HELPING CHANGE THE WAY CLIENTS PRODUCE ENERGY

BUSINESS TRANSFORMATION – Q4 2020
Restructure, Refocus, get Results, deliver Returns
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FORWARD LOOKING STATEMENTS

This presentation contains forward-looking statements, including, without limitation, statements pertaining to anticipated future operational activity levels of Divergent and of a
majority of its customers, statements relating to the expectations of consistent and/or growing sales forecasts, statements relating to the expectation of upward pressure on
natural gas prices as well as forecasts relating to spot pricing for 2020 and 2021, statements regarding the anticipated pursuit of new CBM water well initiatives (and the benefits
to Divergent that can be implied therefrom), statements regarding regulatory outlook in the jurisdictions in which Divergent operates, statements about the possibility of a change
in the government of the United States and the expectation of regulatory changes in such event, and statements regarding the ability to complete the restructuring, the expected
advantages derived therefrom, and the specific details of the various corporate actions involved therewith. All statements included herein, other than statements of historical fact,
are forward-looking information and such information involves various risks and uncertainties, including: the risk that the slowdown in sales and service of submersible pumps by
Divergent’s customers continues for an extended period of time, or impacts Divergent’s revenues more severely than expected, the risk that the COVID-19 pandemic and the low
oil and gas price environment cause additional negative effects on Divergent’s business, the risk that Divergent is unable to complete the reorganization or any part of it, the risk
that Divergent is unable to obtain new financing necessary to fulfil its strategic plan and to meet its obligations to creditors, suppliers and other stakeholders, and risks related to
regulatory uncertainty. There can be no assurance that such information will prove to be accurate, and actual results and future events could differ materially from those
anticipated in such information. A description of assumptions used to develop such forward-looking information and a description of risk factors that may cause actual results to
differ materially from forward-looking information can be found in the Company's disclosure documents on the SEDAR website at www.sedar.com. Forward-looking statements
are based on estimates and opinions of management of the Company at the time the information is presented, including expectations provided to Divergent by its customers. The
Company may, as considered necessary in the circumstances, update or revise such forward-looking statements, whether as a result of new information, future events or
otherwise, but the Company undertakes no obligation to update or revise any forward-looking statements, except as required by applicable securities laws.
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TRANSFORMING DIVERGENT: STRATEGIC PRIORITIES REMAIN INTACT
Laying the Foundation for the Transition to a Full Scale Energy Services Company
Our Focus

Our Vision

Creating a platform of operations that
provides the catalyst for growth.

A diversified artificial lift company of scale
with differentiating technologies and services

Challenges Being Addressed

Safe, Reliable and Repeatable Service

 Economic Dependence on one client

Environmental Stewardship

Diversification

Strengthened balance sheet

 Legacy Liabilities
Ongoing restructuring

Restructure

Refocus

 Supply Chain

Geographic diversification

Renegotiating contracts & workflows
 Management and Board Composition

Returns

Enhanced skills mix

Results

Product diversification
Improved liquidity of shares

Improved financial controls
 Cash to Support Technology Development
Deferred until funding available
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Industry diversification
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Capacity to launch new I.P.

TRANSFORMING DIVERGENT: STRATEGIC PRIORITIES REMAIN INTACT
Key First Steps in Transformation Underway
Strengthen Existing Business
• Maintain market leading position
in CBM pump sales.
• Broad skills mix and increased
range of experience.
• Maintain our safe, reliable and
repeatable service.

Building Scale
• Maximize efficiency of inventory
and people across a larger
platform by expansion into other
basins and States.
• Low cost service provider.
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Growth
• Growth in existing product line.
• Disciplined investment into
diversification from a combination of
client base and geographic
diversification.

Strength

Growth

Scale

Stability
Balance Sheet and Cash Flow
• Cost reductions, cash management,
operational efficiencies.
• Sell excess inventory to create
cashflow.
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US NORTHERN ROCKIES OVERVIEW AND EXTREME’S COMPETITIVE POSITION
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NORTHERN ROCKIES OVERVIEW
A Region with a Strong Future
Powder River

Gillette WY

Wind River
Denver-Julesberg
North Park

Upward Pressure
Key Client
on Natural Gas
Hedged Above
Prices Expected
Lifting Costs
Thru 2021
(EIA STEO)
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Thru Q1 2021

Emerging
Water Strategy
Will Increase
Demand for
ESPs
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300 miles

Market Drivers

COMPETITIVE POSITIONING: REINVENTING CBM WITH WATER RECLAMATION
Transformational Change with Anticipated Sustainable Water Initiatives
Stable, Long Term Base of Work
•

•

•
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Increased optimism for natural gas markets
and a long-term ‘methane from coal’ outlook
will provide a base load of activity. There are
approximately 4,000 wells currently on
production in the Powder River.
Colorado Senate considering Bill 20-150 that
would include ‘methane from coal’ as part of
its methane capturing and renewable energy
mandate.
EIA forecasts that the Henry Hub spot price
will average $2.46/MMBtu in Q4 2020 and
$3.10/MMBtu in 2021 as falling natural gas
production levels continue to exert upward
price pressures.

Emerging Water Reclamation Strategy
•

Existing produced water from CBM wells has
potential for emerging reclamation initiatives.

•

Drought conditions and demand for water
exceeds current supply across many States.
Downstream municipalities are actively
seeking solutions.

•

Water pumps would offer Divergent revenue
sources from outside oil & gas with long-term
stability and growth potential. There are over
2,000 suspended CBM wells in the Powder
River with additional potential to produce
water.
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COMPETITIVE POSITIONING: ACCESS TO MULTIPLE OIL BASINS
Located in a Region with Long-Term Stability and Significant Growth Potential
Growth and Diversification
• Established and growing client base of local oil
producers.
• Sizeable market for ESPs in the Northern Rockies: all
serviceable from our Gillette operation in the nearterm and offering potential to open new facilities
closer to the Customer’s operations.
• Anticipation of future drilling activity in the relatively
undeveloped shale oil in the Powder River Basin.
• Building scale in the region remains our key focus.
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COMPETITIVE POSITIONING: CENTRAL TO THE POWDER RIVER BASIN
Located in a Region with Long-Term Stability and Significant Growth Potential
Growth and Diversification
•
•
•
•
•

•

The PRB has been an early outperformer of both the Permian and DJ
basins.
Relatively underdeveloped, the PRB has long-term drilling potential.
Our last two pre-COVID quarters had a growing percentage of revenues
coming from OIL producing clients.
Our last two fiscal years generated $7,535 and $8,178 with an
increasing contribution from OIL producing clients.
The water side of CBM is expected, in the near term to add up to 2000
additional wells to the existing 4000 producing wells. Further potential
exists to drill the remaining undeveloped CBM assets (approximately
two thirds remains undeveloped).
Oil ESPs have larger potential than CBM gas and water combined due
to the size of the market.
2019 Q4

2019 Q3
14
%

CBM

78
%
OIL

2019 YE

12
%

22
%
86
%
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2018 YE

CBM

17
%
83
%

88
%
OIL

CBM

OIL

CBM

OIL
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COMPETITIVE POSITIONING: TECHNOLOGY

Technology is the Future
• Technology is the industry’s key to unlocking the full
potential of the world’s oil reserves.
• Divergent’s focus on scale will facilitate the return to
capturing and exploiting new technologies.
• The Linear Electromagnetic Submersible Pump
continues to attract interest from oil producers that
experience high failure rates with conventional rod
pumps. Today’s economic environment highlights the
need for cost effective technologies.
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Linear Electromagnetic
Submersible Pump
Tests conducted
2 Pumps running
between the
continuously
manufacturer
since July 2019 at
and an overseas
an overseas test
client
siite

(DVG not directly involved)
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Current oil prices
continue to
hinder further
testing in North
America

COMPETITIVE POSITIONING: REGIONAL EXPERTISE

Dedication to our Roots
• No other company has provided longer, continual ESP
services to CBM customers in the Powder River Basin.
• Success in retaining employees – with individuals
having over 10 years of unparalleled knowledge of the
basin, our team offers a competitive advantage.
• Efficiency – working with the high pace of CBM pump
installations requires a commitment to workflows and
elimination of waste.
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COMPELLING LONG TERM OUTLOOK
Current US Gov’t supports oil & gas developments, seeks energy
independence and job creation.
A Change of US Gov’t likely to further support the green
initiatives in the PRB (methane capture & water reclamation).
Water scarcity creating new commercial opportunity for
CBM producers.
Key employees retained and engaged.
Divergent is positioning itself to take advantage of an industry
recovering from a low price environment.

12

SAFETY l QUALITY l SERVICE l INNOVATION l VALUE

TRANSACTION OVERVIEW

1
3
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SUMMARY OF TRANSACTIONS AND TERMS
1. CONVERT EXISTING CURRENT PAYABLES INTO LONG TERM NOTES
• USD $2mm subordinated long term note with main supplier (complete)
• USD $1mm in subordinated long term notes with other suppliers (underway)

GROWTH
CAPITAL

Restructuring today creates the
financial capacity to take
advantage of current and
future opportunities (a
capacity we lack today):
•

Emerging water reclamation
business

•

Diversification (customers,
products and geography)

•

Acquisitions/Mergers

•

Capturing and/or
developing new
technologies
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2. CONSOLIDATION OF SHARES
• 10:1 consolidation prior to the conversion of the debentures.
• Consolidation is required to allow for the volume of shares to be issued for
the partial conversion of the debentures (TSXV regulations).

3. RESTRUCTURING OF DEBENTURES
• 75% of debentures converted at $0.03.
• 25% of debenture extended to December 31, 2025.
• Two warrants issued per dollar of principal extended. Priced at $0.03.

4. NEW GROWTH CAPITAL
• Up to USD $3.5 for working capital (inventory focused)
• Pari passu security to existing debentures. Debt repaid by end of 2025.
• Potential to increase margins by buying inventory direct for new projects.
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DEBENTURE: PARTIAL CONVERSION AND EXTENSION

Partial Conversion
75% of Debenture Converted;
Remaining 25% to be extended;

Conversion Price
$0.03 per share;

Eliminates ~USD $3mm of debt from balance Represents a premium to market as of
October 30, 2020.
sheet and associated future interest
obligations.

Potential Tax Benefit of Conversion
A conversion price at a premium to market
could provide a taxable capital loss;
The Company encourages the engagement of
a tax advisor as necessary to evaluate this
potential.
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DEBENTURE: PARTIAL CONVERSION AND EXTENSION

Extension of Remaining Principal Amount of Debentures
Interest Payments

Term extended to December 31, 2025;
Two (2) warrants per dollar of principal
extended; exercise price of $0.02; term of 2
years; requires the cancellation of current
warrants (priced at $0.13;

2020 Q4 Interest to be paid in shares in lieu
of cash;

Provision for the late payment of Q4 2020
interest to accommodate the closing of all
Continued general security over the assets of transactions (or January 15, 2021 whichever
is later).
the Company (with the exception of the
priority of the US Gov’t SBA loan).
The extended principal amount is estimated
to equal the current liquidation value.

Other Waivers and Provisions
Allowance for new growth capital (up to USD
$3.5mm) to be granted pari passu security;

Provision to remove an idle, non-material US
subsidiary (no assets) from security - for
potential use as an Inventory Holding Co and
2021 – 2025 Interest is anticipated to be paid security for new growth capital.
in cash beginning in Q1 2021;
Continued option to pay interest in shares.

Granting of security to the US Government
for a $150k SBA loan.
Acknowledgement of 2020 Q1 interest, paid
late, settled the obligation.
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TRANSACTION TIMELINES

Business Transformation
DIVERGENT Energy Services Corp.
TASK

Project Start:
GROWTH
Display
Week:
CAPITAL

Mon, 10-26-2020
1
START

END

M

Week 1

Week 2

Week 3

Week 4

Week 5

Week 6

Week 7

Week 8

Week 9

Week 10

26-Oct

02-Nov

09-Nov

16-Nov

23-Nov

30-Nov

07-Dec

14-Dec

21-Dec

28-Dec

T

W

T F S S

M

T

W

T F S S

M

T

W

T F S S

M

T

W

T F S S

M

T

W

T F S S

Restructuring of Debentures
Board Approval of Transactions
Obtain Irrevocable Signatures from
Debentureholders
Notice of Special Meeting of
Shareholders
Information Circular Mail Out to
Shareholders

10-30-20 10-30-20
11-2-20 11-20-20
11-6-20

11-6-20

12-2-20

12-2-20

Proxy Cut-Off for Shareholders

12-23-20 12-23-20

Special Meeting of Shareholders

12-28-20 12-28-20
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DEBENTURE: PARTIAL CONVERSION AND EXTENSION
Pros and Cons of the Transaction

Continuity
of Security

Dilution
Potential
Share Price
Increase

Potential
Tax Benefit

No Current
Liquidity

Market Risk

PROS

CONS
Vendor
Confidence

Transferable

Buy-Direct
To Increase
Margins
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Client
Confidence

Limited
Growth
Record
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Industry Risk

IMPACT OF DEBENTURE CONVERSION ON SHARES OUTSTANDING

DILUTION
39
%

CURRENT SHARES OUTSTANDING
33
%

46
%

61
%

21
%

Shares Outstanding (millions)

350
300
250
200
150

144
0
68

68

104

104

Current

Post Conversion

100
50
0
Existing Shares
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171,805,697 shares outstanding as of October 30, 2020.
• 61% are held by shareholders who:
• Purchased shares in the market (TSX-V);
• Participated in private placements.
• Exercised warrants or stock options.
• 39% are held by debenture holders who:
• Were issued shares for interest in lieu of cash payments.

Debt - Shares for Interest

Debt - Shares for Conversion

POST-CONVERSION SHARES OUTSTANDING
315,555,697 shares outstanding after conversion at $0.03.
• The 61% currently held by shareholders as detailed above will be
diluted to 33%.
• The 39% currently held by debenture holders (as interest
payments) will be increased to 67% and broken down as:
• 21% for shares issued as quarterly interest;
• 46% for shares issued on conversion.
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INVESTMENT SUMMARY
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WHY INVEST IN DIVERGENT – A FUTURE WITH DIVERSITY
Located in a Region with Long-Term Stability and Significant Growth Potential
Stable, Long Term Base of Work
•
•
•

Emerging water strategies give diversity outside oil and gas.
Long-term CBM gas outlook providing a base load of activity from the
ongoing replacement of pumps as they age.
Colorado Senate considering Bill 20-150 that would include methane
from coal as part of its renewable energy mandate.

Growth and Diversification
•
•
•
•

Sizeable market for ESPs in the Northern Rockies of the U.S.
Near-term drilling activity in the relatively undeveloped shale oil in the
Powder River Basin.
Building scale in the region remains our key focus.
Considerable upside potential for adding product lines.

Technology is the Future
•
•
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Technology is the industry’s key to unlocking the full potential of the
world’s reserves.
Restructuring will facilitate the return to capturing and exploiting new
technologies.
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Gillette WY

HELPING CHANGE THE WAY CLIENTS PRODUCE ENERGY

CONTACT US

DIVERGENT Energy Services Corp.
2020, 715 – 5th Ave SW
Calgary AB T3H 0R9

Tel: (403) 543-0060
Fax: (403) 543-0069
www.divergentenergyservices.com
investors@divergentenergyservices.com

