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MANAGEMENT’S REPORT TO UNITHOLDERS 
 
 
MANAGEMENT’S RESPONSIBILITY TO UNITHOLDERS 
 
The financial statements are the responsibility of the management of Petrowest Energy Services Trust.  They have been 
prepared in accordance with generally accepted accounting principles, using management’s best estimates and 
judgments, where appropriate. 
 
Management is responsible for the reliability and integrity of the financial statements, the notes to the financial statements, 
and other financial information contained in this report.  In the preparation of these statements, estimates are sometimes 
necessary because a precise determination of certain assets and liabilities is dependent on future events.  Management 
believes such estimates have been based on careful judgments and have been properly reflected in the accompanying 
financial statements. 
 
Management is also responsible for ensuring that management fulfills its responsibilities for financial reporting and internal 
control.  The Board is assisted in exercising its responsibilities through the Audit Committee of the Board, which is 
composed of three non-management directors.  The Committee meets periodically with management and the auditors to 
satisfy itself that management’s responsibilities are properly discharged, to review the financial statements and to 
recommend approval of the financial statements to the Board. 
 
PricewaterhouseCoopers LLP have audited Petrowest Energy Services Trust’s consolidated financial statements in 
accordance with generally accepted auditing standards and provided an independent professional opinion.  The auditors 
have full and unrestricted access to the Audit Committee to discuss their audit and their related findings as to the integrity 
of the financial reporting progress. 
 
 
                                        
“Kenneth N. Drysdale” “Lloyd A. Wiggins” 
 
 
Kenneth N. Drysdale Lloyd A. Wiggins 
President and Chief Executive Officer Chief Financial Officer 
 
 
March 18, 2008 
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Petrowest Energy Services Trust 
Consolidated Balance Sheets                             
 
 

 
(In thousands of dollars) 

As at 
December 31, 2007 

As at 
December 31, 2006 

Assets   
Current assets  

Cash and cash equivalents 215 9,312   
Accounts receivable 44,281 38,498 
Prepaid expenses and other 1,906 1,517 
Inventory        5,800            3,454 

 52,202 52,781 
   
Property and equipment (note 5) 118,441 91,298 
Intangible assets (note 6) 24,502 53,438 
Goodwill (note 7) 49,402          98,068 
Future income taxes (note 11) 698                    - 
   
 245,245        295,585 

Liabilities   

Current liabilities   
Accounts payable and accrued liabilities 28,758 20,296 
Corporate taxes payable 17 - 
Distributions payable 953 3,245 
Purchase consideration payable (note 4(a) and 4(c)) -   6,422 
Current portion of obligations under capital leases (note 8)          489                87 

 30,217 30,050 
   
Obligations under capital leases (note 8) 797 169 
Revolving bank term loan (note 8) 82,000         15,000 
Future income taxes (note 11) 10,739                  - 

 123,753         45,219 

Unitholders’ Equity   

Units (note 9) 292,879 257,279 
Warrants (note 9) 270 - 
Contributed surplus - 358 
Accumulated (loss) earnings (133,694) 3,379 
Accumulated distributions to unitholders    (37,963)       (10,650) 
 121,492       250,366 
   
 245,245       295,585 
Commitments and contingency (notes 4(c) and 13)   

 
See accompanying notes to the audited consolidated financial statements 
 
 
Approved on behalf of the board: 
                                                                                                                                                                                 
 
                 
“Ken Drysdale”                                                              “Mark Schweitzer”     
Director      Director                                     
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Petrowest Energy Services Trust 
Consolidated Statements of Earnings (Loss), Compreh ensive Earnings (Loss) and 
Accumulated Earnings (Loss)     
For the year ended December 31, 2007 and for the 17 9 day period ended December 31, 2006                                
 

 
 
 
(In thousands of dollars) 

For the year  
ended 

December 31, 2007 

For the 179 days 
ended 

December 31, 2006 (1) 
  
Revenue  158,683 46,736 
   
Expenses   

Operating expenses 127,246 32,842 
General and administrative 5,249 1,798 
Interest  5,439 273 
Amortization of property and equipment 28,954 5,824 
Amortization of intangible assets    10,777   2,785 
Impairment of goodwill and intangible assets (notes 6 and 7) 107,015 - 

   

  284,680 43,522 
   
  (125,997) 3,214 
Other income   

Gain (loss) on disposal of property and equipment (1,178) 78 
Interest income         143        87 

   
Net earnings (loss) and comprehensive earnings (loss)  
before taxes 

 
(127,032) 

 
3,379 

   
Future income tax expense (note 11)     10,041 - 
   
Net earnings (loss) and comprehensive earnings (los s) (137,073) 3,379 
   
Accumulated earnings (loss) - beginning of period     3,379         - 
   
Accumulated earnings (loss) - end of period (133,69 4)  3,379 
 
Net earnings (loss) per unit - basic and diluted (n ote 9) ($4.39)  $0.12 
 

 
See accompanying notes to the audited consolidated financial statements 
(1) Commercial operations of the Trust commenced September 7, 2006 
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Petrowest Energy Services Trust 
Consolidated Statements of Cash Flows                        
For the year ended December 31, 2007 and for the 17 9 day period ended December 31, 2006   

       
 
 
 
(In thousands of dollars) 

For the year  
ended 

December 31, 2007  

For the 179 days 
ended 

December 31, 2006 (1) 

Cash provided by (used in)    
Operating activities   
Net earnings (loss) for the period (137,073) 3,379 
Items not affecting cash  
         Amortization of property and equipment 28,954 5,824 
         Amortization of intangible assets 10,777 2,785 

 Impairment of goodwill and intangible assets (notes 6 and 7) 107,015 - 
         Unit-based compensation (recovery) (note 10) (358) 358 
         Units issued for services 72 - 
         Future income taxes 10,041 - 
         Loss (gain) on disposal of property and equipment     1,178       (78) 
 20,606 12,268 
Changes in non-cash working capital   
        Accounts receivable             6,475 (850) 
        Prepaid expenses and other 2,055 (837) 
        Inventory (1,872) 704 
        Accounts payable and accrued liabilities (577) (7,295) 
        Income taxes payable   (1,036) - 
   25,651     3,990 
Financing activities   
        Unitholder distributions  (26,393) (7,405) 
        Issue of trust units – net of costs - 129,628 
        Repayment of capital lease obligations (275) - 
        Proceeds from revolving term bank loan   80,000   15,000 

Repayment of revolving term bank loan (13,000) - 
   40,332 137,223 
Investing activities   

Acquisition of acquired companies net of working    
   capital adjustments and costs (note 4(b)) 

 
(52,027) 

 
(95,114) 

Retirement of acquired debt - (22,698) 
Business alliance (note 4(c)) (2,074) - 
Purchase of property and equipment (18,067) (18,474) 
Proceeds on property and equipment disposals 4,231 4,385 
Purchase price adjustment    (7,143) - 

  (75,080) (131,901) 
   

Increase (decrease) in cash and cash equivalents (9,097) 9,312 
Cash and cash equivalents, beginning of period     9,312             - 
Cash and cash equivalents, end of period        215      9,312 
 
Supplementary cash flow information 

  

Interest paid 5,439 273 
Income taxes paid - - 
   

Non cash transactions   
Property and equipment financed by capital leases 1,305 256 
Units issued on acquisition (note 4(b)) 32,316 127,651 
Warrants issued (note 9) 270 - 
Subordinated unit distributions applied to promissory notes 225 - 

 
See accompanying notes to the audited consolidated financial statements. 
 

(1) Commercial operations of the Trust commenced September 7, 2006 



Petrowest Energy Services Trust 
Notes to Consolidated Financial Statements                 
 (Tabular amounts in thousands of dollars unless otherwise stated, except per unit amounts) 
 

6 

1 Nature of the Organization 
 

Petrowest Energy Services Trust (“Petrowest” or the “Trust”) is an open-ended unincorporated 
mutual fund trust established under and governed by the laws of the Province of Alberta pursuant 
to the Deed of Trust dated July 6, 2006. The comparable year end information included in these 
consolidated financial statements reflects the 179 day period from July 6, 2006 to December 31, 
2006.  Petrowest did not commence commercial operations until September 7, 2006 with the 
Trust commencing trading on the Toronto Stock Exchange on that same date under the trading 
symbol PRW.UN.  
 

2 Summary of Significant Accounting Policies   
 
a) Basis of presentation 

 
The consolidated financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles (“GAAP”). Management is required to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the consolidated financial statements 
and the reported amounts of revenues and expenses for the period reported.  Actual results could 
differ from these estimates.  Such estimates include amortization of property and equipment, 
recoverability of accounts receivable, valuation of assets included in acquisitions and impairment 
of goodwill, intangibles and property and equipment as well as estimates of temporary differences 
between accounting and tax values which affect the measurement of future income tax assets 
and liabilities.  Management has prepared the consolidated financial statements within the 
framework of the Trust’s accounting policies summarized below. 
 
The consolidated financial statements for the year ended December 31, 2007 have been 
prepared on a going concern basis which contemplates the realization of assets and settlement of 
liabilities in the normal course of operations.  
 
 
b) Financial instruments 
 
On January 1, 2007, the Trust adopted the new CICA Handbook sections 3855 - Financial 
Instruments – Recognition and Measurement, 1530 – Comprehensive Income, and 3865 – 
Hedges.  The financial instruments standard establishes the recognition and measurement 
criteria of financial assets, financial liabilities and derivatives. All financial instruments are 
required to be measured at fair value on initial recognition of the instrument, except for certain 
related party transactions. Measurement in subsequent periods depends on whether the financial 
instrument has been classified as held-for-trading, available-for-sale, held-to-maturity, loans and 
receivables, or other financial liabilities as defined by the standard. 
 
Financial assets and financial liabilities held-for-trading are measured at fair value with changes 
in those fair values recognized in net earnings (loss). Financial assets available-for-sale are 
measured at fair value, with changes in those fair values recognized in other comprehensive 
earnings (loss). Financial assets held-to-maturity, loans and receivables and other financial 
liabilities are measured at amortized cost using the effective interest method of amortization. The 
methods used by the Trust in determining the fair value of financial instruments are unchanged as 
a result of implementing the new standard. 
 
The Trust has no financial instruments or activities that give rise to other comprehensive earnings 
(loss).  The Trust’s cash and cash equivalents are designated as held-for-trading and are 
measured at carrying value, which approximates fair value due to the short-term nature of these 
instruments. Accounts receivable are designated as loans and receivables and recorded at 
amortized cost, which approximates fair value due to the short term nature of the instrument. 
Accounts payable and accrued liabilities, distribution payable, obligations under capital leases 
and the revolving bank term loan are designated as other liabilities and are recorded at cost.  The  
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Notes to Consolidated Financial Statements                 
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fair value of accounts payable and accrued liabilities approximate their carrying values due to the 
short term nature of these instruments.  The fair value of obligations under capital lease and the 
revolving bank term loan approximate their carrying values as the interest rates applicable to 
these instruments reflect current market rates.  Financing costs relating to all financial 
instruments are expensed as incurred. 
 
c) Accounting Changes 

 
The CICA issued five new accounting standards which will be incorporated into the Trust’s 
consolidated financial statements effective January 1, 2008.  Section 1400 “General Standards of 
Financial Statement Presentation” will require management to make an assessment of the Trust’s 
ability to continue as a going concern. Section 1535 “Capital Disclosures” requires the disclosure 
of the Trust’s objectives, policies and processes for managing capital.  Section 3031 “Inventories”   
replaces Section 3030 and establishes standards for the measurement and disclosure of 
inventories.  Section 3862 “Financial Instruments – Disclosures” and Section 3863 “Financial 
Instruments – Presentation” will replace Section 3861 and will require increased disclosure of 
financial instruments. 
 
All Canadian public entities will be required to comply with the International Financial Reporting 
Standards (“IFRS”) which will be transitioned in over the next three years.  The first interim IFRS 
based consolidated financial statements will be effective the first quarter of 2011. The Trust will 
be following the transitional guidance provided by the Canadian Accounting Standards Board in 
the implementation of the IFRS. 

 
d) Inventory 

 
Inventory consists of gravel, spare equipment parts, tires, materials and supplies and is valued at 
the lower of cost and net realizable value with the cost being determined on a first-in, first-out 
basis. 

 
e) Property and Equipment 
 
Property and equipment recorded on the acquisition of “Acquired Companies” and “Newly 
Acquired Companies” has been recorded at the estimated fair value of the assets as at the date 
of acquisition.  All other property and equipment acquisitions are recorded at cost less 
accumulated amortization.  
 
Amortization is applied to reduce the value of property and equipment to its estimated residual 
value over its estimated useful life on a declining balance basis annually at the following rates: 
 
 Buildings, portable buildings and fencing    2% - 10% 
 Heavy equipment      5% - 25% 
 Vehicles       25% - 35% 
 Trailers        5% - 25% 
 Equipment       15% - 40%  
 Office furniture and equipment     20% - 30% 
 Communications, computer hardware and software  30% - 60% 
 Equipment under capital lease     20% - 67% 
 Leasehold Improvements     Lease Term 
 
Management tests the recoverability of property and equipment when events or changes in 
circumstances indicate the carrying amount may not be recoverable.  If it is determined the 
estimated fair value net recoverable amount is less than the carrying amount, a write-down to the 
asset’s fair value is recognized with the fair value becoming the new cost basis. 
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f) Equipment under construction 
 

Certain modifications are required to capital assets prior to the asset being placed in service.  
Amortization is recorded from the date the asset is placed in service. 
 
g) Intangible Assets 
 
Intangible assets are comprised of acquired customer relationships, brand and trade names, 
assembled workforce, and non-competition agreements.  They are amortized over their useful 
lives on a straight line basis, which is estimated between 5 and 10 years.  Intangible assets are 
tested for impairment when events or changes in circumstances indicate the carrying amount of 
the intangible is not recoverable and exceeds its fair value. 
 
h) Goodwill 
 
Goodwill represents the excess of the purchase price of the “Acquired Companies” and “Newly 
Acquired Companies” over the fair value of net assets acquired and liabilities assumed.  Goodwill 
is tested for impairment on an annual basis unless events or changes in circumstances indicate 
that the carrying value may not be recoverable and exceeds its estimated fair value.  The test for 
impairment is a two-step process by first identifying if there is a potential impairment and then by 
measuring the amount of impairment to be recognized.  In the first step of the impairment test the 
fair value of each business segment is compared with its carrying amount which includes 
goodwill. The next step of measuring the impairment is done if the carrying amount exceeds fair 
value. The fair value of goodwill for each business segment is determined by allocating the fair 
value of the business unit to the identifiable assets and liabilities as if the business segment had 
been acquired in a business combination for a purchase price equal to its fair value.  The excess 
of the fair value of the business segment over the amounts assigned to the identifiable assets and 
liabilities is the implied fair value of the goodwill.  The excess of the carrying amount of goodwill 
over the implied value of goodwill is the impairment amount which is charged to earnings in the 
period in which it occurs.  Goodwill is stated at cost less impairment and is not amortized.�
 
i) Revenue Recognition 
 
Petrowest’s services are generally sold based upon contractual agreements or purchase orders 
with customers that include fixed or determinable prices based upon daily, hourly or job rates.  
Revenue is recognized when services are rendered or over the rental period and when collection 
can be reasonably assured.  Mobilization revenue is included in certain contracts where 
Petrowest is either paid an up-front fee or a fee blended with the services.  The up-front fee is 
recognized using the percentage of completion method.  If the mobilization and services are 
combined, the fees are recorded as the service is provided using a percentage of completion 
method and any up-front mobilization costs are deferred and recognized as revenue is earned. 
 
j) Income taxes 
 
On June 12, 2007, the legislation implementing the new tax on publicly traded income trusts and 
limited partnerships (the “SIFT tax”), referred to as “specified investment flow-through” (“SIFT”) 
entities (Bill C-52), received third reading in the House of Commons and on June 22, 2007, the 
Bill received Royal Assent. As a result, the tax was considered to be enacted for accounting 
purposes in June 2007.  

 
Under the SIFT tax, distributions will not be deductible for income tax purposes by SIFTs in 2011 
and thereafter and any trust level taxable income will be taxed at rates approximating the 
corporate income tax rate currently estimated to be 29.5% in 2011, 28.0% in 2012 and beyond, 
based upon a 13.0% provincial tax rate and a federal tax rate of 16.5% reducing to 15.0% in 
2012.  On February 26, 2008, the Minister of Finance released the federal budget (the “Budget”).  
The Budget proposes to replace this 13.0% provincial tax rate  
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with the applicable provincial income tax rates for each province in which the SIFT has a 
permanent establishment, based on a provincial allocation formula.  Assuming the amendment 
contained in the Budget becomes law, the SIFT tax will reduce the amount of cash available to 
the Trust to distribute to its Unitholders by an amount equal to 26.5% in 2011 (and by 25.0% in 
2012 and thereafter) for revenue generated in Alberta where approximately 85% of the Trust’s 
revenue is currently generated.  

 
For accounting purposes, as the SIFT tax was enacted in the second quarter of 2007, Petrowest 
recorded a non-cash charge to future income taxes to reflect the temporary differences between 
the book and tax basis of assets and liabilities expected to be remaining in the Trust in 2011.   
 
The Trust follows the liability method of accounting for future income taxes. Under this method, 
future income tax assets and liabilities are determined based on differences between the 
accounting basis and tax basis (“temporary differences”), and are measured using the tax rates 
expected to apply when these temporary differences reverse.  The effect of changes to these 
balances are recognized in income in the period in which the change occurs. 
 
k) Stock Based Compensation 
 
Options to purchase Trust units granted under the Unit Option Plan are described in note 10 of 
these consolidated financial statements. Unit based compensation is recognized in accordance 
with the fair value based method of accounting. Compensation expense for unit options awarded 
under the plan is measured at estimated fair value at the grant date. This is calculated using a 
binomial valuation model and is recognized as a unit based compensation expense over the 
vesting period of the options granted.  
 
l) Per Unit Amounts 
 
Basic per unit amounts are calculated using the weighted average number of units outstanding 
during the period.  Diluted per unit amounts are calculated by adding potentially dilutive option 
units to the weighted average number of units outstanding during the period based on the 
treasury stock method.  Under this method, the diluted weighted average number of units is 
calculated assuming the proceeds obtained on the exercise of dilutive option units are purchased 
at the average market price of Trust units for the period.  
 
m) Cash and cash equivalents  

 
Cash and cash equivalents are comprised of cash and highly liquid short term investments having 
an initial term of less than three months.   
 

3  Seasonality   
 

Petrowest’s operations are conducted primarily in northern Alberta in addition to northeast British 
Columbia and are susceptible to the impacts of the seasons.  The first quarter is subject to frozen 
conditions and periods of extreme cold and snow. This is typically one of the most active quarters 
for Petrowest, as oil and gas exploration and development and drilling activity focuses on areas 
located in muskeg and swamp type conditions not normally accessible in a non-frozen state.  The 
second quarter is generally the slowest quarter for Petrowest’s operations, as the milder spring 
conditions result in soft, wet ground generally requiring the implementation of road bans which 
prevent heavy load transportation on roadways.  The third quarter should reflect increased activity 
levels and typically generates revenues that fall somewhere in the range between quarters one 
and two with work relating to oil and gas projects in areas that do not entail access through 
muskeg.  Quarter four starts out similar to the summer activity and ramps up as the ground 
freezes and access is permitted.  
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4 Acquisitions          
 
a) September 7, 2006 Acquisitions 
 
Pursuant to a prospectus dated August 28, 2006, Petrowest issued Units of the Trust and used 
the proceeds, through its subsidiaries, to acquire 100% of the outstanding shares of Safetymaster 
Rentals Corporation, R Bee Crushing Ltd., Wales Contractors Ltd., Roy Larson Construction Ltd., 
Gordon Bros. Construction Ltd., 404434 Alberta Corporation, Murtron Hauling Ltd., Neuwest 
Equipment Rentals Inc., Northern Tractor Sales and Rentals Co. Ltd. and their affiliates 
(“Acquired Companies”). The acquisition of the Acquired Companies was completed September 
7, 2006.  
 
The Acquired Companies have been accounted for using the purchase method with the assets 
acquired and liabilities assumed recorded at their estimates of fair value.  An allocation of the 
consideration is as follows: 
 
Net assets acquired         
Cash acquired on acquisition 6,115 
Accounts receivable 37,648 
Prepaid expenses 680 
Inventories 4,158 
Accounts payable and accrued liabilities (27,257) 
Income taxes payable (215) 
Property and equipment 82,699 
Intangibles 56,223 
Goodwill 97,949 
 258,000 

 
Consideration paid  

Net cash to vendors  103,284 
Cash repayment of working capital adjustments (2,055) 
Purchase price adjustment 6,422 
Retirement of long-term debt and capital lease obligations        22,698 
 130,349 
Trust Units  (12,765,094 units issued) 127,651 
 258,000 

       
There is a dispute with Northern Tractor associated with the valuation of certain working capital 
items and the valuation of redundant assets retained by the vendor. The total disputed amount is 
approximately $800,000. This amount has been classified as a contingent gain and has not been 
recognized for purposes of the calculation of the purchase price adjustment due to the uncertainty 
relating to collectability. Arbitration of these amounts is expected to occur over the next number of 
months and adjustments may be required to the purchase price to reflect this contingent gain, if 
any. 
 
b) May 18, 2007 Acquisitions 
 
On May 18, 2007, Petrowest acquired all of the outstanding shares and shareholder loans of 
Cutbank Trucking Ltd. and Cutbank Transport Ltd. (collectively, “Cutbank”), Jim Moffatt 
Construction Ltd. and 921639 Alberta Ltd., (collectively, “Jim Moffatt Construction”), Quigley 
Contracting Ltd., 529805 B.C. Ltd. and LMQ Enterprises Ltd., (collectively, “Quigley Contracting 
Ltd.”), Rick's Mechanical Services Ltd. and Tri-Dave Gravel Sales Ltd. (collectively, the "Newly 
Acquired Companies").   
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The Newly Acquired Companies have been accounted for using the purchase method with the 
assets acquired and liabilities assumed recorded at their estimates of fair value.  An allocation of 
the consideration is as follows: 
 
Net assets acquired        
Cash acquired on acquisition 8,993 
Accounts receivable 12,258 
Prepaid expenses and other 2,444 
Inventories 474 
Accounts payable and accrued liabilities (9,039) 
Income taxes payable (1,053) 
Property and equipment 42,134 
Intangibles 15,186 
Goodwill 21,939 
 93,336 

 
Consideration paid   

Net cash to vendors  50,869 
Acquisition costs 760 
Retirement of long-term debt and capital lease obligations         9,391 
 61,020 
Trust Units  (4,351,622 units issued)(1)      32,316 
      93,336 

(1) For the purposes of calculation of the aggregate consideration, the trust units have been attributed a value of $7.4261 
each, being the five day volume weighted average price before the closing date. 

c) Business Alliance June 18, 2007 
 
On June 18, 2007 Petrowest executed agreements documenting a memorandum of 
understanding, effective May 1, 2007, with the Woodland Cree First Nations (“WCFN”). Petrowest 
agreed to provide a combination of services on a revenue sharing basis within the WCFN on their 
traditional lands for a period of 5 years.  In conjunction with the agreements, Petrowest 
purchased the road construction equipment assets of the WCFN.  The total cash consideration 
paid or payable for the assets and the contractual rights was $4,000,000.  Petrowest paid 
$2,000,000 in cash on closing, retired $1,424,623 of equipment debt and paid the remaining 
$575,377 post closing amount in the fourth quarter. 

 
The Trust also issued to the WCFN, 300,000 warrants to acquire Petrowest units at a strike price 
of $7.47 per unit.  The warrants expire May 1, 2008.  The warrant consideration was valued at 
$270,000 using a Black-Scholes pricing model (note 9). 
 
Petrowest has accounted for the transaction as follows: 
 
Net assets acquired:  
    Value of business alliance 2,344 
    Less non-cash consideration paid – value of warrant consideration (270) 
 2,074 
    Fair value of equipment         1,926 
         4,000 
  
Cash consideration paid:  
    Initial cash consideration 2,000 

Post closing cash consideration 575 
    Settlement of equipment debt         1,425 
         4,000 
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In addition, the Trust has agreed to provide services in kind valued at market rates to assist in the 
potential construction and development of a community centre subject to certain conditions being 
fulfilled and capped to a maximum of $1,000,000.  
 

5 Property and Equipment  
                                                         

 
2007 

 
Cost 

Accumulated 
Amortization 

Net Book 
Value 

Buildings, portable buildings and fencing 7,085 1,124 5,961 
Heavy equipment 123,048 26,231 96,817 
Equipment under capital lease 1,799 326 1,473 
Vehicles 4,141 1,295 2,846 
Trailers 9,386 1,510 7,876 
Equipment 3,585 1,708 1,877 
Office furniture and equipment 517 206 311 
Communications, computer hardware and  
   software 

 
1,003 

 
573 

 
430 

Leasehold improvements         47          5          42 
Subtotal 150,611 32,978 117,633 
Assets under construction        808          -         808 
 151,419 32,978 118,441 

 
 
2006 

 
Cost 

Accumulated 
Amortization 

Net Book 
Value 

Buildings, portable buildings and fencing 3,384 100 3,284 
Heavy equipment 79,712 4,625 75,087 
Equipment under capital lease 256 9 247 
Vehicles 2,561 280 2,281 
Trailers 7,746 319 7,427 
Equipment 2,282 341 1,941 
Office furniture and equipment 171 23 148 
Communications, computer hardware and  
   software 

 
445 

 
25 

 
420 

Leasehold improvements 47 1 46 
Subtotal 96,604 5,723 90,881 
Assets under construction - - 417 
 96,604 5,723 91,298 

 
6 Intangible Assets   

                          
 
2007 

 
Cost 

Accumulated 
Amortization 

Net Book 
Value 

    
Non competition agreements 36,370 28,293 8,077 
Business alliance (note 4(c)) 2,344 236 2,108 
Brand and trade names 7,965 2,573 5,392 
Customer relationships 27,074 18,149 8,925 
 73,753 49,251 24,502 
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2006 

 
Cost 

Accumulated 
Amortization 

Net Book 
Value 

    
Non competition agreements 26,786 1,688 25,098 
Business alliance (note 4(c)) - - - 
Brand and trade names 5,387 339 5,048 
Customer relationships 24,050 758 23,292 
 56,223 2,785 53,438 

 
 Non competition agreements, business alliance and brand and trade names are amortized over 5 

years on a straight line basis. Customer relationships are amortized over 10 years on a straight 
line basis. 

 
As at December 31, 2007, the Trust recorded an impairment of intangible assets totaling $35.7 
million. This impairment related to intangible assets acquired on the acquisitions of the Acquired 
and Newly Acquired Companies (see Note 4). On an operating segmented basis the amount of 
the impairment was $16.6 million in Transportation, $11.8 million in Construction, $5.4 million in 
Rentals and $1.9 million in Civil.  On an intangible asset basis the impairment was $20.0 of non-
competition agreements, $0.9 of brand and trade names and $14.8 of customer relationships.  
There were several external factors which occurred during the year which precipitated the 
impairment of intangible assets such as the implementation of the SIFT legislation, Alberta royalty 
review and the price of natural gas. These factors impacted the activity in the oil and gas sector 
and demand for the Trust’s services, resulting in lower utilization of the Trust’s capacity and an 
erosion of the Trust’s enterprise value.  Management of the Trust determined the fair value of 
intangible assets on a segment by segment basis using industry standard valuation methods 
based on current market assumptions relating to the oil and gas services sector.  
 

7 Goodwill 
 

Goodwill represents the excess of purchase price of the Acquired and Newly Acquired 
Companies over the fair value of net assets acquired and liabilities assumed.  
            

 December 31,  
2007 

December 31, 
2006 

September 7, 2006 acquisitions               97,949 97,949 
Additional settlement costs 119       119 
May 18, 2007 acquisitions         21,939                   - 
Additional Settlement Costs              721                    -  
       120,728          98,068 
Impairment 71,326 - 
 49,402 98,068 

 
The additional settlement of costs of $0.7 million in the fourth quarter of 2007 was related to the 
post closing payments of costs associated with the acquisition of the Newly Acquired Companies.  
 
As at December 31, 2007, the Trust recorded an impairment of goodwill totaling $71.3 million. 
This impairment related to goodwill arising from the acquisitions of the Acquired and Newly 
Acquired Companies. On an operating segmented basis the amount of the impairment was $27.1 
million in Transportation, $27.6 million in Construction, $11.5 million in Civil and $5.1 million in 
Rentals.   There were several external factors which occurred during the year which precipitated 
the impairment of goodwill such as the implementation of the SIFT legislation, Alberta royalty 
review and the price of natural gas. These factors impacted the activity in the oil and gas sector 
and demand for the Trust’s services, resulting in lower utilization of the Trust’s capacity, and an  
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erosion of the Trust’s enterprise value.  Management of the Trust determined the fair value of 
goodwill on a segment by segment basis using industry standard valuation methods based on 
current market assumptions relating to the oil and gas services sector. 
 

8 Long Term Debt 
 

Long term debt is comprised of the revolving bank term loan and obligations under capital leases.  
On September 28, 2007, the Trust renewed and extended its $120.0 million credit facility 
available for growth capital, acquisition and working capital requirements.  Security for the facility 
is provided by a first charge debenture, a general security agreement and a general assignment 
of book debts. The credit facility has a one year revolving term ending in November of 2008 which 
may be extended for an additional 364 days at the discretion of the lender on application by the 
Trust.   
 
In the event the loan is not extended, principal is then repayable in twelve equal quarterly 
installments over 36 months commencing ninety days after the end of the revolving term. Interest 
is payable monthly at floating rates between prime and prime + 1.0% depending on the Trust’s 
debt to trailing twelve month EBITDA ratio.   
 
For purposes of the credit facility, the term "EBITDA" is defined as: consolidated net earnings 
before income taxes, interest expense, amortization of property and equipment and amortization 
of intangible assets and excluding non-cash income and expenses and extraordinary items.  
Current EBITDA levels require payment of interest at prime plus 1.0%. 
 
Obligations under capital leases are repayable in monthly payments ranging from $867 to 
$14,665 per month including interest rates ranging from nil to 6.7% and maturing on various 
dates to 2011.  Included in the payments of obligations under capital leases is imputed interest of 
$69,000. 
 

 December 31, 2007  December 31, 2006 

Revolving bank term loan 82,000 15,000 

Obligations under capital lease 1,286 256 

 83,286 15,256 
Less current portion of obligations under capital 
   lease 489 87 

 82,797 15,169 
 
Estimated principal repayment of long term debt as follows:   
2008 489 
2009 27,836 
2010 27,628 
2011 27,333 
2012 - 
 83,286 
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9 Unitholders’ Capital 
  
 Authorized 

 

The Trust is authorized to issue an unlimited number of Trust units.  Holders of Trust units are 
entitled to receive monthly distributions to the extent declared by the Trust’s Board of Trustees in 
priority to any distribution payments on the Subordinated Units. 
 
    For the year ended  For the 179 days ended 

    December 31, 2007         December 31, 2006                            
   Units  Amount  Units Amount 

     

Balance, beginning of period 26,765,094 255,769 - - 
Units issued for cash, net of issue costs   14,000,000 128,118 
Units issued on acquisitions (Note 4) 4,351,622 32,316 12,764,094 127,651 
Issued for services rendered 10,000 72 - - 
Units issued under DRIP 629,592 2,987 - - 
 31,756,308 291,144 26,765,094 255,769 
Subordinated units issued for cash 1,510,000 1,510 1,510,000 1,510 
Subordinated units issued for    
   promissory notes 

- 3,020 - 3,020 

Less amount issued for promissory  
   notes (net of repayment) 

 
- 

 
(2,795) 

 
- 

 
(3,020) 

 1,510,000 1,735 1,510,000 1,510 
Balance, end of period 33,266,308 292,879 28,275,094 257,279 
Weighted average units for period –  
   basic and diluted 

 
31,202,093 

  
28,275,094 

 

 

Prior to the initial public offering, the Trust issued to various insiders an aggregate of 1,510,000 
subordinated units at a price of $3.00 per Subordinated unit, $4,530,000 in the aggregate, which 
was satisfied by payment of $1.00 in cash and $2.00 by way of a three-year promissory note that 
may be forgiven at the option of the Trust over three years if the subscriber remains as a director, 
officer or employee of Petrowest. No amounts have been forgiven to date. Holders of 
Subordinated units have the right to convert into Trust units on a one-for-one basis at any time 
after the end of the first fiscal year ending on or after December 31, 2008 if the Trust has earned 
EBITDA of at least $47.0 million and paid distributions of at least $1.20 per Trust unit for such 
fiscal year. 
 
On June 27, 2007 the Trust issued 300,000 warrants at a strike price of $7.47 per unit expiring 
May 1, 2008 as partial consideration for entering into the business alliance with WCFN (note 4 
(c)). The Trust valued the warrants at $270,000. 

 
On April 27, 2007, Petrowest approved the implementation of a distribution reinvestment program 
(“DRIP”) which provided unitholders the option to reinvest cash distributions towards the 
purchase of additional units from treasury at a price equal to 95% of the average market price 
based on weighted average trading prices for the ten days prior to distribution payment date.   
The DRIP program was cancelled November 13, 2007. 
 
Units issued for the acquisition of the Acquired Companies and Newly Acquired Companies dated 
September 7, 2006 and May 18, 2007 respectively were placed in escrow subject to time release 
provisions. Escrowed units are released as to 25% on the first anniversary date of the acquisition 
and the remaining 75% on the second anniversary date. During 2007 3,880,305 escrowed units 
were released with 9,972,695 and 3,263,716 to be released in 2008 and 2009 respectively. See 
Note 4. 
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Petrowest declared distributions of $27,313,604 for the year ended December 31, 2007 to 
unitholders of record on each distribution date.  Declared distributions included $906,000 to 
subordinated unitholders.  On a per unit basis, the distributions declared for 2007 were $0.10 for 
January to June, $0.06 for July through October, and $0.03 for November and December.  No 
distributions were declared for subordinated unitholders when the distribution rate fell below 
$0.10 per unit on a monthly basis. 
 
Total distributions paid in 2007 were $26,393,097 with $2,988,099 reinvested as part of the DRIP 
program and $225,000 of the subordinated unit distributions applied to the promissory notes held 
by the subordinated unitholders.  Subsequent to December 31, 2007, distributions were 
suspended. 

 
10 Unit Based Compensation 

 
Petrowest implemented a unit option plan granting options to acquire Trust units to directors, 
officers, employees and consultants.  On September 7, 2006, 2,605,000 options were granted at 
a $10.00 per unit strike price. 
 

 On July 27, 2007, the Trust cancelled this option plan. Consequently, the previously expensed 
non cash compensation and contributed surplus in the amount of $898,000 (2007 - $540,016; 
2006 - $357,984) were reversed in the current period. The reversal has been included in general 
and administrative expenses. 

 
11 Income taxes  

 
On June 12, 2007, the legislation implementing the new tax on publicly traded income trusts and 
limited partnerships (the “SIFT tax”), referred to as (Bill C-52), received third reading in the House 
of Commons and on June 22, 2007 the Bill received Royal Assent. As a result, the tax was 
considered to be enacted for accounting purposes in June 2007. SIFTs are certain publicly traded 
income and royalty trusts and limited partnerships, which includes Petrowest.  

 
For SIFTs in existence on October 31, 2006, such as Petrowest, the SIFT tax will not be effective 
until 2011 unless certain rules related to “undue expansion” are not adhered to. Under the 
guidance provided, Petrowest can increase its total equity, subject to annual limits, to 
approximately $497.8 million by 2011 without prematurely triggering the SIFT tax.  

 
Under the SIFT tax, distributions will not be deductible for income tax purposes by SIFTs in 2011 
and thereafter and any trust level taxable income will be taxed at a rate approximating the 
corporate income tax rate currently estimated to be 29.5% in 2011 and 28.0 percent in 2012, 
based upon a 13.0% provincial tax rate and a federal tax rate of 16.5% reducing to 15.0% in 
2012.  On February 26, 2008, the Minister of Finance released the federal budget (the “Budget”).  
The Budget proposes to replace this 13.0% provincial tax rate with the applicable provincial 
income tax rates for each province in which the SIFT has a permanent establishment, based on a 
provincial allocation formula.  Assuming the amendment contained in the Budget becomes law, 
the SIFT tax will reduce the amount of cash available to the Trust to distribute to its Unitholders 
by an amount equal to 26.5% in 2011 (and by 25.0% in 2012 and thereafter) for revenue 
generated in Alberta where approximately 85% of the Trust’s revenue is currently generated. The 
resultant distributions will be considered taxable dividends to unitholders, generally eligible for the 
dividend tax credit. Distributions representing a return of capital for income tax purposes will 
continue to be an adjustment to a unitholder’s adjusted cost base of trust units.  

 
For 2007, subsequent to the implementation of the SIFT legislation, Petrowest recorded a non-
cash future income tax provision which resulted in a net charge of $10.0 million to future income  
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taxes to reflect the temporary differences between the book and tax basis of assets and liabilities 
expected to be remaining in the Trust in 2011. The majority of the temporary differences at the 
Trust level relate to the timing differences associated with property plant and equipment and 
intangibles acquired by the Trust on September 7, 2006 and May 18, 2007 as follows.  
 
 For the year ended  

December 31, 2007 
Future income tax assets  
Trust unit issue costs 698 
 698 
  
Future income tax liabilities  
Property and equipment 8,387 
Intangible assets 2,352 
 10,739 

 
12 Related Party Transactions 

 
Petrowest paid rent for the year ended December 31, 2007 and the 179 day period ended 
December 31, 2006 for office and shop space under leases entered into with certain former 
owners of businesses acquired in the amount of $2,086,816 and $512,642 respectively. Future 
lease commitments associated with the transactions are included in note 13. Transactions were 
recorded at the exchange amount which is estimated to approximate fair market value.  The Trust 
has a payable in the amount of $198,576 owing to a former owner of one of the Acquired 
Companies for monies collected in 2007 relating to revenue earned in a period prior to the 
acquisition date of September 7, 2006.   

 
13 Commitments  
 

The Trust is committed to payments under operating leases for office and shop premises and 
equipment that provide for minimum annual lease payments in the twelve month periods ending 
as follows: 

 
December 31, 2008 14,794 
December 31, 2009 10,444 
December 31, 2010 6,849 
December 31, 2011 4,005 
December 31, 2012 1,207 
Thereafter 4,015 

 
14 Segmented Information 
 

The Trust determines its reportable segments based on the structure of its operations, which are 
focused on four principal business segments – Construction, Transportation, Civil and Rentals.  
The following is selected financial information for each business segment. 
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For the year ended December 31, 2007 
 

 Construction Transportation Civil Rentals Corporate  Total 
       
Total revenue 62,244 46,123 52,243 10,214 5 170,829 
Less inter-segment revenue 3,148 4,532 1,654 2,812 - 12,146 
Revenue 59,096 41,591 50,589 7,402 5 158,683 
Operating and general and  
   administrative 

 
44,285 

 
38,616 

 
39,347 

 
4,998 

 
5,249 

 
132,495 

Interest expense 246 10 49 6 5,128 5,439 
Interest and (other income)/  
   expense 

 
133 

 
(141) 

 
(7) 

 
(6) 

 
(122) 

 
(143) 

(Gain) loss on disposal of  
   equipment 

 
529 

 
97 

 
517 

 
38 

 
(3) 

 
1,178 

Amortization 17,260 8,822 7,230 5,770 649 39,731 
Future income taxes - - - - 10,041 10,041 
Impairment of goodwill and  
   intangible assets 

 
39,389 

 
43,689 

 
13,467 

 
10,470 

 
- 

 
107,015 

       
Net earnings (loss) (42,746) (49,502) (10,014) (13,874) (20,937) (137,073) 

 
For the 179 days ended December 31, 2006                  

 
 Construction Transportation Civil Rentals Corporate  Total 
       
Total revenue 14,148 16,289 14,235 3,930 - 48,602 
Less inter-segment revenue 539 609 414 304 - 1,866 
Revenue 13,609 15,680 13,821 3,626  46,736 
Operating and general and  
   administrative 

 
9,709 

 
12,735 

 
8,838 

 
1,663 

 
1,695 

 
34,640 

Interest expense 17 16 98 2 140 273 
Interest and other income (10) (4) (10) (41) (22) (87) 
(Gain) loss on disposal of  
   equipment 

 
(4) 

 
(32) 

 
(74) 

 
25 

 
7 

 
(78) 

Amortization 2,947 2,326 1,999 1,310 27 8,609 
Future income taxes       
       
Net earnings (loss) 950 639 2,970 667 (1,847) 3,379 

 
Selected balance sheet items as at December 31, 200 7 
 
 Construction Transportation Civil Rentals Corporate  Total 

       
Current assets 39,087 22,283 27,299 (3,479) (32,988) 52,202 
Property and equipment 51,528 23,561 27,499 14,207 1,646 118,441 
Intangibles 14,306 1,786 6,784 1,626 - 24,502 
Goodwill 20,591 4,503 15,005 8,541 762 49,402 
Future income tax - - - - 698 698 
       
Total assets 125,512 52,133 76,587 20,895 (29,882) 245,245 
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Selected balance sheet items as at December 31, 2006 
 
 Construction Transportation Civil Rentals Corporate Total 
       
Current assets 12,684 14,455 20,094 (8,272) 13,820 52,781 
Property and equipment 28,543 18,782 22,212 19,932 1,412 90,881 
Intangibles 15,829 19,498 9,481 8,630 - 53,438 
Goodwill 26,762 31,504 26,211 13,591 - 98,068 

       
Total assets 83,818 84,239 77,998 33,881 15,232 295,168 

 
All transactions between segments were initially recorded at approximate market rates. Transactions 
between segments have been eliminated on consolidation. 
 
 
15 Risk Management 
 

a) Interest rate risk 
 
Interest rate risk is the risk that the value of a financial instrument will fluctuate if market interest 
rates change. The Trust is exposed to this risk with long term debt.  
 
b) Credit risk 
 
The Trust has a broad customer base over the four operating business segments.  Contracts of a 
long term nature are with established credit worthy customers. No customer represents greater 
than 10% of the Trust’s consolidated revenue for 2007.  

 
  

 
 
 


