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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 September 30, 2014, contains information current to and is dated November 19, 2014. The 

Corporation changed its name from Canadian Oilfield Solutions Corp. by a special resolution of the shareholders on June 4, 2014.  It should be 

read in conjunction with the Unaudited Condensed Consolidated Interim Financial Statements for the three and  nine month periods as at and 

ended September 30, 2014, (“Q3 2014”) and the Audited Consolidated Financial Statements  dated December 31, 2013, 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 conducts business through its domestic parent and foreign subsidiaries. 

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 4 to the annual financial statements, with the addition of policies as noted in the Q3 2014 Unaudited Condensed Consolidated Interim 

Financial Statements; both can be found on SEDAR at www.sedar.com.   

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 Q3 2014 Unaudited Condensed Consolidated Interim Financial Statements were reviewed by the Audit Committee of the 

Corporation’s Board of Directors on November 19, 2014, and approved by the Corporation’s Board of Directors on November 19, 2014.  The 

following MD&A for the Corporation has been prepared by management as of November 19, 2014, 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, 2014, 

to November 19, 2014, 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 Pump sales and services segment, the Pipe sales and 

installation segment, and the Project management and financing 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 company, which is an unrelated third party, whereby the 

Corporation finances construction projects and the repayments of the advances occur at the end of the projects. 

SUMMARY DESCRIPTION OF BUSINESS 

Pump sales and service 

The Corporation’s operations in the USA offer sales, service, and distribution of water and hydrocarbon pumping systems including submersible 

motors, pumps, drives and electronic controls.  The business operates from two locations in Wyoming and Washington, USA.  The Pump business 

primarily focuses on oil and gas, mining, agriculture, and water industries.  This segment of the business continues to grow organically as a North 

American provider of systems and components for the movement of water and hydrocarbons.  The Corporation operates this business through 

wholly owned subsidiaries in the USA.  

Pipe sales and installation 

The Pipe sales and installation operations in Mexico are conducted through its 100% owned subsidiary FlexTek Oilfield Supply, LLC (“FlexTek”) 

formerly FlexTek Oilfield Supply Corp. 

Revenues are generated through the sale of flexible steel pipe and ancillary pipe products.  The products are used primarily in the oil and gas 

industries for small diameter (up to 8”) pipelines.  The products can be used both for new pipeline installations and for the remediation of 

existing pipelines that have been compromised or damaged.  For remediation purposes, the new line is typically placed inside the existing pipe.   

The Corporation does not ordinarily inventory pipe products from the manufacturer, rather pipe is ordered on a project by project basis.  
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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: 

(1) The fees earned on the advance of funds for project financing. 

(2) The sharing of profits on a per project basis for project management services. 

COTS Mexico advances funds to an unrelated Mexican company.  These advances finance the Mexican company’s oilfield construction projects.  

These projects typically include the site preparation and construction of access roads at oilfield well site locations.  The advanced funds earn a 

20% fee. 

COTS Mexico also generates revenues through the sharing of profits, on a 50:50 basis, with the same Mexican company for each project they 

have advanced funds for, as described above.  The sharing of profits is related to the project management services provided by COTS Mexico 

for the timely and successful completion of each project.  Once each project is completed and the customer is satisfied with the oilfield 

construction project, the Corporation can expect payment of the 50% profit share and fees on the advanced funds approximately ninety days 

thereafter. Subsequent to September 30, 2014, the Company entered into an Amended and Restated Project Financing Agreement effective 

November 3, 2014. This agreement provides for 100% of the construction project profits to be applied directly to the outstanding long-term 

loan receivable (principal amount of $1,385) and the long-term finance contract (principal amount of $1,209). Previous agreements had the 

parties splitting the construction project profits on a 50/50 basis, whereby only the Mexican business partner’s 50% of the profits were applied 

to the outstanding long-term receivable and long-term finance contract.  

In addition, the Corporation has mitigated 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 Corporation financed the purchase of capital assets for a Mexican company, which is the same unrelated third party we advance funds to, 

with the title to the capital assets retained by the Corporation’s Mexican subsidiary.  The loan bears interest at 12% per annum and the principle 

is to be repaid from the residual net profits of the unrelated third party from projects that the Corporation’s Mexican subsidiary and unrelated 

third party participate.  A current portion of the loan is not determinable and as a result the entire balance of the loan is presented as long-

term. 
Management anticipates that in order to remain competitive in the Mexican market, certain opportunities may require pricing that generates 

little or no profit sharing and may also require a reduction to the fees earned on advances.  

QUARTERLY CONDENSED CONSOLIDATED FINANCIAL RESULTS 

Selected Financial Information  

For the three months ended September 30,  2014 2013 

Revenue $1,698 $1,625 

Net loss for the period (1,438) (333) 

Total assets 12,743 13,904 

Total liabilities 7,790 5,253 

Shareholders’ equity 4,953 8,651 

Loss per share – basic and diluted ($0.01) $0.00 

 

For the nine months ended September 30,  2014 2013 

Revenue $4,773 $4,353 

Net (loss) income for the period (3,569) (1,134) 

Total assets 12,743 13,904 

Total liabilities 7,790 5,253 

Shareholders’ equity 4,953 8,651 

Loss per share – basic and diluted ($0.04) ($0.01) 
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QUARTER OVERVIEW 

For the three month period ended September 30, 2014: 

• Revenues increased to $1,698 from $1,625, an increase of 4%. 

• Selling, general and administrative expenses increased to $1,097 from $776, an increase of 41%. 

The Corporation reported a net loss of $1,438 compared to a net loss of $333 in the comparative period. 

 

For the nine month period ended September 30, 2014: 

• Revenues increased to $4,773 from $4,353, an increase of 10%. 

• Selling, general and administrative expenses increased to $2,731 from $2,212, an increase of 23%. 

• The Corporation reported a net loss of $3,569 compared to a net loss of $1,134 in the comparative period. 

FINANCIAL REVIEW 

REVENUES 

Three months ended September 30, 

 2014 2013 % Change 

Pump sales and services $1,406 $1,098 28% 

Pipe sales and installation          -        14 (100%) 

Project management and financing       292      513 (43%) 

Total revenues $1,698 $1,625   4% 

 

         Nine months ended September 30, 

 2014 2013 % Change 

Pump sales and service $4,130 $3,382 22% 

Pipe sales and installation           -         14 (100%) 

Project management and financing      643       957 (33%) 

Total revenues $4,773 $4,353 10% 

 

For the three and nine months ended September 30, 2014, Pump sales and service revenues increased by 28% and 22% respectively from the 

comparative periods. The Corporation continues to grow organically and attract new business through quality service and aggressive sales. 

Additionally, during the nine months ended September 30, 2014, the Corporation incurred an inventory impairment of $33 related to slow 

moving inventory which had been purchased in previous fiscal periods. 

The Pipe sales and installation segment did not generate any revenues during the three and nine month periods ended September 30, 2014; 

revenues in 2013 were generated from the sale of ancillary products.  The Corporation continues to pursue pipe projects in Mexico as the 

tenders become available. Successful awards depend on competitive pricing and the Corporation’s availability of working capital to commit to 

the project. 

Project management and financing revenues for the three and nine months ended September 30, 2014 decreased by 43% and 33% respectively 

from the comparative periods.  This was primarily due to the civil unrest that led to the work stoppage in Q2 of 2014 whereby Pemex ceased 

operations in the Terra fields of Southeastern Mexico where the Corporation is active. During this stoppage, no finance fees were recorded in 

the period. 
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COST OF SALES AND GROSS PROFIT 

Three months ended September 30, 

    2014 2013 

Pump sales and services    Sales $   1,406 $  1,098 

                                             Cost of sales      1,245          826 

                                             Gross profit $      161 $     272 

                                             Gross profit %         11%       25% 

   

Pipe sales and installation     Sales $         - $       14 

                                             Cost of sales            -            6 

                                             Gross profit $         - $         8 

                                             Gross profit %         N/A         57% 

   

Project management and financing     Sales $       292 $     513 

                                             Cost of sales            25          58 

                                             Gross profit $       267 $     455 

                                             Gross profit %          91%        89% 

Nine months ended September 30, 

   2014 2013 

Pump sales and services    Sales $   4,130 $  3,382 

                                             Cost of sales      3,192        2,483 

                                             Gross profit $      938 $     899 

                                             Gross profit %         23%       27% 

   

Pipe sales and installation     Sales $         - $       14 

                                             Cost of sales            -            6 

                                             Gross profit $         - $         8 

                                             Gross profit %         N/A        57% 

   

Project management and financing    Sales $       643 $     957 

                                             Cost of sales             71        157 

                                             Gross profit $        572 $     800 

                                             Gross profit %           89%        84% 

Gross margins declined in the Pump sales and services segment for both the three and nine month periods ending September 30, 2014 over the 

comparative periods ending September 30, 2013. In the three month period ending September 30, 2014, an adjustment of $110 was recorded 

to correct the capitalization of freight costs in Q2 which led to inventory being overstated and cost of sales being understated for the six months 

ended June 30, 2014.  For the nine month periods ended September 30, 2014 and 2013 the gross profit margins are relatively consistent and 

are expected to remain in the 23% to 28% range for future sales. 

Gross profits from Pipe sales and installation were Nil and $8 respectively for the three and nine month periods ending September 30, 2014 and 

September 30, 2013.  

Gross profits from Project management and financing are very dependent on the number of projects financed and the ratio of materials to 

services within each project.  Gross profits margins increased 2% and 5% respectively for the three and nine month periods ending September 

30, versus the comparable period.  The largest components of the cost of sales are personnel and consultant cost and the related commission 

expense. 
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SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 

   2014 2013 % Change 

For the three months ended March 31,    $714   $593           20% 

For the three months ended June 30,       920         843             9% 

For the three months ended September 30,   1,097     776           41% 

For the nine months ended September 30,  $2,731 $2,212           23% 

For the three and nine month periods ended September 30, 2014, selling, general and administrative expenses increased 41% and 23% 

respectively, from the comparative periods of 2013.  During the three months ended September 30, 2014, the Corporation incurred legal 

expenses of approximately $392 relating to securing a revolving credit facility which ultimately proved unsuccessful. 

NET FINANCE EXPENSE 

 Three months ended September 30, Nine months ended September 30, 

              2014              2013              2014              2013 

Interest income $39 $64 $111  $155 

Foreign exchange gain (loss) (290) (79) (208) (83) 

Interest expense (140) (111) (439) (299) 

Accretion expense (171) (72) (512) (155) 

Net discount on long-term loan and finance contract (44) - (730) - 

Provision on long-term finance contract (530) - (530) - 

Net finance expense ($1,136) ($198) ($2,308) ($382) 

The Corporation recorded net finance expense of $1,136 and $198 for the three months ended September 30, 2014 and 2013, respectively.  For 

the nine months ended September 30, 2014 and 2013, the net finance expense was $2,308 and $382 respectively.   

• Accretion expense of $171 was recognized in the three months ending September 30, 2014. This was a significant increase versus the 

comparable period due to the maturity value of the debentures being substantially higher. 

• A loss of $287 in the movement of foreign exchange rates in the three months ended September 30, 2014 is attributed to the movement 

of the Mexican Peso against the US Dollar. 

• A discount of USD $730 has been taken against the long-term receivable amounts in Mexico to reflect the uncertainty of timing of receipt 

and the estimated finance cost for collection delays. A discount rate of 10% on the portion secured by capital assets and a discount rate 

of 20% on the unsecured portion have been used.  $79 was recognized in finance expense relating to the unwinding of this discount. 

• A provision of $530 was recorded on the long-term finance contract in the three months ending September 30, 2014. The provision is 

based on expected profits from current financing projects. 

INCOME TAX EXPENSE 

For the three and nine month periods ended September 30, 2014, the Corporation’s income taxes relative to its operations in Mexico resulted 

in a recovery of $367 and an expense of $40 respectively.  The Corporation does not have any income taxes payable in the USA. 

For the three and nine month periods ended September 30, 2013, the Corporation accrued income taxes of $94 and $247 relative to its 

operations in Mexico. 

 

SUMMARY OF QUARTERLY RESULTS (UNAUDITED) 

 

USD   Q3-2014  Q2-2014  Q1-2014  Q4-2013 

Revenue  $1,698 $1,556 $1,519 $1,320 

Net earnings (loss) for the period  (1,438) (1,484) (647)               (732)               

Net earnings (loss) per share  (0.01) (0.01) (0.01) (0.01) 

 

USD   Q3-2013   Q2-2013   Q1-2013   Q4-2012  

Revenues $1,625 $1,433 $1,295  $4,566 

Net earnings (loss) for the period (333)                 (819) 18 (77) 

Net earnings (loss) per share 0.00      (0.01) 0.00 0.00 
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OUTLOOK 

Pump Sales and Services 

The Corporation is preparing to install and commission three Linear Electric Submersible Pumps (“LESP”) as part of a thirty day pilot test of the 

new technology.  The remaining two LESP’s will be kept in inventory and installed at a later date, yet to be determined.  The Corporation will 

not be providing updates during the test period and will only announce the results once the data has been analyzed. Management anticipates 

that a successful test will result in a larger second phase deployment, the scope and timing of which has not been determined.  Clients in 

Western Canada have indicated that the recent drop in oil prices makes a stronger argument for deployment of the LESP due to its potential to 

significantly reduce lifting costs. 

The Corporation’s conventional Electric Submersible Pump (“ESP”) operation in Gillette continues to attract new clients, and has become the 

leading ESP provider for gas producers in the Powder River Basin.  Management anticipates leveraging this success to attract oil producers, 

whose wells are deeper and are expected to generate higher revenues per installation due to increased horsepower and pumping rates as 

compared to the existing gas business of pumping water from shallow gas wells. 

Activity levels from this segment are expected to continue to rise throughout 2015 in response to a) the current strength of natural gas prices 

and its potential to stimulate activity in the Corporations Gillette WY operation, and b) the demand for new technology, such as the Corporation’s 

LESP, that has the potential to reduce the operating cost of oil wells. 

Project Management and Financing 

Oilfield construction activity has resumed in the Villahermosa region of Southeastern Mexico where the Corporation provides project 

management and financing. The Corporation currently has four (4) projects in various stages of completion.  Clients continue to indicate that an 

inventory of construction projects exists for the remainder of 2014 and into 2015. 

Pipe Sales 

Pipe tenders continue to be identified and pursued by management but no current projects have been awarded to the Corporation.  

Management will provide updates as to any successful tenders in Mexico as they become available. Project awards will also be contingent on 

the Corporation securing additional working capital. 

Cash and Liquidity 

The Corporation had cash balances of $2,352 and $1,575 at September 30, 2014, and December 31, 2013, respectively. 

Cash from operating activities was $781, which includes increases in non-cash working capital of $2,329 for the nine month period ending 

September 30, 2014, compared to cash used in operating activities of $5,283 for the comparative period of 2013.  The increase in cash was due 

to $2,395 of cash being collected for the Corporation’s trade receivables and advances and increases in accounts payable and accrued liabilities 

of $246 and corporate taxes payable of $107. This was offset by increases in inventories of $171, prepaid expenses of $248. 

The Corporation reduced its bank debt by $405 and received $314 for the exercise of warrants, stock options and agent options.  

The Corporation’s 12% debentures amounting to $2,908 (CAD $3,215) due on March 1, 2014, were redeemed by the subscribers.  The 

Corporation completed the second and final closings of the 10% debentures for proceeds net of costs of $3,280 (costs of $270) in the first 

quarter of 2014. 

These interim unaudited condensed consolidated 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 interim unaudited condensed consolidated 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 may cast significant doubt on the Corporation’s ability to continue as a going concern are set forth below.  

The Corporation has approximately USD $6,400 in outstanding trade receivables and advances, long-term receivables and finance contract due 

from unrelated third parties in Mexico.   

The long-term receivables and finance contract are to be repaid from the unrelated Mexican business partner’s 100% of residual profits from 

future projects.  It is management’s belief that the Mexican business partners will ultimately settle these amounts due to the Corporation based 

on existing projects we are currently engaged in and their expected profitability.  As of the date of the financial statements there is no set 

schedule or repayment plan and as such, timing of repayment is not determinable.  As a result, management has continued to classify these 

amounts as long-term.  Additionally, a net discount of USD $730 has been taken against these long-term amounts to reflect the uncertainty of 

timing of receipt and the estimated finance cost for collection delays.  The long-term receivables and the long-term finance contract were 

discounted using a risk adjusted discount rate of 10% on the portion secured by capital assets and a discount rate of 20% on the unsecured 

portion.  For the period ended September 30, 2014, a provision of $530 was recorded against the long-term finance contract.  Subsequent to 

the period ended September 30, 2014, the Corporation has not received any repayments from the Mexican business partners for these long-

term receivables and finance contract. 

The Corporation’s debentures, amounting to CDN $5,750, mature December 31, 2014.  There is uncertainty as to whether the Corporation will 

be able to repay these obligations without obtaining additional future debt and or equity financings. 
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The Corporation’s management and Board of Directors continue to seek alternative means of debt and equity financings in order to fund 

additional projects in Mexico and to provide for the ultimate repayment of the debentures. 

LONG-TERM LOAN RECEIVABLE 

The Corporation advanced $1,300 to a Mexican company in 2011.  No interest was earned for the three and nine month period ending 

September 30, 2014, with $20 and $60 being recognized for the comparable periods in 2013.  As at September 30, 2014, the amounts are non-

interest bearing. 

Additional financings were provided to a Mexican company for a principle amount of MEX $7,675 in 2013 with a further $20 being financed in 

the nine month period ending September 30, 2014.  For the three and nine month periods ending September 30, 2014, $5 and $9 of interest 

was recorded respectively. 

The long-term receivables are to be repaid from the unrelated Mexican business partner’s 100% of residual profits from future projects.  It is 

management’s belief that the Mexican business partners will ultimately settle these amounts due to the Corporation based on existing projects 

we are currently engaged in and their expected profitability.  Under the new Amended and Restated Project Financing agreement, there is no 

longer any profit sharing.  As of the date of the financial statements, there is no set schedule or repayment plan and as such timing of repayment 

is not determinable.  As a result, management has continued to classify these amounts as long-term.  Additionally, a net discount of $556 has 

been taken against these long-term amounts to reflect the uncertainty of timing of receipt and the estimated finance cost for collection delays.  

The long-term receivables were discounted using a risk adjusted discount rate of 20%.   

Subsequent to September 30, 2014, the Corporation has not received any repayments from the Mexican business partners for these long-term 

receivables. 

 September 30,    

2014 

December 

31, 2013 

Beginning balance $1,385           $     - 

Advances and interest 29 1,385 

Net discount applied (556) - 

Effect of movements in exchange rates (24) - 

Ending balance $834 $1,385 

 

LONG-TERM FINANCE CONTRACT 

The Corporation financed the purchase of capital assets for a Mexican company, which is an unrelated third party, with the title to the capital 

assets retained by the Corporation’s Mexican subsidiary.  The loan bears interest at 12% per annum.  Interest earned for the three and nine 

month periods ending September 30, 2014, totals $26 and $98 respectively. 

The long-term finance contract is to be repaid from the unrelated Mexican business partner’s 100% of residual profits from future projects as 

per the Amended and Restated Project Financing agreement.  It is management’s belief that the Mexican business partners will ultimately 

settle these amounts due to the Corporation based on existing projects we are currently engaged in and their expected profitability.  Under 

the new Amended and Restated Project Financing agreement, there is no longer any profit sharing.  As of the date of the financial statements, 

there is no set schedule or repayment plan and as such timing of repayment is not determinable.  As a result, management has continued to 

classify these amounts as long-term.  Additionally, a net discount of $174 has been taken against the long-term finance contract to reflect the 

uncertainty of timing of receipt and the estimated finance cost for collection delays.  The long-term finance contract was discounted using a 

risk adjusted discount rate of 10% on the portion secured by capital assets and 20% on the unsecured portion.  For the period ended 

September 30, 2014, a provision of $530 was recorded against the long-term finance contract. 

Subsequent to September 30, 2014, the Corporation has not received any repayments from the Mexican business partners for this long-term 

finance contract. 

September 30,    

2014 

December 

31, 2013 

Beginning balance $1,209          $     - 

Advances and interest 98 1,209 

Net discount applied (174) - 

Provision on long-term finance contract (530) - 

Effect of movements in exchange rates (62) - 

Ending balance $541 $1,209 
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FINANCIAL INSTRUMENTS 

Commitments 

Long-Term Debt 

As at September 30, 2014, the Corporation had the following commitments outstanding in relation to its line of credit, mortgage, vehicle and 

debenture debt: 

(In 000’s) Total  

2014 $5,766 

2015 67 

2016 71 

2017 46 

Total $5,950 

 

Lease Commitments 

As at September 30, 2014, the Corporation had the following commitments outstanding in relation to its operating lease commitments: 

Year  
(In 000’s) Total  

2014 $35 

2015                        130  

2016 91 

2017                        22  

Total $278 

 

Summary of Share Capital   

As at September 30, 2014, the Corporation had 91,402,090 common shares issued and outstanding with stated share capital value of $14,687.  

13,158,200 warrants were outstanding at September 30, 2014.  As at November 19, 2014, the common shares outstanding are 91,402,090. 

 

RELATED PARTIES 

The following related party transactions were in the normal course of operations and entered into with the same terms as non-related parties 

and are recorded at their agreed to exchange amounts which reflect fair values: 

• For the three and nine month periods ended September 30, 2014, the Corporation incurred professional and legal fees of $Nil and $Nil 

(three and nine months ended September 30, 2013, $2 and $58) respectively, to the legal firm of the former Corporate Secretary.  

Outstanding amounts included in accounts payable and accrued liabilities at September 30, 2014, were $Nil (September 30, 2013 - $Nil).   

• The second closing of the 10% debenture proceeds of CAD $3,353 included CAD $30 from a director of the Corporation. 

SUBSEQUENT EVENTS 

(A) On October 1, 2014, the Corporation granted 400,000 stock options to a director.  The stock options are exercisable into common shares 

at an exercise price of $0.33 per common share.  The stock options all vest one-third at 12 months, one-third at 24 months and one-third 

at 36 months from the date of grant and have a five year term to expiry. 

(B) The Corporation and its unrelated Mexican business partner executed a new agreement, the Amended and Restated Project Financing 

Agreement effective November 3, 2014. This agreement provides for 100% of the construction project profits to be applied directly to the 

outstanding long-term loan receivable (principal amount of $1,385) and the long-term finance contract (principal amount of $1,209). 

Previous agreements had the parties splitting the construction project profits on a 50/50 basis, whereby only the Mexican business 

partner’s 50% of the profits were applied to the outstanding long-term receivable and long-term finance contract.  Under the Amended 

and Restated Project Financing Agreement, the Company will no longer receive 50% of the residual profits from these construction 

projects. 
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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 Corporation’s exposure to credit risk is influenced mainly by the individual characteristics of each customer.  However, management also 

considers the demographics of the Corporation’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.   

The majority of the trade, other receivables and advances are from the project management and financing segment in Mexico.  The Corporation 

advances funds on a project by project basis.  The repayments of the advances are at the completion of the projects.  The Corporation mitigates its 

credit risk on these advances as it has the contractual right to receive the direct assignment of funds on completion of the project. 

The Corporation has established no allowances for impairment of trade, advances and other receivables for the nine month period ended 

September 30, 2014 (2013 - $Nil). 

Long-term loan receivable and long-term finance contract 

The Corporation’s exposure to credit risk is influenced mainly by the individual characteristics of each customer.  However, management also 

considers the demographics of the Corporation’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.  100 percent (2013: 100 

percent) of the long-term loan receivable and the long-term finance contract is attributable to one counterparty in Mexico.  

A discount of USD $730 has been taken against these long-term amounts to reflect the uncertainty of timing of receipt and the estimated finance 

cost for collection delays.  The long-term receivables were discounted using a risk adjusted discount rate of 12% to reflect the delay in timings 

of collections. For the period ended September 30, 2014, a provision of $530 was recorded against the long-term finance contract. 

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 risk 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. 

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 returns.  The Corporation is dependent upon a small number of large well-established 

organizations for its business.  The level of market risk to which the Corporation is exposed to is dependent 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. 

Capital Management 

The Corporation defines its capital as equity and loan capital, which 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 capitalization is calculated as the 
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total of debt and share capital.  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 ratios.  There were no changes to the Corporation’s 

approach to capital management during the period ended September 30, 2014.  The Corporation is not subjected to any internally or externally 

imposed capital requirements.  

The debt-to-capitalization ratio was as follows: 

 
September 30, 

2014 

December 31, 

2013 

Debt $5,169  $5,004  

Equity 4,953 7,919 

Debt-to-Capitalization ratio 51% 39% 

 

Seasonality and Commodity Cycles 

A portion of the Corporation’s operations relate to the oilfield services and construction segment in the Mid-Western United States.  The 

segments revenues follow seasonal and commodity price cycles of the area’s oil and gas production industry. 

Critical Accounting Policies and Estimates 

The Corporation prepares its interim condensed consolidated financial statements in accordance with IAS 34 – Interim Financial Reporting, as 

issued by the International Accounting Standards Board (IASB).  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, 2013. 

In addition the following accounting policies have been adopted: 

IAS 32, ‘Offsetting Financial Assets And Liabilities’ amendments clarify that an entity has a legal enforceable right to set off if the right is (I) not 

contingent on a future event and (II) enforceable both in the normal course of business and in the event of default, insolvency or bankruptcy of 

the entity and all counterparts.  The amendments clarify when a settlement or gross settlement mechanism provides for net settlement or gross 

settlement that is equivalent to net settlement.  The Corporation has adopted the amendments to IAS 32 in its financial statements for the 

annual period beginning January 1, 2014.  The amendments have not had a material impact on the financial statements.   

IFRIC 21, ‘Levies’ provides guidance on accounting for levies in accordance with the requirements of IAS 37, ‘Provisions, Contingent Liabilities 

and Contingent Assets’.  The interpretation defines a levy as an outflow from an entity imposed by a government in accordance with legislation. 

It also notes that levies do not arise from executory contracts or other contractual arrangements.  This guidance has been adopted by the 

Corporation for the annual period beginning January 1, 2014.  The amendments have not had a material impact on the financial statements.  

In May 2013, the IASB issued amendments to IAS 36 “Impairment of Assets”, which reduce the circumstances in which the recoverable amount 

of CGUs is required to be disclosed and clarifies the disclosure required when an impairment loss has been recognized or reversed in the period.  

The amendments were required to be adopted retrospectively for fiscal years beginning January 1, 2014, with earlier adoption permitted.  These 

amendments were applied by the Corporation on January 1, 2014, and have not had a material impact on the financial statements. 

The IASB tentatively decided at its February 2014 meeting that the mandatory effective date of IFRS 9, Financial Instruments, will be for annual 

periods beginning on or after January 1, 2018.  The Corporation continues to monitor this and all other developments and continues to assess 

the impact. 

In May 2014, the IASB published a new Standard, IFRS 15 Revenue from Contracts with Customers.  This new Standard requires an entity to 

recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the 

entity expects to be entitled in exchange for those goods or services.  In addition, the new Standard requires enhanced disclosures about revenue 

to help users of financial statements to understand the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts 

with customers.  This Standard will be effective for public entities for fiscal years, and interim periods within those years, beginning after 

December 15, 2016.  Entities have the option of using either a full retrospective or a modified retrospective approach to adopt the Standard.  

The Company has not, at this time, ascertained the full impact on the consolidated financial statements from the adoption of this new Standard 

but does not expect the impact to be material. 

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.  
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Cyber security 

In Q3 of 2013, two separate wires sent to a certain supplier in China totaling $145 were diverted from the intended beneficiary and have been 

deemed non-recoverable. 

In light of these diverted wire transfers, the Corporation has taken the following steps: 

(A) Educating the staff on importance of, and role in, ensuring the security of the organizations and client information and 

computer security. 

(B) Following guidance and best practices from industry associates and recognized security organizations. 

(C) Conducting third party vulnerability and security tests and assessments, 

The organization has implemented periodic reviews of cyber security risk control measures. 

Emerging Markets 

The Corporation has operations in Mexico of which there are inherent risks associated with an emerging market.  The Corporation has limited 

its credit and counter party risk associated with accounts receivable by employing the direct assignment of funds.  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 future 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. 

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 

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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