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First Quarter Interim Report
For the Three Months Ended July 31, 2006

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)

This Management Discussion and Analysis (MD&A") dated September 27, 2006 focuses on key
statistics from the consolidated financial statements for Dalmac Energy Inc. for the first 3 month
guarter of fiscal 2007, (Q1'07), ended July 31, 2006 and pertains to known risks and uncertainties
relating to the oilfield services industry where Dalmac operates. This discussion and analysis
should be read in conjunction with the Company 's corresponding financial statements for the same
period and should not be considered all-inclusive, as it excludes changes that may occur in
general economic, political and environmental conditions. The MD&A and financial statements for
earlier periods should also be considered relevant and are available on the System for Electronic
Document Analysis and Retrieval ("SEDAR") at www.sedar.com.

Forward-looking information

Statements in this MD&A relating to matters that are not historical facts are forward looking
statements. Such forward-looking statements may involve known and unknown risks and
uncertainties which may cause the actual results, performances or achievements of the Company
to be materially different from any future results implied by such forward looking statements. Some
af the risks that may cause actual resulls to vary are described under the "Business Risks " section
References in this MD&A to “Dalmac”, the “Corporation”, “Company”, “us”, “we” and “our”
mean Dalmac Energy Inc. and its subsidiaries 750761 Alberta Lid. and McClelland Oil Services
Inc.

Corporate Overview

Dalmac Energy Inc. is a provider of “hot oiler”, “hydro vac”, “vacuum”, “pressure” and “tanker
truck™ services to the west central Alberta energy sector. Other products and services provided by
the Company include “methanol/glycol”, and “KCL" distribution and delivery. The Company
presently has a total of 67 service units. Dalmac has committed to a $5.0 million procurement of
new equipment, via direct purchase and or lease, which is expected to be delivered by the third
quarter of fiscal 2007 (Q3°07). This latest purchase will increase the number of service units to 89.

On April 30, 2005 the Company changed its year end date from December 31 to April 30 resulting
in a 16 month year for the financial period ended April 30, 2005. This new year end date represents
the basis on which all future financial reporting will be done. This change of year end further
impacted the quarterly comparisons resulting in dissimilar quarters. Therefore, in order to reflect a
more accurate comparison of quarters, the Company has used the term “Period Ended”. (See
Summary of Quarterly Results)

Revenue

The 3 month revenue for Q1°07 decreased by $0.6 million to $2.2 million or 22% from the $2.8
million reported in the comparative period last year. Revenues were mainly impacted by an early
thaw and wet spring which resulted in more road closures than last year. The Q1 quarter is
traditionally the slowest quarter due to spring breakup. Because of this, the Company historically
schedules the majority of its operating equipment for overhaul and annual recertification during
this period. This does, on occasion, result in job turn downs because various equipment can be out
of commission during this interval. Other issues such as holiday scheduling, employee recruitment



and training can also effect the utilization of equipment. The cumulative effect of the
aforementioned decreased revenues by 22% compared to the previous year. Concurrent with the
reduced activity Dalmac also managed to reduce it’s direct costs by $0.6 million or 26% from the
$2.2 million reported last vear.

Gross Margin

At Q1°07, the gross margin decreased marginally by $33.579 to $560.379 or 5% from the
$592,958 in the previous year. The decrease in gross margin is a reflection of both lower activity
levels primarily due to spring breakup conditions and the other issues mentioned in the previous

paragraph.

General and Administrative (“G&A™) Expenses

General and administrative (“G&A™) costs, which represent all non-direct operational costs, were
reduced by $0.2 million, or 19%, to $0.8 million from the $1.0 million reported in the previous
vear. Wages & Benefits decreased $0.1 million, or 25%, to $0.3 million from the $1.0 million
reported last year. Total G&A decreased by 19% and direct costs decreased by 26%. Improved
efficiencies and cost controls enabled Dalmac to decrease costs and expenses in and amount
proportionately greater than the 22% decrease in revenue.

Amortization of Property and Equipment

Amortization of property and equipment, decreased by $14,885 to $203.234, or 7%, from the
$218,119 in the previous year. Amortization is dependant on the timing of additions and

dispositions to any property and equipment.

Interest Expense

In Q1'07, the interest expense for long term and callable debt decreased by $3,987 to $67,307 or
6% from the $71,294 last vear. At July 31, 2006 the long term debt interest was $62,031.05 and
the interest on the callable portion was $5,276.37. The long term debt is for equipment purchases
and vendor take back financing which is associated with the acquisition of McClelland Oil
Services Inc. and S Young Oilfield Ltd.

Income Taxes

The Company was not in a taxable position in Q1°07. The company has utilized tax loss carry
forwards as at April 30, 2006, the benefit of which has been recognized in the consolidated

financial statements.

Summary of Quarterly Results
Q107 Q4°06 Q3" 06 Q2° 06
Period Ended Period Ended Period Ended Period Ended

Jul 31 Apr 30, Jan 31, Oct 31
(000's Cdn Dollars, except per share) 2006 2006 2005 2005
Revenue 2,195 4,018 4,533 3472
Net income (loss) (86) 535 411 30
MNet income per share - basic (0.01) 0.08 0.06 0.005
Net income per share - diluted (0.01) 0.07 0.05 0.004




Selected Period Information

Q1" 06 *Q6 05 Q5" 05 Q4" 05
Period Ended Period Ended Period Ended Period Ended
Jul 31 Apr 30, Mar 31, Dec 31

For the periods ended (Cdn Dollars) 2005 2005 2005 2004
Revenue 2,807 784 4,442 2,084
Net income (loss) (238) (-296) 628 (226)
Net income per share - basic (0.04) (0.07) 0.151 (0.04)
Net income per share - diluted (0.04) (0.07) 0.130 (0.04)

* The quarter endings do not conform 1o a normal fiscal year due to the year end changes associated with the qualifying
transaction which resulted in a 16 month vear.

Net income Q1°07 improved by $151,948 to ($85.869) or 64% from ($237,817) reported last
year. Earnings per share improved to ($0.01) from ($0.04) in the previous year.

Liguidity and Capital Resources

Dalmac’s capital requirements consist primarily of working capital necessary to fund operations,
capital expenditures related to the purchase and manufacture of operating equipment, and capital to
finance strategic acquisitions. Sources of funds to meet these capital requirements include cash
flow from operations, external lines of credit, equipment financing, term loans and equity
financings.

The Company has a banking facility of $3.0 million, which consists of a $1.5 million line of credit
and a $1.5 million demand Revolving Term Loan. The interest rate on the line of credit is a
floating rate of 1% above the bank’s prime lending rate (which prime lending rate is presently 6%)
and the rate on the term loan is a floating rate equal to 1.25% above the bank’s prime lending rate.
In addition the Company has a $4.0 million leasing line of credit with GE Canada Equipment
Financing. At July 31, 2006, bank indebtedness decreased by $210,000 to $387,000 or 35% less
than the $597,000 outstanding at the year ended April 30, 2006.

As of Q1°07, long term debt increased by $0.1 million to $2.6 million or 5% from the $2.4 million
at the vear ending April 30, 2006. The callable debt consisted of bank loans payable for equipment
purchases and remains at $200,868.

On September 27, 2005 the Company completed a short form offering of 1,428,571 units at a price
of $0.70 per unit, for a total proceeds of $1 million. Each unit consists of one common share and
one half share purchase warrant; each whole share purchase warrant entitles the holder to purchase
on additional common share at a price of $0.85 per share if exercised by September 27, 2007. The
Company also granted agents’ options to purchase a total of 142,857 units at a price of $0.70 per
unit as part of the agent’s compensation in connection with this offering.

On February 28, 2006, Dalmac completed a bought deal private placement with Research Capital
Company for total proceeds of $6,000,000 through the sale of 4,800,000 units at $1.25 per unit.
Each unit consists of one common share and one half of one common share purchase warrant of
the Company. Each common share purchase warrant entitles the holder to purchase one common
share at $1.50 and is valid for 24 months from closing. Underwriting fees consisted of 8% cash
commission on the gross proceeds with options to acquire 480,000 units at an exercise price of
$1.25, such options expire February 28, 2008.
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