,
a liability is recognized in the consolidated financial statements as the best estimate required to settle the obligation. A contingent
liability is disclosed where the existence of an obligation will only be confirmed by future events, or where the amount of a present
obligation cannot be measured reliably or will likely not result in an economic outflow. Contingent assets are only disclosed when
the inflow of economic benefits is probable. When the economic benefit becomes virtually certain, the asset is no longer contingent
and is recognized in the consolidated financial statements.

Leases
Leases or other arrangements entered into for the use of an asset are classified as either finance or operating leases. Finance leases
transfer to the Company substantially all of the risks and rewards incidental to ownership of the leased asset. Finance leases are
capitalized at the commencement of the lease term measured as the present value of the minimum lease payments. Capitalized
leased assets are amortized over the estimated useful life of the assets and the obligations under finance leases are reduced by
principal payments. All other leases are classified as operating leases and the payments are recorded as an expense on a straight-line
basis over the period of the lease.
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(i) Services and rental:

The Company’s services and rental equipment are generally sold based upon service orders or contracts with customers
that include fixed or determinable prices based upon daily, hourly or job rates. Revenue is recognized when the service has
been provided in accordance with the agreed arrangement, the rate is fixed and determinable, and the collection of the
amounts billed to the customer is considered probable. Contract terms do not include a provision for significant postservice delivery obligations.
(ii) Sale of goods:

Revenue is recognized when it is probable that the economic benefits will flow to the Company and delivery has occurred,
the sales price is fixed or determinable, and collectability is reasonably assured. These criteria are generally met at the time the
product is shipped and delivered to the customer and, depending on the delivery conditions, title and risk have passed to the
customer and acceptance of the product, when contractually required, has been obtained.
(iii) Contract:

When the outcome of individual contracts can be estimated reliably, contract revenue and contract expenses are recognized
as revenue and expenses respectively by reference to the stage of completion at the reporting date. This is measured by
surveys of work performed to date. Full provision is made for all known expected losses on individual contracts once such
losses are foreseen.

Operating expenses
Included in operating expenses are labour costs of direct field personnel, repair and maintenance costs, trucking costs and costs
of sales. Cost of sales includes costs related to shipping, direct salaries and wages, repairs & maintenance, and the cost of finished
goods inventory.

Interest expense
Interest expense comprises interest costs on the Company’s borrowings and is recognized in profit and loss when incurred. General
and specific borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets
that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets,
until such time as the assets are substantially ready for their intended use or sale. The Company does not capitalize borrowing costs
as the Company does not have any qualifying assets.

Earnings per share
Basic earnings per share (“EPS”) is calculated by dividing the net income (loss) for the period attributable to equity owners of the
Company by the weighted average number of common shares outstanding during the period.
Diluted EPS is calculated by adjusting the weighted average number of common shares outstanding for dilutive instruments. The
number of shares included with respect to options, is computed using the treasury stock method. The Company’s potentially
dilutive common shares comprise stock options granted to directors, officers, and employees.

4. Transition to IFRS
As disclosed in note 2, these consolidated financial statements represent the Company’s presentation of the financial results of
operations and financial position under IFRS for the period ended December 31, 2011.
IFRS 1 requires the presentation of comparative information as at the January 1, 2010, transition date and subsequent comparative
periods as well as the consistent and retrospective application of IFRS accounting policies. To assist with the transition, the
provisions of IFRS 1 allow for certain mandatory and optional exemptions for first-time adopters to alleviate the retrospective
application of all IFRSs.
The Company has taken the following exemptions permitted by IFRS 1: ‘Business combinations’, no retroactive restatement and
‘Share based payments’, no adjustment to previously vested options.
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Revenue

NOTES TO the CONSOLIDATED annual FINANCIAL STATEMENTS
The following reconciliations present the adjustments made to the Company’s previous GAAP financial results of operations and
financial position to comply with IFRS 1. A summary of the significant accounting policy changes and applicable exemptions are
discussed following the reconciliations.
(i) Reconciliation of deficit, equity and comprehensive income as previously reported under Canadian GAAP to IFRS

Deficit
Deficit as reported under Canadian GAAP
IFRS adjustments increase (decrease)

Dec 31,
2010

Jan 1,
2010

$ (17,655)

$ (25,046)

4(ii)

Share based payments

(a)

(863)

(498)

Deferred tax

(b)

212

-

Foreign currency translation

(c)

Deficit as reported under IFRS

Equity
Equity as reported under Canadian GAAP (1)
IFRS adjustments increase (decrease)

$

71

-

$ (18,235)

$ (25,544)

Dec 31,
2010

Jan 1,
2010

141,725

$

75,244

4(ii)

Deferred tax

(b)

212

-

Foreign currency translation

(c)

71

-

Accumulated other comprehensive income

(c)

(924)

-

Non-controlling interest

(c)

(200)

-

$ 140,884

$ 75,244

Equity as reported under IFRS
(i) Equity as reported under Canadian GAAP includes non-controlling interest.

Year ended
Dec 31, 2010

Comprehensive income
As reported under Canadian GAAP
Increase (decrease) in net income for:

$

7,391

4(ii)

Share-based payments

(a)

(365)

Deferred tax

(b)

212

Foreign currency translation

(c)

74

(c)

(924)

Increase (decrease) in other comprehensive income for:
Cumulative translation adjustment
As reported under IFRS

$ 6,388

The following discussion explains the significant differences between the Company’s previous GAAP accounting policies and those
applied by the Company under IFRS. IFRS policies have been retrospectively and consistently applied except where specific
IFRS 1 optional and mandatory exemptions permitted and alternative treatment upon transition to IFRS for first-time adopters.
The descriptive note captions below correspond to the adjustments presented in the preceding reconciliations.
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(a) Under previous GAAP, as a private company, Strad accounted for its stock-based compensation plans whereby the fair
market value of option grants was determined using a volatility rate of 0% and an estimated forfeiture rate of 0% in the
Black-Scholes pricing model.
IFRS does not provide for alternate accounting policies for private companies and requires the use of a volatility rate
based on actual company trading history or the average of the volatility rates of its closest related peer group as well as the
application of an estimated forfeiture rate. Accordingly, upon transition to IFRS, the Company recorded an adjustment
of $498 thousand to increase contributed surplus to recognize the increase in share-based payments expense with the
offset charged to deficit. The Company elected to use the IFRS 1 exemption whereby the share-based payment expense
for options that had vested prior to January 1, 2010, were not required to be retrospectively restated. The application of
IFRS for share-based payments resulted in a $365 thousand decrease to the Company’s previous GAAP net income for the
twelve months ended December 31, 2010. Therefore, the total impact to deficit at December 31, 2010, was an increase of
$863 thousand.
(b) Deferred tax has been adjusted to reflect the tax differences arising from the differences between IFRS and previous
GAAP for temporary differences arising on intercompany sales of assets. The adjustment arises from differing tax rates
between Canada and the United States. During the twelve months ended December 31, 2010, the application of the IFRS
adjustments to the tax provision resulted in a $212 thousand decrease to the Company’s deferred income tax expense and a
corresponding increase to the Company’s previous GAAP net earnings.
(c) Under previous GAAP, the functional currency for the Company’s US subsidiary was determined to be the CDN dollar,
consistent with the parent’s functional currency. Under IFRS, it was determined the functional currency of the Company’s
US subsidiary changed from the CDN dollar to the USD dollar in the third quarter of 2010 when revenue generated by
the US subsidiary increased substantially as a percentage of total consolidated revenue. The change in functional currency
resulted in a decrease in property, plant and equipment of $1.3 million, a decrease in prepaid expenses of $41 thousand, a
decrease in non-controlling interest of $200 thousand, a decrease in accumulated other comprehensive income of
$924 thousand, net of $295 thousand deferred tax adjustment, and a decrease in deficit of $283 thousand.
(iii) 	Adjustments to the statement of financial position
The transition from Canadian GAAP to IFRS resulted in the following reclassifications to the opening statement of
financial position:
(a) The net book value of computer software was reclassified to intangible assets upon transition resulting in a decrease in
property, plant and equipment of $248 thousand at January 1, 2010, and $342 thousand at December 31, 2010.
(b) Under IFRS, all deferred tax assets and liabilities are required to be classed as long-term. Therefore, upon transition, an
adjustment was made to reclassify the deferred tax asset of $2.4 million from current to long-term assets at January 1, 2010,
and $697 thousand at December 31, 2010.
(iv) 	Adjustments to the statement of cash flows
The transition from Canadian GAAP to IFRS had no significant impact on cash flows generated by the Company except
that, under IFRS, cash flows relating to interest are classified as operating, investing or financing in a consistent manner
each period. Under Canadian GAAP, cash flows relating to interest payments were classified as operating.

5. Business combinaton
On May 1, 2011, the Company acquired substantially all of the capital assets of a private oil and gas service company, which
complements the Company’s existing rental fleet. The Company paid total consideration of $4.25 million cash and recorded
$53 thousand of transaction costs in SG&A. Total revenue related to the acquired assets since acquisition of $2 million
is included in consolidated revenue. Pro forma financial results of the private company have not been included as it is
impracticable to separate the financial results of the acquired assets from non-acquired assets of the private company from
the beginning of the reporting period.
The estimated fair value of the assets acquired using the acquisition method were as follows:
Equipment
Non-compete intangible asset

$ 4,200
50
$ 4,250
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6. Inventories
As at
December 31,
2011
Raw materials

$

Work in progress
Finished goods

As at
December 31,
2010

As at
January 1,
2010

7,526

$ 10,913

$ 10,792

179

1,358

1,217

245

2,900

5,926

7,950

15,171

17,935

The cost of inventories recognized as expense and included in ‘Operating expenses’ amounted to $52.3 million
(2010 - $14.9 million).
During the year the Company recorded a write-down of inventories to net realizable value of $412 thousand
(2010 - $700 thousand).

7. Notes receivable
As at
December 31,
2011
Three-year note receivable

$

Ninety-day note receivable
Less: Current portion

As at
December 31,
2010

1,000

$

As at
January 1,
2010

-

$

-

1,035

-

-

(1,352)

-

-

-

-

683

On December 12, 2011, the Company sold its investment in Strad Controls Ltd. (see note 18). As part of the consideration, the
Company received a ninety-day, non-interest bearing note receivable for $1.0 million due March 11, 2012, and a second $1.0 million
three-year note receivable due December 12, 2014. The repayment terms of the three-year note call for monthly blended payments
of principle and interest of $30 thousand commencing January 12, 2012, and ending December 12, 2014. The three-year note bears
interest at 5.0% compounding monthly.

8. Property, plant & equipment
Cost
Land

As at January 1, 2010

$

-

Buildings

$

221

Automotive
equipment

$

3,021

Furniture &
fixtures

$

966

Computers

$

1,003

Tools &
equipment

$

5,457

Capital expenditures

-

143

69

124

222

975

Divestitures

-

-

(252)

(15)

(19)

(35)

Transfers

-

(11)

157

-

-

(1)

Foreign currency translation

-

-

-

(5)

(5)

(6)

-

353

2,995

1,070

1,201

6,390

As at December 31, 2010
Capital expenditures

172

-

2,655

688

542

3,321

Divestitures

-

-

(686)

(72)

(121)

(1,030)

Transfers

-

-

668

-

-

8

Foreign currency translation

-

-

(3)

8

(10)

4

Assets held for sale
As at December 31, 2011

-

(43)

(938)

(684)

(260)

(2,897)

172

310

4,691

1,010

1,352

5,796
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Leasehold
improvements

Surface
equipment

$ 1,521

$ 32,604

255

38,446

-

-

40,234

(3)

(751)

(86)

(742)

(1,903)

Transfers

-

(3,249)

4,085

(2,102)

(1,121)

Assets under finance lease

-

-

3

2,422

2,425

As at January 1, 2010
Capital expenditures
Divestitures

Foreign currency translation

Surface
equipment

$

Automotive
equipment

9,351

$

Total

8,709

$

62,853

-

(1,446)

-

(14)

(1,476)

1,773

65,604

13,353

8,273

101,012

Capital expenditures

323

66,881

1

5,023

79,606

Divestitures

(167)

(187)

(354)

(2,170)

(4,787)

Transfers

As at December 31, 2010

(641)

1,257

(3,126)

(254)

(2,088)

Assets under financial lease

-

-

-

-

-

Foreign currency translation

1

1,624

-

52

1,676

(713)

(2,900)

-

(4,331)

(12,766)

576

132,279

9,874

6,593

162,653

Assets held for sale
As at December 31, 2011

Accumulated Depreciation
Land
$

Buildings
$

Automotive
equipment
$

Furniture &
fixtures
$

Computers
$

Tools &
equipment
$

-

96

1,831

671

762

3,533

Depreciation

-

69

333

143

198

1,056

Divestitures

-

-

(149)

(15)

(13)

(15)

Transfers

-

-

41

-

-

2

Foreign currency translation

-

-

(10)

-

(1)

-

-

165

2,046

799

946

4,576

Depreciation

-

81

923

185

221

1,039

Divestitures

-

-

(624)

(50)

(106)

(931)

Transfers

-

-

406

-

-

1

Foreign currency translation

-

-

-

-

-

6

Assets held for sale

-

(11)

(823)

(650)

(233)

(2,610)

-

235

1,928

284

828

2,081

-

125

1,190

295

241

1,924

As at December 31, 2010

-

188

949

271

255

1,814

As at December 31, 2011

172

75

2,763

726

524

3,715

As at January 1, 2010

As at December 31, 2010

As at December 31, 2011
Net book value
As at January 1, 2010
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Assets Under Finance Lease
Leasehold
improvements

As at January 1, 2010

$

Depreciation

706

Surface
equipment

$

202

8,176

Surface
equipment

$

6,151

2,902

Automotive
equipment

$

Total

3,366

$ 22,043

1,661

1,262

11,075

Divestitures

(1)

(175)

(28)

(548)

(944)

Transfers

(2)

(1,094)

204

(272)

(1,121)

-

(161)

-

3

(169)

905

12,897

4,739

3,811

30,884

Depreciation

252

13,639

1,325

1,847

19,512

Divestitures

(104)

(34)

(271)

(1,433)

(3,553)

Transfers

(402)

(906)

(1,214)

(71)

(2,186)

-

(619)

-

9

(604)

Foreign currency translation
As at December 31, 2010

Foreign currency translation
Assets held for sale
As at December 31, 2011

(349)

(435)

-

(2,728)

(7,839)

302

24,542

4,579

1,435

36,214

Net book value
As at January 1, 2010

815

24,428

6,449

5,343

40,810

As at December 31, 2010

868

52,707

8,614

4,462

70,128

As at December 31, 2011

274

107,737

5,295

5,158

126,439

Customer
relationships

Patent and
technology
asset

Noncompetition
covenants

Computer
software

Total

9. Intangible assets
Cost

As at January 1, 2010

$

20,558

$

2,995

$

1,942

$

804

$

26,299

Capital expenditures

-

-

-

267

267

Divestitures

-

-

-

(14)

(14)

20,558

2,995

1,942

1,057

26,552

Capital expenditures

-

-

-

768

768

Divestitures

-

-

-

(194)

(194)

Transfers

-

-

-

(98)

(98)

Foreign currency translation

-

-

-

4

4

(13,358)

(1,095)

(1,142)

(490)

(16,085)

7,200

1,900

800

1,047

10,947

As at December 31, 2010

Impairment
As at December 31, 2011

53
Patent and
technology
asset

Noncompetition
covenants

Computer
software

Total

8,485

$ 1,071

$ 1,331

$ 556

$ 11,443

2,850

300

353

166

3,669

-

-

-

(6)

(6)

11,335

1,371

1,684

716

15,106

2,479

290

234

293

3,296

Divestitures

-

-

-

(146)

(146)

Transfers

-

-

-

-

-

Customer
relationships

As at January 1, 2010
Amortization
Divestitures
As at December 31, 2010
Amortization

Foreign currency translation

$

-

-

-

6

6

(7,811)

(648)

(1,135)

(473)

(10,067)

6,003

1,013

783

396

8,195

12,073

1,924

611

248

14,856

As at December 31, 2010

9,223

1,624

258

341

11,446

As at December 31, 2011

1,197

887

17

651

2,752

Impairment
As at December 31, 2011
Net book value
As at January 1, 2010

10. Goodwill
Management reviews the performance of the business based on its operating segments, which prior to December 1, 2011,
were Production Services, Drilling Services and Corporate. Goodwill is monitored at the operating segment level and prior to
December 1, 2011, $18.7 million and $17.3 million was allocated to Production Services and Drilling Services, respectively.
On December 1, 2011, the Company announced its strategic decision to dispose of the Production Services Division. The
disposition of the Production Services Division was completed January 12, 2012. Included in ‘Income (loss) from discontinued
operations’ on the Statement of Income are the ‘Loss on sale of investment in subsidiary’ and ‘Loss on fair value less costs to sell
of assets of disposal group classified as held for sale’. The aforementioned losses include the removal of all goodwill attributable
to the aggregated cash-generating unit, the Production Services Division, totaling $18.7 million as the amount was no longer
recoverable (see note 18).
In conjunction with the sale of Production Services, management reviewed the remaining operating segment, Drilling Services, and
determined new operating segments were required. The Company’s new operating segments are Canadian Operations, U.S. Operations,
Product Sales and Corporate, as outlined in note 21. As at December 31, 2011, the aggregate carrying amount of goodwill is
$17.3 million, and has been allocated to the Canadian Operations and U.S. Operations segments based on relative fair values.

December 31,
2011
Canadian Operations
U.S. Operations
Total

$

7,675
9,602
17,277

The recoverable amount of all CGU’s has been determined based on value-in-use calculations. It was concluded that the recoverable
amount determined using a value-in-use calculation exceeded the carrying amount in both segments, and therefore no impairment
was recorded.
Value-in-use was determined by discounting the future cash flows generated from the continuing use of the operating segments.
Value-in-use in 2011 was determined similarly as in 2010. Future cash flows were projected over the remaining useful life of the
primary assets within each CGU, which is greater than 5 years, using the estimated growth rates shown below.
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The key assumptions used for value-in-use calculations in 2011 are as follows:
Gross Margin

25% - 77%

Growth rate

5% - 20%

Discount rate

18%

Projected gross margins and growth rates are based on historical costs and current and projected market conditions in both Canada
and the U.S.

11. Bank indebtedness
On July 26, 2011, the Company entered into a three year banking syndication credit agreement maturing on July 26, 2014. The
terms of the agreement allow for the Company to borrow up to $100 million by way of a $15 million operating facility and an
$85 million revolving facility, both subject to borrowing base margin requirements based on the Company’s trade receivables,
inventory and net book value of fixed assets. Monthly payments are interest only and the facility is secured by a general security
agreement over the Company’s assets. The syndicated facility bears interest at a variable rate which is dependent on the Company’s
funded debt to Earnings Before Interest, Taxes, Depreciation and Amortization (“EBITDA”) ratio. Based on the Company’s
current funded debt to EBITDA ratio, the interest rate on the credit facility is bank prime plus 1.25% on prime rate advances and
at the prevailing rate plus a stamping fee of 2.25% on bankers’ acceptances. At December 31, 2011, the overall effective rate on the
operating facility was 4.30%. At December 31, 2011, $5.6 million was drawn on the operating facility.

12. Accounts payable and accrued liabilities
As at
December 31,
2011
Accounts payable

As at
December 31,
2010

As at
January 1,
2010

16,993

$ 19,197

$ 9,939

13,819

7,558

3,142

30,812

26,755

13,081

As at
December 31,
2011

As at
December 31,
2010

As at
January 1,
2010

$

Accrued liabilities

13. Long-term debt

Revolving facility

$

23,500

$

-

$ 10,000

Committed cash flow loan

-

-

4,801

Less: Current portion

-

-

(3,587)

23,500

-

11,214

As at December 31, 2011, the Company had access to the maximum available $85 million revolving facility (see note 11) of which
$23.5 million was drawn. Monthly payments are interest only with the principle due July 26, 2014. The overall effective rate on the
revolving facility at December 31, 2011, was 4.34%.

14. Obligations under finance lease
As at
December 31,
2011
Equipment under finance lease
Less: Current portion

$

7,665

As at
December 31,
2010

As at
January 1,
2010

$ 9,944

$ 9,722

(4,383)

(4,662)

(3,957)

3,282

5,282

5,765

55

Minimum lease payments for equipment under finance lease for the next five years are as follows:

December 31,
2011
2011

$

December 31,
2010

-

$

5,096

2012

4,742

3,993

2013

2,237

1,219

2014

1,137

512

2015

209

-

2016

-

-

8,325

10,820

Total minimum lease payments
Less: Amounts representing future interest at annual rates between
0.12% and 10.8%

(660)

(876)

7,665

9,944

Included in ‘Liabilities of disposal group classified as held for sale’ are Obligations under finance lease totaling $1.1 million
(see note 18).

15. 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, 2011, there are no Class B, C, D, E or F shares outstanding.

b) Issued and outstanding
Year ended
December 31, 2011

Year ended
December 31, 2010

Number of
shares

Amount $

Number of
shares

Amount $

Balance, beginning of period

37,246,384

157,071

20,149,380

99,091

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)

Shareholder loans

-

118

-

(1,460)

Share issue costs

-

(147)

-

(3,988)

Future income taxes
Total common shares, end of period

-

-

-

1,021

37,246,384

157,042

37,246,384

157,071

c) Share-based compensation
Options to purchase common shares may be granted by the Board of Directors to directors, officers and employees of the
Company. The Company has two option plans. In November 2010, the Board of Directors approved a new stock option plan
with options with a term of five years and each stock option provides the employee with the right to purchase one common share.
Options vest one-third on each of the first, second and third anniversary dates of the grant date.
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As part of the Company’s obligation under finance lease as described above, the Company had access to a bank lease facility of
$10 million under the previous credit agreement. On July 26, 2011, the Company entered into a three year banking syndication
agreement maturing on July 26, 2014. The existing bank lease facility was not renewed as part of the syndication agreement and
existing leases will continue to be repaid in fixed monthly payments for the remainder of the lease terms. The bank leases bear
interest at fixed market rates and at December 31, 2011, the overall effective rate was 5.48%.
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Options granted under the previous plan have a term of six years and 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.

December 31,
2011

December 31,
2010

Outstanding
options

Weighted
average
exercise price

Outstanding
options

Weighted
average
exercise price

1,826,667

$4.05

1,219,500

$4.96

Granted

619,000

$4.09

670,500

$2.50

Forfeited – vested

(35,333)

$5.70

(38,666)

$5.88

(200,835)

$3.36

(24,667)

$5.43

$4.10

1,826,667

$4.05

Balance, beginning of period

Forfeited – unvested
Balance, end of period

2,209,499

Details of the exercise prices and expiry dates of options outstanding and exercisable at December 31, 2011, are as follows:

December 31, 2011
Outstanding
options

Weighted
average
exercise price

Remaining
contractual
life (years)

Vested
options

$2.50 - $3.99

574,500

$2.50

4.01

15,750

4.01

$2.50

$4.00 - $4.99

1,022,999

$4.05

3.36

268,668

2.45

$4.00

$5.00 - $5.99

475,000

$5.45

0.62

475,000

0.62

$5.45

137,000

$6.50

1.01

137,000

1.01

2,209,499

$4.10

Exercise
Price

$6.00 - $6.99

Remaining
Weighted
contractual
average
life (years) exercise price

$6.50

896,418

$5.12

Vested
options

Remaining
Weighted
contractual
average
life (years) exercise price

December 31, 2010
Outstanding
options

Weighted
average
exercise price

Remaining
contractual
life (years)

$2.50 - $3.99

664,500

$2.50

5.02

-

-

$0.00

$4.00 - $4.99

526,167

$4.00

3.59

110,417

3.15

$4.00

$5.00 - $5.99

475,000

$5.45

1.62

475,000

1.62

$5.45

$6.00 - $6.50

161,000

$6.50

2.01

107,320

2.01

$6.50

1,826,667

$4.05

Exercise
Price

692,737

$5.38

The Company recognized compensation expense of $796 thousand (2010 - $558 thousand) during the year ended
December 31, 2011, based on the Black-Scholes option pricing model with the following assumptions: risk free interest rate
between 2% and 4%, expected volatility between 40.45% and 55.96% and zero expected dividends.

d) Contributed surplus
December 31,
2011
Balance, beginning of year

$

2,221

December 31,
2010
$

1,661

Share-based payments expense - continuing operations

643

558

Share-based payments expense - discontinued operations

153

-

-

2

3,017

2,221

Share repurchases
Balance, end of year

57

Year Ended
December 31,
Basic weighted average shares outstanding
Dilutive effect of stock options
Dilutive effect of convertible debentures
Diluted weighted average shares outstanding

2011

2010

36,692,058

21,405,667

305,505

244,865

-

2,602,407

36,997,563

24,252,939

16. Employee benefits expense
Included in ‘Operating expenses’ and ‘Selling, general and administration’ are the following employee benefits expenses:

December 31,
2011
Wages and benefits

$

33,002

December 31,
2010
$

19,464

The Company does not have a pension plan and no other post-employment benefits were paid in the year.

17. Income taxes
December 31,
2011
Current income tax expense (recovery)

$

Deferred income tax expense
Income tax expense

3,271

December 31,
2010
$

(336)

7,291

3,962

10,562

3,626

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,
2011
Net income from continuing operations before income taxes
and non-controlling interests
Income taxes at statutory rate (2011 – 26.5%, 2010 – 28%)

$

31,762
8,417

Permanent differences

(250)

Prior period amendments

(280)

Adjustments related to filed and amended tax returns
Tax in higher rate foreign jurisdictions
Change in income tax rates
Other
Income tax expense (recovery)

December 31,
2010
$

10,338
2,894
145
-

603

(610)

2,145

900

(61)
(12)
10,562

(9)
306
3,626

The Company has provided for deferred 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.
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The components of deferred income taxes are as follows:

As at
December 31,
2011
Property, plant and equipment

$

Intangible assets

(28,828)

As at
December 31,
2010
$

(556)

Allowance for doubtful accounts

(11,926)
(2,823)

168

Prepaids and accruals

465

(846)

Goodwill
Deferred revenue

-

-

(175)

-

572

Share issue costs

584

820

Lease obligations

1,581

2,332

17,268

5,475

Loss carry-forwards
Other

(164)

Deferred tax liability (net)

273

10,793

4,987

Deferred income tax assets are recognized for tax loss carry-forwards to the extent that the realization of the related tax
benefit through future taxable profits is probable. The Company recognized deferred income tax assets of $17.3 million
(2010 - $5.5 million) in respect of losses amounting to $42.2 million (2010 - $14.3 million) that can be carried forward
against future taxable income and is due to expire between 2029 and 2030.
The Company has temporary differences in respect of its investments in Canadian and foreign subsidiaries for which no deferred
taxes have been recorded. As no taxes are expected to be paid in respect of the temporary differences related to its Canadian
subsidiaries and foreign subsidiaries, the Company has not determined the amount of those temporary differences.

18. Discontinued operations and disposal groups held for sale
Discontinued operations
On December 1, 2011, the Company announced its decision to initiate the sale of its Production Services Division (the “Division”).
On December 12, 2011, the Company sold its 100% shareholding in Strad Controls Ltd. (“Controls”) for proceeds of $8 million
consisting of $6 million cash and $2 million in notes receivable (see note 7). The results and cash flows of the subsidiary are
disclosed as a discontinued operation in accordance with IFRS.

December 31,
2011

December 31,
2010

Analysis of the results of discontinued operations:

Revenue
Expense

$

26,543

$

28,682

25,383

28,550

1,160

132

Tax expense

184

(364)

Income after tax of ordinary activities of discontinued operations

976

496

Income from ordinary activities of discontinued operations

Impairment of goodwill

(8,196)

-

Impairment of intangible assets

(1,771)

-

(945)

-

452

-

Pre-tax (loss) recognized on sale of investment in subsidiary
Tax recovery
After-tax (loss) income

(9,484)

496
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December 31,
2010

The net cash flows attributable to the
operating, investing and financing activities
of discontinued operations:

Operating cash flows

$

(61)

$

(274)

Investing cash flows

167

(293)

Financing cash flows

(364)

(47)

Total cash outflow

(258)

614

Disposal group held for sale
On December 1, 2011, the Company announced its strategic decision to dispose of the Production Services Division. On
January 12, 2012, the Company sold its 100% shareholding in Strad Production Services Ltd. and Sunwell Industries Ltd.
(“Production”). With the sale of Production, the Company completed the sale of the Division. The results and cash flows of
the subsidiary are disclosed as a discontinued operation in accordance with IFRS.

December 31,
2011

December 31,
2010

Analysis of the results of discontinued operations:

Revenue

$

Expense

39,404

$

39,694

(Loss) income from ordinary activities of discontinued operations
Tax expense (recovery)
(Loss) income after tax of ordinary activities of
discontinued operations
Impairment of goodwill
Impairment of intangible assets
Pre-tax (loss) recognized on re-measurement of assets of disposal
group to fair value less costs to sell
Tax recovery
After-tax (loss) income

35,466
34,748

(290)

718

190

(98)

(480)

816

(10,531)

-

(4,247)

-

(6,190)

-

1,080

-

(20,368)

December 31,
2011

816

December 31,
2010

The net cash flows attributable to the operating, investing
and financing activities of discontinued operations:

Operating cash flows
Investing cash flows
Financing cash flows
Total cash outflow

$

36
(350)

$

932
(1,809)

25
(289)

(221)
(1,098)

The Company has reclassified the assets and liabilities of the disposal group as held for sale in accordance with IFRS.
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December 31,
2011
Assets of disposal group classified as held for sale

$

14,056

Trade receivables

8,301

Inventory

5,552

Prepaids and other

203

Liabilities of disposal group classified as held for sale

$

6,988

Bank indebtedness

205

Accounts payable and other

4,971

Income taxes payable

394

Deferred revenue

282

Current and long-term finance lease obligations

1,136

Consolidated statement of income from discontinued operations
December 31,
2011
Income from ordinary activities of discontinued operations

$

870

December 31,
2010
$

850

Tax (recovery)

374

(462)

Income after taxation of ordinary activities of discontinued operations

496

1,312

Impairment of goodwill
Impairment of intangible assets
Pre-tax (loss) recognized on re-measurement of assets of disposal
group to fair value less costs to sell
Pre-tax (loss) recognized on sale of investment in subsidiary
Tax recovery
After-tax (loss) income from discontinued operations

(18,727)

-

(6,018)

-

(6,190)

-

(945)

-

1,532

-

(29,852)

(1)

1,312

(1) All of the (loss) income from discontinued operations is attributable to owners of the parent.

December 31,
2011
Current income tax expense from discontinued operations

$

541

December 31,
2010
$

31

Deferred income tax (recovery) from discontinued operations

(1,699)

(493)

Income tax (recovery) expense from discontinued operations

(1,158)

(462)

19. Commitments
The Company has operating lease commitments for equipment and buildings for the next five years as follows:

December 31,
2011
2011

$

-

December 31,
2010
$

2,877

2012

4,023

2,422

2013

3,082

1,412

2014

2,292

921

2015

2,251

1,093

2016 and thereafter

5,160

-

16,808

8,725

Included in commitments are operating leases totaling $3.7 million related to a subsidiary that was sold subsequent to year-end
(see notes 18 and 26).
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December 31,
2011
Trade receivables

$

December 31,
2010

(7,766)

Inventory
Prepaid expenses
Income taxes receivable

$

(23,974)

7,221

2,764

(1,376)

(1,906)

241

(46)

Accounts payable and accrued liabilities

4,057

13,674

Deferred revenue

(1,142)

3,268

Income taxes payable

3,356

36

Net working capital change of disposal group held for sale

(9,673)

-

Net working capital change on sale of subsidiary

(8,009)

-

(13,091)

(6,184)

21. Segment information
The Executive Management team is the Company’s chief operating decision-maker. Management has determined the operating
segments to be Canadian Operations, U.S. Operations, Product Sales and Corporate based on the information reviewed by the
Executive Management team for the purposes of allocating resources and assessing performance.
The Executive Management team views the business as two separate sources of revenue. The primary source of revenue is
generated from the Company’s core business of providing flexible drill-site infrastructure solutions to exploration and production
companies in the oil and gas industry. The Company’s core business is split geographically between Canada and the U.S. The
Company’s second source of revenue, product sales, is derived from manufactured product sales to external customers, third party
equipment sales to existing customers plus sales of equipment from the Company’s existing fleet to customers.
The Corporate segment consists of costs incurred to operate a public company, including a portion of the Executive Management
team, corporate accounting, rent and utilities and external professional services. A portion of corporate costs directly related to the
Company’s core business are allocated to either Canadian or U.S. Operations.
The Executive Management team assesses the performance of the operating segments based on EBITDA results. Interest expense
is allocated to the operating segments based on the portion of lending required to fund capital expenditures during the year.
During 2010, the Company’s operating segments consisted of Drilling Services, Production Services and Corporate. On
December 1, 2011, the Executive Management team made the strategic decision to sell the Company’s Production Services Division
in order to focus on organic growth in its core business. As a result, the Executive Management team further detailed the Company’s
Drilling Services Division into the operating segments discussed previously. As a result, 2010 comparatives have been restated.

For the year ended
December 31, 2011

Canadian
Operations

U.S. Operations

Product Sales

Revenue

$ 58,021

$ 63,860

$ 66,391

10,699

7,872

268

Depreciation and amortization

$

Corporate

Total

-

$ 188,272

359

19,198

Net interest expense
Earnings before income tax and noncontrolling interests
Income tax expense (recovery)

1,298

576

8

(86)

1,796

11,399
2,813

15,772
6,005

8,653
1,204

(4,062)
540

31,762
10,562

Capital expenditures (1)

28,568

45,106

293

745

74,712

7,675

9,602

-

-

17,277

99,216

101,319

6,495

6,025

213,055

Goodwill
Total assets

(1) Capital expenditures do not include purchases of intangible assets or assets acquired under finance lease.
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Continuing
Operations

For the year ended December 31, 2011
Capital expenditures (1)
Goodwill
Total assets

$

For the year ended December 31, 2010
Revenue
Depreciation and amortization
Net interest expense
Earnings before income tax and noncontrolling interests
Income tax expense (recovery)
Capital expenditures (1)
Goodwill
Total assets

Discontinued
Operations

74,712
17,277
213,055

$

Canadian
Operations

U.S.
Operations

Product
Sales

$ 37,414

$ 30,002

$ 22,068

7,991

2,143

603

Total

(129)
14,056

$ 74,583
17,277
227,111

Corporate
-

$ 89,484

194

249

10,577

-

15

1,630

2,248

5,780
1,322

6,631
2,596

2,162
(176)

(4,235)
(116)

10,338
3,626

13,706

24,485

113

309

38,613

7,675

9,602

-

-

17,277

70,629

49,238

5,506

5,140

130,513

Continuing
Operations

For the year ended December 31, 2010
Capital expenditures (1)

$

Goodwill
Total assets

38,613

$

Total

Discontinued
Operations
$

Total

1,620

$ 40,233

17,277

18,727

36,004

130,513

60,955

191,468

Year ended
December 31,
2011

Year ended
December 31,
2010

(1) Capital expenditures do not include purchases of intangible assets or assets acquired under finance lease.

Revenue from continuing operations by geography
Canada

$

110,063

$

58,067

U.S.

78,209

31,417

Total

188,272

89,484

Year ended
December 31, 2011
Capital
assets & Other assets
goodwill

Canada

$ 68,302

$ 43,434

Year ended
December 31, 2010

Total assets

Capital
assets & Other assets
goodwill

$ 111,736

$ 43,889

$ 37,386

Total assets

$ 81,275

U.S.

78,164

23,155

101,319

36,845

12,393

49,238

Total

146,466

66,589

213,055

80,734

49,779

130,513

During 2011, the Canadian Operations segment had intercompany sales of $7.8 million (2010 - $14.5 million), not included in the
revenue figures above, to the U.S. Operations segment. Intercompany sales consist of in-house manufactured capital assets which
are sold to the U.S. Operations segment. These transactions are eliminated upon consolidation.
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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, finance leases
and long-term debt.

December 31,
2011
Operating line of credit
Long-term debt
Finance leases
Total debt
Total equity
Less: cash and cash equivalents
Total capitalization

$

5,570

December 31,
2010
$

January 1,
2010

-

$ 13,249

23,500

-

14,801

7,665

9,944

9,722

36,735

9,944

37,772

133,273

140,884

75,244

-

(8,416)

-

170,008

142,412

113,016

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, 2011, 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, loss on foreign exchange, other losses, accretion of convertible debentures, less
gain on foreign exchange, and gain on disposal of property, plant and equipment. The Company’s management uses EBITDA to
evaluate the financial performance of each division.
On December 20, 2011, the Company obtained approval to make a normal course issuer bid (the “Bid”) to purchase, from time to
time, as it considers advisable, up to 1,862,319 of its issued and outstanding common shares on the open market. Common shares
acquired by the Company under the Bid will be cancelled. As at December 31, 2011, the Company had not purchased, or engaged
an agent to begin to purchase, any of its issued and outstanding common shares under the Bid.

23. Financial instruments
The Company’s financial instruments consist of cash and cash equivalents, trade receivables, notes receivable, bank indebtedness,
accounts payable and accrued liabilities, long-term debt and obligations under finance lease. The fair value of trade receivables,
notes receivable, bank indebtedness, and accounts payable and accrued liabilities approximate their carrying amounts due to
their short terms to maturity. The Company’s long-term debt carries interest based on specified benchmark interest rates plus
a spread. The fair values of the Company’s debt obligations approximate their carrying amounts due to the fact that interest is
adjusted periodically based on changes in the relevant benchmark interest rates and there have been no significant changes in the
Company’s own credit risk.
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December 31,
2011
Fair value
amount

December 31,
2010

Carrying
amount

Fair value
amount

January 1,
2010

Carrying
amount

Fair value
amount

Carrying
amount

Loans and receivables:
Cash and cash equivalent

$

-

$

-

$

8,416

$

8,416

$

-

$

-

Trade receivables

49,466

49,466

41,700

41,700

18,547

18,547

Notes receivable

2,035

2,035

-

-

-

-

5,570

5,570

-

-

13,249

13,249

26,755

26,755

13,081

13,081

Financial liabilities:
Bank indebtedness
Accounts payable and accrued
liabilities
Long-term debt

30,812

30,812

23,500

23,500

-

-

14,801

14,801

Obligations under finance lease

7,665

7,665

9,944

9,944

9,722

9,722

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 receivables.
The vast majority of the Company’s trade receivables are customers involved in the oil and gas industry, and the ultimate collection
of trade receivables 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.

Under 30 days

December 31,
2011

December 31,
2010

$ 32,235

$ 20,005

31-60 days

12,520

10,670

61-90 days

3,000

5,325

Over 90 days

1,711

5,700

49,466

41,700

Trade receivables

As at December 31, 2011, the Company had an allowance for doubtful accounts of $0.5 million (2010 - $1.7 million) with respect
to potentially uncollectible accounts. The Company does not have a significant exposure to any individual customer or counter party
except one customer that accounted for approximately 11% of revenue from continuing operations for the year ended
December 31, 2011 (2010 – one customer for 20%). No other customer accounted for more than 10% of revenue from
continuing operations during the year ended December 31, 2011.
No credit limits were exceeded during the reporting period, and management does not expect any losses from non-performance
by these counterparties. The maximum exposure to credit risk at the reporting date is the carrying value of the trade and note
receivables. None of these financial assets, other than the $0.5 million of trade receivables above for which a reserve balance has
been taken, are past due or impaired.

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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Accounts payable and accrued liabilities
Bank indebtedness (1)
Long-term debt (1)
Obligations under finance lease

(1)

Total

2012

2013

2014

2015

2016

Less than 1
year

1 – 2 years

2 - 3 years

3 – 4 years

4 – 5 years

$ 30,812

$

-

$

-

$

-

$

-

5,894

-

-

-

-

1,021

1,021

24,078

-

-

4,742

2,237

1,137

209

-

42,469

3,258

25,215

209

-

(1) Includes principal and interest

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.
(i) 	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 USD. 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 Company does not utilize
derivative financial instruments with respect to foreign exchange. For the year ending December 31, 2011, if the exchange rate
had weakened by 1% against the Canadian dollar with all other variables constant, after tax net earnings would’ve decreased
by $148 thousand (2010 - $59 thousand). An equal and opposite impact would have occurred to after tax net earnings if the
exchange rate had strengthened by 1% against the Canadian dollar.
(ii) 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 ended December 31, 2011,
if interest rates had been 1% lower with all other variables constant, after tax net earnings for the period would have been
approximately $149 thousand higher (2010 - $154 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 ended December 31, 2011.

24. Related party transactions
Compensation of key management
Key management includes the Company’s directors and members of the Executive Committee. The compensation paid or payable
to key management for services is shown below:

Year-ended
December 31, 2011
Salaries and short-term employee benefits
Post-employment benefits

$

3,149
-

Year-ended
December 31, 2010
$

2,293
-

Other long-term benefits

-

-

Termination benefits

-

-

778

147

3,927

2,440

Share-based payments
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The timing of cash flows relating to financial liabilities are outlined in the table below:
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Loans to key management
The share purchase loans outstanding with key management are shown below:

Year-ended
December 31, 2011
Opening balance
Share purchase loans issued in 2010
Repayment of share purchase loans in 2011

$ 1,275
-

Year-ended
December 31, 2010
$

651
624

(118)
1,157

1,275

Certain key management personnel have loans outstanding totaling $1.2 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 the first three years the loan
balances are outstanding.
The opening balance of share purchase loans for the year-ended December 31, 2010, pertain to share purchase loans issued during
the year-ended December 31, 2009.

25. Comparative figures
Certain information provided for prior periods has been reclassified to conform to the presentation adopted in 2011. Discontinued
operations, with the exception of ‘Assets of disposal group classified as held for sale’ and ‘Liabilities of disposal group classified as
held for sale’, have been reclassified to conform to the presentation required in 2011 under IFRS 5, Non-current assets held for sale
and discontinued operations. Operating segments from the previous period have been reclassified to conform to the presentation
adopted in 2011.

26. Events after the reporting period
On January 12, 2012, the Company completed the sale of its Production Services Division with the sale of its 100% shareholding
in Strad Production Services Ltd. (“Production”) to a related party, being a former executive of the Company (see note 18). The
Company received proceeds of $8.4 million consisting of $7.4 million cash and a $1 million note receivable.
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