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MANAGEMENT’S DISCUSSION AND ANALYSIS 

The following Management’s Discussion and Analysis (MD&A) of Deepwell Energy Services Trust (the 
“Trust”) has been prepared taking into consideration information available to November 13, 2009 and should 
be read in conjunction with the Trust’s unaudited consolidated financial statements as at and for the three 
and nine months ended September 30, 2009 and the audited consolidated financial statements as at and for 
the year ended December 31, 2008.  This MD&A discusses operations and events for the three and nine 
months ending September 30, 2009 and unless otherwise noted, references to the “third quarter of 2009 or 
the “quarter” in this MD&A refer to the three months ended September 30, 2009 and references to “third 
quarter of 2008 or 2008” refer to the three months ended September 30, 2008. 

The Trust is an unincorporated investment trust governed by the laws of the Province of Alberta.  The 
business of the Trust is conducted through its direct and indirect wholly owned subsidiaries, Deepwell 
Energy Services Commercial Trust, Deepwell Energy Services Ltd., and Deepwell Energy Services LP 
(“Deepwell LP”) and through its 50 percent joint interest in Palko Energy Ltd. (“Palko”), (collectively 
“Deepwell”).  The Trust and its subsidiaries are based in Calgary, Alberta and Palko is based in Midale, 
Saskatchewan, and were established to acquire and operate businesses that engage in oilfield waste 
management services.  The principal undertaking of Deepwell is to provide a variety of upstream oilfield 
water disposal and waste management services to oil and natural gas exploration and production companies 
in western Canada. 

Forward-looking statements 

Certain statements in this MD&A constitute “forward-looking” statements that involve known and unknown 
risks, uncertainties and other factors that may cause the actual results, performance or achievements of the 
Trust or Deepwell, or industry results to be materially different from any future results, performance or 
achievements expressed or implied by such forward-looking statements.  When used in this MD&A, such 
statements use such words as “may”, “will”, “intend”, “should”, “expect”, “believe”, “plan”, “anticipate”, 
“estimate”, “predict”, “potential”, “continue” or the negative of these terms or other similar terminology are 
intended to identify forward-looking statements.  Such forward looking statements include that Deepwell’s 
facilities, including Palko, will continue to add increased value.  This statement is based on the assumptions 
that current activity by Palko’s customers will continue and that Palko will be able to capitalize on such 
activity.  The risks are that drilling and production activity will not continue at current levels or that Palko will 
not be providing the required oilfield water disposal and waste management services, associated with such 
activity.  These statements reflect current expectations regarding future events and operating performance 
and speak only as of the date of this document.  The Trust’s ability to continue as a going concern is 
dependent upon its future performance in light of these risks, many of which are beyond its control.  It is also 
dependent upon its ability to renew its financing arrangements or obtain alternative financing. 
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Forward-looking statements involve significant risks and uncertainties, should not be read as guarantees of 
future performance or results, and will not necessarily be accurate indications of whether such results will be 
achieved.  A number of factors could cause actual results to differ materially from the results discussed in the 
forward-looking statements. 

Although the forward-looking statements contained in this document are based upon what management 
believes are reasonable assumptions, the Trust cannot assure investors that actual results will be consistent 
with these forward-looking statements.  These forward-looking statements are made as of the date of this 
document and the Trust does not assume any obligation to update or revise any forward-looking statements 
used in this document to reflect new events or circumstances, except as required by applicable securities 
legislation. 

Non-GAAP measures 

The financial information within the MD&A has been prepared in accordance with Canadian generally 
accepted accounting principles (GAAP).  Certain supplementary information and measures not recognized 
under GAAP are also provided where management believes they assist the reader in understanding the 
Trust’s results.  These measures include: 

• EBITDA, which refers to earnings before restructuring charges, unit-based compensation, interest & 
financing costs, taxes, depreciation, amortization, impairment of goodwill and taxes; and EBITDA per 
unit is calculated as EBITDA for the period divided by the weighted average trust units outstanding 
over the period; and 

• Funds from operations, which refers to cash flow from operating activities before changes in non-
cash working capital; and funds from operations per unit is calculated as funds from operations for 
the period divided by the weighted average trust units outstanding over the period. 

These measures are identified and presented. Readers should be cautioned, however, that these measures 
should not be construed as alternatives to measures determined in accordance with GAAP as an indicator of 
the Trust’s performance.  The Trust’s method of calculating these measures may differ from that of other 
organizations and, accordingly, may not be comparable with measures of other organizations. 

Strategy 

Deepwell is committed to building value for its unitholders through disciplined management and the 
implementation of its long-term strategy.  The core principles of Deepwell’s strategy are summarized below. 

• Focus on oilfield waste management:  Deepwell currently operates exclusively in the upstream 
oilfield waste management business.  The oilfield waste management business in western Canada 
has significant barriers to entry, which support the long-term cash flow of current and future facilities. 

• Operational efficiency:  A key objective is to attain and maintain efficient operations and a high 
standard of customer service within a safe working environment. 

• Environmental stewardship:  Deepwell intends to meet or exceed regulatory requirements and 
industry standards.  Deepwell’s facilities are audited annually by regulatory bodies, and voluntarily 
by an industry safety association, and periodically by exploration and production companies.  
Deepwell has developed innovations to enhance environmental stewardship at existing facilities. 
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Third quarter 2009 overview 

The third quarter of 2009 has been spent continuing to review operational efficiencies, renegotiating credit 
facilities with it’s lender, raising additional equity and focusing on customer service. 

Revenue increased in the third quarter of 2009 to $3.0 million from the 2009 second quarter revenue of $2.1 
million.  This was primarily a result of approximately 34% increase in volumes processed at the facilities.  
However, both pricing and volumes decreased from the 2008 third quarter revenue of $4.9 million.  
Revenues from the sale of recovered oil were $0.7 million for the 2009 quarter less than half of the $1.8 
million from the 2008 quarter.  This reduction was a result of significantly lower commodity pricing and the 
decreased volumes directly related to the depressed activity in the oil and gas sector.  Processing revenues 
for the third quarter of 2009 were $2.3 million as compared to $3.1 million for the 2008 quarter, a reflection 
also of decreased activity in the sector. 

Operating expenses of $2.0 million were incurred in the third quarter of 2009 versus $2.9 million in the 2008 
third quarter.  Since the majority of the operating expenses associated with the plants are fixed, this reduced 
the operating margin to 34% from 41% in the comparative quarter in 2008.  However, compared to the 20% 
margin realized in the second quarter of 2009 this was a significant increase. 

Capital expenditures were kept to a minimum in the quarter with the exception of the expansion work that 
continued on the Palko facility to accomodate the increased demand in its operational area. 

A loan amending agreement dated August 24, 2009 was executed during the third quarter.  This agreement 
has converted the Trust’s operating loan to a demand loan and has capped the revolving term loan at $21.2 
million.  This agreement includes both an amended EBITDA calculation and the requirement to raise an 
additional $5,000,000 in debt or equity by October 30, 2009.  This deadline was subsequently extended to 
November 30, 2009.  These funds are to be applied as a reduction in the revolving term loan with no 
associated reduction in authorization.  In August 2009, the Trust announced a $7 million refinancing 
comprised of the following: 

a) 4,206,806 units at a price of $0.90 per unit to be purchased by Gibson Energy ULC via a private 
placement with anticipated gross proceeds of $3,786,125. 

b) 2,130,935 units at a price of $0.90 per unit to be purchased by certain existing unitholders with 
anticipated gross proceeds of $1,917,842. 

This financing is anticipated to close by November 30, 2009 

c) A rights offering of up to 1,800,049 units for maximum gross proceeds of $1,296,035. Each unitholder 
will receive one right per unit held and every four rights will entitle the unitholder to purchase one unit a 
price of $0.72. 

This rights offering is anticipated to close during December 2009. 
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Selected financial information 

The following is a summary of selected financial information that has been derived from, and should be read 
in conjunction with, the unaudited consolidated financial statements of the Trust: 

Financial Highlights  For the three months ended September 30 
  2009  2008  2007 

Revenue $ 3,024,851 $ 4,861,607 $ 3,513,654 
Operating expenses  2,007,766  2,856,716  1,584,125 
Operating Margin  1,017,085  2,004,891  1,929,529 
General and administrative expenses  502,145  746,382  520,071 
EBITDA $ 514,940 $ 1,258,509 $ 1,409,458 
Per unit, basic and diluted  0.07  0.17  0.22 
Net (loss) income $ (1,454,935) $ (7,915,951) $ 215,614 
Per unit, basic and diluted  (0.20)  (1.10)  (0.03) 
Funds (used in) from operations $ (284,574) $ 316,499 $ 1,263,617 
Per unit, basic and diluted  (0.04)  0.04  0.20 
Distributions to Unitholders $ - $ 1,293,434 $ 1,284,092 
Per unit, basic and diluted  -  0.18  0.20 
Capital expenditures $ 494,536 $ 915,923 $ 2,846,290 
Weighted average Trust units       
Basic  7,200,198  7,188,139  6,324,139 
Diluted  7,200,198  7,193,174  6,327,260 
 
Financial Highlights  For the nine months ended September 30 
  2009  2008  2007 

Revenue $ 8,440,877 $ 14,727,987 $ 10,473,315 
Operating expenses  6,037,056  8,437,299  4,693,785 
Operating Margin  2,403,821  6,290,688  5,779,530 
General and administrative expenses  1,738,785  1,821,511  1,675,765 
EBITDA $ 665,036 $ 4,469,177 $ 4,103,765 
Per unit, basic and diluted  0.09  0.62  0.82 
Net (loss) income $ (4,133,298) $ (7,514,583) $ (312,442) 
Per unit, basic and diluted  (0.57)  (1.05)  (0.06) 
Funds (used in) from operations $ (665,838) $ 3,173,784 $ 3,721,924 
Per unit, basic and diluted  (0.09)  0.44  0.74 
Distributions to Unitholders $ - $ 3,876,289 $ 3,164,607 
Per unit, basic and diluted  -  0.54  0.63 
Capital expenditures $ 2,179,523 $ 4,686,106 $ 5,298,219 
Total assets, end of period $ 56,527,499 $ 60,967,069 $ 55,349,356 
Long term debt, end of period $ - $ 16,871,530 $ - 
Total liabilities, end of period $ 23,579,104 $ 22,115,466 $ 4,205,301 
Trust units, end of period $ 56,386,571 $ 56,357,672 $ 56,175,472 
Weighted average Trust units       

Basic  7,200,198  7,188,578  5,015,016 

Diluted  7,200,198  7,192,047  5,015,143 
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Included in the consolidated financial statements is Deepwell’s 50 percent joint interest in Palko Energy Ltd. 
from the date of acquisition, which was September 25, 2008.  The comparison of 2009 results with 2008 
exclude Palko operations for the nine months of 2008.  Deepwell’s proportionate share of Palko’s net 
revenue for the three and nine months ended September 30, 2009 was $0.4 million and $1.1 million and 
operating margin of $0.2 million (45%) and $0.5 million (44%).  EBITDA was $0.2 million (39%) and $0.4 
million (37%). 

Net loss for the three and nine months ended September 30, 2009 was $1.5 million ($0.20 per unit) and $4.1 
million ($0.58 per unit) as compared to the three and nine months ended September 30, 2008 of $7.9 million 
($1.10 per unit) and $7.5 million ($1.05 per unit).  There were no distributions paid to unitholders during 2009 
whereas for the 2008 periods, $1.3 million or $0.18 per unit and $3.9 million or $0.54 per unit, respectively 
were paid. 

Results of operations 

Revenue 

For the nine months ended September 30, 2009, revenue was $8.4 million versus $14.7 million in the 
comparative 2008 period.  The revenue for the nine months of 2009 was comprised from approximately 26% 
from recovered oil and 74% from processing, whereas for the nine months ended 2008 approximately 40% 
was from recovered oil and the 60% from processing.  The reduction in oil recovery results is a result of both 
decreased commodity pricing and volumes. 

Expenses 

Operating expenses 

For the nine months ended September 30, 2009, operating expenses were $6.0 million compared to $8.4 
million in the comparative period of 2008.  The operating margin for the comparative periods was $2.4 million 
for 2009 compared to $6.3 million for 2008.  This year to date operating margin declined to 28% from 43% in 
2008.  Since a majority of the costs are fixed, the margin is significantly reduced when both the prices and 
activity decline. 

General and administrative expenses 

For the three and nine months ended September 30, 2009, general and administrative expenses were $0.5 
million and $1.7 million versus $0.7 million and $1.8 million in the comparative periods in 2008.  This 
represents 17% and 21% of revenue for 2009 versus 15% and 12% in 2008.  The three and nine months 
expenses of 2009 represent the Trust’s strategy of incorporating operational efficiencies and reduction of 
staffing requirements for the current environment. 

Depreciation, amortization and accretion 

For the three and nine months ended September 30, 2009, depreciation was $1.1 million and $3.4 million 
versus $0.9 million and $2.9 million for the comparative periods in 2008.  The increase between 2009 and 
2008 is primarily as a result of depreciation expense relating to the Claresholm and Palko facilities.  
Amortization of intangibles assets consists of the amortization of completions and contracts, customer 
relationships, and non-competition agreements that were acquired with the Producers Oilfield assets in 2006. 

Interest and financing costs 

For the three and nine months ended September 30, 2009, interest and financing costs were $0.8 million and 
$1.3 million versus $0.2 million and $0.5 million for the comparative periods in 2008.  This category includes 
interest on short term and long term borrowings and fees incurred to refinance the Trust’s credit facilities with 
its bank.  Interest and financing charges increased by $0.5 million between the second and third quarters in 
2009 due to the $300,000 fee associated to the renewal of the credit facilities and legal fees associated to 
raising new equity.  In addition, the interest rate on the debt facilities has increased to prime plus 4 percent in 
2009 versus prime plus 0.625% in 2008. 
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Goodwill 

During the third quarter of 2008, the Trust performed an assessment of the carrying value of goodwill that 
had been assessed from business acquisition in 2006.  It was determined that the carrying value of goodwill 
was impaired and therefore the Trust wrote-off the entire balance of $7,157,402. 

Funds from operations 

Funds from operations, defined as cash flow (used in) from operations before changes in non-cash working 
capital, were ($0.3) million and ($0.7) million in the three and nine months ending September 30, 2009 
versus $0.3 million and $3.2 million in the comparative periods in 2008.  The continued decrease reflects the 
impact of lower oil prices, lower volumes produced, increased debt facility costs and the global down turn. 

Distributions to Unitholders 

No distributions were paid in 2009 versus $1.3 million and $3.9 million in the comparative periods in 2008. In 
December 2008, the Trust suspended all distributions to allow Deepwell to conserve cash, manage its debt 
levels and position the Trust to capitalize on future growth opportunities as the economy improves. 

Capital expenditures 

For the three and nine months ended September 30, 2009, the capital expenditures were $0.5 million and 
$2.2 million versus $0.9 million and $4.7 million in the comparative periods in 2008.  Capital expenditures 
were comparable during the second and third quarters of 2009.  The majority of the capital expenditures in 
2009 related to the re-completion of the Grande Cache disposal well at a cost of $0.8 million, expansion of 
the Palko facility at a cost of $1.1 million, and maintenance capital of $0.3 million. 

Financial security deposits 

Deepwell has issued letters of guarantee in the amount of $2.3 million (2008 - $2.3 million) to the ERCB as 
security for abandonment and reclamation of oilfield waste management facilities. 

Unitholders’ equity 

The Trust is authorized to issue an unlimited number of Trust units which carry the right to vote.  Trust units 
are redeemable at any time at the option of the unitholder.  The redemption price is equal to the lesser of 90 
percent of the average market price for the 10 days immediately prior to the date the units were tendered for 
redemption and the closing market price on the date the units were tendered for redemption.  As at 
September 30, 2009 and the date of this MD&A there were 7,200,198 Trust units issued and outstanding. 

The Trust is authorized to issue an unlimited number of Special Voting Units, which will enable the Trust to 
provide voting rights to holders of any exchangeable shares that may be issued by any direct or indirect 
subsidiaries of the Trust.  Except for the right to vote, the Special Voting Units do not confer any other rights. 
No Special Voting Units have been issued by the Trust. 

On April 10, 2007, the Trust established a distribution reinvestment plan (the “DRIP”).  The DRIP allows 
eligible unitholders of the Trust to direct that their cash distributions be reinvested in additional Trust units.  
The cash distributions will be re-invested at the discretion of Deepwell Energy Services Ltd. either by 
acquiring Trust units issued from treasury at 95 percent of the average market price (as defined  in the DRIP) 
or by acquiring Trust units at prevailing market.  This plan will be cancelled in conjunction with the raising of 
new equity. 
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Trust unit option plan 

As at September, 2009 and the date of this MD&A, a total of 435,837 options were outstanding (December 
31, 2008 – 206,004), pursuant to the Trust’s incentive unit option plan (“Option Plan”).  The options carry a 
five-year term and vest equally over a period of three years from the date of grant.  The exercise price of 
each option is based upon the weighted average trading price for a period prior to the date of grant.  The 
exercise price is adjusted downwards by 100 percent of the amount of distributions paid on outstanding Trust 
units. 

The fair value of unit options granted to employees and directors on or after August 22, 2006 is recognized 
as a compensation cost.  The impact of monthly distributions and corresponding changes in exercise price 
during the life of the options are assumed to be equal and offsetting, and so no provision is made in the 
pricing model for either factor. 

During the nine months ended September 30, 2009, a total of 534,333 trust unit options were granted at an 
average exercise price of $0.98 per unit and 304,500 options were cancelled or forfeited.  As at September 
30, 2009, 147,776 options were exercisable of the 435,837 options outstanding.  

For the three and nine months ended September 30, 2009, the Trust recognized stock based compensation 
expense of $17,157 and ($149,954) versus $94,226 and $336,165 in 2008.  During 2009, the Trust 
recognized a recovery related to the impact of options that have been forfeited or cancelled. 

Liquidity 

As at September 30, 2009, the Trust had a working capital deficit of $18.4 million of which $9.4 million is 
comprised of long term debt reclassified to current due to the breach of bank covenants (December 31, 2008 
– $15.6 million) and an accumulated deficit of $24.5 million (December 31, 2008 – $20.4 million).  During the 
third quarter, the Trust executed a loan amending agreement with its lender. See the “Credit facilities” 
section for further discussion.  Should the Trust be unable to continue as a going concern, it may be unable 
to realize the carrying value of its assets and to meet its liabilities as they become due.  The Trust's ability to 
continue as a going concern is dependent upon its ability to attain and maintain profitable operations and to 
continue to obtain financing from investors and its creditor sufficient to meet current and future obligations. 

Credit facilities 

A loan amending agreement dated August 24, 2009 was executed and includes the requirement to raise $5 
million, an amended EBITDA covenant upon closing of the new financing, and a renewal of the credit 
facilities until May 31, 2010. The lender extended the deadline for raising additional financing to November 
30, 2009 in an extension agreement dated October 22, 2009.  The terms of the facilities consist of the 
following: 

Demand loan 

The operating loan was converted to a demand loan facility with an authorized limit of $2 million. The loan 
bears interest at the lender’s prime rate plus 4 % and unused amounts are subject to standby fees of 1.5%.  
Deepwell LP is subject to quarterly financial covenants of maintaining a minimum working capital ratio of 
1.25:1; less than a 20% negative variance in actual to forecasted earnings before interest, income taxes, 
depreciation and amortization (“EBITDA”); and less than a $1,500,000 negative variance in actual equity to 
forecasted equity.  Once the $5 million in additional financing has been raised and utilized to repay the 
extendible revolving term loan, the EBITDA covenant will be amended to be less than the greater of a 20% 
negative variance or $500,000 in actual to forecasted EBITDA.  A $300,000 fee was charged upon execution 
of the loan amending agreement and is due by November 30, 2009. 
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Extendible revolving term loan 

The term loan has an authorized limit of $21,155,032 of which $18,371,530 was drawn at September 30, 
2009 and bears interest at the lender’s prime rate plus 4% with any unused amounts subject to standby fees. 
A payment of $5,000,000 is required upon closing of the rights offering with the balance being renewed until 
May 31, 2010 at which time an additional payment of $1,500,000 is required.  If the loan is not extended by 
the bank for an additional 364 day period, the balance of the loan shall be amortized over two years and 
repaid in full by May 31, 2012.   

Capital Resources 

The Trust has commitments of $0.1 million for capital expenditures as at September 30, 2009. 

Off-Balance Sheet Arrangements 

The Trust has no off-balance sheet arrangements as at September 30, 2009. 

Contractual obligations, commitments and contingencies 

The Trust is committed to the following future payments: 

2009 (remainder) $ 263,205 
2010 587,619 
2011 415,963 
2012 129,206 
2013 121,099 
Thereafter 731,178 
 $ 2,248,267 

 
 
Quarterly information 
 
 2009 2008 
 Q3 Q2 Q1 Q4 

Revenue $3,024,851 $  2,149,900 $ 3,266,126 $ 3,925,309 
Operating expenses 2,007,766 1,716,230 2,313,060 2,318,004 
Operating Margin 1,017,085 433,670 953,066 1,607,305 
General and administrative 502,145 474,095 762,545 721,903 
EBITDA 514,940 (40,425) 190,521 885,402 
     
Net income (loss) (1,454,935) $ (1,728,610) $  (949,753) $  (996,074) 
Net income (loss) per Trust unit:     

Basic and diluted ($0.20) ($0.24) ($0.13) ($0.14) 
Weighted average number of Trust units 
outstanding     

Basic 7,200,198 7,200,198 7,200,198 7,196,858 
Diluted 7,200,198 7,200,198 7,200,198 7,196,858 
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 2008 2007 
 Q3  Q2 Q1 Q4 

Revenue $  4,861,607 $ 4,738,690 $ 5,127,690 $ 3,650,736 
Operating expenses 2,856,716 2,852,930 2,727,653 1,941,216 
Operating Margin 2,004,891 1,885,760 2,400,037 1,709,520 
General and administrative 746,382 597,415 477,714 842,446 
EBITDA 1,258,509 1,288,345 1,922,323 867,072 
     
Net income (loss) $ (7,915,951) $  (271,385) $   672,753 $  (245,156) 
Net income (loss) per Trust unit:     

Basic and diluted ($1.10) ($0.04) $0.09 ($0.03) 
Weighted average number of Trust units 
outstanding     

Basic 7,188,578 7,180,086 7,173,770 7,154,344 
Diluted 7,193,174 7,184,666 7,173,770 7,154,344 

The Trust’s business is seasonal with the first and fourth quarters traditionally being the two strongest 
quarters for the industry and the second quarter being the weakest.  The underlying causes of the 
seasonality are variations in prevailing weather conditions, which in turn have effects on the ability to carry 
out field operations.  While Deepwell’s facilities remain open and accessible throughout the year, its 
customers are, at times, restricted from moving waste due to spring breakup or periods of rainfall.  In the 
Grande Cache region restrictions also occur at certain times of the year in designated wildlife areas. 

Financial instruments 

The Trust’s financial instruments include cash, accounts receivable, bank indebtedness, accounts payable 
and accrued liabilities, and credit facilities.  The carrying values of these financial instruments approximate 
their fair values due to their relatively short periods to maturity. 

The Trust’s risk management policies are established to identify and analyze the risks faced by the Trust, to 
set appropriate risk limits and controls, and to monitor risks and adherence to market conditions and the 
Trust’s activities.  The Trust has exposure to credit risk, liquidity risk and market risk as a result of its use of 
financial instruments. 

The Board of Directors has overall responsibility for the establishment and oversight of the Trust’s risk 
management framework.  The Board has implemented and monitors compliance with risk management 
policies as set out in note 11 to the unaudited interim consolidated financial statements as at and for the 
three and nine months ended September 30, 2009. 

Capital management 

The Trust’s objective when managing capital is to maintain a flexible capital structure which will allow it to 
execute acquisitions and any capital expenditure programs.  The Trust seeks to maintain a balance between 
the level of long-term debt and unitholders’ equity to ensure access to capital to fund growth and working 
capital given the cyclical nature of the oilfield services sector. 

The Trust considers its capital structure to include working capital, debt, and unitholders’ equity.  The Trust 
monitors capital based on annual funds from operations and acquisition opportunities, for which budgets are 
updated as necessary and are reviewed and periodically approved by the Trust’s Board. 
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The Trust manages its capital structure and makes adjustments by continually monitoring its business 
conditions including the current economic conditions, the risk characteristics of the Trust’s assets, the depth 
of its investment opportunities, current and forecasted net debt levels, current and forecasted commodity 
prices and other facts that influence commodity prices and funds from operations. 

The Trust has externally imposed capital requirements as governed by the credit facilities through the 
maintenance of certain bank covenants.  

Outlook 

The Trust’s recent history has provided meaningful improvements in the Trust’s overall strategic position in 
an otherwise very difficult marketplace.  During the third quarter of 2009, we had the pleasure of announcing 
Gibson’s participation in a financing in Deepwell which is anticipated to be approved by unit holders on 
November 26, 2009.  The financing will strengthen our balance sheet and provide room to manoeuvre in an 
environment which has become incredibly restrictive.  However, Gibson’s participation in Deepwell’s 
financing is not only about capital, it is about strategy for growth.  They provide us with insights into the 
market and access to opportunities we would otherwise not have.  We can, and intend to, leverage off the 
robust strategic position they hold as a result of their long history, deep customer relationships, strong 
balance sheet, and extensive midstream asset portfolio.  Gibson’s more recent market purchase of 
approximately 19% of the Trust and appointment of several of their key executives to our boards of Directors 
and Trustees, further signals the depth of their commitment to Deepwell and endorsement of the changes 
that have been underway during the past few quarters. 

There has been real change in Deepwell’s culture which drives its overall operating principles.  The business 
has become much more customer focused as a result of the addition of a sales team.  Through this channel, 
management now receives a continuous flow of valuable information on what we need to do to keep our 
customers satisfied and maximise on the opportunities that exist in the market.  We have also extensively 
refined our management information systems to provide high quality, instantaneous feedback loops on key 
operational and financial metrics.  In conjunction with higher quality business data, we have empowered our 
managers with increased decision making authority, enabling real time responses to market needs.  We are 
pleased to report that we have equipped our business with these strengthened management processes and 
resources while reducing overall operating and general and administrative expenses.  The challenge of 
getting more out of less has evolved as a core element of Deepwell’s culture. 

Critical accounting estimates 

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 financial statements and the 
reported amounts of revenue and expenses during the periods.  The most significant estimates relate to 
depreciation, amortization, asset retirement obligations, accretion, income taxes, valuation of accounts 
receivable, unit-based compensation and recoverability of goodwill and intangibles.  Actual results may differ 
from those estimates.  The consolidated financial statements have, in management’s opinion, been properly 
prepared using careful judgment with reasonable limits of materiality and within the framework of the Trust’s 
accounting policies as disclosed in the Trust’s consolidated financial statements. 

In light of the current financial instability, Deepwell has reviewed the method used and calculations of critical 
accounting estimates and in particular the impairment and obsolescence of its fixed assets, intangible assets 
and goodwill and the rates at which Deepwell depreciates fixed assets.  Management believes the critical 
accounting estimates are reasonable under the current circumstances.  Management has also assessed the 
valuation of the Trust’s accounts receivable utilizing a variety of approaches including collection history, 
subsequent receipts and financial stability of the customer and believes its allowance is reasonable. 
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Risks and uncertainties 

Capital Markets 

As a result of the weakened global economic situation, Deepwell, along with all participants in the oil and gas 
service industries, is experiencing restricted access to capital and increased borrowing costs.  The lending 
capacity of all financial institutions has diminished and risk premiums have increased independent of 
Deepwell’s business and asset base.  As future capital expenditures will be financed out of cash generated 
from operations, borrowings and possible future equity sales, Deepwell’s ability to do so is dependent on, 
among other factors, the overall state of capital markets and investor demand for investments in the service 
industry and the Trust’s securities in particular. 

To the extent that external sources of capital become limited or unavailable or available on onerous terms, 
Deepwell’s ability to make capital investments and maintain existing assets may be impaired, and its assets, 
liabilities, business, financial condition and results of operations may be materially and adversely affected as 
a result. 

Current Global Financial Conditions 

Current global financial conditions have been subject to increased volatility and numerous financial 
institutions have either gone into bankruptcy or have had to be rescued by government authorities.  Access 
to public financing has been negatively impacted by both sub-prime mortgages and the liquidity crisis 
affecting the asset-backed commercial paper market.  These factors may impact the ability of Deepwell to 
obtain equity or debt financing in the future and, if obtained, on favourable terms.  If these increased levels of 
volatility and market turmoil continue, Deepwell’s operations could be adversely impacted and the trading 
price of the Trust’s Units could be adversely affected. 

Cyclicality of the oil and natural gas industry 

The demand for oilfield services is largely dependent on the activity levels of oil and natural gas exploration 
and development companies. Industry conditions are influenced by numerous factors over which the Trust 
has no control, including: the level of oil and natural gas prices and production; expectations about future oil 
and natural gas prices; the cost of exploring for, producing and delivering oil and natural gas; the expected 
rates of declining production from maturing basins; the discovery of new oil and natural gas reserves; 
available pipeline and other oil and natural gas transportation capacity; weather conditions; global political 
stability, military actions, regulatory and economic conditions; the ability of oil and natural gas companies to 
raise capital; fuel conservation measures, alternative fuel requirements, increasing consumer demand for 
alternatives to oil and natural gas; and technological advances in fuel economy and energy generation 
devices. 

The current financial instability has increased the uncertainty in the oil and natural gas industry, and the 
uncertainty in the oil and natural gas service industry in which Deepwell operates.  In Alberta, the Trust 
operates in mature areas of oil and natural gas development and most of its services are for producing wells.  
In Saskatchewan, Palko is located in a developing area of oil and natural gas production that relies more on 
the water production from existing wells and development of new wells. 

Oil and natural gas prices 

The revenue, cash flow and earnings of the Trust are substantially dependent upon and affected by the level 
of activity associated with oil and natural gas exploration and production.  Both short-term and long-term 
trends in oil and natural gas prices affect the level of such activity. Worldwide military, political and economic 
events, including initiatives by the Organization of Petroleum Exporting Countries, may affect both the 
demand for and the supply of oil and natural gas.  Weather conditions, governmental regulation, levels of 
consumer demand, the availability of pipeline capacity and other factors beyond Deepwell’s control may also 
affect the supply of and demand for oil and natural gas, leading to future price volatility. 
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The large fluctuations in oil and natural gas prices which have occurred during this financial crisis have 
resulted in fluctuations in Deepwell’s revenues.  Future changes in oil and natural gas prices could result in 
increases or decreases in total revenues and volumes processed through the Trust’s facilities.  Prolonged 
financial instability could result in oil and natural gas projects being deferred or cancelled limiting new 
revenue streams to service providers such as Deepwell. 

In Canada, the level of activity in the oil and natural gas industry is influenced by seasonal weather patterns. 
Spring break-up during the second quarter of each year leaves many secondary roads temporarily incapable 
of supporting the weight of heavy equipment, which results in severe restrictions on the provision of energy 
services.  The timing and duration of spring break-up are dependent on weather patterns and the duration of 
this period will have an impact on the level of business of the Trust. 

Dependence on key personnel 

The success of the Trust will likely continue to be dependent on the Trust’s ability to attract and retain key 
officers and operational personnel. 

Reliance on major customers 

It is estimated that the top 10 customers of Deepwell accounted for approximately 57 percent of processing 
revenue for the quarter, the largest customer accounting for approximately 22 percent.  Deepwell does not 
generally enter into long-term contracts with its customers and there can be no assurance that the current 
customers will continue their relationships with Deepwell.  Deepwell continues to maintain a philosophy to 
attract and retain customers by offering superior and personal customer service. 

Competition 

Deepwell faces competition from a variety of competitors, many with strong financial, marketing and other 
resources.  There can be no assurance that such competitors will not substantially increase the resources 
devoted to the development and marketing of oilfield services that compete with those of Deepwell or that 
new competitors will not enter the various markets in which Deepwell is active.  Deepwell monitors the 
competition changes and focuses on customer service to mitigate increased competition. 

Operating risks and insurance 

The business of Deepwell will be subject to hazards inherent in the oil and natural gas industry, such as 
equipment defects, malfunction and failures; accidental release; natural disasters which result in fires; 
vehicle accidents and explosions that can cause personal injury; loss of life; suspension of operations; 
damage to formations; damage to facilities; business interruption; and damage to or destruction of property, 
equipment and the environment.  These risks could expose Deepwell to substantial liability for personal 
injury, wrongful death, property damage, pollution, and other environmental damages.  The frequency and 
severity of such incidents will affect operating costs, insurability and relationships with customers, employees 
and regulators. 

Management will continue to be actively involved in the establishing policies and monitoring operations of 
Deepwell for quality control and safety.  However, there are no assurances that Deepwell’s safety 
procedures will always prevent such damages.  Although Deepwell maintains insurance coverage that 
management believes to be adequate and customary in the industry, there can be no assurance that such 
insurance will be adequate to cover such liabilities. 

Environmental risks 

The Canadian oil and natural gas industry is regulated by a number of federal and provincial governmental 
bodies and agencies under a variety of complex federal and provincial legislation that sets forth numerous 
prohibitions and requirements with respect to planning and approval processes related to land use, 
sustainable resource management, waste management, responsibility for the release of presumed 
hazardous materials, protection of wildlife and the environment and the health and safety of workers.  
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Legislation provides for restrictions and prohibitions on the transport of dangerous goods and the release or 
emission of various substances, including substances used and produced in association with certain oil and 
natural gas industry operations.  The legislation addresses various permits required for drilling, access road 
construction, camp construction, well completion, installation of surface equipment, air monitoring, surface 
and ground water monitoring in connection with these activities, waste management and access to remote or 
environmentally sensitive areas. 

Deepwell is subject to a complex and increasingly stringent array of legal requirements and potential 
liabilities, including with respect to the ownership and management of property, the need to obtain and 
comply with permits and approvals, the health and safety of employees, and the handling, use, storage, 
disposal, intentional or accidental release, and transportation of certain substances, including hazardous 
materials and dangerous goods.  Failure to comply with these requirements could expose Deepwell to 
substantial potential penalties.  There can be no assurance that Deepwell will not be required, at some future 
date, to incur significant costs to comply with environmental laws, or that its operations, business, assets or 
cash flow will not be materially adversely affected by existing conditions or by the requirements or potential 
liability under current or future environmental laws.  To mitigate this risk, Deepwell employs a regulatory 
agent to monitor and plan strategies to address the changing regulatory environment. 

The Canadian Federal Government has announced its intention to regulate greenhouse gases (“GHG”) and 
other air pollutants.  The Government is currently developing a framework that outlines its clean air and 
climate change action plan.  As this federal program is under development, Deepwell LP is unable to predict 
the total impact of the potential regulations upon its business.  It is possible that Deepwell LP’s customers 
could face increases in operating costs in order to comply with GHG emissions legislation which could affect 
Deepwell’s operations by reducing demand for its services. 

Credit risk 

All of the accounts receivable of Deepwell are with customers involved in the oil and natural gas industry 
whose revenues may be impacted by fluctuations in commodity prices.  Collection of these receivables could 
be negatively influenced by any prolonged substantial reduction in oil and/or natural gas prices, which could 
have a material adverse effect on the financial results and cash flows of Deepwell.  Deepwell monitors 
collections closely in order to mitigate this risk. 

Access to additional financing 

Deepwell may find it necessary in the future to obtain additional debt or equity financing to support ongoing 
operations of Deepwell, to undertake capital expenditures or to undertake acquisitions or other business 
combination transactions.  There can be no assurance that additional financing will be available to Deepwell 
when needed or on terms acceptable to Deepwell.  The inability to raise financing to support ongoing 
operations or to fund capital expenditures or acquisitions could limit Deepwell’s growth and may have a 
material adverse effect on the financial results and cash flows of Deepwell. 

Leverage and restrictive covenants 

Deepwell has credit facilities which contain a number of financial covenants that require Deepwell to meet 
certain financial ratios and financial condition tests.  Failure to comply with the obligations in the credit 
facilities could result in a default which, if not cured or waived, would permit acceleration of the relevant 
indebtedness. 

Uncertainty of cash distributions 

The actual amounts of distributions paid by the Trust to the unitholders will depend upon numerous factors, 
including profitability of operations, debt covenants and obligations, the availability and cost of acquisitions, 
fluctuations in working capital, the timing and amount of capital expenditures, applicable law and other 
factors beyond the control of Deepwell.  In order to preserve cash, the Trust has suspended distributions 
indefinitely and will continue to monitor the distribution situation. 



 

14 | D E E P W E L L  E N E R G Y  S E R V I C E S  T R U S T  
 

Government regulations 

The Trust’s operations are subject to a variety of Canadian federal, provincial and local laws, regulations and 
guidelines, including laws and regulations relating to health and safety, the protection of the environment, 
and taxation. 

The planned changes in the structure of oil and natural gas royalties payable to the Province of Alberta, 
intended to commence in 2009, could impact the exploration and development activities of E&P companies 
and lower the demand for Deepwell’s services. 

Related-party transactions 

During the three and nine months ended September 30, 2009, the following transactions occurred: 

a) During the three and nine months ended September 30, 2009, the Trust was charged $nil and 
$33,048 (2008 – $333,607) in legal fees by a firm who employs one of the directors.  This individual 
ceased to be a director subsequent to March 31, 2009.  

b) During the three and nine months ended September 30, 2009, the Trust charged Palko nil and $4,540 
(2008 – $44,950) for certain assets and other services.  These amounts have been proportionately 
eliminated upon consolidation. 

c) During the three and nine months ended September 30, 2009, the Trust was charged $67,144 and 
$134,796 (2008 - $nil) for management, office and administrative services by corporations who are 
controlled by certain directors and officers of the Company.  Included in accounts payable and 
accrued liabilities at September 30, 2009 is $30,832 (December 31, 2008 – nil) due to these 
corporations. 

These transactions were conducted in the normal course of operations, on commercial terms established and 
agreed to by the parties. 

Accounting changes and pronouncements 

Future Accounting Standards 

International financial reporting standards (IFRS) 

In 2005, the AcSB announced that accounting standards in Canada are to converge with IFRS. The AcSB 
has indicated that Canadian entities will need to begin reporting under IFRS by the first quarter of 2011 with 
appropriate comparative data from the prior year.  Under IFRS, the primary audience is capital markets and 
as a result, there is significantly more disclosure required, specifically for quarterly reporting.  Further, while 
IFRS uses a conceptual framework similar to Canadian GAAP, there are significant differences in accounting 
policy which must be addressed.  The Trust is currently developing a plan for adoption of IFRS. 

Disclosure and internal controls 

NI 52-109 is focused on 1) disclosure controls and procedures 2) internal control over financial reporting. 

The Trust has elected to update it’s evaluation of the effectiveness of the design and operation of the Trust’s 
disclosure controls and procedures as defined in National Instrument 52-109 internally, based on a 
methodology prepared in prior years by third party consultants. Based on that evaluation, the Trust’s 
management, including the CEO and CFO, have concluded that the Trust’s disclosure controls and 
procedures were designed to provide a reasonable level of assurance over disclosure of material 
information, and are sufficiently designed to provide reasonable assurance regarding the reliability of 
financial reporting and the presentation of financial statements for external purposes in accordance with 
GAAP, and are effective as of September 30, 2009. 
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During the design and operating effectiveness assessment certain material weaknesses in internal controls 
over financial reporting were identified, as follows: 

• Management is aware that there is a lack of segregation of duties due to the small number of employees 
dealing with general administrative and financial matters.  However, management believes that at this 
time the potential benefits of adding employees to clearly segregate duties do not justify the costs 
associated with such increase; and 

• Inherent in requiring a small number of employees dealing with general administrative and financial 
matters, there is inadequate review and approval of complex accounting transactions.  Management has 
engaged a third party firm to review such transactions on an ongoing basis. 

The Trust believes that the weaknesses identified in its systems of internal control are mitigated through 
review of the Trust’s financial statements by senior management, the audit committee of the board of 
directors, and by consulting with external experts.  In addition, senior management is active in the Trust’s 
day-to-day operations and in monitoring the Trust’s financial reporting. The same weaknesses were apparent 
in Palko as in the Trust and controls are being implemented to address the weaknesses. 

Notwithstanding the weaknesses identified, based on the evaluation performed, the CEO and CFO 
concluded that the design and operation of the Trust’s disclosure controls and procedures were effective as 
at September 30, 2009 to ensure that information required to be disclosed by the Trust in reports filed under 
Canadian securities laws is gathered, recorded, processed, summarized and reported within the times 
specified under Canadian securities laws and is accumulated and communicated to management, including 
the CEO and CFO, to allow timely decisions regarding required disclosure as required under Canadian 
securities laws.  Further, based on the Trust’s mitigating procedures, the CEO and the CFO have satisfied 
themselves that the weaknesses identified have not resulted in material errors in the financial statements. 
Management and the Board of Directors are committed to transparency and completeness of financial 
reporting and disclosure. 

The existence of the identified control weakness need not be interpreted as evidence of a lack of integrity, of 
unsound business practices or of unacceptable risks to an entity’s shareholders and related parties.  It 
should be noted that while Deepwell’s principal executive officer and principal financial officer believe that 
Deepwell’s disclosure controls and procedures provide a reasonable level of assurance that they are 
effective, they do not expect that Deepwell’s disclosure controls and procedures or internal control over 
financial reporting will prevent all errors and fraud.  A control system, no matter how well conceived or 
operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are 
met. Internal control systems, no matter how well designed, have inherent limitations.  Therefore, even those 
systems determined to be effective can provide only reasonable assurance with respect to financial 
statement preparation and presentation. 

ADDITIONAL INFORMATION 

Additional information relating to the Trust, including the Trust’s Annual Information Form, may be found 
under the Trust’s profile on SEDAR at www.sedar.com. 


