pooec

'é!

BUCHANAN BARRY rip

CHARTERED ACCOUNTANTS

Auditors' Report

To the Shareholders of
Seaway Energy Services Inc.

We have audited the balance sheets of Seaway Energy Services Inc. as at September 30, 2010 and
2009 and the statements of operations, comprehensive income and deficit and cash flows for the years
then ended. These financial statements are the responsibility of the Company'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 o obtain reasonable assurance whether the financial
statements are free of material misstatement. An audi 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
the Company as at September 30, 2010 and 2009 and the results of its operations and its cash flows for
the years then ended, in accordance with Canadian generally accepted accounting principles.
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Seaway Energy Services Inc.

Balance Sheets

As at September 30 2010 2009
Assets
Current
Cash and cash equivalents $ 222473 65,074
Accounts receivable 1,117,122 1,028,324
Income taxes receivable - 22,695
Prepaid expenses 29,142 16,679
1,368,737 1,132,772
Property and eguipment (Note 3) 20,601 26,857
Intangible asset (Note 4) - 336,879
Future income taxes {Note 7(b)) 50,400 79,500
$ 1,439,738 1,576,008
Liabilities and Shareholders’ Equity
Current
Accounts payable and accrued liabilities $ 362,602 355,345
Notes payable - 50,000
Current portion of the convertible debentures {Note 6) 275,000 430,607
637,602 835,952
Commitments and Contingencies (Note 10)
Share capital (Note 8(b)) 2,926,431 2,926,431
Contributed surplus {Note 8(e)) 359,906 290,881
Equity component of the convertible debentures - 69,025
Deficit {2,484,201) (2,546,281)
802,136 740,056
$ 1,439,738 1,676,008
The accompanying notes are an integrat part of these financial statements.
On behalf of the Board:
“signed Jerry Budziak” Director “signed John Murdoch” Director

Jerry Budziak

John Murdoch



Seaway Energy Services Inc.
Statements of Operations, Comprehensive Income and Deficit

For the years ended September 30 2010 2009
Revenues $ 4,415,145 $ 4,530,025
Expenses
Operating 3,315,609 3,226,549
General and administrative 593,224 1,014,008
Stock-based compensation - 2,800
interest 52,876 66,135
Financing cost accretion 19,393 38,786
Amortization of property and equipment 6,830 10,828
Amortization and impairment provision of
intangible asset (Note 4) 336,879 108,382
4,324,811 4,465 589
Income before other and income taxes 90,334 64,436

Other income
Interest 846 917

Income before income taxes 91,180 65,353

Income taxes {Note 7(a)}

Current - -
Future 29,100 26,115
29,100 26,115
Net and comprehensive income for the year 62,080 39,238
Deficit, beginning of year {2,546,281) (2,585,519)
Deficit, end of year $ (2,484,201) $(2,546,281)
Net earnings per share
- basic and diluted $ 0.002 3 0.002
Weighted average shares outstanding
- basic and diluted (7} 30,988,470 28,140,090

(1) The options and warrants have been excluded from the diluted per share computation as they are anti-dilutive

The accompanying notes are an integral part of these financial statements.



Seaway Energy Services Inc.
Statements of Cash Flows

For the year ended September 30 ' 2010 2009
Cash fiows from {(used in) operating activities
Net income for the year $ 62,080 $ 39,238
Items not involving cash:
Financing cost accretion 19,393 38,786
Stock-based compensation - 2,900
Amortization of property and equipment 6,830 10,828
Amortization and impairment provision of intangible assets 336,879 106,382
Future income taxes 29,100 26,115
454,282 224 249
Change in non-cash working capital balances:
Accounts receivable (88,798} 1,159,249
Prepaid expenses {12,463} 10,379
Accounts payable and accrued liabilities 7,257 (680,936)
Income taxes 22,695 51,372
Cash flow from operating activities 382,973 764,313
Cash flows from (used in} financing activifies
Issue of common shares - 250,600
Share issue costs - {7,363)
Repayment of debentures (175,000) -
Repayment of promissory notes (50,000} (100,000}
Repayment of notes payable - {436,642}
Cash flow used in financing activities (225,000} {293,005)
Cash flows from (used in) investing activities
Expenditures on property and equipment {574) -
Cash flow used in investing activities (574) -
Increase in cash and cash equivalents 157,399 471,308
Cash and cash equivalents (bank indebtedness), beginning of year 65,074 (406,234}
Cash and cash equivalents, end of year $ 222,473 $ 65,074

Supplemental information
interest paid
Taxes paid (recovered)

63,178 $ 63,135
{22,695) $ 22,685

o

The accompanying notes are an integrai part of these financial statements.



Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

1. Nature of Operations

Seaway Energy Services Inc. (“Seaway” or the "Company”) was incorporated under the Business
Corporations Act (Alberta) on September 4, 1998. The principal aclivities of Seaway include the
provision of environmental consulting services to the petroleum and natural gas industry.

2. Significant Accounting Policies

The financial statements of the Company have been prepared by management in accordance with
Canadian generally accepted accounting principles ("GAAP"). The preparation of financial
statements in conformity with Canadian generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in these financial
statements and accompanying notes. Actual results could differ from those estimates. These
financial statements have, in management's opinion, been properly prepared using careful
judgement with reasonable fimits of materiality and within the framework of the significant accounting
policies summarized below:

(a) Cash and cash equivalents
Cash and cash equivalents consists of cash on hand, bank balances (including temporary bank
overdrafts), term deposits and investments with maturities from the date of inception of three
months or less.

{b) Financial instruments
All financial instruments are classified into one of the following five categories: held for trading,
held-to-maturity, loans and receivables, available-for-sale financial assets, or other financial
liabilities. Initial and subsequent measurement and recognition of changes in the value of
financial instruments depends on their initial classification:

+ Held-fo-maturity investments, loans and receivables, and other financial liabilities are
initially measured at fair value and subsequently measured at amortized cost.
Amortization of premiums or discounts and losses due to impairment are included in
current period net earnings.

+ Available-for-sale financial assets are measured at fair value. Revaluation gains and
losses are included in other comprehensive income until the asset is removed from the
balance sheet.

e Held for trading financial instruments are measured at fair value. All gains and losses are
included in net earnings in the period in which they arise.

» All derivative financial instruments are classified as held for frading financial instruments
and are measured at fair value, even when they are part of a hedging relationship. All
gains and losses are included in net earnings in the period in which they arise.

Cash and cash equivalents were classified as held-for-trading, all other financial asseis were
classified as loans or receivables and are accounted for on an amortized cost basis, and all
financial liabilities were classified as other liabilities.



Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

2. Significant Accounting Policies - confinued

()

Property and equipment
Property and equipment are recorded at cost and are amortized on a declining balance basis at
rates designed to apportion the cost of the assets over their estimated useful lives as follows:

Computer equipment 30%
Computer software 50%
Field equipment 20%
Furniture and fixtures 20%

The carrying value of property and equipment is reviewed periodically for impairment based on
estimated future cash flow recoveries that are directly associated with the use of the property
and equipment. The amount of the impairment, if any, is recorded against operations in the
period of determination.

{d) Intangible assets

Intangible assets with a definitive life are recorded at cost and are amortized on a straight-line
basis over the period of expected future benefit, determined to be as foliows:

Customer list 5 years

When events or changes in circumstances indicate that the carrying amount of intangible assets
may not be recoverable, undiscounted estimated cash flows are projected over their remaining
term and compared to the carrying amount. To the extent that such projections indicate that
future undiscounted cash flows are not sufficient to recover the carrying amounts of related
assets, a charge is recorded to reduce the carrying amount to the projected future discounted
cash flows in the period the determination is made.

{e) Revenue recognition

()

Revenue from services is recognized as the services are performed. Revenue from extended
term contracts is recognized using the completed contract method. Provisions for estimated
losses, if any, are recognized in the period in which the loss is determined.

Future income taxes

Income taxes are accounted for using the asset and liability method of income tax allocation.
Under this method, income tax assets and liabilities are recorded to recognize future income tax
inflows and outflows arising from the settlement or recovery of assets and liabilities at their
carrying values. Income tax assets are also recognized for the benefits from tax losses and
deductions that cannot be identified with particular assets or labilities provided those benefits
are more likely than not to be realized. Future income tax assets and liabilities are determined
based on the tax laws and rates that are anticipated to apply in the period of realization.

{g) Stock-based compensation plan

The Company accounts for stock options granted to employees, directors and consultants using
the fair value method of accounting. Under this method, stock-based compensation is recorded
as an expense over the vesting terms of the options, with a corresponding increase recorded as
contributed surplus. Stock-based compensation expense is based on the estimated fair value of
the related stock option at the time of the grant using the Black-Scholes option model. When
stock options are exercised, the consideration received with the corresponding amounts
previously recorded in confributed surplus are credited to share capital. Forfeitures are
accounted for as they occur which result in reduction in compensation expense if the options
have not vested.




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

2. Significant Accounting Policies - continued

{h) Comprehensive income

Comprehensive income consists of net income and other comprehensive income ("OCI") which
includes unrealized gains and losses, such as: changes in the currency translation adjustment
relating to unrealized gains or losses on available-for-sale investments; and the effective portion
of gains or losses on derivatives designated as cash flow hedges.

{iy Per share information

@

Basic per share amounts are calculated using the total weighted average number of common
shares outstanding during the period. Diluted per share calculations reflect the exercise or
conversion of potentially dilutive securities or other contracts to issue shares at the later of the
date of grant of such securities or the beginning of the pericd. The Company computes diluted
earnings per share using the treasury stock method to determine the dilutive effect of securities
or other contracts. Under this method, the diluted weighted average number of shares is
calculated assuming the proceeds that arise from the exercise of outstanding, in-the-money
options are used to purchase common shares of the Company at their average market price for
the period.

Measurement uncertainty

The valuation of accounts receivable is based upon management's best estimate of the future
recoverability and timing of collection of the receivables. Some of the accounts receivables may
be disputed and any differences in the amounts actually received will be accounted for in the
period of settlement.

The valuation of property and equipment and intangible assets are based upon management's
best estimate of the future recoverability of these assets. The amounts recorded for
amortization of the property and equipment and intangible assets is based upon management's
best estimate of the remaining useful life, period of future benefit of the related assets and future
profitability. In its determination of the amount and timing of revenue recognized, management
relies on estimates supporting its revenue recognition policy. By their nature, these estimates
are subject to measurement uncertainty, and the effects on the financial statements from revised
estimates, if any, will be accounted prospectively.

The Black-Scholes option pricing model was developed for use in estimating the fair value of
traded options which have no vesting restrictions and are fully transferable. In addition, option
pricing models require the input of highly subjective assumptions including the expected stock
price volatility. Because the Company's employee’'s stock options and warrants have
characteristics significantly different from those of traded options, and because changes in the
subjective input assumptions can materially affect the fair value estimate, in management's
opinion, the existing models do not necessarily provide a reliable single measure of the fair value
of its employee stock options. By their nature, these estimates are subject fo measurement
uncertainty and the effect on the financial statements of changes of estimates in future periods
could be significant.

The amounts recorded as future tax assets subject to an expiry date are based on estimates of
future cash flows and profitability. By their nature, these estimates are subject to measurement
uncertainty and the effect on the financial statements of changes of estimates in future periods
could be significant.

The operations of the Company are complex, and regulations and legislation affecting the
Company are continually changing. Although the ultimate impact of these matters on the net
income or loss cannot be determined at this time, it could be material for any one quarter or
year. Management makes estimates and assumptions that affect the reported amounts of assets
and liabilities and disciosure of contingent assets and liabilities at the date of the financial
statements, and revenues and expenses during the reporting period. Actual results can differ
from those estimates.




Seaway Energy Services Inc.
. Notes to Financial Statements

September 30, 2010 and 2009

2. Significant Accounting Policies - continued

(k) Change in accounting policies

-0

Effective October 1, 2009, the Company prospectively early adopted CICA Section 1582,
Business Combinations, which replaces former guidance on business combinations. Section
1582 establishes principles and reguirements of the acquisition method for business
combinations and related disclosures. The adoption of this standard did not have an impact on
the financial statements of the Company.

Effective October 1, 2009, the Company prospectively early adopted CICA Sections 1601,
Consolidated Financial Statements, and 1602, Non-controfling Interests, which replaces existing
guidance. Section 1601 establishes standards for the preparation of consolidated financial
statements. Section 1602 provides guidance on accounting for a non-controlling interest in a
subsidiary in consolidated financial statements subsequent to a business combination. The
adoption of this standard did not have an impact on the financial statements of the Company.

Effective October 1, 2009, the Company prospectively adopted CICA Section 3862 to include
additional disclosure requirements about fair value measurement for financial instruments and
liquidity risk disclosures. These amendments require a three level hierarchy that reflects the
significance of the inputs used in making the fair value measurements. Fair values of assets and
liabilities included in Level 1 are determined by reference to quoted prices in active markets for
identical assets and liabilities. Assets and liabilities in Level 2 include vaiuations using inputs
other than quoted prices for which all significant outputs are observable, either directly or
indirectly, Level 3 valuations are based on inputs that are unobservable and significant o the
overall fair value measurement. The adoption of this standard resulted in additional disclosures
described in Note 11(d).

Effective October 1, 2009, the Company prospectively adopted the amended CICA Section
3855, “Financial Instruments — Recognition and Measurement”, in refation to the impairment of
financial assets. Amendments to this section have revised the definition of “loans and
receivables” and provided that certain conditions have been met, permits reclassification of
financial assets from the held-for trading and available-for-sale categories into the joans and
receivables category. The amendments also provide one method of assessing impairment for all
financial assets regardless of classification. The adoption of the amendments of this standard did
not have an impact on the financial statements of the Company.

Accounting pronouncements

In December 2009, the CICA issued EIC 175, "Multiple deliverable revenue arrangemenis.” £iC
175 is effective for periods beginning on or after January 1, 2011 and will be applied
prospectively to all arrangements, including any that arose before the effective date. Earlier
adoption is permitted. Management is currently assessing the impact of the adoption of this
standard in its future financial statements.

in February 2008, the Canadian Accounting Standards Board confirmed that ali Canadian
publicly accountable enterprises will be required to adopt International Financial Reporting
Standards (IFRS) for interim and annual reporting purposes for fiscal years beginning on or
after January 1, 2011. The first reporting period under IFRS will be the three months ended
December 31, 2011. Management is currently finalizing its assessment of the impact of the
convergence of Canadian GAAP with IFRS on the Corporation’s results of operations, financial
position and financial statement disclosures.




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

3. Property and Equipment

Accumuiated Net book
September 30, 2010 Cost amortization value
Field equipment $ 23,500 $ 18,572 $ 4,928
Computer equipment . 83,598 55,037 8,561
Computer software 70,411 68,969 1,442
Furniture and fixtures 18,080 ] 12,410 5,670
$ 175,589 $ 154,988 $ 20,601
Accurnulated Net book
September 30, 2009 Cost amortization value
Field equipment $ 23,500 $ 17,339 $ 6,161
Computer equipment 63,382 51,368 12,014
Computer software 70,281 67,656 2,625
Furniture and fixtures 17,850 11,793 8,057
$ 175013 $ 148,156 $ 26,857

4. Intangible Asset
Accumulated Net hook
September 30, 2010 Cost amortization value
Customer list $ 531,912 $ 531,912 $ -
Accumulated Net book
September 30, 2009 Cost amortization value
Customer list $ 531912 $ 195,033 $ 336,879

During the year, the Company recorded an impairment charge of $230,551 related fo the customer
list resulting from an acquisition completed in the 2008 fiscal year. The decision to record an
impairment charge was made as a resul of the customer ceasing its current Canadian operations.

5. Bank Loan

The Company has a $600,000 (2009 - $600,000) revolving demand loan facility with a chartered
bank. As at September 30, 2010 or 2009, the facility has not been drawn on. The loan bears
interest at bank prime plus 1% percent, with an effective rate of 3.75% at September 30, 2010
(2009 - 3.75%). A general assignment of book debts, and a first floating charge debenture over all
the assets of the Company has been pledged as collateral. The availability under the facility is
subject to periodic review with the next review due in February 2011,




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

6. Convertible Debentures

In 2008, the Company completed a $450,000 unsecured debenture financing bearing interest at 12%
per annum untit April 4, 2010, convertible into common shares at $0.15 per share. As this loan is
considered to be a compound financial instrument, the liability component and the equity component
must be presented separately, as determined at initial recognition. A reconciliation of the Company’s
convertible debentures is as follows:

2010 2009
Debenture halance, beginning of year $ 430,607 $ 391,821
Advances - -
Financing cost accretion 19,383 38,786
Repayments : (175,000) -
Debenture balance, end of year $ 275,000 $ 430,607

During the year, the Company repaid $175,000 of the debentures and received an extension from a
Director and Officer holding $275,000. The convertible debenture is subordinated fo the bank loan
(Note 5) and matures on April 4, 2011. The interest rate on the debeniures has also been reduced
to 9 percent per annum from 12 percent, with all other terms remaining the same. The equity
component of the extended debentures was determined not material to be material using the Black-
Scholes model.

7. Income Taxes

(@) The actual income tax provision differs from the expected amount calculated by applying the
Canadian combined federal and provincial corporate income tax rate to income before income
taxes. The major components of these differences are explained as foliows:

2010 2009

Income before taxes $ 91,180 $ 65,353
Corporate income tax rate 28.0% 29.0%
Computed expected tax provision $ 25,530 $ 18,952
Increase in income taxes rasulting from:

Stock-based compensation expense - 841

Rate and other adjustments {3,374) (3,252)

Other permanent differences 6,944 9,574
Income tax expense $ 29,100 $ 26115

(b) Future income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and labilities for financial reporting purposes and the amounts for income tax
purposes. The components of the Company's future income tax assets and liabilities are as

follows:
Nature of temporary differences 2010 2009
Property, equipment and intangibles $ 35 % {63,970}
Non-capital losses 45,300 113,564
Share issue costs and finance fees 5,065 49 906

50,400 79,500
Valuation allowance

Future income tax asset $ 50,400 3% 79,500




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

7. Income Taxes - continued

(¢} The Company has non-capital losses of approximately $181,200 (2009 - $454,200), which are

available to reduce taxable income in future periods, M unutilized, these losses will expire
approximately as follows: 2027 - $58,200 and 2028 - $123,000. The future tax benefit of the
non-capital losses being carried forward has been recognized in these financial staterments.

8. Share Capital

{a) Authorized
Unlimited number of preferred shares
Unlimited number of commen voting shares without nominal or par value
Unlimited number of share purchase warrants
(b Issued and cutstanding
September 30, 2010 September 30, 2009
Common shares Shares Amounts’ Shares Amounis
Balance, beginning of period 30,988,470 $ 2,910,431 25,8688470 $ 2,681,879
tssued on a private placement (1) - - 5,000,000 234,000
Share issue cosls net of tax effect of $1,815 - - - {5,448)
Balance, end of period 30,988,470 $ 2,910,431 30,988,470 $ 2,910,431
Warrants
Batance, beginning of period 5,000,000 $% 16,000 4320,000 % 20,000
Granted (1) - - 5,000,000 16,000
Expired (2) - - (4,320,000) (20,000)
Balance, end of period 5,000,000 § 16,000 5,000,000 § 16,000
$ 2,926,431 $ 2,926,431

{c)

(1) On March 25, 2009, the Company issued 1,900,000 units at a price of $0.085 per unit for gross proceeds of $§85,000.
On May 21, 2009, the Company closed the second franche of a private placement whereby 3,100,000 units were
issued for gross proceeds of $155,000. Each unit consisted of one common share and one share purchase warrant.
Each warrant entitles the holder fo acquire one common share with an exercise price of $0.10 per share unfil March
25, 2011 and May 21, 2011. The fair value of the warrants was determined using the Black-Scholes option pricing
model with the following assumptions dividend yield — Nil, expected volatilify 50%, risk free rale of refurn 2.0%,
weighted average life — 2 years.

(2} During the prior year, 4,320,000 warranfs expired unexercised. Of the warranis 4,000,000 were exercisable at $0.40
and 320,000 were exercisable at $0.25.

Stock options

The Company has a stock option plan that provides for the issuance to its directors, officers,
employees and consultanis options to purchase from treasury a number of common shares not
exceeding 10% of the common shares that are oufstanding from time to time which is the
number of shares reserved for issuance under the plan. Options granted under the plan have
varying vesting pericds as determined by the Board at the grant date. Options can be
exercisable for a maximum of five years from the effective date. The options are non-
transferable if not exercised. Pursuant to the Stock Option Plan, the exercise price of options will
be set by the Board at the time options are granted and cannot be less than the discounted
market price, except as permitted by the Exchange. A summary of the status of the Company’s
stock option plan as at September 30, 2010 and 2009 and changes during the periods ending on
those dates are presented below.




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2008
8. Share Capital - continued

September 30, 2010 September 30, 2009
Weighted Weighted
average average
Number of Exercise exercise
Stock Options options price Number of options price
Beginning of period 945,000 $0.18 1,105,000 $0.1¢
Granted w - - "
Exercised - - - -
Forfeited - - (160,000) $0.24
End of period 945,000 $0.18 945,000 $0.18
Exercisable, end of year 945,000 $0.18 945,000 $0.18
The following table summarizes the stock options outstanding and exercisable at September 30,
2018
Weighted
Weighted Number of average exercise
Weighted average options price of options
Options Option average remaining currently currently
outstanding price exercise price contractual life exercisable exercisable
405,000 $0.10 $0.10 0.18 405,000 $0.10
540,000 $0.24 $0.24 1.05 540,000 $0.24
945,000 30.18 0.68 945,000 $0.18

Subsequent to the year ended, 405,000 options exercisable at $0.10 expired unexercised.
(e) Contributed surplus

September 30, September 30,

2010 2009
Balance, beginning of year $ 290,881 $ 267,981
Transfer on the expiry of warranis - 20,000
Transfer on the expiry of the debentures 69,025 -
Stock based compensation - 2,900
Balance, end of year $ 359,906 $ 200,881

9. Related Party Transactions

Except as disclosed elsewhere in these financial statements the Company had the following related
party transactions:

(a) During the year, the Company incurred $22,102 (2000 - $26,691) in management fees, which is
included in general and administrative expenses, to a company controlled by an Officer, of

which $Nil is included in accounts payable and accrued liabilities at September 30, 2010 (2009
- $Nil}.

(b) Directors and an Officer subscribed for $325,000 of the debentures issued in 2008 with
$50,000 repaid in the current year to a Director (Note 6). Included in interest expense is
$41,625 (2009 - $54,000) related to interest on the debentures of which $6,188 is included in
accounts payable and accrued liabilities at September 30, 2010 (2009 - $16,500).




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

.

Related Party Transactions

{e) Of the units issued (Note 8(b)} during the prior year, an Officer and Directors acquired
4,600,000 of the units.

All related party transactions are in the normal course of operations and have been measured at
the agreed to exchange amounts, which is the amount of consideration established and agreed to
by the related parties and which is similar to those negotiated with third parties.

10.

‘Commitments and Contingencies

(@) The Company’s office lease rental arrangement expires on November 30, 2013. The future
minimum lease payments are 2011 - $38,790, 2012 - $46,550 and 2013 - $7,758 exclusive of
common costs.

(b) From time to time, the Company may be involved in litigation or has claims sought against it in
the normal course of business operations. Management of the Company is not currently aware
of any claims or actions that would materially affect the Company's reported financial position
or results from operations.

Under the terms of certain agreements and the Company's by-laws the Company indemnifies
individuals who have acted at the Company's request to be a director and/or officer of the
Company, to the extent permitted by law, against any and all damages, liabilities, costs,
charges or expenses suffered by or incurred by the individuals as a resuilt of their service. The
Company has no outstanding claims having a pofentially material adverse effect on the
Company as a whole.

11.

Financial Instfruments

The Company holds various forms of financial instruments. The nature of these instruments and the
Company's operations expose the Company to interest rate and foreign currency, liquidity, and fair
value risks, The Company manages its exposure to these risks by operating in a manner that
minimizes its exposure to the extent practical. These risks are outlined more fully below.

Financiat instrument: Category:

Cash and cash equivalents Held for trading
Accounts receivable Loans receivable
Accounts payable and accrued liabilities Other financial liabilities
Current portion of convertible debentures Other financial liabilities

(a) Credit risk

The Company is subject to a concentration of credit risk in its accounts receivable as ali of
the Company's customers are in the oil and gas sector. Management is of the opinion that
any risk of loss is reduced due to the financial strength of its customers. Concentration of
credit risk is mitigated by having concentrations with credit worthy clients and broadening
the Company's customer base. As at September 30, 2010 the tfotai trade accounts
receivable with four customers accounted for 57% (20089 - three customers accounted for
53%]) of the Company’s current accounts receivable. Of the revenue earmned, two companies
represented greater than 10% (2009 — two) of the revenue.




Seaway Energy Services Inc.
Notes to Financial Statements

September 30, 2010 and 2009

11.

Financial Instruments - continued

(b)

(c)

September 30, September 30,

2010 2009
1-30 days $ 989,785 $ 597,384
31-60 days 72,950 230,549
61 + days 75,448 212,821
Total trade receivables 1,138,183 1,049,764
Allowance for doubtful accounts {21,061) {21,440)
Total accounts receivable $ 1,117,122 & 1,028,324

Interest rate risk

Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in
market interest rates. As at September 30, 2010, a difference in the interest rate of one
percent would change net earnings by approximately $Nil (2009 - $Nil) assuming all other
variables are constant.

Fixed rate debt is subject to interest rate price risk, as the value will fluctuate as a result of
changes in market rates. As at September 30, 2010, the Company has fixed interest rates
on approximately 100% of its interest bearing obligations. As the interest rates approximate
the prevailing market rates, the fair value of these debt instruments approximate its carrying
values.

Liguidity risk
Liguidity risk includes the risk that, as a result of our operational liquidity requirements:

» The Company will not have sufficient funds fo settle a transaction on the due date;

» The Company will be forced to sell financial assets at a value which is less than what
they are worth; or

» The Company may be unable to settle or recover a financial asset at all.

Seaway expects that cash flows from operations commencing, together with its credit
facilities, will be more than sufficient to fund its requirements for investments in working
capital, capital expenditures and scheduled debt repayment. As these variables change,
liquidity risks may necessitate the need for the Company to conduct equity issues or obtain
additional debt financing.

Fair value of financial instruments

The Company has determined that the fair values of the financial instruments consisting of
cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities
and convertible debentures are not materially different from the carrying values of such
instruments reported on the balance sheet due to their short-term nature.

The Company classifies the fair value of these financial instruments according to the
following hierarchy based on the amount of observable inputs used to value the instrument.

e level 1 — Quoted prices are available in active markets for identical assets or
liabilities as of the reporting date. Active markets are those in which transactions
occur in sufficient frequency and voiume fo provide pricing information on an ongoing
basis.
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11. Financial Instruments - continued

s+ level 2 — Pricing inputs are other than quoted prices in active markets included in
Level 1. Prices in Level 2 are either directly or indirectly observable as of the
reporting date. Level 2 valuations are based on inputs, including quoted forward
prices for commodities, time value and volatility factors, which can be substantially
observed or corroborated in the marketplace.

¢ lLevel 3 —Valuations in this level are those with inputs for the asset or Hability that are
not based on observable market data.

All financial assets (except for cash and cash equivalents which are classified as held for
trading), are classified as either loans or receivables and are accounted for on an amortized
cost basis. All financial liabilities are classified as other liabilities. There are no financial
assets on the balance sheet that have been designated as available-for-sale. There have
been no changes to the aforementioned classifications during the year ended September
30, 2010.

12. Capital Risk Management

The Company's objectives when managing capital is to safeguard the entity’s ability to continue as
a going concern, so that it can continue to provide returns for shareholders and benefits for other
stakeholders. Managed capital consists of the Company’s current working capital (current assets
less current liabilities). The Company sets the amount of capital in proportion to risk. The Company
manages the capital structure and makes adjustments to it in light of changes in economic
conditions and the risk characteristics of the underlying assets. The Company’s objective is met by
retaining adequate equity to provide for the possibility that cash flows from assets will not be
sufficient to meet future cash flow requirements. The Board of Direcfors does not establish
quantitative return on capital criteria for management; but rather promotes year over year
sustainable profitable growth. The Company is not subject to any externally imposed capital
requirements other than maximum credit facility which is based on 75% of the Company's accounts
receivable under 90 days.




