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Management’s Responsibility for Consolidated Financial 
Statements 

The accompanying unaudited consolidated financial statements, and the information in the 
Management’s Discussion and Analysis are the responsibility of management and have been 
approved by the Board of Directors.  The consolidated financial statements have been prepared 
by management in accordance with Canadian generally accepted accounting principles and 
include some amounts based on management’s best estimates and judgments.  When alternative 
accounting methods exist, management has chosen those it considers most appropriate in the 
circumstances.  Management has prepared the financial information presented elsewhere in the 
Management’s Discussion and Analysis and ensured it is consistent with the financial 
statements. 
 
Dalmac Energy Inc. maintains a system of internal controls to provide reasonable assurance 
that transactions are properly authorized, financial records are accurate and reliable and the 
Company’s assets are properly accounted for and adequately safeguarded. 
 
The Board of Directors is responsible for ensuring that management fulfills its responsibility 
for financial reporting and is ultimately responsible for reviewing and approving the 
consolidated financial statements.  The Board of Directors carries out its responsibility for the 
consolidated financial statements through its Audit Committee.  The Committee meets 
periodically with management and the external auditors to review the financial statements and 
the annual report and to discuss audit, financial and internal control matters.  The Company’s 
external auditors have full and unrestricted access to the Audit Committee. 
 
 
 
 
 
Signed “John I. Babic” Signed “John Beasley” 
Chief Executive Officer Chief Financial Officer 
 
 
February 23, 2011   



 

See accompanying notes to the consolidated financial statements. 
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Dalmac Energy Inc. 
Consolidated Balance Sheet 
 
As at Jan 31, 2011          April 30, 2010 
    (unaudited)         (audited) 
Assets 
Current 
 Cash and cash equivalents $  578,402  $   -  
 Accounts receivable        6,559,970  3,361,114 
 Inventories            622,864  396,864 
 Prepaids           445,500  104,659 
          8,206,736  3,862,637 
 
Property, plant and equipment    16,167,646  16,848,679 
Intangible asset             12,500           20,000 
    
  $ 24,386,882 $ 20,731,316 
 
 
 
Liabilities 
Current 
 Bank indebtedness (Note 2) $    3,627,772  $   1,760,338 
 Accounts payable and accrued liabilities         4,483,577       3,031,756 
 Callable debt (Note 1)         3,113,270       3,226,730  
 Current portion of capital lease obligations          28,901            171,207 
 Current portion of long term debt          1,541,822       1,732,371 
 Current portion of preferred shares   152,878  152,878   
   12,948,220  10,075,280 
 
Capital lease obligations         133,217  - 
Long term debt     2,602,204  3,411,863 
Future income taxes               -  - 
Preferred shares (Note 4)         305,757  420,415 
   15,989,398  13,907,558 
 
Shareholders' Equity 
Share capital (Note 4)         8,788,772      8,766,698 
Warrants  160,800  160,800 
Contributed surplus  650,046  642,267 
Deficit      (1,202,134)  (2,746,007) 
        8,397,484  6,823,758 
 
  $ 24,386,882 $ 20,731,316 
 
 
Going concern (Note 1) 
 
 
On behalf of the Board 
 
 
Signed “John I. Babic”    Signed “Shawn Szydlowski” 
 Director    Director 
 
 
 



 

See accompanying notes to the consolidated financial statements. 
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Dalmac Energy Inc. 
Consolidated Statements of Income 
Comprehensive Income and Deficit 
 
 
 Three months Nine months 
 January 31 January 31 
 2011 2010 2011 2010 
 (unaudited) (unaudited) 
Revenue 
 Service $   7,462,525  $ 4,374,397 $ 16,545,892 $ 11,162,876 
 Product  756,781  286,231  1,396,898  622,120 
   8,219,306  4,660,628  17,942,790  11,784,997 
 
Direct costs 
 Service  4,698,306  3,184,649  10,584,176  8,940,583 
 Product  696,660  288,081  1,225,973    608,654 
   5,394,966  3,472,729  11,810,149  9,549,237 
 
Gross margin  2,824,340  1,187,898  6,132,641  2,235,760 
 
Expenses 
 Wages and benefits   432,719  539,821  1,281,945  1,622,568 
 Amortization of property,  
   plant and equipment   494,450  497,396  1,468,581  1,482,845 
 General and administrative  428,823  351,245  989,511  1,025,509 
 Interest on long term debt      76,147  76,687  243,379  210,621 
 Interest on callable debt and other     255,354  70,142  551,542  230,348 
 Interest on obligations under  
   capital lease        4,901  3,465  7,794  11,536 
 Amortization of intangible asset        2,500  2,500  7,500  7,500 
 (Gain) loss on disposal of  
   property, plant and equipment      -  (376)  38,516  (22,422) 
 Preferred shares dividend  
   expense   -  10,753  -  71,558 
   1,694,894  1,551,633  4,588,768  4,640,063 
    
 
Income/(loss) before income taxes  1,129,446  (363,735)  1,543,873  (2,404,303) 
 
Income tax recovery   -  (4,883)        -  224,573 
   
Net income/(loss) and   
 comprehensive income/(loss)  1,129,446  (368,618) $ 1,543,873 $ (2,179,731) 
 
 
Deficit, beginning of period $(2,331,580)  $ (2,801,452) $ (2,746,007) $ (990,339) 
 
Net income/(loss)  1,129,446  (368,618)  1,543,873   (2,179,731) 
 
Deficit, end of period $ (1,202,134) $ (3,170,070) $  (1,202,134) $ (3,170,070) 
 
 
 
Income/(loss) per share basic  $ 0.06 $ (0.03) $ 0.09 $ (0.17)  
Income/(loss) per share diluted  $ 0.06 $ (0.03) $ 0.08 $ (0.17)  
 (Note 5) 
   



 

See accompanying notes to the consolidated financial statements. 
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Dalmac Energy Inc. 
Consolidated Statement of Cash Flows 
 
 Three months Nine months 
 January 31 January 31 
 2011 2010 2011 2010 
 (unaudited) (unaudited) 
 
Increase (decrease) in cash and cash equivalents 
 
 Operating 
 Net gain/(loss) for period  1,129,446  (368,618) $ 1,543,873 $ (2,179,731) 

 Items not affecting cash: 
 Amortization of property,  
   plant and equipment  494,450  497,396  1,468,581  1,482,844 

 (Gain) loss on disposal  
   of property, plant   
    and equipment  -  (376)  (38,516)  (22,422) 

 Amortization of intangible  
   asset  2,500  2,500  7,500  7,500 
 Future income tax recovery  -  4,883  -  (224,573) 

 Stock based compensation  
   expense  3,692  7,267  7,779  18,163  
    1,630,088  143,054  2,989,217  (918,216) 

 Change in non-cash operating  
  working capital: 
   Accounts receivable  (1,693,192)  (966,671)  (3,198,856)  738,517 
      Inventories  (50,111)  49,384  (226,001)  (44,659)   
   Prepaids  138,504  23,746  (340,840)  92,528 

   Accounts payable and  
     accrued liabilities  891,229  1,002,902  1,451,822  856,432 
    916,518  252,415  675,342  724,602 
 Financing  

 Net proceeds from the  
   issuance of shares   (16,146)  242,371  (92,585)  242,371 

 Proceeds from long term debt    -  -  2,000,000  
 Repayment of long term debt  (288,030)  (350,362)  (1,000,207)  (1,045,667) 
 Repayment of callable debt  (146,731)  (279,759)  (113,461)  (652,772) 

 Repayment of obligations  
   under capital lease  162,120  (17,454)  (9,089)  (52,632) 

 (Repayments) advances on  
   bank indebtedness  301,098  405,000  1,867,434  (913,750) 

          
    12,311  (204)  652,092  (422,450) 
 Investing 

 Purchase of property, plant  
   and equipment  (518,628)  (60,131)  (710,516)  (59,020) 

 Proceeds on disposal of  
  property, plant and equipment  -  -  (38,516)  24,142 
 Cash paid on acquisition      -  - 
    (518,628)  (60,131)  (749,032)  (34,878) 

 
Net increase in cash and  
 cash equivalents  410,201  192,080  578,402  267,274 

 
Cash and cash equivalents 
 
 Beginning of period  168,201  274,900  -  199,706 

 
 End of period $ 578,402 $ 466,980 $ 578,402 $ 466,980 
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Dalmac Energy Inc. 
Notes to the Consolidated Financial Statements 
January 31, 2011 (unaudited) 
 
 
1.  Description of operations and going concern 
 
Dalmac Energy Inc. (the “Company”) was incorporated under the Canada Business 
Corporations Act and is listed on the TSX Venture Exchange trading under the symbol “DAL”.  
The Company is a provider of hot oiler, hydro vac, vacuum, pressure and tanker truck services 
to the oil and gas industry in west central Alberta and surrounding area. 
 
The consolidated financial statements have been prepared on a going concern basis, which 
contemplates that the Company will be able to continue operations for the foreseeable future, 
and to realize on its assets and settle its liabilities in the normal course of operations.    
 
On August 17, 2010, the Company completed refinancing its callable debt with a new 
mezzanine lender.  The facility matures in one year on August 17, 2011, and as a result the 
debt balance has been shown as a current liability in the financial statements. 
 
Management is of the opinion that the following developments will have contributed to 
maintaining the Company’s ability to continue as a going concern: 
 

 Net Income for third quarter ending January 31, 2011, of $1,129,446; 

 February 2, 2011, increased operating line of credit to $5,000,000; 

 August 17, 2010, refinanced callable debt with mezzanine financing; 

 $500,000 raised in a private placement completed in January 2010; 
 
As at January 31, 2011, the Company was in full compliance with all its financial covenants.   
 
 
 
2. Bank indebtedness 
   
On October 16, 2009, the Company signed an additional revolving loan and security 
agreement with a secondary lender for $2,000,000.  This facility is a 366 day long term 
facility with interest only payments in the first year, with an option to term out over 36 months 
at the end of the first year, or opt for a second year of interest only after which term out will 
be negotiated at 24 to 30 months.  Interest on this facility is Bankers Acceptance 90 Days 
plus 5.90%.  Principal repayment can be made at any time in increments of $100,000.   
 
The secondary lender has taken a first security interest in select equipment, with a second 
security interest in all remaining equipment.  The Company’s primary lender subrogated 
their first security position on certain assets pursuant to the new revolving loan and security 
agreement.  As of January 31, 2011, $2,000,000 had been drawn on this facility. On 
December 10, 2010, the Company agreed to a second year of interest only which will expire 
on December 11, 2011 with the following condition.  As part of the agreement, the Company 
agreed to make four principal payments of $50,000 each on March 10, June 10, September 
10, and December 10, 2011. As at January 31, 2011, the Company was in compliance with 
all required debt covenants for this facility.   

 
On August 17, 2010, the Company completed a financing arrangement with a new primary 
lender consisting of a $4,000,000 revolving operating line of credit margined on acceptable 
accounts receivable.  The new facility, which is fixed for 2 years (expiring on August 17, 
2012) carries an interest rate based on the lender’s prime plus 3.75%. Extending the facility 
for a further term(s) is negotiable.  On February 2, 2011, the Company signed an 
amendment increasing the $4,000,000 revolving operating line of credit to $5,000,000. 
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Dalmac Energy Inc. 
Notes to the Consolidated Financial Statements 
January 31, 2011 (unaudited) 
 
 
2. Bank indebtedness (cont’d) 
 
Also on August 17, 2010, the Company refinanced its callable debt with a mezzanine 
lender. The new facility consists of a $3,260,000, non-revolving term loan which bears 
interest at 24% per annum.  For the first 3 months subsequent to August 17, 2010, the 
repayment is interest only followed by monthly payments consisting of both interest and 
principle. The facility matures in one year on August 17, 2011 but the payments are based 
on a 4 year amortization. 
  
 

 

3. Capital management 
 
The Company’s strategy is to a) maintain a level of capital for operations and to sustain future 
growth of the business and b) meet the debt covenants imposed by our banking institution.  
The Company strives to maintain a healthy balance between debt and equity to ensure the 
continued access to capital to fund growth and ensure long-term viability.   
 
The Company is subject to the following externally imposed capital requirements, from its 
primary lender:  
 

 Fixed Charge Coverage Ratio of not less than 1:1 effective September 30, 
2010, calculated on a cumulative 12 month rolling forward basis and tested 
monthly. 

 

 Tangible Net Worth of not less than $6,800,000, effective October 31, 2010 and 
tested monthly. 

 
 
As at January 31, 2011, the Company was in full compliance with its covenants with its 
primary lender. 
 
The Company is satisfied that it has sufficient access to capital resources for its operations 
and to fund the future growth of the business. 
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Dalmac Energy Inc. 
Notes to the Consolidated Financial Statements 
January 31, 2011 (unaudited) 
 
 
 
4. Share capital 
 
 
Authorized: 

 Unlimited common voting shares 
 Unlimited preferred non-voting shares, issuable in series 
 
Common shares issued: 

           January 31, 2011                       April 30, 2010 
 Shares Amount Shares Amount 
  

Balance, beginning of period  17,974,522 $  8,766,698  12,974,522 $ 8,439,453 
 
Add shares issued: 
    On exercise of warrants  170,740  22,074  -                   - 
 
Issued for cash: 
    Private placement cash  -  -  5,000,000       500,000 
    Less financing costs paid 
       in cash net of future tax  -  -  -  (11,955) 

       Less deemed allocation  
          to warrants  -  -  -  (160,800) 
 

Balance, end of period  18,145,262 $  8,788,772  17,974,522  $ 8,766,698 
 

 
 
Preferred shares 
 
The preferred shares are outstanding in 142771 Alberta Ltd., a wholly owned subsidiary of 
Dalmac Energy Inc.  During the first three quarters of the year, 114,658 of the preferred shares 
were redeemed for $114,658. 
 

Preferred shares issued: 

    January 31, 2011 April 30, 2010 
 Shares Amount Shares Amount 
  

Balance, beginning of year  573,293 $     573,293  900,000 $    900,000            
Preferred shares issued   -  -  -  - 
Preferred shares redeemed  (114,658)  (114,658)  (326,707)  (326.707) 
 
Balance, end of period  458,635 $  458,635  573,293  $    573,293 

 
 
The current portion of the preferred share liability is $152,878, and the long-term portion is  
$305,757. 
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Dalmac Energy Inc. 
Notes to the Consolidated Financial Statements 
January 31, 2011 (unaudited) 
 
 
4. Share capital (cont’d) 

 
Stock options 

 

The Company has a stock option plan under which directors, officers and employees of the 
Company and its affiliates are eligible to receive stock options.  The maximum number of 
shares issuable pursuant to the exercise of outstanding options granted under the plan shall 
be 10% of the issued shares of the Company at the time of granting the options.  The 
maximum number of common shares optioned to any one optionee shall not exceed 5% of 
outstanding common shares of the Company and options granted under the plan may not 
exceed five years.  The exercise price of each option shall be determined by the directors at 
the time of grant but shall not be less than the price permitted by the policy or policies of the 
stock exchanges on which the Company’s common shares are then listed. 
 

On August 26, 2010 the Company granted 306,000 options to its employees under the stock 
option plan.  These options are vested equally over three years starting August 26, 2010.  
The fair value of the options granted was calculated using the Black-Scholes option pricing 
model.  The fair value of the options was calculated using a risk free interest rate of 1.18%, 
the expected life of the options was five years and the expected volatility was 125%.   
 
The total cost of options vested in the current year resulted in stock-based compensation 
expense and an addition to contributed surplus of $7,779 (2010 - $18,163). 
 
 
5.     Income/(loss) per share 
 
The following table sets forth the computation of basic and diluted Income/(loss) per share: 
 
 Three months Nine months 
 January 31 January 31 
 2011 2010 2011 2010 
 

   
The effects of the 956,000 (2010 – 775,000) stock options outstanding are not included in the 
diluted income/(loss) per share calculation as the impact would be anti-dilutive. 
 
 

Numerator for basic and diluted 
Income/(loss) per share: 

    

Net Income/(loss) attributable to 
common shareholders 

$1,129,446   $(368,618) $1,543,873 $(2,179,731) 

     
Denominator for basic and 
diluted Income/(loss) per share: 

    

Basic weighted average common 
shares outstanding 

18,019,290   13,300,609 17,989,445   13,083,218 

Diluted weighted average common 
shares outstanding 

20,441,468   13,300,609 18,690,798   13,083,218 

     
Basic Income/(loss) per share $ 0.06 $ (0.03) $ 0.09 $ (0.17) 
Diluted Income/(loss) per share $ 0.06 $ (0.03) $ 0.08 $ (0.17) 
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Dalmac Energy Inc. 
Notes to the Consolidated Financial Statements 
January 31, 2011 (unaudited) 
 
 
6.     Subsequent events  
 
On February 2, 2011, the Company signed an amendment increasing the $4,000,000 
revolving operating line of credit to $5,000,000 with its primary lender. 
 


