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Essential is an energy service trust that provides a range of essential production 
services to oil and gas producers across western Canada from northeast British 
Columbia, throughout Alberta to southwest Saskatchewan including service rigs, 
coil tubing, rod rigs, swab rigs, vacuum truck, pressure truck, tank truck, 
hydro-vac, steaming and hot oiling along with other related services. Essential 
focuses on post drilling production maintenance and enhancement services to 
ensure stable cash flows for Essential’s unit holders.



The Annual General Meeting of Essential’s unitholders will be held on Friday, May 4, 2007 at 
9:00 AM in Glen Room 205 at the TELUS Convention Centre, located at 120 - 9 Avenue SE, 
Calgary, Alberta.
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essential energy services trust is an independent oilfield services trust 
based in Calgary, Alberta. The Company provides stable cash flows for unitholders by 
providing essential post drilling production maintenance and enhancement services 
to oil and gas producers in British Columbia, Alberta and Saskatchewan. Essential’s 
experienced management team is focused on accretive, profitable growth through both 
the aggregation of smaller oilfield services operations and organic growth.

Essential Energy Services Trust trades on the TSX under the symbol ESN.UN.
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MESSagE TO uNiThOLdERS

I am very pleased to provide the first annual 
report of Essential Energy Services Trust to 
the unitholders. Beginning the year as the 
energy services division of Avenir Diversified 
Income Trust and moving forward as an 
entirely independent trust after the spin out 
from Avenir on May 31, 2006, Essential has 
continued its track record of accretive growth 
and differentiated itself from its competitors 
through a strong focus on providing essential 
production services.

�006 was a challenging year by any standard in the oil and gas 
industry. Falling commodity prices, weakening equity markets 
for energy service companies and trusts, and the uncertainty 
created by the federal government’s surprise announcement 
on the taxation of income trusts on October 31, made �006 a 
difficult year. Essential has always focused on those services that 
are required to maintain production or to restore production 
when producing wells fail, as these services tend to provide the 
steady utilization and predictable cash flows required by the 
trust structure. The business units under whose names Essential 
operates in the field have lengthy track records and tend to be 
the service provider of choice in their particular market areas, 
further insulating Essential from the volatility of the oilfield  
service sector.

Essential enjoyed strong financial performance in �006 with 
revenue increasing 183% year over year, earnings before 
non-controlling interests, interest, taxes, depreciation and 
amortization (EBiTda) up over 185% and net income growing 
by �63%. Most importantly, Essential has managed to maintain 
high operating margins while many competitors, particularly 
those involved in drilling and drilling-related services, have seen 
pressure from customers to reduce rates, resulting in lower 
operating margins. 

The year saw Essential and avenir complete a number of 
significant transactions. Beginning in February, avenir acquired 
the assets of hK Well Service of Medicine hat, providing us  
with a fleet of five swab rigs and another rod rig to complement 
the operations of Cardinal Well Services. at the end of March, 
avenir closed the acquisition of Kodiak Coil Tubing of Brooks, 
alberta, adding a fleet of ten new coil tubing units. Kodiak has 
been a strong contributor to the bottom line and a perfect 
complement to Endless Tubing Services, that was acquired 
in �005. These two companies provide Essential with a very 
strong coil tubing operation in southern alberta. at the end of 
May, the spin out of Essential from avenir was completed and 
concurrently the assets and businesses of four other private 
companies were acquired. The most significant was Classic Well 
Servicing of Nisku, alberta with its fleet of nine service rigs. 
Classic is an established central alberta service rig operation that 
is complimentary to Essential’s existing service rig operations at 
Millard Oilfield Services of Medicine hat. 
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in addition to Classic, the assets of three smaller companies  
were acquired, one providing four additional swab rigs  
for the hK operation and the other two providing additional 
equipment and contracts for Cascade Services in northern 
alberta and British Columbia. in June Essential closed the 
acquisition of assets that are complimentary to its Westvac 
Energy Services operations in Wabasca, alberta, including four 
rod rigs that are now operated by Cardinal, a permanent camp 
and several tank trucks. in September, Essential acquired the 
operations of Jacar Energy Services based in Taber, alberta. 
Jacar is a large provider of tank trucks, pressure trucks, hot oiling 
and chemical sales in southern alberta. This was an important 
strategic acquisition that provides transport services similar to 
the services offered by Cascade, Westvac and Richmound Energy 
Services. Jacar provides these services across southern alberta 
to compliment the northern operations of Cascade and Westvac 
as well as the southwest Saskatchewan operations of Richmound. 
This broad and balanced geographic footprint significantly 
expands the transport services fleet allowing Essential to provide 
improved service across western Canada and to take on larger 
and more complex projects.

Safety is an area of intense focus at Essential. in august, Barry 
Rivers was appointed general Manager of health, Safety 
and Environment. Barry brings many years of management 
experience in this area as well as years of practical field 
experience. Barry is supported by a team of safety professionals 
in the field and a management team that places safety at the 
top of their priorities. Because the safety and well being of 
our employees and the protection of the environment are of 
paramount importance, we have adopted the slogan “Safety is 
not only a necessity, it is Essential.” 

The fourth quarter of �006 was the first quarter in the Trust’s 
history that no acquisitions were completed. This is largely due 
to the disruption caused by the federal government’s surprise 
announcement on October 31 that it intends to introduce a 
distribution tax on income and royalty trusts commencing in 
the �011 tax year. The overnight destruction of approximately 
$30 billion of wealth across the trust market is unprecedented. 
The government’s justification of tax leakage has been largely 
discredited and the notion that the trust structure leads to a 
“passive coupon-clipping economy” is profoundly disrespectful 
to the many hard working Canadians who are employed by trusts 
as well as the innovative and entrepreneurial individuals who 
manage and direct them. Energy and energy service income 
and royalty trusts fill a vital role in the economy by efficiently 
operating mature assets and providing stable distributions of 
cash to those who require such payments. While the government 
has provided some very general statements and guidelines 
regarding the impending taxation issue, the devil, as always, is in 
the details. it is evident that the specifics required for legislation 
and rules required for businesses to formulate a strategy to 

react to this significant development have not been well  
thought out by the department of Finance. Clear responses  
to reasonable questions are not forthcoming and income trusts 
have been left to find their way in an uncertain environment.  
This is an unnecessary and punitive initiative that has been  
poorly implemented.

While we disagree with the government’s actions and have 
supported efforts to lobby against it through the Coalition of 
Canadian Energy Trusts, we must accept what we cannot change 
and move on. Essential will continue in its present form and will 
continue to pay out distributions as long as industry conditions 
do not deteriorate to the point where it would be imprudent  
to do so. The first quarter of �007 is providing strong results  
and we are confident we will be able to continue paying out 
distributions as well as grow our business through acquisitions 
again. Once the government provides clarity on how these 
changes will be implemented, we will be in a position to 
determine how we will respond.

i would like to express my appreciation to our customers for  
the ongoing support and the excellent relationships we enjoy.  
We are partners with oil and gas producers and we need to  
look for efficient solutions for them.

in closing i would like to provide my sincere thanks to the 
staff and management of Essential for their hard work and 
dedication, to the Board of directors for their guidance and  
to the unitholders of Essential for their continued support.

Submitted on behalf of the Board of directors.    

James Burns

President and CEO
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STRaTEgy

The strategy adopted by avenir in building its energy services 
division has been continued by Essential and has proven 
successful in creating a strong and sustainable business:

• focus on production services – Production services are 
those required after drilling and completion and include 
services to maintain or restore production, to repair or 
recomplete wells and to clean up sites and transport fluids.

• acquire established and successful businesses – Our 
business units operate under established names in the 
field. These names are well recognized and have strong 
reputations for quality service and good equipment.

• retain key management and staff – Our services are 
primarily a people business and the managers and key 
employees are critical to success. Retention of key people  
is a fundamental part of all of our acquisitions.

• seek out cross selling opportunities – While our business 
units are successful in their own right, we have been 
successful in finding situations where combining services 
provide a better solution to the customer.

• increase geographic diversification – We are expanding 
our service presence in other parts of the Western Canadian 
Sedimentary Basin (WCSB).

There has been a conscious effort to avoid significant 
involvement in drilling or drilling-related services. While these 
services can be very profitable, they tend to have more volatile 
cash flow streams and are less suited to an income trust structure. 

The fundamental drivers for the energy service sector over the 
past few years has been very positive, as demonstrated by the 
steadily increasing number of wells drilled per year in the WCSB. 
More important to Essential is the large and growing number 
of wells currently producing. Even if there were a substantial 
slowdown in drilling in �007, there would be mimimal effect on 
Essential as the number of producing wells would not decline. 
in addition, the production volumes per well shown on the chart 
opposite have continued to decline even though the number 
of wells drilled has accelerated, adding a larger number of new 
producing wells. a slow down in drilling activity will only increase 
the production decline. it is from these more marginal wells  
that Essential earns most of its revenue. as the WCSB continues 
to mature, this trend will be the primary growth driver for 
Essential’s services.

as drilling has added new wells, the average production per 
well has fallen, resulting in reasonably flat production from 
conventional sources in western Canada. Overall increases in 
total operating expense for oil and gas producers means that 
operating expense per unit of production has increased, but as 
is evident from the charts it has increased much more slowly than 
the increase in commodity prices. Operating expense is now 
typically a much smaller amount on a unit of production basis 
than finding and development costs. as oil and gas operators 
struggle to manage costs, it is on the capital expenditure side 
that they must focus more of their attention because this is 
where costs are highest and have risen fastest. By focusing on 
production services, Essential is better positioned to maintain 
higher utilization rates and more stable revenue and cash flows.

Essential’s main competition comes from thousands of small 
privately-owned operators dispersed throughout the WCSB. 
These small operators find it increasingly difficult to compete  
for several reasons:

• safety regulation – increasingly stringent workplace safety 
regulations and more aggressive enforcement place a 
heavy burden on small operators. Oil and gas producers are 
requiring service companies to accept liability while on site 
and many small operators are finding the requirements  
too onerous.

• motor vehicle requirements – Requirements for motor 
vehicle certification and inspection are forcing many small 
operators to shut down and sell their equipment.

• environmental regulation – increasingly complex and 
stringent environmental regulation and liability issues are 
forcing small operators out of business.

all of these factors favour larger operators like Essential,  
first because competition is reduced and second since these 
small operators are exactly what we look for as acquisition 
targets. We are confident that the future will favour focused  
and responsible operators such as Essential.
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gROWTh dRivERS

Sources: Raymond James Financial Services, inc.
Canadian association of Petroleum Producers (CaPP)
Canadian association of Oilwell drilling Contractors (CaOdC)
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a cascade services pressure truck and personnel from fort st. John, 

Bc carry out a tank cleaning using specialized equipment in southern 

alberta on behalf of richmound energy services. this illustrates 

essential’s ability to cross market services and move specialized 

equipment and trained personnel across western canada to service 

the needs of our customers.
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Essential’s operations have been directly affected by poor 
weather in �006, more than any other factor. Long cold winters 
coupled with warm dry summers would be ideal. �006 started 
with a cold winter and unprecedented levels of industry activity. 
at the end of the first quarter the weather turned suddenly 
warm and generally wet conditions prevailed until the end of 
September. The fourth quarter of the year provided mostly 
favourable conditions although the close of the year saw 
unseasonably warm weather in northern alberta and British 
Columbia resulting in an extended shut down over Christmas  
and into the New year. in general terms our financial results 
followed the same pattern with a very strong first quarter, good 
second and third quarters followed by a strong fourth quarter 
leading to full year results that were very close to  
our expectations.

Second, third and, to a lesser degree, fourth quarter results were 
also negatively impacted by delays in equipment deliveries. 
delays in delivery of equipment ordered in early �006 dragged 
into the first quarter of �007. all of these equipment deliveries 
are now received and operating in the field. Essential has very 
modest plans for new equipment orders at this time and we will 
likely see no net growth in our fleet as all new equipment will 
replace older equipment that is due to be retired.

Early in �006 Essential’s various business units were all 
experiencing difficulty hiring and retaining qualified staff due 
to the overheated western Canadian labour market. While the 
environment remains competitive we have a core group of 
experienced, skilled and dedicated employees that are second 
to none. Such pressures on the labour market have now been 
relaxed as qualified skilled labour is available from drilling and 
drilling-related companies who have reduced their staffing  
levels due to the slow down in their activities.

Essential now operates a large fleet across western Canada.  
Our rig fleet totals 59 and includes 15 service rigs operating 
under the respected and established names of Classic and 
Millard, �1 coil tubing units operating as Endless Tubing and 
Kodiak Coil Tubing and �3 rod rigs, flush-by’s and swab rigs 
operating under Cardinal Well Service. The operations of hK 
Well Service have been integrated with Cardinal to improve 
efficiencies and utilization. Our rigs are mostly based in southern 
alberta and operate through central and southern alberta and 
southwest Saskatchewan.  

OPERaTiONaL OvERviEW

Our transport division operates a total of 199 units that includes 
tank trucks, vacuum trucks, steamers, pressure trucks, hot oilers 
and hydro-vacs under the Cascade Services name in northern 
alberta and British Columbia, Westvac in central alberta  
and Jacar and Richmound in southern alberta and southwest 
Saskatchewan respectively. Jacar and Richmound operate 
complimentary businesses in close proximity and the day to  
day operations are now integrated to the point where  
they essentially operate as one business unit. Our transport 
division now operates across western Canada and has the critical 
mass and leadership necessary to pursue long term contracts, 
large contracts, plant turnarounds and other specialized 
opportunities that will provide more stable utilization and  
strong operating margins.

a difficult external environment with weak service sector equity 
markets in the second half of �006, coupled with the disruption 
caused by the federal government’s surprise announcement  
on October 31, �006 concerning taxation of income and royalty 
trusts, resulted in the fourth quarter of �006 being the first 
quarter in Essential’s history, both as an independent trust and  
as a part of avenir, that no major acquisitions were closed.  
This hiatus in the Trust’s rapid growth trajectory is a result of 
external factors that have limited our ability to access  
financing and is not due to a lack of attractive opportunities.  
Essential management continues to monitor these opportunities 
and evaluate options for financing further growth.  
When opportunities and appropriate financing align Essential  
will again be an aggressive acquirer of complimentary, high 
quality production service operations and equipment. in the 
interim we have focused on ensuring that our existing operations 
are as safe and efficient as possible by continuously upgrading 
our equipment and investing in our people and programs. 
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2006 Fleet Growth
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EQUIPMENT Rigs Transport Total BUSINESS UNIT

Service Rigs 15 15 (6) Mil lard (9) Classic

Coil Tubing 21 21 (11) Endless (10) Kodiak

Rod Rigs 16 16 (16) Cardinal

Swabbing 7 7 (7)  HK

Vacuum 28 28 (10) Cascade (9) WestVac (9) Richmound

Pressure 21 21 (14) Cascade (1) WestVac (6) JaCar

Hydrovac 6 6 (5) Cascade (1) WestVac

Steamers 17 17 (7) Cascade (10) WestVac

Combo Vac/Steamers 10 10 (9) Cascade (1) WestVac

Hot Oilers 15 15 (9) Cascade (6) JaCar

Tankers 102 102 (11) Cascade (22) WestVac (9) Richmound (60) JaCar

TOTAL 59 199 258

2006 FLEET TABLE
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essential energy services trust is an independent oilfield services 
trust based in Calgary, Alberta. The Company provides stable cash flows for 
unitholders by providing essential post drilling production maintenance and 
enhancement services to oil and gas producers in British Columbia, Alberta and 
Saskatchewan. Essential’s experienced management team is focused on accretive, 
profitable growth through both the aggregation of smaller oilfield services 
operations and organic growth.

Essential Energy Services Trust trades on the TSX under the symbol ESN.UN.
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mANAgEmENT’S diSCuSSiON ANd ANALySiS

ESSENTiAL ENERgy SERViCES TRuST
mANAgEmENT’S diSCuSSiON ANd ANALySiS
FOR THE yEAR ENdEd dECEmBER 3�, 2006

This management’s discussion & Analysis (“md&A”) was 
prepared as of march 9, 2007 and is provided to assist 
readers in understanding Essential Energy Services Trust’s 
(“Essential” or the “Trust”) financial performance for the 
years ended december 3�, 2006 and 2005 and significant 
trends that may affect future performance of the Trust.   
This md&A should be read in conjunction with the 
accompanying audited consolidated financial statements for 
the years ended december 3�, 2006 and 2005 and the notes 
contained therein. The accompanying audited consolidated 
financial statements have been prepared in accordance 
with Canadian generally accepted accounting principles 
(“gAAP”). Essential is a reporting issuer in each of the 
provinces of Canada, except Quebec. The Trust’s units trade 
on the Toronto Stock Exchange under the symbol “ESN .uN”.

Certain statements contained in this md&A constitute 
forward-looking statements. All statements, other than 
statements of historical fact, that address activities, events, 
or developments that the Trust or a third party expects 
or anticipates will or may occur in the future, including 
our future growth, results of operations, performance and 
business prospects and opportunities, and the assumptions 
underlying any of the foregoing, are forward-looking 
statements. These forward-looking statements reflect 
management’s current beliefs and are based on information 
currently available to management and on assumptions we 
believe are reasonable. Actual results and developments 
may differ materially from the results and developments 
discussed in the forward-looking statements as they are 
subject to a number of significant risks and uncertainties 
as discussed throughout this md&A. Certain of these risks 
and uncertainties are beyond our control. Consequently, 
all of the forward-looking statements made in this md&A 
are qualified by these cautionary statements and other 
cautionary statements or factors contained herein, and there 
can be no assurance that the actual results or developments 
will be realized or, even if substantially realized, that they 
will have the expected consequences to, or effects on, the 
Trust. These forward-looking statements are made as of the 
date of this md&A, and we assume no obligation to update 
or revise them to reflect subsequent information, events, 
or circumstances unless otherwise required by applicable 
securities legislation.  

This md&A also makes reference to certain non-gAAP 
financial measures to assist users in assessing the Trust’s 
performance. Earnings before non-controlling interest, 
interest, taxes, depreciation and amortization (“EBiTdA”), 
funds from operations and funds from operations per unit 
are not recognized measures under gAAP and do not  
have any standardized meanings prescribed by gAAP.   
See the Financial Highlights section for a description of how 
these non-gAAP measures are calculated. management 
believes that these measures are useful supplemental 
measures to analyze operating performance as they 
demonstrate the Trust’s ability to generate the funds from 
operations necessary to fund future distributions and 
capital investments. The Trust’s method of calculating these 
measures may differ from other issuers, and accordingly, 
they may not be comparable to measures used by other 
issuers. investors should be cautioned that these non-
gAAP measures should not be construed as alternatives 
to net income, cash flow from operating activities or other 
measures of financial performance calculated in accordance 
with gAAP.

For additional information on the Trust, please go to the 
Trust’s profile on SEdAR at www.sedar.com or the Trust’s 
website at www.essentialenergy.ca.  
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management’s discussion & Analysis

Essential is an open-end unincorporated, limited purpose investment trust. Essential provides rig and transport based, 
essential production services to oil and gas producers across western Canada including service rigs, coil tubing, rod rigs,  
swab rigs, vacuum truck, pressure truck, tank truck, hydro-vac, steaming and hot oiling along with other related services.  
The Trust operates through ten operating entities (the “Business units”) which offer a diversified range of services focused 
on the maintenance and enhancement of production from oil and gas wells and other related services to ensure stable cash 
flows for Essential’s unitholders. Essential Energy Services Operating Corp. (the “manager”) is the manager of the Trust, which 
provides management, administration and financial services to the Business units. in addition, the manager provides cross-
selling opportunities, equipment and facility sharing, as well as bulk purchasing, shared insurance, benefit administration  
and other services to enhance revenue, reduce employee turnover and reduce costs. 

method of accounting

The Trust, as the successor in interest to Avenir diversified income Trust’s (“Avenir”) Energy Services division, has been 
accounted for using the continuity of interests method. The consolidated financial statements of the Trust for the year ended 
december 3�, 2006 and comparables for the year ended december 3�, 2005 will reflect the financial position, results of 
operations and cash flows as if the Trust had always carried on the business formerly carried on by Avenir’s Energy Services 
division. No per unit measures have been presented for the comparable year ended december 3�, 2005 as such information 
would not be meaningful.

CORPORATE PROFiLE
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management’s discussion & Analysis

highlights for the year ended decemBer 31, 2006

• revenue 
Revenue increased �83% to $96.3 million.

• eBitda1 
EBiTdA increased �85% to $29.5 million.

• funds from operations2 
Funds from operations increased �7�% to $27.2 million.

• net income 
Net income increased 263% to $�2.8 million.

• distributions to essential unitholders3 
distributions declared in 2006 to Essential unitholders 
was $�6.0 million.

• payout ratio for essential unitholders3 
Payout ratio on EBiTdA for 2006 was 54%. Payout ratio 
on EBiTdA for the fourth quarter was 66%. 

• increase in extendible revolving credit facility from 
$25.0 million to $85.0 million 
during 2006, the extendible revolving and term 
loan facilities were increased with a syndicate of two 
Canadian chartered banks from $25.0 million to  
$85.0 million.

• acquisition of the assets of hK Well service in 
february 2006

• acquisition of Kodiak coil tubing limited partnership 
in march 2006

• acquisition of classic Well servicing partnership in 
may 2006

• acquisition of drB-av partnership in may 2006

• acquisition of non-controlling interests in may 2006

• acquisition of pelican lake assets in June 2006

• acquisition of Jacar energy services partnership in 
september 2006

 �,2,3  See corresponding footnote under Financial Highlights.
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As at and for the 
year ended As at and for the three months ended

$ thousands, except per 
unit amounts, margins 
and ratios

dec. 3�,
 2006

dec. 3�,
2005

dec. 3�,
 2006

dec. 3�,
2005

Sep. 30, 
2006

Sep. 30, 
2005

Jun. 30, 
2006

Jun.30, 
2005

mar. 3�,
 2006

mar. 3�,
2005

financial results

Revenue 96,308 33,986 32,791 �3,252 25,267 9,906 �8,729 6,624 �9,52� 4,204

EBiTdA� 29,532 �0,35� 10,392 3,604 6,972 3,545 4,800 �,690 7,368 �,5�2

EBiTdA margin (%)� 30.7% 30.5% 31.7% 27.2% 27.6% 35.8% 25.6% 25.5% 37.7% 36.0%

EBiTdA per unit 0.99 n/a 0.35 n/a 0.26 n/a 0.�8 n/a n/a n/a

Net income 12,785 3,526 5,650 996 2,42� �,247 �,65� 4�8 3,063 865

Net income margin (%) 13.3% �0.4% 17.2% 7.5% 9.6% �2.6% 8.8% 6.2% �5.7% 20.6%

Earnings per unit 
- diluted 0.43 n/a 0.19 n/a 0.09 n/a 0.06 n/a n/a n/a

Funds from operations2 27,221 �0,052 9,434 3,454 6,293 3,464 4,438 �,647 7,056 �,487

Funds from operations 
per unit - diluted 0.91 n/a 0.32 n/a 0.23 n/a 0.�6 n/a n/a n/a

distribtutions to 
unitholders3 15,960 n/a 6,901 n/a 6,806 n/a 2,253 n/a n/a n/a

Payout ratio on 
EBiTdA - diluted3 54.0% n/a 66.4% n/a 97.6% n/a 46.9% n/a n/a n/a

Payout ratio on funds 
from operations 
- diluted3 58.6% n/a 73.1% n/a �08.2% n/a 50.7% n/a n/a n/a

financial position and 
liquidity

Working capital    
(excluding debt)4 7,596 (909)

 Working capital ratio4 1.4:1 0.9:�

Net debt5 49,068 �9,440

unitholders equity

investment from Avenir 
and accumulated 
deficit 147,007 42,87�

unit information

Number of units 
outstanding 27,713 n/a

Weighted average 
number of units 
outstanding – diluted 29,949 n/a

Number of options 
outstanding 1,451 n/a

See Reconciliation of Non-gAAP measures footnote for explanation of EBiTdA, funds from 
operations, working capital (excluding debt) and funded debt (including current portion).

n/a means not applicable as the comparative numbers for the quarters ended march 3�, 2006 and 
before were those of Avenir diversified income Trust and would not be meaningful to Essential 
unitholders. 

� EBiTdA is defined as earnings before non-controlling interests, interest, taxes, depreciation and 
amortization. We believe in addition to net income, EBiTdA is a useful supplemental earnings 
measure as it provides an indication of the financial results generated by our principal business 
activities prior to consideration of how these activities are financed or how the results are taxed 
in various jurisdictions and before non-cash amortization expenses. EBiTdA margin is calculated 
as EBiTdA divided by revenue. 

2  Funds from operations is calculated by taking net income and adding back non-cash balances 
such as depreciation and amortization, (loss) gain on sale of property and equipment, non-cash 
unit compensation expense and non-controlling interest.

3  Payout ratio on EBiTdA and on funds from operations - diluted for the year ended december 
3�, 2006 reflects only seven months of distributions from Essential due to its spin out from 
Avenir on may 3�, 2006.

4  Working capital (excluding debt) is calculated by taking current assets less current liabilities 
excluding current portions of capital lease obligations, long-term debt, non-controlling interest 
and due to Avenir. Working capital ratio is calculated by taking current assets divided by 
current liabilities excluding current portions of capital lease obligations, long-term debt, non-
controlling interest and due to Avenir.

5  Net debt is calculated by taking current assets less total liabilities. 

FiNANCiAL HigHLigHTS
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overvieW

2006 was a challenging year by any standard in the oil and 
gas industry. Falling commodity prices, weakening equity 
markets for energy service companies, and trusts, and the 
uncertainty created by the federal government’s surprise 
announcement on the taxation of income trusts on October 
3�, made 2006 a difficult year. Essential has always focused 
on those services that are required to maintain production 
or to restore production when producing wells fail as 
these services tend to provide the steady utilization and 
predictable cash flows required by the trust structure.  
The business units under whose names Essential operates 
in the field have lengthy track records and tend to be the 
service provider of choice in their particular market areas, 
further insulating Essential from the volatility of the oilfield 
service sector.

2006 saw Essential achieve significant milestones and record 
financial results, which will set the stage for significant 
growth in a challenging environment. year-over-year growth 
in revenue increased by �83% over 2005, while EBiTdA 
increased �85% and net income increased by 263%. This 
marks ten consecutive quarters of significant growth since 
inception. most importantly, Essential has managed to 
maintain high operating margins while many competitors, 
particularly those involved in drilling and drilling-related 
services, have seen pressure from customers to reduce rates 
resulting in lower operating margins. 

The year saw Essential complete a number of significant 
transactions. Beginning in February, the assets of HK Well 
Service (“HK”) of medicine Hat provided Essential with a 
fleet of five swab rigs and another rod rig to complement the 
operations of Cardinal Well Services Partnership (“Cardinal”).  
At the end of march, the acquisition of Kodiak Coil Tubing 
Limited Partnership (“Kodiak”) of Brooks, Alberta was closed 
adding a fleet of ten new coil tubing units. Kodiak has been 
a strong contributor to earnings and a perfect compliment 
to Endless Tubing Services Partnership (“Endless”) that was 
acquired in 2005. These two companies provide Essential 
with a very strong coil tubing operation in southern Alberta. 
At the end of may, the spin out of Essential from Avenir 
was completed and concurrently the assets and businesses 
of four other private companies were acquired. The most 
significant was Classic Well Servicing Partnership (“Classic”) 
of Nisku, Alberta with its fleet of nine service rigs. Classic is 
an established central Alberta service rig operation that is 
complimentary to Essential’s existing service rig operations at 
millard Oilfield Services Partnership (“millard”) of medicine Hat. 

in addition to Classic the assets of three smaller companies 
were acquired, one providing four additional swab rigs for 
the HK operation and the other two providing additional 
equipment and contracts for Cascade Services Partnership 
(“Cascade”) in northern Alberta and British Columbia. in 
June Essential closed the acquisition of assets that are 
complimentary to its Westvac Energy Services Partnership 
(“Westvac”) operations in Wabasca, Alberta, including four 
rod rigs that are now operated by Cardinal, a permanent 
camp and several tank trucks.  in September, Essential 
acquired the operations of Jacar Energy Services Partnership 
(“Jacar”) based in Taber, Alberta. Jacar is a large provider of 
tank trucks, pressure trucks, hot oiling and chemical sales in 
southern Alberta. This was an important strategic acquisition 
that provides transport services similar to the services offered 
by Cascade, Westvac and Richmound Energy Services 
L.P. (“Richmound”). Jacar provides these services across 
southern Alberta to compliment the northern operations of 
Cascade and Westvac as well as the southwest Saskatchewan 
operations of Richmound. This broad and balanced 
geographic footprint significantly expands the transport 
services fleet allowing Essential to provide improved service 
across western Canada and to take on larger and more 
complex projects.

The fourth quarter of 2006 saw Essential achieve record 
financial performance. Essential’s strategic focus on essential 
production services, as opposed to drilling or drilling-related 
services, is paying off as indicated by our strong financial 
results in the fourth quarter. Revenue for the fourth quarter 
increased by �47% over the comparable period in 2005 
and by 30% over the third quarter 2006. EBiTdA increased 
�88% and net income increased by 467% compared to the 
fourth quarter of 2005. On a quarter over quarter basis, 
Essential increased EBiTdA by 49% and net income by �33% 
compared to the third quarter of 2006 while also increasing 
the EBiTdA margin from 28% in the third quarter to 32% in 
the fourth quarter. These successful fourth quarter results 
surpass all previous ten quarters since the Trust’s inception.  
To put the fourth quarter results into perspective, the EBiTdA 
of $�0.4 million in the fourth quarter of 2006 matched the 
$�0.4 million EBiTdA for the entire year ended 2005. As 
expected, Essential improved its distribution payout ratio 
as a percentage of EBiTdA from 98% in the third quarter of 
2006 to 66% in the fourth quarter of 2006. during the fourth 
quarter, Essential integrated the operations of Jacar into 
its Transport division in southern Alberta. This acquisition 
only contributed to �2 days of operating results in the third 
quarter, whereas it contributed $�.� million or 32% of the 
$3.4 million EBiTdA increase from the third to fourth quarter. 

diSCuSSiON OF FiNANCiAL RESuLTS
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An additional $�.2 million or 35% of the EBiTdA increase 
from the third quarter to the fourth quarter came from the 
Transport division, as the onset of colder weather improved 
the northern operations of Cascade and operational 
synergies between Jacar and Richmound helped strengthen 
Richmound’s results. The remaining $�.� million or 32% of 
the EBiTdA increase in the fourth quarter compared to the 
third quarter came from the Rigs division, where Kodiak and 
Classic returned to robust winter activity in their operating 
areas. Essential believes it is now reasonably balanced in 
terms of revenue and EBiTdA contribution by division, as 
evidenced by the fourth quarter results in the Transport 
division contributing 53% of Essential’s revenue and 47% of 
its EBiTdA, compared to 47% of revenue and 53% of EBiTdA  
for the Rigs division.

taxation on income trusts

On October 3�, 2006, the minister of Finance announced its 
proposal to amend the Income Tax Act (Canada) to apply 
a distribution Tax on distributions from publicly-traded 
income trusts. under the proposal, existing income trusts will 
be subject to the new measures commencing in their 20�� 
taxation year, following a four year grace period. The minister 
of Finance has issued a Notice of Ways and means motion 
to Amend the income Tax Act and on November 7, 2006 he 
obtained approval from Parliament to enact the proposal.

in simplified terms, under the proposed tax plan, income 
distributions will first be taxed at the trust level at a special 
rate estimated to be 3�.5%. income distributions to individual 
unitholders will then be treated as dividends from a 
Canadian corporation and eligible for the dividend tax credit. 
income distributions to corporations resident in Canada 
will be eligible for full deduction as tax free inter-corporate 
dividends. Tax-deferred accounts (RRSPs, RRiFs and Pension 
Plans) will continue to pay no tax on distributions. Non-
resident unitholders will be taxed on distributions at the non-
resident withholding tax rate for dividends. The net impact 
on Canadian taxable investors is expected to be minimal 
because they can take advantage of the dividend tax credit. 
However, as a result of the 3�.5% distribution Tax at the trust 
level, distributions to tax-deferred accounts will be reduced 
by approximately 3�.5%, and distributions to non-residents 
will be reduced by approximately 26.5%.

Following the minister’s announcement, the market’s reaction 
was immediate and significant, with a widespread sell-off 
across the entire trust sector that eliminated billions of dollars 
in unit holder value. income trusts comprise a significant 

portion of the public issuers in Canada, and trusts provide an 
important income stream for individuals, especially retirees 
and those planning retirement. 

We encourage Essential’s unitholders to read the full 
transcript of the government’s plan at: www.fin.gc.ca/
news06/06-06�e.html and consult with their personal financial 
and tax advisors regarding potential tax consequences based 
on their individual circumstances. unitholders may also 
express their views directly to the minister of Finance, whose 
contact information is available at www.fin.gc.ca/admin/
contact-e.html.

Essential has joined with other energy income trusts to form 
the Coalition of Canadian Energy Trusts (the “Coalition”) to 
lobby for changes to the proposed legislation. The Coalition 
includes the largest, most successful and most influential 
energy trusts in Canada. Essential has joined with the 
Coalition to try and seek relief for our unitholders.

given the four-year grace period before existing trusts will be 
taxed, Essential has an opportunity to examine its strategy, 
and if warranted, modify it to provide the best possible return 
for its unitholders. At the same time, Essential’s investors 
have an opportunity to arrange their investments before 20�� 
to minimize the impact of the proposed tax changes on their 
portfolios. The long-term effect of the proposed tax changes 
is yet to be determined.
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revenue 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

Revenue by segment:

 Rigs 15,904 5,672 45,047 �4,442

 Transport 16,887 7,580 51,261 �9,544

Total revenue 32,791 �3,252 96,308 33,986

Revenue for the year was $96.3 million (Q4 - $32.8 million), up $62.3 million or �83% (Q4 - $�9.5 million or �47%) from $34.0 
million in 2005 (Q4 2005 - $�3.3 million). The increase in the Rigs division of $30.5 million (Q4 - $�0.2 million) was primarily 
due to the acquisitions of HK in the first quarter of 2006 and Kodiak and Classic in the second quarter of 2006. The Transport 
division increased its revenues by $3�.8 million (Q4 - $9.3 million), reflecting the acquisitions of Westvac in August 2005, 
Richmound in december 2005 and Jacar in September 2006. Overall the Rigs division generated 47% and the Transport 
division generated 53% of the total revenue, as compared to 42% and 58% respectively during 2005.

operating expenses 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

Operating expense by segment:

 Rigs 8,480 2,937 24,446 7,384

 Transport 9,693 4,468 29,361 �0,453

Total operating expense 18,173 7,405 53,807 �7,837

Operating expenses for the year increased by $36.0 million (Q4 - $�0.8 million) or 202% (Q4 – �45%) to $53.8 million (Q4 - $�8.2 
million), from $�7.8 million in 2005 (Q4 2005 - $7.4 million). Operating expenses in the Rigs division increased $�7.� million (Q4 
- $5.6 million), while the Transport division increased $�8.9 million (Q4 - $5.2 million) from 2005. The increase is consistent with 
the significant growth in revenue from acquisitions and new equipment. The increase in operating costs was also affected by 
the upward pressure on wages and fuel costs felt throughout the industry.  

general and administrative expenses 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

general and administrative 3,976 2,243 12,327 5,798

general and administrative (“g&A”) expenses for the year increased by $6.5 million (Q4 - $�.7 million) or ��3% (Q4 – 77%) 
to $�2.3 million (Q4 - $4.0 million), from $5.8 million in 2005 (Q4 2005 - $2.3 million). The increase in g&A expenses is 
consistent with the increase in the number of business units due to acquisitions, from five in 2005 to ten in 2006. in addition, a 
management team was put in place to run Essential as a stand-alone public entity which resulted in increased staff, regulatory, 
legal and audit costs in 2006 compared to 2005.
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depreciation and amortization

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

depreciation and amortization 3,410 2,368 13,286 6,270

depreciation and amortization for the year was $�3.3 million (Q4 - $3.4 million), an increase of $7.0 million (Q4 - $�.0 million) 
or ��2% (Q4 – 44%), from $6.3 million in 2005 (Q4 2005 - $2.4 million). The increase in depreciation was due to the significant 
increase in the amount of equipment from acquisitions the Trust closed during the year.  

interest and BanK charges

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

interest and bank charges 1,332 �50 3,050 293

interest and bank charges for the year was $3.� million (Q4 - $�.3 million), an increase of $2.8 million (Q4 - $�.� million) or 94�% 
(Q4 – 788%), from $0.3 million in 2005 (Q4 2005 - $0.2 million). This increase is consistent with the increase in the amount drawn 
on the Trust’s term acquisition loan facility, which increased to $55.0 million at december 3�, 2006 from $nil at december 3�, 
2005. The increase in the term acquisition loan facility is due to the acquisitions the Trust closed during the year, and that in 
2005 the Trust was part of Avenir where its acquisitons were funded by Avenir Operating Trust.

non-cash unit compensation expense 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

Non-cash unit compensation expense 250 - 642 -

Non-cash unit compensation expense relates to issued and outstanding stock options which amounted to $0.6 million in 2006 
(Q4 - $0.3 million) compared to $nil in 2005. All stock options are out-of-the money at december 3�, 2006.

net income 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

Net income 5,650 996 12,785 3,526

Net income for the year was $�2.8 million (Q4 - $5.7 million), an increase of $9.3 million (Q4 - $4.7 million) or 263% (Q4 – 467%), 
from $3.5 million in 2005 (Q4 2005 - $�.0 million). Net income margin increased from �0.4% in 2005 to �3.3% in 2006.  
This net income was positively affected by the earnings generated by the acquisitions and by the longer life equipment that 
was acquired in the Kodiak and Classic transactions resulting in lower depreciation and amortization as a percentage of 
revenue from �8.4% in 2005 to �3.8% in 2006.
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eBitda 

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

EBiTdA 10,392 3,604 29,532 �0,35�

EBiTdA for the year was $29.5 million (Q4 - $�0.4 million), an increase of $�9.� million (Q4 - $6.8 million) or �85% (Q4 
- �88%), from $�0.4 million in 2005 (Q4 2005 - $3.6 million). This increase is a direct result of increased revenues derived 
from acquisitions. EBiTdA margin remained the same, from 30.5% in 2005 (Q4 2005 – 27.2%) to 30.7% in 2006 (Q4 - 3�.7%), 
reflecting Essential’s ability to maintain operating margins at a high level despite the increase in labour and fuel costs 
experienced throughout 2006. in addition, Essential was successful in managing pressure from some of its oil and gas 
customers to decrease its hourly and daily pricing rates. Such successes are attributable to the strong field management  
teams that Essential has in its business units.

financial resources and liQuidity

WorkiNg CApiTAl

$ thousands, except ratios dec. 31, 2006 Sep. 30, 2006 Jun. 30, 2006 mar. 3�, 2006 dec. 3�, 2005

Current assets 27,106 24,5�5 20,925 22,542 �2,927

Current liabilities (excluding debt)� 19,510 �8,372 �4,0�4 29,824 �3,836

Working capital (excluding debt)2 7,596 6,�43 6,9�� (7,282) (909)

Working capital (excluding debt) ratio2 1.4:1 �.3:� �.5:� 0.9:� 0.9:�

� Current liabilities (excluding debt) is calculated by taking current liabilities less current portions of non-controlling interest, capital lease obligations and long-term debt and due to Avenir.  

2 Working capital (excluding debt) is calculated by taking current assets less current liabilities excluding current portions of capital lease obligations, long-term debt, non-controlling interest 

and due to Avenir. Working capital ratio is calculated by taking current assets divided by current liabilities excluding current portions of capital lease obligations, long-term debt, non-

controlling interest and due to Avenir.

Working capital (excluding debt) on december 3�, 2006 was $7.6 million compared to $(0.9) million on december 3�, 2005.  
The increase of $8.5 million in working capital (excluding debt) was due primarily to the acquisition of Kodiak, Classic and 
Jacar. The working capital (excluding debt) ratio of �.4:� indicates that Essential remains in a strong liquidity position to pay its 
debts as they become due.

FUNDED DEBT

$ thousands dec. 31, 2006 Sep. 30, 2006 Jun. 30, 2006 mar. 3�, 2006 dec. 3�, 2005

Total Liabilities 76,174 72,234 49,228 50,550 32,367

Current liabilities (excluding debt and 
bank indebtedness)� 8,570 7,982 8,424 5,025 2,955

Funded debt (including current 
   portion)2 67,604 64,252 40,804 45,525 29,4�2

� Current liabilities (excluding debt and bank indebtedness) is calculated by taking current liabilities less bank indebtedness, current portions of non-controlling interest, capital lease 

obligations, long-term debt and due to Avenir.  

2 Funded debt (including current portion) is calculated by taking bank indebtedness plus current and long-term portions of capital lease obligations and long-term debt, plus due to Avenir. 
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during 2006, the Trust increased its credit facilities from $25.0 million to $85.0 million. The Trust now has an extendible 
revolving loan facility with a syndicate of two major Canadian banks in the amount of $20.0 million, bearing interest at prime 
plus one-half of one percent, for operating purposes. in addition, the Trust has an extendible revolving term loan facility with a 
syndicate of two Canadian banks in the amount of $65.0 million, bearing interest at prime plus three-quarters of one percent, 
for capital expenditures and acquisition purposes. As at december 3�, 2006, $�0.9 million was drawn on the revolving loan 
facility resulting in an additional availability of $9.� million.  As at december 3�, 2006, $55.0 million was drawn on the revolving 
term loan facility resulting in current availability of an additional $�0.0 million.

in addition to the above facilities, the Trust also has approximately $�.4 million of long-term debt and $0.3 million of capital 
lease obligations, comprised of various loans payable in monthly instalments with interest rates ranging from 0.00% to �0.95%.

The average effective interest rate on borrowings under all of the above loan facilities for the year including service fees was 6.2%.

deficiencies, if any, in the working capital, ongoing operations and capital expenditures, will be managed by existing funds 
from operations and the availability of the current revolving loan facilities and proposed future financings.  

UNiTholDErS’ EqUiTy

$ thousands dec. 31, 2006 Sep. 30, 2006 Jun. 30, 2006 mar. 3�, 2006 dec. 3�, 2005

unitholders’ equity 147,007 �35,646 �35,766 n/a n/a

investment from Avenir and 
accumulated earnings n/a n/a n/a 66,�72 42,87�

On may 3�, 2006, the date of Essential’s spin-out from Avenir, the Trust had 27,�42,250 units outstanding. during the period 
from may 3�, 2006 to december 3�, 2006 the Trust issued the following units:

• On September �8, 2006, 544,053 units as part of the consideration for the Jacar acquisition.

• On September 29, 2006, 26,774 units for land and buildings in Richmound, Saskatchewan.

The Trust had 27,7�3,077 units outstanding at december 3�, 2006 and 27,8�4,428 units outstanding at march 9, 2007.

The Trust had �,450,600 unit options outstanding at december 3�, 2006 and march 9, 2007. All unit options are currently out-
of-the-money.

Total unitholders’ capital at december 3�, 2006 was $�59.4 million. This amount includes a $�2.6 million accrual for 2,53�,029 
units that will be issued subsequent to december 3�, 2006, related to the additional consideration provisions with respect  to 
the acquisitions of Kodiak and the non-controlling interest of Cascade. 
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Business acQuisitions 

The Trust pursued business acquisition opportunities during 
the year as summarized below:

hk WEll SErviCE

On February 9, 2006, Avenir’s Energy Services division 
closed the acquisition of assets from HK Well Service Ltd. of 
medicine Hat, Alberta for cash consideration of $8.� million. 
HK operates a fleet of five swab rigs and one flush-by unit. 

koDiAk Coil TUBiNg liMiTED pArTNErShip 

On march 3�, 2006, Avenir’s Energy Services division 
acquired a 90% partnership interest in Kodiak Coil Tubing 
Limited Partnership for total net consideration of $22.25 
million satisfied through payment of $�3.0 million in cash 
and the issuance of 729,438 Avenir trust units at $�2.�� per 
unit. Transaction costs for the acquisition were approximately 
$400,000. Kodiak provides essential production related 
services to the oil and gas industry with a fleet of ten coiled 
tubing units. Kodiak is based in Brooks, Alberta and provides 
services across southern Alberta from operational bases in 
Brooks, medicine Hat and Three Hills, Alberta. 

ADDiTioNAl CoNSiDErATioN For koDiAk Coil TUBiNg 
liMiTED pArTNErShip

The Trust agreed to pay an additional consideration to the 
vendors of Kodiak Coil Tubing Limited Partnership, based 
on a pre-determined multiple of Kodiak’s 2006 EBiTdA in 
excess of $5.2 million, up to a maximum payment of $�8.0 
million. Essential estimates the additional consideration to 
be approximately $�2.0 million, to be paid in April 2007 by 
issuing approximately 2.4 million trust units of Essential. 

ClASSiC WEll SErviCiNg pArTNErShip 

Effective may 3�, 2006 and concurrent with the Plan of 
Arrangement, Essential acquired the assets and business  
of Classic Well Servicing Partnership of Nisku, Alberta.  
Classic operates nine service rigs including four doubles  
and five singles throughout central and southern Alberta. 
Total consideration consisted of 3,�9�,72� units of Essential.

DrB-Av pArTNErShip 

Effective may 3�, 2006 and concurrent with the plan of 
arrangement, Essential acquired the assets of dRB-AV 
Partnership. The assets acquired include four swab rigs,  
two hot oilers, two vacuum trucks, one hydro-vac, a tank  
truck and a combination steamer-vac. All equipment acquired 
was absorbed by other operating units of Essential.  
Total consideration consisted of �,985,960 units of Essential.

NoN-CoNTrolliNg iNTErESTS 

Effective may 3�, 2006 and concurrent with the plan of 
arrangement, Essential acquired the outstanding �0% 
non-controlling interests of Cascade Services Partnership, 
Westvac Energy Services Partnership and Kodiak Coil 
Tubing Limited Partnership. Total consideration consisted of 
�,�44,533 units of Essential and $6�8,000 in cash.

ADDiTioNAl CoNSiDErATioN For NoN-CoNTrolliNg 
iNTErEST oF CASCADE SErviCES pArTNErShip

The Trust agreed to pay an additional consideration to 
the non-controlling interest partner of Cascade Services 
Partnership, based on achieving certain 2006 EBiTdA targets 
in excess of $7.4 million, up to a maximum payment of 
$0.6 million. Essential has subsequently paid the additional 
consideration totalling $0.6 million on February 28, 2007 by 
issuing �0�,35� trust units of Essential.  

pEliCAN lAkE ASSETS  

Effective June �, 2006, Essential purchased four flush-bys, two 
tank trucks, related equipment and a �00 person camp in the 
Pelican Lake, Alberta area from a private company, for total 
cash consideration of approximately $5.6 million.

JACAr ENErgy SErviCES pArTNErShip

Effective September �8, 2006, Essential acquired the assets 
and business of Jacar Energy Services Partnership from Jacar 
Hot Oil Service Ltd. Jacar is based in Taber, Alberta with 
operational bases in medicine Hat, Taber, Pincher Creek and 
Cayley, Alberta. Jacar has a fleet of 72 revenue generating 
units, including 6 hot oilers, 6 pressure trucks, 55 tank trucks 
and trailers and 5 acid shower units, which provide a range  
of production services to oil and gas operators across 
southern Alberta and into southwest Saskatchewan.  
Jacar also provides chemicals such as methanol and KCl 
(potassium chloride) solution to the oil and gas industry and 
maintains facilities for mixing, storage and transport of these 
chemicals.  Total consideration was $20.5 million consisting 
of $�5.8 million in cash and 544,053 units of the Trust. 
Transaction costs for the acquisition were approximately 
$300,000.
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funds from operations and distriButions to unitholders

For the three months ended For the year ended

$ thousands
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005

Cash provided by operating activities 5,248 �6,83� 19,669 2�,832

Change in non-cash working capital (4,186) �3,377 (7,552) ��,780

Funds from operations 9,434 3,454 27,221 �0,052

Required principal repayments (266) (�40) (872) (46�)

distributions paid to Avenir - (�,775) (7,190) (6,079)

Funds retained for growth and capital 
expenditures (2,885) (�,539) (3,199) (3,5�2)

distributions to Essential unitholders 6,901 - 15,960 -

FUNDS FroM opErATioNS

Funds from operations for the year increased $�7.� million (Q4 - $6.0 million) or �7�% (Q4 – �73%) to $27.2 million (Q4 - $9.4 
million) from $�0.� million in 2005 (Q4 2005 - $3.5 million). The increase is a direct result of the contribution made to funds from 
operations due to the acquisitions of Westvac and Richmound in the second half of 2005 and HK, Kodiak, Classic and Jacar 
throughout 2006.

DiSTriBUTioNS To UNiTholDErS

The Trust made distributions to unitholders of $�6.0 million in the year (Q4 - $6.9 million). The manager of the Trust anticipates 
monthly cash distributions to continue at $0.083 per Trust unit ($0.996 per annum), subject to the ability of the Trust to continue 
to generate sufficient cash flows from operations to pay such distributions.

commitments 

The Trust has entered into operating leases for office and shop premises and equipment that provide for minimum annual 
lease payments as follows:

$ thousands

2007 2,952

2008 2,369

2009 �,772

20�0 �,�7�

20�� and forward 606

contingencies

The Trust has no contingent liabilities at december 3�, 2006.

financial instruments

fair values of financial assets and liabilities 
The Trust’s financial instruments consist of cash and cash equivalents, accounts receivable, bank indebtedness, accounts 
payable and accrued liabilities, distributions payable, due to non-controlling interest owners, due to Avenir diversified income 
Trust, capital lease obligations and long-term debt. unless otherwise noted, as at december 3�, 2006 and 2005, there were no 
significant differences between the carrying amounts of these financial instruments and their estimated fair values.   
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credit risk 
The Trust’s accounts receivable are exposed to credit 
risk. Although a substantial portion of trade receivables is 
dependant upon the strength of the Canadian oil and gas 
industry, management considers credit risk to be minimal. 
management routinely assesses the financial strength of 
customers, and monitors the exposure for credit losses.

Of the Trust’s significant accounts receivable as at december 
3�, 2006, approximately 23.9% was due from two companies 
(�2.7% and ��.2% respectively) (december 3�, 2005 – �7.3% 
was due from one company).  

interest rate risk 
drawings under the Trust’s bank credit facilities and long-
term debt are at floating interest rates and expose the Trust 
to interest rate risk. 

related party transactions

during the year ended december 3�, 2006, the Trust paid 
$0.2 million through the issuance of  26,774 Trust units to  
a corporation controlled by an officer of the Trust for land  
and buildings. The transaction was recorded at the  
exchange amount.

The Trust also pays rents for land and buildings to officers 
of the trust, which is included in operating expenses. 
The expense totaled $0.3 million  for the year ended 
december 3�, 2006 (2005 - $0.2 million). These transactions 
were conducted in the normal course of operations, on 
commercial terms established and agreed to by the related 
parties, and were recorded at the exchange amount.

off-Balance sheet items

The Trust has no off-balance sheet items as at  
december 3�, 2006.

suBseQuent events

The Trust has no material subsequent events as at  
december 3�, 2006.

reconciliation of non-gaap measures

This management discussion and Analysis contains 
reference to certain financial measures that do not have 
any standardized meaning prescribed by gAAP and may 
not be comparable to similar measures presented by other 
companies or trusts. These measures are provided to assist 
investors in determining the Trust’s ability to generate cash 
from operations and to provide additional information 
regarding the use of its cash resources. These financial 
measures are identified and defined on the next page:



Essential Energy Services Trust  Annual Report 2006 �5

management’s discussion & Analysis

reconciliation of non-gaap measures (continued)

For the year ended For the three months ended

$ thousands, except ratios
dec. 31,

 2006
dec. 3�,

2005
dec. 31,

 2006
dec. 3�,

2005
Sep. 30,

2006
Sep. 30,

2005
Jun. 30,

2006
Jun. 30,

 2005
mar.3�,

  2006
mar.3�,

 2005

eBitda1

Net income 12,785 3,526 5,650 996 2,42� �,247 �,65� 4�8 3,063 865

depreciation and 
amortization 13,286 6,270 3,410 2,368 3,6�� 2,�48 2,680 �,229 3,585 525

interest  and bank 
charges 3,050 293 1,332 �50 940 8� 466 37 3�2 25

Non-controlling interest 411 262 - 90 - 69 3 6 408 97

EBiTdA� 29,532 �0,35� 10,392 3,604 6,972 3,545 4,800 �,690 7,368 �,5�2

funds from operations

Net income 12,785 3,526 5,650 996 2,42� �,247 �,65� 4�8 3,063 865

Loss (gain) on sale 
of property and 
equipment 97 (6) 124 - (33) - 6 (6) - -

depreciation and 
amortization 13,286 6,270 3,410 2,368 3,6�� 2,�48 2,680 �,229 3,585 525

Non-cash unit 
compensation 642 - 250 - 294 - 98 - - -

Non-controlling interest 411 262 - 90 - 69 3 6 408 97

Funds from
 operations 27,221 �0,052 9,434 3,454 6,293 3,464 4,438 �,647 7,056 �,487

payout ratios

EBiTdA� 29,532 �0,35� 10,392 n/a 6,972 n/a 4,800 n/a 7,368 n/a

Non-cash unit
     compensation 642 - 250 n/a 294 n/a 98 n/a - n/a

interest and bank 
charges (3,050) (293) (1,332) n/a (940) n/a (466) n/a (3�2) n/a

Loss (gain) on sale
    of fixed assets 97 (6) 124 n/a (33) n/a 6 n/a - n/a

Funds from operations 27,221 �0,052 9,434 n/a 6,293 n/a 4,438 n/a 7,056 n/a

distributions paid to 
unitholders 15,960 n/a 6,901 n/a 6,806 n/a 2,253 n/a n/a n/a

distributions paid to 
Avenir 7,190 n/a - n/a - n/a 4,3�5 n/a 2,875 n/a

Payout ratio on funds
    from operations 58.6% n/a 73.1% n/a �08.2% n/a 50.7% n/a n/a n/a

Payout ratio on
    EBiTdA 54.0% n/a 66.4% n/a 97.6% n/a 46.9% n/a n/a n/a

EBiTdA, funds from operations, working capital (excluding debt), and funded debt (including current portion) are not recognized measures under Canadian 
generally accepted accounting principles (“gAAP”). management believes that these measures are useful supplemental measures to analyze operating 
performance as they demonstrate the Trust’s ability to generate the funds from operations necessary to fund future distributions and capital investments. The 
Trust’s method of calculating these measures may differ from other issuers, and accordingly, they may not be comparable to measures used by other issuers. 
investors should be cautioned that EBiTdA, funds from operations, working capital (excluding debt), and funded debt (including current portion) should not be 
construed as alternatives to net income, cash flow from operating activities or other measures of financial performance calculated in accordance with gAAP.

n/a means not applicable as the comparative numbers for the quarters ended march 3�, 2006 and before were those of Avenir diversified income Trust and a 
meaningful equivalent is not available. 

�  EBiTdA is defined as earnings before non-controlling interests, interest, taxes, depreciation and amortization. We believe in addition to net income, EBiTdA is 
a useful supplemental earnings measure as it provides an indication of the financial results generated by our principal business activities prior to consideration 
of how these activities are financed or how the results are taxed in various jurisdictions and before non-cash amortization expenses. EBiTdA margin is calculated 
as EBiTdA divided by revenue.
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disclosure controls and procedures

disclosure controls and procedures are designed to provide 
reasonable assurance that all relevant information is gathered 
and reported to senior management, including the Chief 
Executive Officer (“CEO”) and Chief Financial Officer 
(“CFO”) on a timely basis so that appropriate decisions can 
be made regarding public disclosure.  

The Trust’s CEO and CFO have concluded, based on their 
evaluation as of the end of the period covered by the Trust’s 
annual filings for the most recently completed financial year, 
that the Trust’s disclosure controls and procedures, as defined 
in multilateral instrument 52-�09 (Certification of disclosure in 
issuers’ Annual and interim Filings) of the Canadian Securities 
Administrators, are effective to provide reasonable assurance 
that material information related to the Trust, including its 
consolidated subsidiaries, is made known to them by others 
within those entities.

internal controls over financial reporting

internal controls over financial reporting are designed to 
provide reasonable assurance regarding the reliability of the 
Trust’s financial reporting and the preparation of financial 
statements together with the other financial information for 
external purposes, in accordance with gAAP. The Trust’s 
CEO and CFO are responsible for designing, or causing 
to be designed under their supervision, internal controls 
over financial reporting related to the Trust, including its 
consolidated subsidiaries.

during the Trust’s assessment of its system of internal 
controls over financial reporting as defined under multilateral 
instrument 52-�09, the Fund identified certain weaknesses  
in internal controls over financial reporting:

•  due to the limited number of staff, it is not  
 feasible to achieve the complete segregation  
 of ncompatible duties.

The broad scope of senior management’s oversight and 
strong entity level control are expected to compensate 
for any individual internal control weakness. in addition, 
the weaknesses identified are mitigated by: the active 
involvement of senior management in all the affairs of the 
Trust; open lines of communication within the Trust and its 
divisions; the present levels of activities and transactions 
within the Trust being readily transparent; the thorough 
review of the Trust’s financial statements by management; 
and the establishment of a whistle-blower policy.

The Trust’s CEO and CFO have concluded, based on their 
evaluation as of the end of the period covered by the Trust’s 
annual filings for the year ended december 3�, 2006,that the 
Trust’s internal controls over financial reporting, as defined 
in multilateral instrument 52-�09, are suitably designed to 
provide reasonable assurance regarding the reliability of the 
Trust’s financial reporting and the preparation of financial 
statements together with the other financial information for 
external purposes in accordance with gAAP.  

 All internal control systems, no matter how well designed, 
have inherent limitations. Therefore, these systems provide 
reasonable, but not absolute assurance, that disclosures and 
financial information is accurate and complete.

critical accounting estimates

Preparation of consolidated financial statements requires 
that we make assumptions regarding accounting estimates 
for certain amounts contained within the consolidated 
financial statements. Our significant accounting estimates 
include depreciation of property and equipment; the 
fair value of assets and liabilities acquired in business 
combinations; estimated impairment of long-lived assets; 
estimated intangible assets; goodwill impairment; and 
estimating bad debts on accounts receivable. We believe 
that each of our assumptions and estimates is appropriate 
to the circumstances and represents the most likely future 
outcome. However, because of the uncertainties inherent in 
making assumptions and estimates regarding unknown future 
outcomes, future events may result in significant differences 
between estimates and actual results.

(�) Amortization of Property and Equipment

Our property and equipment are amortized based upon 
estimated useful lives and salvage values. We review our 
historical experience with similar assets to help ensure that 
these amortization rates are appropriate. However, the actual 
useful life of the assets may differ from our original estimate 
due to factors such as technological obsolescence and 
maintenance activity.
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(2) Fair Value of Assets and Liabilities Acquired in  
Business Combinations

The value of acquired assets and liabilities on the acquisition 
date require the use of estimates to determine the purchase 
price allocation. Estimates are made as to the valuations of 
property and equipment, intangible assets, and goodwill, 
among other items. in certain circumstances, such as the 
valuation of property and equipment acquired, we rely on 
independent third party valuations.

(3) Asset impairment

We assess the carrying value of long-lived assets, which 
include property and equipment, intangible assets and 
goodwill, for indications of impairment when events or 
circumstances indicate that the carrying amounts may not 
be recoverable from estimated cash flows. Estimating future 
cash flows requires assumptions about future business 
conditions and technological developments. Significant, 
unanticipated changes to these assumptions could require a 
provision for impairment in the future.

goodwill is assessed for impairment at least annually.  
This assessment includes a comparison of the carrying value  
of the reporting unit to the estimated fair value to ensure  
that the fair value is greater than the carrying value.  
We arrive at the estimated fair value of a reporting unit using 
valuation methods such as discounted cash flow analysis. 
These valuation methods employ a variety of assumptions, 
including future revenue growth, expected earnings, and 
earnings multiples. Estimating the fair value of a reporting 
unit is a subjective process and requires the use of our best 
estimates. if our estimates or assumptions change from 
those used in our current valuation, we may be required to 
recognize an impairment loss in future periods.

(4) Provision for doubtful Accounts Receivable

We perform periodic credit evaluations of our customers 
and grant credit based upon past payment history, financial 
condition, and anticipated industry conditions. Customer 
payments are regularly monitored and a provision for 
doubtful accounts is established based upon specific 
situations and overall industry conditions. Our history of bad 
debt losses has been within expectations and is generally 
limited to specific customer circumstances. However, given 
the cyclical nature of the energy industry, our customers’ 
abilities to fulfill their payment obligations can change 
suddenly and without notice.

risKs and uncertainties 

general 
Certain activities of Essential are affected by factors that 
are beyond its control or influence. The oilfield services 
business is directly affected by fluctuations in the levels of 
exploration, oil and natural gas development and production 
activity carried on by its customers, which in turn is dictated 
by numerous factors, including world energy prices and 
government policies. Additionally, the business risks also 
include: seasonality, with lower second and third quarter 
and higher fourth and first quarter activity; availability of 
skilled workers; ability to retain key customers; and the 
environmental and safety risks inherent in the business.

service industry conditions 
The oil and gas service industry is highly reliant on the levels 
of capital expenditures made by oil and gas producers and 
explorers. Exploration and production companies base their 
capital expenditures on several factors, including but not 
limited to hydrocarbon prices, production levels and access 
to capital. in recent years, commodity prices, and therefore, 
the level of drilling, production and exploration activity, 
have been volatile. Any prolonged, substantial reduction in 
commodity prices will likely affect the activity levels of the 
exploration and production companies and the demand 
for Essential’s services. A significant, prolonged decline in 
commodity prices could have a material adverse effect on the 
oilfield services segment, results of operations and financial 
condition. The price of fuel, equipment and other input costs, 
insurance costs, interest rates, fluctuations in customers’ 
business cycles and national and regional economic 
conditions are factors over which Essential has little or no 
control. Significant increases in fuel prices, equipment prices, 
other input prices, interest rates or insurance costs, could 
reduce profitability and could adversely affect Essential’s 
ability to maintain distributions. Essential cannot predict 
the impact of future economic conditions and there is no 
assurance that the operations of Essential will continue  
to be profitable.
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seasonality of operations 
All of Essential’s operations are carried out in Western 
Canada where the ability to move heavy equipment is 
dependant on weather conditions. An example of such a 
condition includes thawing in the spring, which renders many 
secondary roads incapable of supporting heavy equipment 
until the ground is dry. As a result, our operations traditionally 
follow a seasonal pattern, with revenue and earnings being 
higher in the first three months than in the other quarters of 
the year. However, this has not always been the case over the 
past eight quarters due to a number of factors, including the 
completion of a number of significant business acquisitions.  

The Trust’s operations rely on the movement of heavy 
equipment, usually on poorly surfaced roads. The pattern 
of equipment utilization in the northern operations of the 
Trust sees strongest utilization in the first quarter followed 
by relatively poor utilization in the second quarter due to 
“spring break-up” and the attendant restrictions on moving 
equipment with improvement occurring steadily through 
the third and fourth quarters. in the southern area the Trust’s 
operations tend to show good utilization through the first 
quarter, a slow down in the second quarter due to spring 
break-up which is less pronounced than in the north followed 
by very strong utilization in the third quarter if dry conditions 
prevail and generally good utilization in the fourth quarter. 

environmental risk 
All phases of the oil and gas business present environmental 
risks and hazards and are subject to environmental regulation 
pursuant to a variety of federal, provincial and local laws and 
regulations. Compliance with such legislation can require 
significant expenditures and a breach may result in the 
imposition of fines and penalties, some of which may be 
material. Environmental legislation is evolving in a manner 
expected to result in stricter standards and enforcement, 
larger fines and liability and potentially increased capital 
expenditures and operating costs. in 2002, the government 
of Canada ratified the Kyoto Protocol (the “Protocol”), which 
calls for Canada to reduce its greenhouse gas emissions to 
specified levels. There has been much public debate with 
respect to Canada’s ability to meet these targets and the 
government’s strategy or alternative strategies with respect 
to climate change and the control of greenhouse gases.  
implementation of strategies for reducing greenhouse gases, 
whether to meet the limits required by the Protocol or as 
otherwise determined, could have a material impact on the 
nature of oil and gas operations, including those of the Trust.  
given the evolving nature of the debate related to climate 
change and the control of greenhouse gases and resulting 

requirements, it is not possible to predict either the nature 
of those requirements or the impact on the Trust and its 
operations and financial condition.

credit and interest rate risk 
Substantial portions of Essential’s accounts receivable are 
with customers involved in the oil and gas industry, whose 
revenues may be impacted by fluctuations in commodity 
prices. Although collection of these receivables could be 
influenced by economic factors affecting this industry, 
management considers the risk of a significant loss to be low 
at this time. management routinely assesses the financial 
strength of partners and customers, and monitors the 
exposure for credit losses.

The Trust is exposed to interest rate fluctuations on its bank 
indebtedness and long-term debt, which is tied to Canadian 
bank prime rate. 

competition 
Essential competes with several large companies in the 
energy services industry that have greater financial and other 
resources than Essential. There can be no assurance that 
such competitors will not substantially increase the resources 
devoted to the development and marketing of services that 
compete with those of Essential or that new competitors will 
not enter the various markets in which Essential is active. 

income tax matters 
generally, income trusts, including Essential, involve 
significant amounts of inter-company debt, royalties or similar 
instruments, generating substantial interest expense or 
other deductions which serve to reduce taxable income and 
income tax payable. Although Essential is of the view that 
all expenses to be claimed by Essential will be reasonable 
and deductible and that the cost amount and capital cost 
allowance claims of such entities’ depreciable properties will 
have been correctly determined, there can be no assurance 
that the taxation authorities will not seek to challenge the 
amount of interest expense and other deductions. if such 
a challenge were to succeed it could materially adversely 
affect the amount of distributions available to the unitholders 
of Essential. Essential believes that the interest expense 
inherent in the structure of the unitholders of Essential is 
supportable and reasonable. in addition the Trust does 
not provide for current income taxes, as it expects that all 
taxable income will be passed on to unitholders in the form 
of distributions.  
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On October 3�, 2006 the Federal minister of Finance 
proposed to apply a tax at the trust level on distributions 
of certain income from publicly traded mutual fund trusts 
at rates of tax comparable to the combined federal and 
provincial corporate tax and to treat such distributions as 
dividends to the unitholders  (the “October 3� Proposals”).  
On december 2�, 2006 the Federal minister of Finance 
released draft legislation to implement the October 3� 
Proposals pursuant to which, commencing January �, 20�� 
(provided the Trust only experiences “normal growth” and 
no “undue expansion” before then) certain distributions 
from the Trust which would have otherwise been taxed as 
ordinary income generally will be characterized as dividends, 
in addition to being subject to tax at corporate rates at the 
trust level.  Assuming the October 3� Proposals are ultimately 
enacted in their proposed form, the implementation of 
such legislation would be expected to result in adverse tax 
consequences to the Trust and certain unitholders (including 
most particularly unitholders that are tax deferred or non-
residents of Canada) and may impact cash distributions from 
the Trust.  it is not known at this time when the October 3� 
Proposals will be enacted by Parliament, if at all, or whether 
the October 3� Proposals will be enacted in the form 
currently proposed.

employees and labour relations 
The success of Essential is dependent upon Essential’s 
key personnel. Any loss of the services of such persons 
could have a material adverse effect on the business and 
operations of Essential. The ability of Essential to expand its 
services will be dependent upon Essential’s ability to attract 
additional qualified employees, which is constrained in times 
of strong industry activity. The failure to attract and retain a 
sufficient number of qualified drivers and owner-operators 
could also have a material adverse affect on the profitability 
of Essential.  The largest components of Essential’s 
overall expenses are salary, wages, benefits and costs of 
subcontractors. Any significant increase in these expenses 
could impact the financial results of Essential. in addition, 
Essential is at risk if there are any labour disruptions. 

access to additional financing 
Essential may find it necessary in the future to obtain 
additional debt or equity financing to support ongoing 
operations, 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 Essential when needed or on 
terms acceptable to Essential, which could limit Essential’s 
growth and may have a material adverse effect upon the Trust.

non-resident ownership of units 
in order for the Trust to maintain its status as a mutual fund 
trust under the Income Tax Act (Canada), the Trust must not 
be established or maintained primarily for the benefit of non-
residents of Canada.  The Trust must continuously ensure that 
not more than 50 percent of its issued units are held by non-
residents of Canada.  if at any time the managers of the Trust 
becomes aware that activities of the Trust and/or ownership 
of units by non-residents may threaten the status of the Trust 
under the Income Tax Act (Canada) as a “unit trust” or a 
“mutual fund trust”, management of the trust is authorized to 
take such action as may be necessary to maintain the status 
of the Trust as a “unit trust” or a “mutual fund trust”.

recent accounting pronouncements

financial instruments 
Effective January �, 2007, the Trust will adopt the 
recommendations of three new Handbook Sections issued 
by the Canadian institute of Chartered Accountants (“CiCA”) 
relating to financial instruments. These new accounting 
standards are effective for fiscal years beginning on or after 
October �, 2006 and are identified as follows:

• Section �530 - “Comprehensive income”;

• Section 3855 - “Financial instruments - Recognition  
 and measurement”; and

• Section 3865 - “Hedges”.

The new standards determine how reporting entities 
recognize and measure financial assets, financial liabilities 
and non-financial derivatives. All financial assets should 
be measured at fair value with the exception of loans, 
receivables and investments that are intended to be held 
to maturity, and certain equity investments, which should 
be measured at cost. All financial liabilities should be 
measured at fair value when they are held for trading or if 
they are derivatives. gains and losses on financial instruments 
measured at fair value must be recognized in net income in 
the period in which they arise, with the exception of gains 
and losses arising from:

•  Financial assets held for sale where gains and losses  
 are deferred in other comprehensive income until  
 sold or impaired; and

•  Certain financial instruments that qualify for hedge  
 accounting.
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accounting changes 
The CiCA has issued revisions to Handbook Section �506 
- “Accounting Changes”, applicable to interim and annual 
financial statements issued after January �, 2007. The 
revisions in this section address changes in accounting 
policies, accounting estimates and the correction of errors. 
A change in accounting policy is recommended only if the 
change is required by a primary source of gAAP or results in 
the financial statements providing reliable and more relevant 
information. The Trust will adopt the requirements of this 
section for any future changes to accounting policies  
and estimates.

outlooK

The Trust continues to organically expand its business in 
2007 with planned growth capital expenditures. Essential 
continues to see and evaluate business opportunities and 
plans to remain active in evaluating mergers and acquisitions 
to create value for unitholders, within the constraints of 
“normal growth” and no “undue expansion” as per the 
October 3� Proposals, to keep our four year grace period for 
no taxation on distributions intact. The effect that taxation 
of income trusts will have on activity levels in the energy 
industry remains largely uncertain at this time. However, the 
Trust will continue to strive for sustainable distributions for 
the unitholders until the distributions from the Trust become 
taxable in 20��. due to the production service focused nature 
of our Trust, we anticipate continuing strong results in the 
first quarter of 2007 as production related oilfield activity 
remains healthy.
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To the Unitholders of

Essential Energy Services Trust

We have audited the consolidated balance sheets of Essential Energy Services Trust (formerly the Energy Services Division 
of Avenir Diversified Income Trust) as at December 31, 2006 and 2005, and the consolidated statements of operations and 
accumulated deficit and cash flows for the years then ended. These financial statements are the responsibility of the Trust’s 
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of Essential Energy 
Services Trust as at December 31, 2006 and 2005, and the results of its operations and its cash flows for the years then ended 
in accordance with Canadian generally accepted accounting principles.

Calgary, Alberta 

March 16, 2007          Chartered Accountants  

AUDITORS’ REPORT

Management’s Report    Auditors’ Report

MANAGEMENT’S REPORT

To the Unitholders of

Essential Energy Services Trust

Management is responsible for the preparation of the consolidated financial statements in accordance with Canadian 
generally accepted accounting principles and for ensuring that all other financial and operating information presented in this 
report is consistent with those consolidated financial statements. Management maintains a system of internal controls that is 
designed to ensure all assets are safeguarded and managed efficiently and to facilitate the preparation of reliable and timely 
financial information.

The Board of Directors and management have established corporate governance practices that are consistent with guidelines 
set out in the report issued by the Toronto Stock Exchange Committee on Corporate Governance in Canada.

The Audit Committee of the Board of Directors, comprised of three members considered to be “outside and unrelated” 
directors, has reviewed the consolidated financial statements with management and the independent external auditors.

Independent external auditors, appointed by the unitholders of the Trust, have examined the consolidated financial 
statements in order to express their opinion. The Board of Directors is responsible for ensuring that management fulfills its 
responsibilities for financial reporting and internal control. The Audit Committee of the Board of Directors has reviewed these 
consolidated financial statements with management and the independent external auditors and has reported to the Board of 
Directors. The Board of Directors has approved the consolidated financial statements.

James Burns Duncan Au 
President & Chief Executive Officer     Vice President - Business Development & Chief Financial Officer  
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As at december 3�, 
($ in thousands)

2006 2005

$ $

ASSETS [notes 7 and 9]

current

Cash and cash equivalents 1,110 2,770

Accounts receivable and prepaid expenses [note �3] 24,214 9,997

materials and supplies 1,782 �60

27,106 �2,927

property and equipment [notes 3, 4 and 8] 96,741 37,965

intangibles [note 5] 10,759 -

goodwill [note 6] 88,575 24,346

223,181 75,238

liABiliTiES AND UNiTholDErS’ EqUiTy

current

Bank indebtedness [note 7] 10,940 �0,88�

Accounts payable and accrued liabilities 6,269 2,955

distributions payable 2,301 -

due to non-controlling interest owner - 44

due to Avenir diversified income Trust [note �6] - �4,7�8

Current portion of capital lease obligations [note 8] 235 �55

Current portion of long-term debt [note 9] 11,347 �,�59

31,092 29,9�2

capital lease obligations [note 8] 17 326

long-term debt [note 9] 45,065 �,�24

non-controlling interest [note 10] - �,005

76,174 32,367

commitments and contingencies [note 14]

unitholders’ equity 

unitholder capital [note ��] 159,423 -

investment from Avenir diversified income Trust - 45,564

Contributed surplus [note �2] 642 -

Accumulated deficit (13,058) (2,693)

147,007 42,87�

223,181 75,238

See accompanying notes to the consolidated financial statements

On behalf of the Board:

Signed “Dennis B. Balderston”    Signed “William M. gallacher”

__________________________    __________________________
dennis B. Balderston     William m. gallacher
Director       Director

CONSOLidATEd BALANCE SHEETS

Consolidated Financial Statements
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($ in thousands)

for the year ended 
december 31, 2006

For the year ended 
december 3�, 2005

$ $

rEvENUE

Energy services revenue 96,405 33,980

gain (loss) on sale of property and equipment (97) 6

96,308 33,986

EXpENSES

Operating expenses 53,807 �7,837

general and administrative 12,327 5,798

Non-cash unit compensation expense [note �2] 642 -

Short-term interest and bank fees 685 68

interest on long-term debt and capital lease obligations 2,365 225

depreciation and amortization 13,286 6,270

83,112 30,�98

Net income before non-controlling interest 13,196 3,788

Non-controlling interest [note �0] (411) (262)

Net income for the year 12,785 3,526

Accumulated deficit, beginning of year (2,693) (�40)

distributions to Avenir diversified income Trust (7,190) (6,079)

distributions to unitholders [note �9] (15,960) -

Accumulated deficit, end of year (13,058) (2,693)

Net income per unit [note ��]
Basic diluted
diluted

0.47
0.43

n/a
n/a

See accompanying notes to the consolidated financial statements

CONSOLidATEd STATEmENTS OF OPERATiONS  
ANd ACCumuLATEd dEFiCiT

Consolidated Financial Statements
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($ in thousands)

for the year ended 
december 31, 2006

For the year ended 
december 3�, 2005

$ $

opErATiNg ACTiviTiES

Net income for the year 12,785 3,526

Add non-cash items:

depreciation and amortization 13,286 6,270

Non-controlling interest 411 262

Non-cash unit compensation expense 642 -

Loss (gain) on sale of property and equipment 97 (6)

27,221 �0,052

Change in non-cash working capital [note �8] (7,552) ��,780

Cash provided by operating activities 19,669 2�,832

FiNANCiNg ACTiviTiES

investment by Avenir diversified income Trust 14,279 33,45�

distributions to Avenir diversified income Trust (7,890) (5,529)

distributions to unitholders (13,659) -

Cost of formation of Essential Energy Services Trust (5,104) -

increase in bank indebtedness 59 �0,88�

Repayments of bank indebtedness - (�,9�2)

Repayments of capital lease obligations (139) (78)

increase in long-term debt 55,236 266

Repayments of long-term debt (4,568) (3,796)

Repayment of subordinated debt - (�92)

Change in non-cash working capital [note �8] - 66

Cash provided by financing activities 38,214 33,�57

iNvESTiNg ACTiviTiES

Purchase of Energy Services companies [note 3] (30,099) (39,786)

Purchase of property and equipment (31,072) (�2,503)

Sale of property and equipment 1,835 69

Change in non-controlling interest [note �0] (524) 24�

Change in non-cash working capital [note �8] 317 (240)

Cash and cash equivalents used in investing activities (59,543) (52,2�9)

(decrease) increase in cash during the year (1,660) 2,770

Cash and cash equivalents, beginning of year 2,770 -

cash and cash equivalents, end of year 1,110 2,770

cash interest paid 2,821 25�

See accompanying notes to the consolidated financial statements

CONSOLidATEd STATEmENTS OF CASH FLOWS

Consolidated Financial Statements
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 

( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

NOTES TO THE CONSOLidATEd FiNANCiAL STATEmENTS

1.  nature of the organization

Essential Energy Services Trust (“Essential” or the “Trust”) is 
an open-ended unincorporated investment trust governed 
by the laws of the province of Alberta and created pursuant 
to a deed of trust dated April 4, 2006 between Olympia Trust 
Company and Avenir diversified income Trust (“Avenir”).  

Pursuant to Section �93 of the Business Corporations Act 
(Alberta), under a Plan of Arrangement entered into by the 
Trust, Avenir diversified income Trust, Avenir Operating 
Trust, Avenir Operating Corp., Essential Production Services 
Exchange Corp., and Essential Energy Services Corp., 
effective may 3�, 2006 the Energy Services division of 
Avenir (“the Energy Services division”) was transferred to 
the Trust. Essential began publicly trading on the Toronto 
Stock Exchange on may 3�, 2006. The Trust is made up of 
various partnerships which for the purposes of these financial 
statements have been combined to reflect the operations 
relating to Essential.  

The following represents the partnerships that together 
make up Essential as at december 3�, 2006:

• Essential Energy Services Limited Partnership

• Cascade Services Partnership

• millard Oilfield Services Partnership

• Endless Tubing Services Partnership

• Cardinal Well Services Partnership

• Westvac Energy Services Partnership

• Richmound Energy Services L.P.

• Kodiak Coil Tubing Limited Partnership

• Classic Well Servicing Partnership

• Jacar Energy Services Partnership

Avenir through a series of steps transferred their Energy 
Services division to Essential in exchange for Essential 
units. These units were subsequently distributed to 
Avenir’s unitholders on may 3�, 2006 (20,820,036 units were 
distributed on a pro rata basis, with an additional 6,322,2�4 
units issued for new acquisitions and the purchase of the 
non-controlling interests). due to the transactions being 
structured in this manner, there was no change of control 
of the ownership of Avenir’s Energy Services division.  
Consequently, there was no upward adjustment to the 
carrying value of the assets (to record them at fair market 
value) and no corresponding upward adjustment to the 

partnership equity of the Trust. This accounting is referred 
to as continuity of interests accounting and as a result, the 
due to and investment from Avenir diversified income Trust 
balances were rolled into partnership equity.

All operations are located in Western Canada and provide 
oilfield services to crude oil and natural gas exploration and 
production customers. 

2. summary of significant accounting policies

The preparation of financial statements in conformity 
with Canadian generally accepted accounting principles 
(“gAAP”) requires management to make estimates and 
assumptions that affect amounts reported in the financial 
statements and accompanying notes.

A) BASiS oF prESENTATioN

The financial statements of Essential have been prepared by 
management in accordance with Canadian gAAP.  

The business of the Trust was carried out as the Energy 
Services division of Avenir until may 3�, 2006. After giving 
effect to the Plan of Arrangement, the financial statements 
include the accounts of the Trust and its partnerships. As 
these financial statements have been prepared following 
the continuity of interest method of accounting they include 
the historical assets, liabilities, revenue and expenses of the 
Energy Services division. Essential has distinct operating 
staff, capital budgets and targets. Historically Avenir has 
maintained accounting records necessary to support its 
consolidated financial statements and for other internal 
or tax reporting purposes. While Avenir did not prepare 
separate complete financial statements for the Energy 
Services division or for any of its other divisions, separate 
accounting records for the Energy Services division have 
been maintained by Avenir. Therefore, all revenues, 
expenses, assets and liabilities applicable to Essential have 
been derived directly from the accounting records of Avenir 
and it has not been necessary to allocate certain general and 
administrative items.

B) CASh AND CASh EqUivAlENTS

Cash and cash equivalents include cash on hand, balances 
with banks, and highly liquid investments with an original 
maturity of three months or less. As at december 3�, 2006 
and 2005, cash and cash equivalents consisted of balances 
with banks.
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 
( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

C) propErTy AND EqUipMENT

Property and equipment assets are recorded at cost. 
depreciation is recorded using the declining balance 
method, net of salvage value, over the estimated useful lives 
of the assets.  depreciation rates are as follows: 

Automotive 30%

Heavy automotive equipment Ranging from �0 to 40%

Equipment 20%

Office equipment Ranging from 20 to 30%

Building 4%

Leasehold improvements are amortized on a straight-line 
basis over the term of the lease.

The Trusts reviews the valuation of long-lived assets when 
events or changes in circumstances may indicate impairment 
or cause its carrying value to exceed the total undiscounted 
cash flows expected from their use or disposition. An 
impairment loss would be recorded as the excess of the 
carrying value of the assets over their fair value, measured by 
either market value, if applicable, or estimated by calculating 
the present value of expected cash flows from the assets.

D) gooDWill

goodwill represents the excess of purchase price over 
fair value of net assets acquired and liabilities assumed in 
business acquisitions. goodwill is allocated at the date of 
acquisition to the reporting units of the Trust’s operations 
that are expected to benefit from the business combination.  

goodwill is not subject to amortization, but is tested for 
impairment on an annual basis, or more frequently if events 
occur that could result in an impairment, by applying a fair 
value based test. The impairment test is carried out in two 
steps. in the first step, the carrying amount of the reporting 
unit is compared to its fair value. When the fair value of 
a reporting unit exceeds its carrying amount, goodwill of 
that reporting unit is not considered to be impaired and 
the second step of the impairment test is unnecessary. in 
the second step, the fair value of goodwill is compared to 
its carrying amount, with an impairment loss recognized 
when the carrying value of goodwill exceeds its estimated 
fair value. Any goodwill impairment will be recognized as 
an expense in the period the impairment is determined. 
impairment provisions are not reversed if there is subsequent 
increase in the fair value of goodwill.  

E) MATEriAlS AND SUppliES

materials and supplies consists of coil tubing, chemicals, 
tires and fuel and are valued at the lower of cost, determined 
on a first in first out basis, and net realizable value.

F) CApiTAl lEASE oBligATioNS

Leases are classified as either capital or operating. Leases 
that effectively transfer substantially all of the risks and 
rewards of ownership to the Trust are capital leases and 
are accounted for as an acquisition of an asset and an 
assumption of an obligation at the inception of the lease, 
measured at the present value of minimum lease payments.  
The asset is amortized on a straight-line basis over the term 
of the lease but not in excess of its useful life. Obligations 
recorded under capital leases are reduced by the lease 
payments, net of imputed interest. All other leases are 
accounted for as operating leases, and the associated 
payments are recorded as an expense when they are paid or 
become payable.

g) rEvENUE rECogNiTioN

Revenue from energy services is recognized in the period 
that the services are rendered to the customer.

h) USE oF ESTiMATES

The preparation of financial statements in accordance 
with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions 
that affect the reported amount of assets and liabilities 
and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amount 
of revenues and expenses during the reporting period. By 
their nature, these estimates are subject to measurement 
uncertainty and the effect on the financial statements 
of changes in such estimates in future periods could be 
significant. These estimates are reviewed periodically and 
as adjustments become necessary, they are reported in 
earnings in the period in which they become known. The 
assets most subject to estimation include the useful lives and 
recoverability of property and equipment, intangible assets 
and goodwill.
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 

( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

i) iNCoME TAXES

The Trust, and its operating entity, are taxable entities 
under the income Tax Act of Canada and are taxable only 
on income that is not distributed or distributable to the 
unitholders. As the Trust distributes all of its taxable income 
to the unitholders pursuant to the Trust indenture and 
meets the requirements of the income Tax Act of Canada 
applicable to the Trust, no provision for income taxes has 
been made in these consolidated financial statements.

J) iNTANgiBlE ASSETS

intangible assets, consisting of acquired customer 
relationships, trade names, and non-compete agreements, 
are recorded at cost and amortized over their useful lives, 
which is estimated to be between three and ten years.  
intangible assets are regularly evaluated for possible 
impairment by comparing their applicable estimated future 
net cash flows to the unamortized net book value of the 
intangible assets. if impairment is indicated, the intangible 
asset is written down to its estimated fair market value.   
Any impairment would be charged to income in that period.

k) pEr UNiT AMoUNTS

Basic earnings per unit amounts are computed by dividing 
net income by the weighted average number of units 
outstanding during the period. The treasury stock method 
is used to determine the diluted per unit amounts. under 

this method, the diluted weighted average number of 
units is calculated assuming the proceeds that arise from 
the exercise of outstanding in the money options are used 
to purchase units of the Trust at their estimated average 
market price during the period, and the difference between 
the Trust units issued upon exercise of the options and 
the number of options obtainable under this option, on a 
weighted average basis, is added to the number of units 
outstanding. Anti-dilutive options are not considered in 
computing diluted earnings per unit. The diluted weighted 
average number of units also includes contingently issuable 
shares, which consist of shares that are issuable upon the 
satisfaction of certain conditions pursuant to a contingent 
share agreement.

l) UNiT-BASED CoMpENSATioN

Options to purchase Trust units granted under the unit 
Option Plan are described further in Note �2 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, using the Black-Scholes valuation 
model, and is recognized as unit-based compensation 
expense over the vesting period of the options granted.
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 
( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

3. acQuisitions

2006

The Trust completed a number of acquisitions during the year of 2006. These acquisitions have been accounted for using 
the purchase method of accounting. Results from the operations of Jacar Energy Services Partnership (“Jacar”), Classic Well 
Servicing Partnership (“Classic”), dRB-AV Partnership (“dRB-AV”) and Kodiak Coil Tubing Limited Partnership (“Kodiak”) are 
included in the Trust’s consolidated financial statements from the closing date of acquisition. The purchase price for Jacar has 
not been finalized and is subject to change.  

The following indicates how the purchase price has been allocated.

2006 acquisitions
Jacar

(a)
classic 

(b)
drB-av

(c)

non- 
controlling 

interest
(d)

Kodiak
(e) total

$ $ $ $ $ $

calculation of  
purchase price

Cash consideration 15,464 - - 618 13,017 29,099

Bank overdraft 391 39 - - - 430

Essential Trust units 
issued 4,369 31,917 19,860 12,045 20,860 89,051

Transaction costs 300 300 - - 400 1,000

Total purchase price 20,524 32,256 19,860 12,663 34,277 119,580

2006 acquisitions
Jacar

(a)
classic 

(b)
drB-av

(c)

non-
controlling 

interest
(d)

Kodiak
(e) total

$ $ $ $ $ $

allocation of  
purchase price

Non-cash working capital 2,749 1,065 - 353 2,313 6,480

Property and equipment 8,673 16,192 7,966 - 9,226 42,057

intangible assets 6,800 1,100 - - 3,601 11,501

goodwill 2,302 14,837 11,894 10,840 22,237 62,110

Long-term debt - (938) - - (2,522) (3,460)

Non-controlling interest - - - 1,470 (578) 892

Total purchase price 20,524 32,256 19,860 12,663 34,277 119,580

A) JACAr ENErgy SErviCES pArTNErShip

On September �8, 2006, the Trust acquired all of the assets and business of Jacar Energy Services Partnership from Jacar Hot 
Oil Service Ltd. and related parties, which provides a range of production services to oil and gas operators across southern 
Alberta and into southwest Saskatchewan, for total consideration of $20,524 consisting of net cash of $�5,464, the assumption 
of $39� in bank overdraft, transaction costs of approximately $300, and the issuance of 544,053 Essential Trust units at $8.03 
per unit. 

B) ClASSiC WEll SErviCiNg pArTNErShip

On may 3�, 2006, as part of the Plan of Arrangement, the Trust acquired �00% of the partnership units of Classic Well Servicing 
Partnership, which provides well servicing through nine mobile service rigs to the oil and gas industry, for the issuance of 
3,�9�,72� Trust units at $�0.00 per unit and the assumption of $39 in bank overdraft. Transaction costs of the acquisition were 
approximately $300.
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 

( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

C) DrB-Av pArTNErShip

On may 3�, 2006, as part of the Plan of Arrangement, the Trust acquired �00% of the partnership units of dRB-AV Partnership.  
The assets acquired include 4 swab rigs, 2 hot oilers, 2 vacuum trucks, � hydro-vac, a tank truck and a combination steamer-
vac. The acquisition was completed through the issuance of �,985,960 Trust units at $�0.00 per unit.

D) NoN-CoNTrolliNg iNTErEST

On may 3�, 2006, as part of the Plan of Arrangement, the Trust acquired the remaining �0% of the partnership units of 
Cascade Services Partnership (“Cascade”), Westvac Energy Services Partnership (“Westvac”) and Kodiak Coil Tubing Limited 
Partnership (“Kodiak”), for net cash consideration of $6�8 and the issuance of �,�44,533 Trust units at $�0.00 per unit. The 
Trust further agreed to pay additional consideration to the non-controlling interest partner of Cascade Services Partnership 
based on achieving certain 2006 EBiTdA targets in excess of $7,423 up to a maximum payment of $600. The additional 
consideration totalled $600 and was paid on February 28, 2007 by issuing �0�,35� trust units of Essential. This amount has 
been reflected in the purchase consideration above.

E) koDiAk Coil TUBiNg liMiTED pArTNErShip

On march 3�, 2006, the Energy Services division of Avenir acquired a 90% partnership interest in Kodiak Coil Tubing Limited 
Partnership, for total consideration of $22,250 consisting of net cash of $�3,0�7, transaction costs of approximately $400 
and the issuance of 729,438 Avenir Trust units at $�2.�� per unit. The Avenir Trust units were valued based on a 5% discount 
to the average fair market value of the units immediately prior to the date the letter of intent was signed. The Trust further 
agreed to pay an additional contingent amount based on a predetermined multiple of Kodiak’s 2006 earnings before interest, 
depreciation and taxes in excess of $5,200 up to a maximum payment of $�8,000. As at december 3�, 2006, the trust estimates 
a contingent cost of $�2,027, payable in April 2007 with the issuance of 2,429,678 Essential trust units at $4.95 per unit. This 
amount has been reflected in the purchase consideration above.

2005

during 2005, the Energy Services division of Avenir completed five acquisitions.  Results from the operations of Richmound 
Energy Services L.P. (“Richmound”), Westvac Service Ltd. (“Westvac”), Cardinal Well Services inc. (“Cardinal”), Richmound 
Endless Tubing Services Ltd. (“Endless”) and millard Oilfield Services (9�) Ltd. (“millard”) are included in the Trust’s 
consolidated financial statements from the closing date of acquisition.  

These acquisitions have been accounted for using the purchase method of accounting as follows:

2005 Acquisitions
Richmound 

(f)
Westvac

(g) 
Cardinal 

(h)

Richmound 
Endless 

(i)
millard 

(j) Other Total

$ $ $ $ $ $ $

calculation of  
purchase price

Cash consideration 8,670 4,723 6,809 �0,863 7,779 772 39,6�6

Bank overdraft - - �9� - - �9�

Paid by Avenir 
Operating Trust - 2,��9 - - - - 2,��9

Trust units issued - 2,250 - - - - 2,250

Estimated transaction 
costs 200 200 2�0 400 200 - �,2�0

 Less Cash 
acquired (830) - - (95) (306) - (�,23�)

Total purchase price 8,040 9,292 7,2�0 ��,�68 7,673 772 44,�55
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Notes to the Consolidated Financial Statements 
As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 
( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

2005 Acquisitions
Richmound 

(f)
Westvac

(g) 
Cardinal 

(h)

Richmound 
Endless 

(i)
millard 

(j) Other Total

$ $ $ $ $ $ $

allocation of  
purchase price

Non-cash working 
capital �44 804 752 429 873 3,002

Property and 
equipment 2,097 4,674 6,267 6,248 6,800 772 26,858

goodwill 8,454 7,075 �,623 5,657 - 22,809

Bank indebtness - (387) - - - (387)

Captial Lease 
obligations - - (390) - - (390)

due to Avenir 
Production Services 
Limited Partnership - (�,247) - - - (�,247)

Bonus and note 
payable - - - (�,�66) - (�,�66)

Long-term debt (2,655) (�,385) (�,042) - - (5,082)

Subordinated debt - (�92) - - - (�92)

Non-controlling 
interest - (50) - - - (50)

Total purchase price 8,040 7,�73 7,2�0 ��,�68 7,673 772 44,�55

F) riChMoUND ENErgy SErviCES l.p.

On december �6, 2005, the Energy Services division acquired a �00% interest in Richmound Energy Services L.P. 
(“Richmound”), which provides vacuum and tank truck services to the energy industry, for net cash consideration of $8,040.  
Transaction costs of the acquisition were approximately $200.

g) WESTvAC ENErgy SErviCES 

On August 3�, 2005, the Energy Services division acquired a 90% partnership interest in Westvac Service Ltd. (“Westvac”), 
which provides production related services to the oil and gas industry, for net cash consideration of $7,�73. Transaction costs 
of the acquisition were approximately $200. As part of the acquisition of Westvac an additional contingent amount was paid at 
four and half times of earnings before interest, taxes and depreciation for the twelve month period ending January 3�, 2006 in 
excess of $2,300. This amount totaled $2,��9.

h) CArDiNAl WEll SErviCES iNC.

On may �, 2005, the Energy Services division of Avenir acquired all of the issued and outstanding shares of Cardinal Well 
Services inc. (“Cardinal”), which provides well servicing through rod rig “flush-by” units to the oil and gas industry, for net cash 
consideration of $7,2�0. Transaction costs of the acquisition were approximately $2�0.

i) riChMoUND ENDlESS TUBiNg SErviCES lTD.

On April �5, 2005, the Energy Services division of Avenir acquired all of the issued and outstanding shares of Richmound 
Endless Tubing Services Ltd. (“Endless”), which provides coiled tubing services to the oil and gas industry, for net cash 
consideration of $��,�68. Transaction costs of the acquisition were approximately $400.

J) MillArD oilFiElD SErviCES (91) lTD.

On April �, 2005, the Energy Services division of Avenir acquired all of the issued and outstanding shares of millard Oilfield 
Services (9�) Ltd. (“millard”), which provides well servicing through mobile service rigs to the oil and gas industry, for net cash 
consideration of $7,673. Transaction costs of the acquisition were approximately $200.
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As At december 3�, 2006 and 2005 and for the year ended december 3�, 2006 and 2005 

( All $ amounts expressed in thousands unless otherwise stated, except for per unit amounts)

4. property and eQuipment

december 31, 2006

cost
accumulated 
depreciation net Book value

$ $ $

Automotive 5,260 2,074 3,186

Heavy automotive equipment 103,418 16,396 87,022

Equipment 3,035 607 2,428

Office equipment 532 101 431

Leasehold improvements 197 16 181

Land 78 - 78

Building 3,062 52 3,010

Assets under capital lease 473 226 247

Prospects and development 158 - 158

116,213 19,472 96,741

december 3�, 2005

Cost Accumulated depreciation Net Book Value

$ $ $

Automotive 3,780 �,��3 2,667

Heavy automotive equipment 38,046 5,502 32,544

Equipment �,777 �47 �,630

Office equipment 2�8 36 �82

Leasehold improvements 32 3 29

Land 30 - 30

Building 345 4 34�

Assets under capital lease 558 80 478

Prospects and development 64 - 64

44,850 6,885 37,965

5. intangiBles 

december 31, 2006

cost
accumulated 
amortization net Book value

$ $ $

Customer relationships 7,701 392 7,309

Trade names 2,300 57 2,243

Non-compete 1,500 293 1,207

11,501 742 10,759
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6. goodWill

Amount 
 $

goodwill, december 31, 2005 24,346

Kodiak acquisition (note 3) 22,237

Classic acquisition (note 3) �4,837

dRB-AV acquisition (note 3) ��,894

Non-controlling interest acquisitions (note 3) �0,840

Westvac acquisition contingency payment (note 3) 2,��9

Jacar acquisition (note 3) 2,302

goodwill, december 31, 2006 88,575

7. BanK indeBtedness

At december 3�, 2006, the Trust has an extendible revolving loan facility with a major Canadian bank in the amount of $20,000 
bearing interest at prime plus one-half of one percent payable monthly. As at december 3�, 2006, $�0,940 (december 3�, 2005 
– $�0,88�) was drawn on the revolving loan facility.

This facility is collateralized by a floating charge debenture over all of the Trust’s assets.

The average effective interest rate on borrowings under the line for the year ended december 3�, 2006, including services 
fees, was 6.3%.  (december 3�, 2005 – 4.7%)

8. capital lease oBligations

The Trust has capital leases for equipment which are repayable in monthly installments totaling approximately $�4 including 
interest at rates implicit in the leases ranging from 3.7% to �2.7% per annum. The leases mature between April 2007 and 
February 2008 and are collateralized by specific equipment purchased.

Future minimum lease payments at december 3�, 2006 are as follows:

$

2007 246

2008 �7

Total minimum lease payments 263

Less amount representing interest (��)

252

Current portion of minimum lease payments (235)

�7

in management’s opinion, the fair value of these capital lease obligations subject to fixed rates of interest does not differ 
significantly from their carrying value.
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9. long-term deBt

The Trust has the following long-term loans outstanding:

2006 2005

$ $

Term acquisition loan facility
Various loans payable in monthly instalments with interest rates ranging from 

0.00% to �0.95% , and maturities from February 2007 to November 2009

55,000

1,412

-

2,283

Current portion (11,347) (�,�59)

45,065 �,�24

On may 3�, 2006, the Trust entered into an agreement with a syndicate of two Canadian chartered banks comprised of an 
operating line of credit (note 7) and a term acquisition loan facility. under this agreement, the term acquisition loan facility is 
limited to the lesser of $65,000 or 60 percent of the unencumbered net tangible assets. The facility has no required principal 
repayments during the term and bears interest at the bank’s prime rate plus 0.75 percent. The average effective interest rate 
on borrowings under the line for the year ended december 3�, 2006 was 6.7% (december 3�, 2005 – nil%). The facility expires 
on may 30, 2007 and can be renewed, at the lender’s option, for an additional 364-day period. if not renewed, the loan is 
repayable in equal monthly instalments over a three-year period. As a result, the portion of the term acquisition loan included 
in the current portion of long-term debt at december 3�, 2006 is $��,347 (december 3�, 2005 – $�,�59). The term acquisition 
loan facility is collateralized by a general security agreement and a general assignment of book debts. The various loans 
payable are collateralized by automotive and heavy automotive equipment.

in management’s opinion the carrying value of these loans do not differ significantly from their fair values, as the terms and 
conditions of loans entered into today would not differ significantly from existing loans.

10. non-controlling interest

2006

$

opening non-controlling interest, January 1, 2006 1,005

Energy Services acquisitions (note 3) 578

Non-controlling interest in earnings 411

distributions to non-controlling interest holders (524)

Buyout of minority interests on may 3�, 2006 (note 3) (1,470)

closing non-controlling interest, december 31, 2006 -

As part of the Plan of Arrangement the non-controlling interest owners exchanged their share of the Trust’s operations for 
Trust units, thereby eliminating the non-controlling interest balance going forward.

11.  unitholders’ capital

A) UNiTholDErS’ CApiTAl

authorized 
Authorized capital consists of an unlimited number of Trust units, without par value, and an unlimited number of Special 
Voting units, without par value. No Special Voting units have been issued to date. Each unit is transferable and represents 
an equal and undivided beneficial interest in any distributions from the Trust whether of earnings, net capital gains or other 
amounts, and in the net assets of the Trust in the event of termination or wind-up. All units are redeemable at the demand  
of the unitholder.
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issued

Trust units Number of units
Amount  

$

Balance december 31, 2005 - -

units issued via plan of arrangement on may 3�, 2006, net 27,�42,250 �42,2�2

units issued for acquisition of Jacar and Saskatchewan  land and buildings 570,827 4,584

units to be issued in 2007 as additional consideration relating to the 
acquisition of Kodiak - �2,027

units to be issued in 2007 as additional consideration relating to the 
acquisition of the �0% interest in Cascade - 600

Balance december 31, 2006 27,713,077 159,423

Trust formation costs were $5,�04.

The Trust units of Essential were distributed to existing Avenir unitholders pro rata to their respective interests in Avenir.

The Trust issued �0�,35� units on February 28, 2007 at $5.92 per unit to pay the additional consideration to the non-controlling 
interest partner of Cascade Services Partnership. in addition, Essential estimates that approximately 2,429,678 trust units 
will be issued in April 2007 at $4.95 per unit to the vendors of Kodiak Coil Tubing Limited Partnership (“Kodiak”) based on a 
predetermined multiple of Kodiak’s 2006 EBiTdA in excess of $5,200  up to a maximum payment of $�8,000. As at december 
3�, 2006, the total consideration ($600 relating to Cascade and $�2,027 to Kodiak) has been accrued to unitholders’ equity.  
As the Trust units came into existence on may 3�, 2006, and the comparative numbers were those of Avenir diversified  
income Trust, the december 3�, 2005 comparative amounts are not applicable.

B) NET iNCoME pEr UNiT

The Trust had basic weighted average number of trust units outstanding of 27,4�8,285 for 2006 (december 3�, 2005 – nil).  
The diluted per unit amount was calculated assuming the exercise of outstanding in-the-money options and contingently 
issuable shares resulting in a weighted average number of trust units outstanding for the year, of 29,949,3�4.  All options 
outstanding at december 3�, 2006 are currently out-of-the-money.

12. stocK-Based compensation 

Essential implemented a stock option plan (the “Plan”) whereby options to acquire Trust units of Essential may be granted  
to the directors, officers, employees and consultants. 

The aggregate number of Trust units issuable upon the exercise of options outstanding under the Plan at any time may 
not exceed �0% of the issued and outstanding Trust units. The period during which an option granted under the Plan is 
exercisable may not exceed five years from the date such option is granted. The options issued under the Plan vest �/3 after 
one year, �/3 after two years and �/3 after three years. in addition, the exercise price of each issued option is reduced by the 
monthly per unit distribution. At the time of exercise, the holder of the option has the right to choose the reduced exercise 
price, as described above, or the initial exercise price. 

The following table summarizes the status and changes during the year ended december 3�, 2006:

Number of options 
outstanding

Weighted average grant 
date exercise price

$

outstanding, december 31, 2005 - -

granted �,62�,200 9.92

Expired (�70,600) -

Outstanding, december 3�, 2006 �,450,600 9.92

exercisable, december 31, 2006 - -
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The following table summarizes information about the unit options outstanding at december 3�, 2006:

grant date exercise price
Number of options 

outstanding
Weighted average 

remaining life (years)
Number of options 

exercisable

�0.00 �,360,600 4.4 -

8.64 90,000 4.6 -

�,450,600 4.4 -

The total value of stock-based compensation of $3,322 for those options issued to employees and directors was calculated 
using a Black-Scholes option-pricing model to estimate the fair value of stock options at the date of grant. The fair value of the 
options is amortized equally over the vesting period to income and equity as stock compensation expense and contributed 
surplus respectively. The assumptions made for the options granted in 2006 are as follows:

grant date exercise price

Expected volatility 40%

Risk-free interest rate 4.22%

Expected life of options 5 years

dividend yield nil

The Trust recorded compensation expense and contributed surplus of $642 for the year ended december 3�, 2006 (december 
3�, 2005 - $nil).

13.  financial instruments

fair values of financial assets and liabilities 
The Trust’s financial instruments consist of cash and cash equivalents, accounts receivable and prepaid expenses, bank 
indebtedness, accounts payable and accrued liabilities, distributions payable, due to non-controlling interest owners, due to 
Avenir diversified income Trust, capital lease obligations and long-term debt. unless otherwise noted, as at december 3�, 
2006 and 2005, there were no significant differences between the carrying amounts of these financial instruments and their 
estimated fair values.   

credit risk 
The Trust’s accounts receivable are exposed to credit risk. Although a substantial portion of trade receivables is dependant 
upon the strength of the Canadian oil and gas industry, management considers credit risk to be minimal. management 
routinely assesses the financial strength of customers, and monitors the exposure for credit losses.

Of the Trust’s significant trade accounts receivable as at december 3�, 2006, approximately 23.9% was due from two 
companies (�2.7% and ��.2%, respectively) (december 3�, 2005 – �7.3% due from one company).

interest rate risk 
drawings under the Trust’s bank credit facilities and long-term debt are at floating interest rates and expose the Trust to 
interest rate risk. 
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14.  commitments and contingencies

commitments 
The Trust has entered into operating leases for office and shop premises and equipment that provide for minimum annual 
lease payments as follows:

$

2007 2,952

2008 2,369

2009 �,772

20�0 �,�7�

20�� & forward 606

total 8,870

contingencies 
On October 3�, 2006, the minister of Finance announced its proposal to amend the income Tax Act (Canada) to apply a 
distribution Tax on distributions from publicly-traded income trusts. under the proposal, existing income trusts will be subject 
to the new measures commencing in their 20�� taxation year, following a four-year grace period. The minister of Finance has 
issued a Notice of Ways and means motion to Amend the income Tax Act and on November 7, 2006 obtained approval from 
Parliament to enact the proposal. if the legislation is ultimately enacted, the Trust will be required to record a liability for  
future taxes.

15. related party transactions

On September 23, 2006, the Trust paid $2�5, through the issuance of 26,774 Trust units, to a corporation controlled by an 
officer of the Trust for land and buildings. The transaction was recorded at the exchange amount.

during the year ended december 3�, 2006, the Trust leased land and buildings from officers of the Trust, which payments are 
included in operating expenses. The expense totalled $263. (december 3�, 2005 – $2�4). These transactions were conducted 
in the normal course of operations, on commercial terms established and agreed to by the related parties, and were recorded 
at the exchange amount.

16. due to related parties

The balance due to related parties is comprised of the following, all of which have been recorded at their exchange values:

2006 2005

$ $

distributions payable to Avenir - 700

Funds loaned from Avenir, zero interest and no repayment terms - �4,0�8

- �4,7�8

during 2006, $7,890 was paid to Avenir through cash distributions. The remaining balance was settled as part of the Plan  
of Arrangement.
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17.  segmented information

The Trust determines its reportable segments based on the structure of its operations, which are primarily focused on two 
principal business segments – transport and rigs. The accounting policies followed by these business segments are the same 
as those described in the summary of significant accounting polices. during the year ended december 3�, 2006 there were no 
inter-segment eliminations (december 3�, 2005 – nil).

The following is selected financial information for each business segment:

for the year ended

december 31, 2006 
$

december 3�, 2005 
$

revenue

Rigs 45,047 �4,442

Transport 51,261 �9,544

96,308 33,986

operating expenses

Rigs 24,446 7,384

Transport 29,361 �0,453

53,807 �7,837

net income

Rigs 9,209 �,746

Transport 6,986 2,064

Corporate (3,410) (284)

12,785 3,526

as at december 31, 2006

rigs transport corporate total

$ $ $ $

selected balance sheet items

Property and equipment 55,400 41,087 254 96,741

intangibles 4,158 6,601 - 10,759

goodwill 51,327 37,248 - 88,575

Total assets 124,227 98,099 855 223,181

Bank indebtedness - - 10,940 10,940

Long-term debt - 1,412 55,000 56,412
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As at december 3�, 2005

Rigs Transport Corporate Total

$ $ $ $

selected balance sheet items

Property and equipment �8,��2 �9,80� 52 37,965

intangibles - - - -

goodwill 7,280 �7,066 - 24,346

Total assets 30,7�6 44,�07 4�5 75,238

Bank indebtedness - - �0,88� �0,88�

Long-term debt - 2,283 - 2,283

18.  change in non-cash WorKing capital

2006 2005

$ $

cash provided by (used in):

Accounts receivable and prepaid expenses (14,217) (7,07�)

materials and supplies (1,622) (�,038)

Accounts payable and accrued liabilities 3,314 2,593

due to Avenir diversified income Trust (14,718) �4,389

due to non-controlling interest owner (44) (23)

Working capital acquired through acquisitions and spin-out 20,052 2,756

changes in non-cash working capital (7,235) 11,606

Operating activities (7,552) ��,780

Financing activities - 66

investing activities 317 (240)

(7,235) 11,606

19.  cash distriButions to unitholders

during 2006, the Trust declared monthly distributions to unitholders of record as at the close of business on each distribution 
record date. Such distributions are recorded as reductions of unitholders’ equity upon declaration of the distribution.

Payment date cash distributions per unit total distributions

Record date $ $

June 30, 2006 July �7, 2006 0.083 2,253

July 3�, 2006 August �5, 2006 0.083 2,253

August 3�, 2006 September �5, 2006 0.083 2,253

September 29, 2006 October �3, 2006 0.083 2,300

October 3�, 2006 November �5, 2006 0.083 2,300

November 30, 2006 december �5, 2006 0.083 2,300

december 29, 2006 January �5, 2007 0.083 2,301

Total 0.581 15,960

                    



40 Essential Energy Services Trust Annual Report 2006



Essential Energy Services Trust  Annual Report 2006 4�

C O R P O R A T E  i N F OR m A T i O N

DirECTorS

William m. gallacher2,3  
Chairman

gary H. dundas�,2

dennis Balderston�,3

Jeffrey J. Scott�,4

Neil mackenzie3,4

�.   Audit Committee

2.   Nominations & governance Committee

3.   Compensation Committee

4.   Health, Safety & Environment Committee  

CorporATE SECrETAry

J.g. (Jeff) Lawson 
Burnet, duckworth & Palmer LLP

AUDiTorS

Ernst & young LLP

BANkErS

National Bank of Canada 
Toronto dominion Bank

lEgAl CoUNSEl

Burnet, duckworth & Palmer, LLP

TrANSFEr AgENT

Olympia Trust Company

oFFiCErS

James Burns, P. geol., mBA2,4 

President & CEO

duncan Au, CA, CFA 
VP Business Development & CFO

Ken Wagner 
VP Operations,Transport

Stuart King, CA 
Controller

For further information:
Essential Energy Services Trust
950, 330 – 5 Avenue SW
Calgary, Alberta, Canada
T2P 0L4

Phone: (403) 263-6778
Fax: (403) 263-6737
Email: service@essentialenergy.ca
Website:  www.essentialenergy.ca



950, 330 - 5th Avenue SW Calgary, Alberta T2P 0L4 Phone: (403) 263-6778 Fax: (403) 263-6737 www.essentialenergy.ca




