
 

 



Letter to Shareholders 

The Growth of a Business – People, Performance, Profits 

New business concepts are created every day, often going unnoticed.  Until these concepts take a 
recognizable form, they are often viewed as insignificant.  Things change and evolve as new 
opportunities develop.  Western Energy Services Corp. (“Western” or the “Company”) was one of those 
business concepts and has experienced all of this and more over the past sixteen months.  

Western was recapitalized and revalued on December 22, 2009 with $12 million in total assets.  Along 
with the pumping business, the Company has now grown to be the seventh largest drilling company in 
Canada with $265 million in assets at December 31, 2010, a 2070% growth in twelve months.  

People 

How does a new management team create such a dynamic company in such a short period of time? 
With the attraction of exceptional employees and individuals who are not intimidated by the 
expectation of involvement in all aspects of change required to reposition the Company to meet the 
new vision.  

The year began with a limited number of employees operating substantially in Alberta including small 
operations in the United States, Mexico, and Central America.  Operations were analyzed resulting in the 
closure of unprofitable locations.  Equipment that could not be utilized was sold and the remaining 
equipment transferred back to Canada.  Along with the downsizing of operations came the evaluation of 
people. The hard decision of transitioning employees was necessary and it was then time for Western to 
begin its evolution.   

The Western corporate office operated from several temporary locations while the process of 
developing a new team began.  Management began building a new corporate office team as well as 
gaining control of the Company’s finances and operations.  A Vice President and Controller were hired 
for StimSol Canada Inc. (“StimSol”), a wholly owned subsidiary of Western, and were soon tasked with 
rebuilding the business. 

With StimSol rebuilding and providing the only source of cash, the corporate group had to act quickly. 
They began looking at the acquisitions that would ultimately create the contract drilling segment.  
Management identified two companies whom they felt would be the best foundation to build upon. The 
strategy was to acquire a platform with proven operating staff and systems upon which the Company 
could rapidly grow; this platform company was Horizon Drilling Inc. (“Horizon”).  Horizon’s management 
included a Vice President, Controller, Sales Manager, Safety personnel, and a Field Operations team.  At 
the same time, Cedar Creek Drilling Ltd. was acquired and the two groups were integrated to form a 
new contract drilling operation on March 18, 2010.  

The contract drilling team displayed the ability to react quickly as the business exceled during spring 
break up, traditionally the slowest period in the contract drilling industry. With the growth of its 
customer base, it became evident that additional rigs were required to meet demand.  Western soon 



followed up with the acquisition of Impact Drilling Ltd. (“Impact”) on August 25, 2010 and was 
integrated into Horizon.  The acquisition of Impact added four rigs to the fleet, bringing Horizon’s total 
rig count to fifteen.  As in the previous acquisitions, Impact’s rigs were fully crewed.  While closing this 
acquisition, Western began discussions with Pantera Drilling Income Trust (“Pantera”), the acquisition 
closed on December 17, 2010.  Pantera added an additional seven rigs to the fleet as well as a team of 
proven employees who were integrated into Horizon just prior to the first quarter, the busiest period for 
the contract drilling industry.   

This newly assembled group was thrust into a market that proved to be one of the busiest in the 
contract drilling industry’s recent history. The team was able to operate through the winter season 
obtaining a utilization rate of 85% in the first quarter of 2011, a tremendous accomplishment 
considering the limited time to prepare for this high activity level.  

Performance 

The StimSol operations were underperforming when we first took over the business; activity levels as 
well as inventories were low and cash flow was negative.  The new management team made significant 
improvements in StimSol’s 2010 operating results and the team should be recognized for their 
accomplishments.  

Western invested $3.5 million into StimSol in 2010, acquiring two cement and acid units (“C&A”) and re-
purposing their lowest utilized pressure truck and adding it to their increasingly sought after C&A fleet, 
growing from two to five units.  StimSol added to their pressure truck fleet with two newly 
manufactured acid compatible high pressure units.  To better control costs and in anticipation of 
growing the volume of product sales, it was identified that third party trucking could be significantly 
reduced by adding a transportation division to haul the majority of its solvents from our suppliers and 
between our operating bases.  In 2010, StimSol’s fleet grew 42%, from twelve to seventeen units.  

In early 2010, StimSol repositioned itself with its customer base and built new relationships with 
producers as the Company grew.  A marketing plan was created to outline the new direction.  The plan 
identified the importance of having a significant part of the Company’s revenue coming directly from 
producers, which meant actively marketing more specialized solvent and acid blends to those 
customers.  The focus shifted to product sales which had the greatest growth potential, was highly 
underserviced, had higher margins, and needed less capital investment than growing the pumping fleet.  

This new focus started with the development of a Calgary sales team where the majority of production 
and stimulation decisions by producers are made.  Soon procurement departments took notice that 
StimSol provided an alternative to the larger pumping companies with their specialized chemical 
stimulation programs and StimSol’s product sales began to increase.  As demand increased for StimSol’s 
equipment supporting product sales, it became apparent which type of units StimSol required to build 
the proper fleet.  Finally, to further increase utilization and the corresponding revenue, units were 
better distributed within StimSol’s existing branches.  StimSol opened a location in Estevan, 
Saskatchewan, which has been very busy with C&A work and has a great potential for future product 
sales.  



The contract drilling industry in Canada has continued to see improved activity throughout 2010, 
specifically the demand for rigs that have the ability to drill long reach horizontal wells safely and 
effectively.  Since Western acquired the contract drilling segment on March 18, 2010, utilization 
averaged 58% compared to an industry average of 37%.  

Early in 2010, Western implemented its plan to become an industry leader in drilling and service rigs, 
oilfield rentals, and the existing pumping business.  The Company acquired four drilling companies in 
2010.  With this new fleet of efficient long-reach (“ELR”) rigs, Horizon is among the leading drillers of 
horizontal wells in the Canadian contract drilling industry.   

By February 2011, Western had assembled a fleet of twenty-four drilling rigs, with an average fleet age 
of four years.  The targeted acquisitions have positioned the Company with a fleet of rigs specifically 
focused on the resource plays in the western Canadian sedimentary basin, including the Montney, 
Cardium, Viking, Horn River, Shaunavon and Bakken.  

The fleet consists of two ELR Range III AC electric, top drive triples, four ELR Range III AC electric top 
drive singles, eleven modern ELR telescopic doubles with a depth rating of 3,400 meters, four ELR Range 
III mechanical top drive singles and one AC Range III single and 1 conventional single.  The entire fleet 
was crewed and operational during the peak drilling season, including a newly built 4,500 telescopic 
double which was delivered to the field at the end of February 2011 which has exceeded all 
performance expectations since being activated.   

Four companies, twenty-four drilling rigs, an aggregate of approximately 500 employees came together 
to form one company in less than ten months. All four acquisitions were integrated with very few issues, 
a result of planning that was at the forefront and included all aspects of the business, corporate, 
operations, human resources, and safety.  

Operationally, 87% of Horizon’s fleet is in strong demand in today’s market.  Horizon prides itself on 
presenting to its customers a versatile fleet that is capable of meeting current requirements. Horizon 
spent the majority of their capital budget in 2010 on upgrading existing equipment to meet customer 
demands.  Pumping pressure and volumes are in constant demand, so in 2010, the 1300 horse power 
pump was introduced as a standard for Horizon; two 1000 horse power pumps along with six 1300 horse 
power pumps were added.  Top drives were also considered of strategic importance and at years end, 
seventeen of twenty-two rigs were outfitted with top drives.  The demand to drill horizontal wells 
requires heavy weight drill pipe and ancillary equipment, which Horizon has a solid inventory, a very 
important service in the eyes of our customers.   

In 2010, Western committed significant resources to the Health, Safety and Environment department’s 
growth, allowing it to effectively manage the growing needs of a company with twenty-four drilling rigs 
and a fleet of pressure pumping and acid units.  Both Horizon and StimSol’s safety programs went 
through extensive improvements that included Job Safety Analysis (JSA) development, orientation re-
alignment, National Safety Code (NSC) and safe work procedure development.  These improvements 
resulted in both divisions passing the new, tougher external Certificate of Recognition (COR) audits 
successfully.  Environmental improvements included compliance and engineering review of existing 



chemical tank farms and the refinement of reporting and tracking of all spills.  Aggressive plans have 
been developed for 2011 to further improve the Health, Safety and Environment component of the 
organization. 

Profits 

It was a tremendous year for Western, a newly recapitalized oilfield service company, attracting a strong 
workforce dedicated to delivering superior results. The industry in Canada continued to see improved 
activity throughout the year. The total number of wells drilled on a rig release basis in 2010 increased to 
12,145 or 45% higher than 2009 levels. Compared to Horizon’s 13.4 drilling days per well, industry 
average drilling days per well increased in 2010 to 9.8 days per well compared to 9.3 days in 2009 and 
8.0 days in 2008 which reflects the increased longer reach horizontal drilling. The increased activity and 
horizontal drilling translated into strong year end results for Western in both divisions. Western 
recorded consolidated revenue of $67.5 million, an EDITBA of $19.6 million, and net income of $27.0 
million inclusive of $19.6 million of gain on acquisitions.  This was a tremendous accomplishment even 
though the contract drilling operations commenced only nine months before. 

We are very excited with our most recent announcement of the proposed acquisition of Stoneham 
Drilling Trust (“Stoneham”).  The transaction is expected to close by mid June 2011 and will transition 
Western to be the sixth largest contract drilling company in Canada with 43 rigs.  

The growth of a company does not simply happen by chance, Western works closely with and 
appreciates the advice from many third party professionals.  We would like to recognize them, along 
with our dedicated employees, supportive customers and shareholders for their support over the last 
several months.  Without their support, Western would not have evolved into the organization it is 
today and would not be positioned for our planned future growth tomorrow. 

 

On behalf of the Board of Directors,                         

 

 

Dale E. Tremblay                                 Alex MacAusland 
Chief Executive Officer                President & Chief Operating Officer 
Western Energy Services Corp.    Western Energy Services Corp. 

 
 

 
 
 
 
 
 



 

��

 

Western Energy Services Corp. 
Management's Discussion and Analysis 
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