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INTRODUCTION 

This Management’s Discussion & Analysis discussion (“MD&A”) of the financial condition and results of operations of Divergent Energy Services 
Corp. (“the Corporation”) for the period ended March 31, 2016, contains information current to and is dated May 17, 2016.  It should be read 
in conjunction with the Unaudited Condensed Consolidated Interim Financial Statements for the three month period ended March 31, 2016 
(“Q1 2016”) and the Audited Consolidated Financial Statements dated December 31, 2015, and notes thereto as well as other information which 
is available on SEDAR at www.sedar.com.  All amounts contained herein are in United States Dollars unless otherwise indicated.  

The Corporation’s Unaudited Condensed Consolidated Interim Financial Statements have been prepared in accordance with International 
Accounting Standards (“IAS”) 34 “Interim Financial Reporting”.  The Corporation’s significant accounting policies under IFRS are included in Note 
3 to the annual financial statements, with the addition of policies as noted in the Q1 2016 Unaudited Condensed Consolidated Interim Financial 
Statements; both can be found on SEDAR at www.sedar.com.  The Corporation conducts business through its domestic parent and foreign 
subsidiaries. 

This MD&A contains certain statements that constitute forward-looking statements under the meaning of applicable securities laws.  Please see 
“Forward-Looking Statements” at the end of this document, for a discussion concerning the Corporation’s use of such information.  

This MD&A and Q1 2016 Unaudited Condensed Consolidated Interim Financial Statements were reviewed by the Audit Committee of the 
Corporation’s Board of Directors on May 17, 2016, and approved by the Corporation’s Board on May 17, 2016.  The following MD&A for the 
Corporation has been prepared by management as of May 17, 2016, and is a review of the financial condition and results of operations of the 
Corporation. 

This MD&A has been prepared in accordance with the requirements of National Instrument 51-102 and covers the period from January 1, 2016, 
to March 31, 2016, unless otherwise noted. 

CORPORATE PROFILE 

Divergent Energy Services Corp. is a publicly traded entity on the Canadian Venture Exchange (TSX-V) under the symbol “DVG”.  Except where 
the context otherwise requires, “Divergent Energy Services” or the “Corporation”, shall refer to Divergent Energy Services Corp. and its 
consolidated subsidiaries. 

The Corporation's business consists of three reporting segments consisting of the Artificial lift systems, the Project management and financing 
segment and the Corporate segment. 

The Corporation's products are sold primarily into the US and Mexico. The Corporation offers normal and customary trade terms to its 
customers, no significant part of which is of an extended nature.  Special inventory requirements are not necessary, and customer merchandise 
return rights do not extend beyond normal warranty provisions.  The market for the Corporation's products is highly competitive and includes 
diversified accounts by size and type.  There are longer terms provided to a Mexican business counterparty whereby the Corporation finances 
construction projects and the repayments of the advances occur at the end of the projects. 

SUMMARY DESCRIPTION OF BUSINESS 

Artificial Lift Systems 

The Corporation is primarily focused on developing new technologies through the use of rare earth permanent magnet motors and their ability 
to drive submersible pumps in the oil and gas industry.  The business also offers conventional electric submersible pumps (“ESP”), electric 
submersible progressing cavity pumps (“ESPCP”), as well as surface drives and control systems. 

The conventional ESP business has an existing facility in Gillette, Wyoming, USA that offers conventional ESP’s. 

The business has three distinct product lines: 

• Electro-Magnetic Submersible Reciprocating Pump Systems 

The Corporation is in the process of commercializing its electromagnetic reciprocating pump, the Linear Electromagnetic Submersible 
Pump (the “Linear Pump”).  Following the testing of a series of prototype Linear Pumps in Saskatchewan, Canada during 2015,the 
design of a second-generation version was finalized and tested in the same well as the prototypes.  The results of the test gave the 
Corporation the confidence to place an additional order of Linear Pumps which are expected to arrive in May 2016.  The Corporation 
intends to commercialize the Linear Pump in Canada, the United States, and Mexico: Capital costs incurred in Canada for 
commercialization are expected to be approximately $750 to $1,500 depending on the rate of adoption by the industry. 

The Linear Pump is installed similar to an ESP at the bottom of the well on production tubing with electric cable running to surface.  
The electromagnet motor duplicates rod pump movement without rod string or surface lifting equipment. 

 
• Electric Submersible Pump Systems 

The ESP business operates from Gillette, Wyoming, USA and primarily focuses on the oil and gas industry.  The business continues to 
grow organically, provides the operational platform to introduce the Linear Pump into the United States, and provides an operational 
template for expansion across North America. 

 

http://www.sedar.com/
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• Electric Submersible Progressing Cavity Pump Systems 

The ESPCP business operates from Gillette, Wyoming, USA and primarily focuses on the oil and gas industry. The Gillette location 
pioneered the introduction of the ESPCP systems to the Powder River Basin and continues to organically grow that product line. 

 

Project Management and Financing 

The Project Management and Financing operations in Mexico are conducted through its 100% owned subsidiary CDN Oilfield Technologies & 
Solutions, S. de R.L. de C.V. (“COTS Mexico”). 

COTS Mexico’s revenues are generated by the fees earned on the advance of funds for project financing. COTS Mexico advances funds to an 
unrelated Mexican company.  These advances finance the Mexican company’s oilfield construction projects for other parties (“end customer”).  
These projects typically include the preparation and construction of access roads and oilfield well site locations.  The advanced funds are 
designed to earn a 20% fee. 

The Corporation mitigates its credit risk as it receives payment directly from the end customer of the project.  When the project is completed, 
the customer pays COTS Mexico directly and then COTS Mexico distributes the profits from the payment received.  The end customers are 
typically large, reputable entities.  By arranging for direct receipt of proceeds from the end customer, the Corporation is typically able to reduce 
the credit risk arising from financing the projects from its smaller Mexican customer.   

QUARTERLY CONDENSED CONSOLIDATED FINANCIAL RESULTS 

Selected Financial Information  

For the three months ended March 31,  2016 2015 

Revenue $2,119 $1,367 

Net loss for the period (2,201) (2,387) 

Total assets 4,897 8,188 

Total liabilities 8,084 7,293 

Shareholders’ (deficiency) equity (3,187) 895 

Earnings (loss) per share – basic and diluted ($0.02) ($0.03) 

QUARTER OVERVIEW 

For the three month period ended March 31, 2016: 

• Revenues rose to $2,119 from $1,367, an increase of 55%. 

• Selling, general and administrative expenses decreased to $768 from $828, a decrease of 7%. 

• The Corporation reported a net loss of $2,201 compared to a net loss of $2,387 in the comparative period. 
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FINANCIAL REVIEW 

Revenues 

                                     Three months ended March 31, 

 2016 2015 % Change 

Artificial Lift Systems - US $2,119  $1,201 76% 

Artificial Lift Systems - Canada - - N/A 

Project management and financing       -       166 N/A 

Total revenues  $2,119  $1,367 55% 

For the three months ended March 31, 2016, Artificial Lift Systems – US revenues increased 76% over the comparative period due to a large 
gain in market share that occurred during Q3 2015.  A large segment of the market was consolidated under one client and the Corporation was 
successful in securing the majority of the work. 

The Artificial Lift Systems – Canada and Project management and financing segments did not generate any revenues during the three months 
ended March 31, 2016.  The Artificial Lift Systems – Canada segment is currently in the pre-commercialization phase with expenses of $178 
being recognized during the period and a value of $113 in inventory being included in current assets at March 31, 2016. 

 

Sales, Cost of Sales and Gross Profit 

                                     Three months ended March 31, 

 2016 2015 

Artificial Lift Systems - US    Sales $  2,119 $  1,201 

                                             Cost of sales        1,678        790 

                                             Gross profit $     441 $     411 

                                             Gross profit %        21%        34% 

   

Artificial Lift Systems - Canada   Sales $        - $        - 

                                             Cost of sales           -           - 

                                             Gross profit $        - $        - 

                                             Gross profit %         N/A          N/A  

   

Project management and financing Sales $     - $     166 

                                             Cost of sales          -          7 

                                             Gross profit $     - $     159 

                                             Gross profit % N/A        96% 

 

The gross profit margin for the Artificial Lift Systems - US segment decreased to 21% for the three month period ended March 31, 2016, relative 
to the comparative period of 2015, which was 34%.  The sudden market share gain that occurred in Q3 2015 triggered the need to have certain 
inventory shipments air freighted in order to meet the demands of the client.  This higher costs of sales is not expected to continue as the 
Corporation catches up with new turnover rates on inventory. 

The Project management and financing segment earned gross profit margins of NIL for the three months ended March 31, 2016, and 96% for 
the same period in 2015.  The cost of sales is comprised largely of contractor fees and commissions. 
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Selling, general and administrative expenses 

 2016 2015 % Change 

For the three months ended March 31,     $768   $828 (7%) 

 

For the three months ended March 31, 2016, selling, general and administrative expenses decreased 7% from the comparative period of 2015. 
The Corporation realized cost savings of $104 from shutting down of the Karlington business and reduced professional fees.  These savings were 
slightly offset by an increase in salaries, wages, and commissions of $42 which resulted from the increase in activity levels in the Artificial Lift 
Systems – US.  Additionally, travel and accommodation expenses decreased by $30 versus the prior period due to decreased trips to China 
related to the ongoing development of the Linear Pump. 

 

Product development 

 2016 2015 % Change 

For the three months ended March 31,     $178   $204 (13%) 

 

 

The Corporation’s Product development costs are declining as it nears commercialization of the Linear Pump.  Costs were reduced in Q1 2016 
by 13% or $26, compared to Q1 2015.  The costs are related to product purchase and installation. 

 

 

Allowance for trade receivables and advances, and long-term receivable 

 2016 2015 % Change 

For the three months ended March 31,     $768   $1,602 (56%) 

 
The Corporation made a provision for doubtful trade receivables and advances of $768 in the period ended March 31, 2016. Management was 
advised by the end user counterparty in April 2016 that penalties in the amount of $760 for a completion delay on a Mexican project that the 
Corporation was financing were imposed pursuant to a contract. The allowance for doubtful accounts in Q1 2016 for trade receivables and 
advances were $349 and for long-term receivables were $1,253, totaling $1,602. 

 

Settlement of contingent consideration 

 2016 2015 % Change 

For the three months ended March 31,     $-   $238 N/A 

 

Prior to the closure of the Karlington subsidiary, the fair value of the contingent liability relating to the acquisition of Karlington Artificial Lift in 
2012 was satisfied during the year of 2015 with the payment of 1,000,000 common shares of the Corporation to the Corporation’s managers of 
this operation; and this settlement of contingent liabilities represents the value of same.  

 The Corporation exchanged the agriculture and mining related inventory to its managers of Karlington in exchange for 1,000,000 common 
shares of the Corporation owned by the managers during Q1 2016 and this resulted in a write down of inventory being the difference between 
the cost of the inventory and the market value of the Corporation’s common shares at December 31, 2015. 
 

 

Stock based compensation 

 2016 2015 % Change 

For the three months ended March 31,     $58   $122 52% 

 

The reduction of the Stock based compensation expense by 52% or $64 is substantially due to the reduction in head count in the current period  
of Q1 2016 compared to Q1 2015. 
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Net Finance Expense 

  

 2016 2015 

Foreign exchange loss ($692) (97) 

Interest expense (110) (118) 

Accretion expense (39) (79) 

Net discount on long-term loan  - 52 

Net finance income (expense) ($841) ($242) 
 
The Corporation recorded net finance expense of ($841) and ($242) for the three months ended March 31, 2016 and 2015, respectively.  

During the period ended March 31, 2016 the Corporation recorded a loss on foreign exchange of $692 primarily due to the movement in the 
rate of the Canadian dollar against the US Dollar. The USD denominated loans between the Corporation and its subsidiaries are no longer being 
recognized as net investments thus the foreign exchange gains or losses are being recognized in net income versus accumulated other 
comprehensive income. Compared to the prior period, the Corporation did not incur as much expense with regards to interest and accretion 
due to the carrying value of the debentures being lower in the current period.   

Income Tax Expense 

The Corporation’s income taxes for the period ended March 31, 2016 amounted to $29 in current income tax expense in comparison to Q1 2015 
whereby the Corporation incurred $29 in current tax and a recovery of $305 in deferred tax. The current tax for Q1 2016 and Q1 2015 relates 
to interest and penalties in Mexico. The recovery of the deferred tax of $305 in Q1 2015 relates to the foreign exchange on the intercompany 
loans that was recognized through Accumulated other comprehensive income.  

 

Statement of Equity – Accumulated other comprehensive income 

In the three month period ended March 31, 2016, Accumulated other comprehensive income increased by $407. The increase was primarily 
from unrealized foreign currency gains on the intercompany loans to COTS Mexico and Extreme from the functional currency of CAD to the 
reporting currency in USD. 

 
SUMMARY OF QUARTERLY RESULTS (UNAUDITED) 

 

USD   Q1-2016  Q4-2015  Q3-2015  Q2-2015  

Revenue  $2,119  $1,969  $1,192  $1,240  

Net earnings (loss) for the period                 (2,201)  (1,025) (882) (1,161) 

Comprehensive income (loss) per share  (0.02) ($0.01) ($0.01)       ($0.01) 
 

USD           Q1-2015   Q4-2014  Q3-2014  Q2-2014 

Revenues $1,367 $1,360 $1,698 $1,556 

Net earnings (loss) for the period (2,387) (2,093) (1,438) (1,484) 

Comprehensive Income (loss) per share ($0.02) ($0.02) ($0.01) ($0.01) 

 

OUTLOOK 

The Corporation’s success in the submersible pump business continues and set an all time quarterly revenue record for the Gillette, WY 
operation.  Our business is focused on production optimization and reducing operating expenses in mature fields (existing wells), and is therefore 
not directly affected by fluctuations in drilling activity.  For 2016, we anticipate continued growth from our Gillette, WY operation and the 
commercialization of the Corporation’s Linear Electric Submersible Pump (the “Linear Pump”). The first commercialized Linear Pump shipment 
arrived on May 13, 2016 and one of the Pumps has been successfully installed and is currently operating in a client well in SE Saskatchewan. 
Additional installations are expected to follow with other interested clients. 

The Corporation’s cost controls and streamlining of operations, highlighted by the January shutdown of an underperforming division 
(Karlington), reduced costs by $100 during the first quarter.  The Corporation expects to realize continued savings in 2016 of USD $350 as part 
of ongoing initiatives. 

The outlook for 2016 in each operating division is as follows: 
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Pump Sales and Services 

• New revenues from the commercialization of the Linear Pump, both in Canada and the United States. 
• Increased revenue in the Powder River Basin in Wyoming.  We are currently the largest provider of ESP products and services for gas 

producers in the region, and we are aggressively leveraging that reputation to enter the larger and more lucrative oil well ESP market.  
Our success and growth has attracted highly skilled and motivated people that increase the depth of our service offering. 

Project Management and Financing 

• The Corporation is not pursuing any future work from this segment. 

• We continue to pursue the collection of outstanding receivables that amount to USD $0.927 million. 

The Corporation’s long-term strategy is to focus on emerging opportunities within the Artificial Lift segment of the energy industry, a segment 
that is estimated to grow from an annual market size of $11.2B in 2014 to $17.7B in 2019.  Currently the most active market is North America, 
which accounted for 45.55% of total global artificial lift sales.  The commercialization of the Linear Pump will provide oil companies with the 
opportunity to reduce production costs and operating expenses, while providing Divergent with differentiation within a competitive and growing 
market.  We will also continue to grow our core submersible pump business in Gillette, which will position Divergent for expanded geographical 
presence throughout the United States and Canada. 

 

Cash and Liquidity 

The Corporation had cash balances of $80 and $77 as at March 31, 2016 and December 31, 2015 respectively. 

Cash used in operating activities was $583 in 2016 prior to changes in non-cash working capital items. The changes in non-cash working capital 
items includes a decrease in trade receivables and advances of $880, a decrease in inventories of $125, a decrease in prepaid expenses of $25, 
an increase in accounts payable of $344 and an increase in income taxes payable of $36. 

 
The unaudited condensed consolidated interim financial statements have been prepared on a going concern basis.  The going concern basis of 
presentation assumes that the Corporation will continue in operation for the foreseeable future and be able to realize its assets and discharge 
its liabilities and commitments in the normal course of business.  The unaudited condensed consolidated interim financial statements do not 
reflect adjustments that would be necessary if the going concern assumption were not appropriate.  If the going concern basis were not 
appropriate for these financial statements, then adjustments would be necessary to the classification and carrying amounts of the assets and 
liabilities and the reported revenues and expenses. 

The material uncertainties that cast significant doubt on the Corporation’s ability to continue as a going concern are set forth below.  

The Corporation has approximately $927 in outstanding advances due from an unrelated third party in Mexico recognized on the statement of 
financial position at March 31, 2016. There is uncertainty as to when the Corporation will collect these advances.    

The Corporation’s debentures, amounting to CAD $5,750, mature December 31, 2017.  There is uncertainty as to whether the Corporation will 
be able to repay these obligations without obtaining additional future debt or equity financings. 

The Corporation’s management and Board of Directors continue to seek alternative means of debt and equity financings in order to fund 
additional projects and operations in North America and to provide for the ultimate repayment of the debentures. The Corporation issued 
common shares through a non-brokered private placement which raised aggregate proceeds of CAD $244 from the closings: the first closing on 
March 22, 2016 raised aggregate proceeds of CAD $167 and the second closing on April 22, 2016 raised CAD $77. 

The Corporation has $80 in cash at March 31, 2016 and expects to generate negative cash flow from operations for the next two quarters of 
fiscal 2016 in the amount of approximately $500. The Corporation will require, in addition to the previously mentioned $500, between $500 
and $1,500 for the initial deployment of the commercial version of the Submersible Electric Linear Motor, depending on the rate of adoption.   

 

FINANCIAL INSTRUMENTS 

Interest Rate Risk 

Interest rate risk arises from changes in market interest rates that may affect the fair value or future cash flows from the Corporation’s financial 
assets or liabilities.  The Corporation is exposed to interest rate risk on certain debt instruments and short term investments to the extent of 
changes in the underlying market interest rates.  Cash flow exposure to interest rate risk is minimal at this time as substantially all of the 
Corporation’s borrowings bear interest at fixed rates. 
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Commitments 

Long-Term Debt 

As at March 31, 2016, the Corporation had the following commitments outstanding in relation to its line of credit, mortgage, equipment and 
debenture debt: 

(In 000’s) Total  
2016 124 
2017 4,469 
2018 4 

Total $4,597 

 

Lease Commitments 

As at March 31, 2016, the Corporation had the following commitments outstanding in relation to its operating lease commitments: 

Year  
(In 000’s) Total  

2016                        105  

2017                        78  

2018 26 

Total $209 

 

Summary of Share Capital   

As at March 31, 2016, the Corporation had 96,457,210 common shares issued and outstanding with stated share capital value of $16,065.  
5,750,000 warrants and 6,200,000 stock options, of which 1,733,333 are exercisable, were outstanding at March 31, 2016.  As at May 17, 2016, 
the common shares outstanding are 96,740,395. 

 

RELATED PARTIES 

The following transaction was in the normal course of operations and entered into and recorded at the agreed to exchange amount which 
reflects fair value. During the period debenture interest were paid to an officer and a director amounting to 11,581 common shares of the 
Corporation ($3). 

 

RISKS AND UNCERTAINTIES - FINANCIAL RISK MANAGEMENT 

Risk Management Framework 

The Board of Directors has overall responsibility for the establishment and oversight of the Corporation’s risk management framework including 
developing and monitoring the Corporation’s risk management policies.  The Corporation’s risk management policies are established to identify 
and analyze the risks faced by the Corporation, to set appropriate risk limits and controls, and to monitor risks and adherence to limits.  Risk 
management policies and systems are reviewed regularly to reflect changes in market conditions and the Corporation’s activities. 

Credit Risk 

Credit risk is the risk of financial loss to the Corporation if a customer or counterparty to a financial instrument fails to meet its contractual 
obligations, and arises principally from the Corporation’s receivables from customers.   

Trade receivables and advances  

The Group’s exposure to credit risk is influenced mainly by the individual characteristics of each customer.  However, management also considers 
the demographics of the Group’s customer base, including the default risk of the industry and country in which customers operate, as these 
factors may have an influence on credit risk, particularly in the current economic circumstances.  Approximately 98 percent (Q1 2015: 67 percent) 
of ESP sales are attributable to one counterparty and 100 percent of project management and finance fees are attributable to one counterparty 
(2015: 100 percent).  The Group has established allowances for impairment of trade receivables and advances in 2016 - $768 (2015 - $440). 

Liquidity risk 

Liquidity risk is the risk that the Corporation may encounter difficulty in meeting the obligations associated with its financial liabilities that are 
settled by delivering cash or another financial asset.  The Corporation’s approach to managing liquidity is to ensure, as far as possible, that it will 
always have sufficient liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable 
losses or risking damage to the Corporation’s reputation.  See discussion on the Corporation’s cash and liquidity above. 
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Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will affect the Corporation’s 
income or the value of its holdings of financial instruments.  The objective of market risk management is to manage and control market risk 
exposures within acceptable parameters, while optimizing the return.  The level of market risk to which the Corporation is exposed to, depends 
on market conditions, expectations of future price or market rate movements and the composition of the Corporation’s financial assets and 
liabilities.  The Corporation regularly monitors market risk exposure, tolerances and control processes in order to manage the exposure related 
to changes in market risk to stay within acceptable market risk limits. 

Currency Risk 

The Corporation is exposed to currency risk on sales and purchases that are denominated in a currency other than the respective functional 
currencies of Corporation entities, primarily the US dollar, CDN dollar and Mexican Peso.  The Corporation does not hedge its foreign currency 
transactions but does endeavor to contract its business to US dollar equivalency. 

Interest on borrowings is denominated in the currency of the borrowing.  Generally, borrowings are denominated in Canadian dollars. 

Interest Rate Risk 

Interest rate risk arises from changes in market interest rates that may affect the fair value or future cash flows from the Corporation’s financial 
assets or liabilities.  The Corporation is exposed to interest rate risk on certain debt instruments and short term investments to the extent of 
changes in the underlying market interest rates.  Cash flow exposure to interest rate risk is minimal at this time as substantially all of the 
Corporation’s borrowings bear interest at fixed rates. 

Contingencies 

From time to time, the Corporation is subject to legal proceedings, assessments and claims in the ordinary course of business.  At this time, in 
the opinion of management, none of these matters are reasonably expected to result in a material adverse effect on the Corporation’s financial 
position.  

The Mexican Tax authorities are challenging certain deductions taken in the 2011 taxation year that they believe should have been deferred 
until the taxation year ending December 31, 2012. The potential result of this assessment is an additional $750 in taxes owed for fiscal 2011 and 
a further $730 in assessed penalties and interest. 

Management is currently in the process of appealing this reassessment, based on the fact the Mexican Tax authorities had missed their deadline 
for filing this reassessment. Management has been advised by external legal and taxation experts that it is “more likely than not” that the 
Corporation will win their appeal to have the tax reassessment dismissed. Accordingly, management has not recognized any liability in respect 
to this tax reassessment. 

Capital Management 

Capital, which the Corporation defines as its share capital and debt, is monitored on a basis of the debt-to-capitalization ratio.  For the purposes 
of this calculation, debt includes current and long-term portions of borrowed funds, including debentures and capital lease obligations. The 
Corporation’s objective when managing its capital is to strike a balance between maintaining investor, creditor and market confidence while 
sustaining future development of the Corporation. 

The Corporation’s existing debt agreements do not require maintenance of any financial covenants.  There were no changes to the Corporation’s 
approach to capital management during the year ended December 31, 2014.  The Corporation is not subjected to any internally or externally 
imposed capital requirements.  

The debt-to-capitalization ratio was as follows: 

 March 31,     2016 December 31, 2015 

Debt $4,299  $3,964  

Share capital 16,062 15,955 

Debt-to-Capitalization ratio 27% 25% 

These ratios are in-line with the Corporation’s objectives. 

Critical Accounting Policies and Estimates 

The Corporation prepares its interim condensed consolidated financial statements in accordance with IFRS.  In preparing its financial statements, 
management is required to make various estimates and judgments in determining the reported amounts of assets and liabilities, revenues and 
expenses, as well as the disclosure of commitments and contingencies.  Management bases its estimates and judgments on its own experience 
and various other assumptions believed to be reasonable at the time and under the circumstances in existence when the financial statements 
were prepared.  Anticipating future events cannot be done with certainty; therefore, these estimates may change as new events occur, more 
experience is acquired or the Corporation’s operating environment changes.  More detailed information regarding the accounting estimates 
believed by management to require the most difficult, subjective or complex judgments and which are material to the Corporation’s financial 
reporting results are discussed in the Corporation’s financial statements for the year ended December 31, 2015. 

In addition the following accounting standards and amendments have been issued but not yet adopted: 
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Leases 
On January 13, 2016, the IASB issued IFRS 16, “Leases” (“IFRS 16”), which requires entities to recognize lease assets and lease obligations on 
the balance  sheet. For lessees, IFRS 16 removes the classification of leases as either operating leases or finance leases, effectively treating all 
leases as finance leases. Certain short-term leases (less than 12 months) and leases of low-value assets are exempt from the requirements, 
and may continue to be treated as operating leases.IFRS 16 is effective for years beginning on or after January 1, 2019, with early adoption 
permitted. The Corporation is currently evaluating the impact of adopting IFRS 16 on the Consolidated Financial Statements. 
 
Revenue 
On May 28, 2014, the IASB issued IFRS 15, “Revenue From Contracts With Customers” (“IFRS 15”) replacing IAS 11, “Construction Contracts”, 
IAS 18, “Revenue” and several revenue-related interpretations. IFRS 15 establishes a single revenue recognition framework that applies to 
contracts with customers. The standard requires an entity to recognize revenue to reflect the transfer of goods and services for the amount it 
expects to receive, when control is transferred to the purchaser. Disclosure requirements have also been expanded. 
IFRS 15 is effective for annual periods beginning on or after January 1, 2018. Early adoption is permitted. The standard may be applied 
retrospectively or using a modified retrospective approach. The Corporation is currently assessing the impact of adopting IFRS 15 on the 
Consolidated Financial Statements. 
 
Financial Instruments 
On July 24, 2014, the IASB issued the final version of IFRS 9, “Financial Instruments” (“IFRS 9”) to replace IAS 39, “Financial Instruments: 
Recognition and Measurement” (“IAS 39”). IFRS 9 introduces a single approach to determine whether a financial asset is measured at 
amortized cost or fair value and replaces the multiple rules in IAS 39. The approach is based on how an entity manages its financial 
instruments in the context of its business model and the contractual cash flow characteristics of the financial assets. For financial liabilities, 
IFRS 9 retains most of the IAS 39 requirements; however, where the fair value option is applied to financial liabilities, the change in fair value 
resulting from an entity’s own credit risk is recorded in accumulated other comprehensive Income rather than net earnings, unless this creates 
an accounting mismatch. In addition, a new expected credit loss model for calculating impairment on financial assets replaces the incurred 
loss impairment model used in IAS 39. The new model will result in more timely recognition of expected credit losses. IFRS 9 is effective for 
years beginning on or after January 1, 2018. Early adoption is permitted. The Corporation is currently assessing the impact of adopting IFRS 9 
on the Consolidated Financial Statements. 

Emerging Markets 

The Corporation has operations in Mexico where there are inherent risks associated with an emerging market.  The Corporation has limited its 
credit and counterparty risk associated with accounts receivable by employing the direct assignment of funds for a significant majority of 
projects undertaken in Mexico.  The repayment of advances and the net revenues earned from Project management and financing activities are 
paid directly to the Corporation, in turn the Corporation distributes funds to the contracted Mexican oilfield construction companies.  

The Corporation has implemented various controls relative to operations of its Mexican subsidiary, including controls ensuring compliance with 
the Corruption of Foreign Public Officials Act.  These controls, in conjunction with periodic site visits, provide management with the necessary 
internal controls relative to the operations in Mexico.  The Corporation also monitors the business and regulatory environment of Mexico in 
order to minimize the potential impact on costs and operations. 

OFF BALANCE SHEET ARRANGEMENTS 

The Corporation has no off balance sheet arrangements, other than operating leases. 

SUBSEQUENT EVENTS 

On April 22, 2016 the Corporation completed the second and final tranche of a non-brokered private placement of 283,185 common shares at 
a price of CAD $0.27 per common share for aggregate gross proceeds of CAN $76. Under two tranches, the Corporation has issued 902,915 
common shares at CAD $0.27 per common share for gross aggregate proceeds of CAN $244. Divergent paid commissions and finder's fees to 
qualified non-related parties of 6% of the gross proceeds which amounted to CAN $4 in aggregate. 

Forward-looking Statements 

This MD&A contains certain statements that constitute forward-looking statements.  These statements relate to future events or the 
Corporation’s future performance.  All statements, other than statements of historical fact, that address activities, events or developments that 
the Corporation or a third party expects or anticipates will or may occur in the future, are forward-looking statements.  These include the 
Corporation’s future growth, results of operations, performance and business prospects and opportunities; prevailing economic conditions; 
commodity prices; sourcing, pricing and availability of raw materials, components and parts, equipment, suppliers, facilities and skilled 
personnel; dependence on major customers; uncertainties in weather and temperature affecting the duration of the service periods and the 
activities that can be completed; regional competition; and other factors, many of which are beyond the Corporation’s control.  These other 
factors include future prices of oil and natural gas and oil and natural gas industry activity, including the effect of changes in commodity prices 
on oil and natural gas exploration and development activity, the ability to complete strategic acquisitions and realize the anticipated benefits of 
any acquisitions that are completed, the Corporation’s outlook regarding the competitive environment it operates in, and the assumptions 
underlying any of the foregoing.  Forward-looking statements are often, but not always, identified by the use of words such as “seek”, 
“anticipate”, “plan”, “continue”, “estimate”, “expect”, “may”, “will”, “project”, “predict”, “potential”, “targeting”, “intend”, “could”, “might”, 
“should”, “believe” and similar expressions.  These statements involve known and unknown risks, uncertainties and other factors, many of which 
are beyond the Corporation’s control, including those discussed under “Risks and Uncertainties” and elsewhere in this MD&A that may cause 
actual results or events to differ materially from those anticipated in such forward-looking statements.  The Corporation believes that the 
expectations reflected in those forward-looking statements are reasonable, but no assurance can be given that these expectations will prove to 
be correct and such forward-looking statements included in this MD&A should not be unduly relied upon.  These statements speak only as of the 
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date of this MD&A.  The Corporation does not intend, and does not assume any obligation, to update these forward-looking statements, whether 
as a result of new information, future events or otherwise, except as required under applicable securities laws.  The forward-looking statements 
contained in this MD&A are expressly qualified by this cautionary statement.  
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