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INTRODUCTION

This Management's Discussion and Analysis ("MD&A") was prepared asMarch 29, 2017. It is provided to

assist readers in understanding Bi#¥ EAT  #1 OB &®& 0O 6] OOOBEA O#1 1 PAT U6 Q £ET AT AE
2016 fourth quarter and year ended December 31, 2016and significant trends that may affect future

performance of the @mpany. This MD&A should be read in conjunction with thennual audited consolidated

financial statements forthe year ended December 31, 2086 and 2015

4EA #1 1 DAT UJ Ofinakdial siateindntd Ar® frépared in accordance with International Finanal
2ADPT OOET ¢ 3 OA il Ar®pteSeniedin Gaadian dollars unless otherwise indicated.

4EA #1 | odsblidhéedfinancial statements include the accounts of Bf€Chem Corp. and its subsidiaries
as follows:

Bri-Chem Supply Ltd.,

Sodium SolutionsInc.,

Solution Blend Service Ltd.,

Bri-Corp USA, Inc., including its three subsidiaries B&hem Supply Corp, LLC, Sun Coast Materials,
LLC and BriChem Logistics, LLC,

f
f
f
f

All references in this report to financial information concerning the Company refeto such information in

accordance with IFRS. This report also makes reference to certain rffRS measures in assessing the

Cd PAT U8 O ~AEET Al ANoAIFRSEnka3uESs Ad natThadvdahy standard meaning prescribed by IFRS

and are therefore unlikelyto be comparable to similar measures presented by other issuers. These RBFRS

financial measures and additional information should not be considered in isolation or as a substitute for

measures prepared in accordance with IFRS. These measures are di€cdsA E1 -O&A3 O- AAOOOA OGS OA;
of the report.

2RAEAOAT AAO ET GERD6HS @QEAOIO#DT ®AT U6 h OOGChénh CopxaAddits AT A O
subsidiaries, unless the context otherwise requires. Additional information relating to the Compg, including
the annual information form for the year endedDecember 31, 2016s available on the System for Electronic

$1 AOI AT O 'TAIT UOEO AT Aweskda@éd OAT | O3 %$! 26Qq AO


http://www.sedar.com/#http://www.sedar.com
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CAUTIONARY STATEMENREGARDING FORWARDOOKING INFORMATION

Certain statements contained in this MD&A constitute forwardooking statements. These statements relate to
future events or Bri-Chem's future plans and performance. All statements other thanatements of historical
factareforward-l 1 T EET ¢ OOAOQAI AT 608 4EA OOA 1T &# ATU 1T &£ OEA xI1 OAO
Oi AUh OxEll16h OPOI EAAOG6NRh OOEI O1l Ao6h OAAI EAOAmkingdT A OEI E
statements. These statementsnvolve known and unknown risks, uncertainties and other factors that may
cause actual results or events to differ materially from those anticipated in such forwartboking statements.
Bri-Chem believes the expectations reflected in tls® forward-looking statements are reasonable but no
assurance can be given that these expectations will prove to be correct and such forwdodking statements
included in this MD&A should not be unduly relied upon.
In particular, this MD&A contains forwad-looking statements pertaining to the following:
F adequacy of capital resources required to finance the Company's inventories and other
operations;
the business objectives of the Company;
results of operations and the performance of the Company;
the ability of the Company to extend its credit facilities;

the ability of the Company to develop its relationships with customers and potential new
customers; and

the ability of the Company toexpand and broaden its areas of operation.

™M T™TMRM=

With respect to the forward-looking information contained in the MD&A, BriChem has made assumptions
regarding, among other things:
£ the Company's relationships with its key suppliers and customers;

economic conditions that influence the demand of the Company's customers for supplies and
services;

E
£ the Company's cash flow from sales; and
F the availability of existing credit facilities.

Although the forward-looking information contained in this MD&A is based upon what Management believes
are reasonable assumptions, BfChem cannot assure readers that actual results will be consistent with this
forward -looking information. Although the Company believes that the expectations reflected in the forward
looking information are reasonable, there can be no assurance that such expectations will prove to be correct.
The Company cannot guarantee future results, levels of activity, performance or achievements. Consequently,
there is no representation by the Cmpany that actual results achieved will be the same in whole or in part as
those set out in the forwardlooking information. Some of the risks and other factors, some of which are beyond
the Company's control, which could cause results to differ materiallfrom those expressed in the forward
looking information contained in this MD&A, include but are not limited to:

supply and demand for oilfield servicesand drilling flui ds;

competition for, among other things, capital and skilled personnel;

incorrect assessments of the value of acquisitions;

fluctuations in the market foroil and natural gas and related products and services;

liabilities and risks, including environmental liabilities and risks inherent in chemical
storage and handing and oil and natural gas service operations;

fluctuations in foreign exchange or interest rates;
political and economic conditions;

MMA NWHEMEMNEMN
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failure of counter-parties to perform on contracts;

regional competition;

the Company's ability to attract and etain customers;
amounts retained by the Company for capital expenditures;

volatility in market prices for oil and natural gas and the effect of this volatility on the demand
for oil and gas services generally;

stock market volatility and market valuations;

unplanned equipment outages and other unforeseen disruptions that may affect operations;

the presence of heavy competition in the industry in which the Company currently operates;

general economic conditions in Canada and the United States and globally;

the availability of capital on acceptable terms; and

OEA 1 OEAO AZAAOI OO AEOAI T OAA O1 AAO O2EOQE Q 51 AAOOA

MAMAMAMAEN TNMHEMAENENR

Many of these risk factors are discussed furtherin d&E1 EAOAET h OPAAEAZEAAI T U ET OE/
OAAGEITh AT A ET OEA #i1 1 PATUBO '1106A1 )1 & Oi AGETT &l OI
www.sedar.com. Readers are also referred to the risk factors described in other documents filgith Canadian

securities commissions periodically throughout the year.

Readers are cautioned that these factors and risks are difficult to predict. Accordingly, readers are
cautioned that the actual results achieved will vary from the information provided herein and the
variations may be material. Readers are also cautioned that the list of factors above and the risk factors
OAO &I OOE O1 AAO OEA EAAAET ¢ O2EOEO O 51 AAOOAET OEAOGSG AO
any forward -looking s tatements to make decisions with respect to an investment in securities of Bri -
Chem, prospective investors and others should carefully consider the factors identified above and other
risks, uncertainties and potential changes that may cause actual results  or events to differ materially
from those anticipated in such forward -looking statements. In addition, the forward -looking
statements contained in this MD&A are made as of the date of this MD&A. Bri -Chem does not undertake
any obligation to publicly updat e or to revise any forward -looking statements except as expressly
required by applicable securities laws. The forward -looking statements contained in this MD&A are
expressly qualified by the cautionary statements contained herein.
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2016 FOURTH QUARTERAND OVERALL PERFORMANCE
4EA AEOAOOOEI| EI OEEO OAAOEII EO NOAI EAEAA bdkngt 00 Al Of
YT £ O ACET 16 OAAOCEIT DPOAOGAT OAA AO OEA AACEITTEIC 1T &£ OEA
purposesonly and readers are cautioned the information contained herein may not be appropriate for other
purposes.

During the fourth quarter of 2016, drilling activity levels continued to show signs of recovery as the active USA
rig count increased 106 rigs on average from the third quarter, while Canada ireaised from 144 average active
rigs in the third quarter to 172 average active rigs for the fourth quarter of 2016. The Q4 2016 increase in
drilling activity resulted in a 23% increase in quarterly revenues and a $1.57M increase in quarterly EBITDA
as compred to Q3 2016.As a result of the increase in recent activity levels, the Company, subsequent to year
end, obtained an increase of $5,000,000 in credit available under its ABL facility and no further amendments
were made to the subdebt loan which matures effective November 2017.

Bi-# EAI 60 11t ¢mpe AiTOI 1 EAAOAA OAOGAT OAO #0711 EOO .1 OOE
blending and packaging businesses was $22,097,598 compared to $21,507,742he same prior period in

2015. Thiscomparablequarter revenue increase is a direct result of an increase in oil and gas drilling activity
throughout North America. The Company generated $62,091,325 in revenues for the year ended December

31, 2016 compared to sales of $96,822,080, representing a decrease of 36% year over year. Earnings before
interest, taxes, amortization and depreciation, shardased payments expens, and impairment charges

i On")4$16q xAOA Aphgtthgoe AT A jAwuvvhoweq £ O OEA O
compared to ($5,695,852) and ($2,761,020) for the same periods in 2015. Net loss for the three month period

was $2,570,028 compard to net loss of $13,373,037 for the same period of 2015, while net loss for the twelve

month period was $6,793,064 compared to a net loss of $14,357,367 for the same period of 2015.

m
Q»

North American Drilling Fluids Distribution Divisions

Bri-Chem's Candian drilling fluids distribution division generated sales of $9,551,720 and $22,377,480 for the
three and twelve months ended December 31, 2016, compared to sales of $6,873,850 and $29,606,959 over
the comparable periods in 2015. 2016 sales were affectday the overall continued decline in drilling activity,
while the industry did see a modest recovery in rig activity late in Q4 2016, which led to a 39% increase in sales
quarter over quarter. With continued unstable oil prices, many companies remain caigtus and are not
commencing drilling projects until commaodity prices become more favorableThe number of wells drilled in
Western Canada for the three month period ended December 31, 20h@s 1,483, representing an increase of
17% quarter over quarter.

Bri-# EAI 60 51 EOAA 30AOAO AOEITEITC &£ OEAO AEOOOEAOOETT AE
for the three and twelve month periods ended December 31, 2016, compared to revenues of $8,995,967 and
$45,986,292 in the comparable periodf 2015, representing decreases of 5% and 46%espectively. The

average number of active rigs running in the USA during the fourth quarter of 2016 was 586, a decrease of 22%

from comparablequarters. The decline in 2016 revenue is primarily driven by a reduction in drilling activity

as the average number of active rigs running in 2016 was 560 compared to 1022 in 2015, a decrease of 45.2%.

North American Drilling Fluids Blending & Packing Divisions

Bri-# EAI 60 #A1 AAEAT AOEITETC &£ OEAO Al AT AETI ¢ AT A PAAEAC
$11,163,466 for the quarter and year ended December 31, 2016 compared to the prior year period sales of
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$4,119,208 and $15,323,772 representing a 17% decase quarter over quarter and 27% decrease year over
year. This decrease is directly related tdower customer demand for blending services as a result of the
significant decline in drilling activity throughout 2016.

Bri-# EAT 6 0 53! ngandpadkayinddividibnAgEnerated sales of $545,263 for the three month period
ended December 31, 2016, while reporting sales of $3,864,411 for the year of 2016 compared to $1,518,688
and $5,905,357respectively for the comparable periods in 2015.

Outlook Summary

Bri-Chem is more optimisticabout its future prospectsthan a year ago as various industry benchmarks and
recent activity levels signal improved industry stability for the medium to longterm. North American oil and
gas drilling activity levels, throughout 2016, continued to decline year over year, however, the industry did
experience a healthyincrease in activity levels in Q4 2016, compared to Q3 2016, as commaodity prices have
rebounded from their 2016 lows and oil and gas companies havcautiously increased drilling activity as a
result. We expect a continued modest increase in North American activity levels into Q1 2017 with PSAC
forecasting the number of wells to be drilled in Western Canada to increase by 25.6% in 2017.

ltisthe#1 I DPAT U8O OEAx OEAO AOOOEAO AAOAT T PIi AT O 1T & ETAOAAC
proposed pipeline expansion to tidewater, is required in order for Canada to have any profound increase to its

future oilfield activity levels. The oilfield activity levels in the USAhave seen a recent rebound from their

historic lows and we expect this trend to continue so long as commodity prices remain at or near current levels.

Bri-Chem has been proactive in response to the recent increase in North American business activity and has
successfully managed to supply and service its customers during this recent surge in demand for oilfield

chemicals.

As activity levels continue to improve over the short to medium term, we remain committed to providing
superior customer service, having sufcient inventory levels to meet demand of our customers while
maintaining our North American exceptional industry infrastructure located throughout Canada and the U.S.
We will serve to be a valuable contributor to many of our customers throughout NorthrAerica and will benefit
appreciably when the market returns to more reasonable and stable levels as observed in Q4 2016.



6 BRI-CHEM

Right product. Right place. Right time.

MANAGEMENTDISCUSSION & ANALYSISDecember 31, 2016

DESCRIPTION OF BUSESS

Bri-Chem has established itself, through a combination of strategic acquisitions and organic growthaasorth
American industry leader for the distribution and blending of oilfield drilling, completion, stimulation and
production chemical fluids. We sell, blend, package and distribute a full range of drilling fluid productspom
27 strategically located warehouses throughout Canada and the United StateBri-Chem has been operating in
Canada since 1985 and as a result of the increasing market demand for oilfield chemiadising the past 5
years, we expanded into the United States in 2011 and have succeslf obtained significant market
penetration. Additional information about Bri-Chem is available afvww.sedar.comor at Bri-Chem's website at
www.brichem.com.

| Oil & Gas Fluids Process Flow |
The Company is headquartered in Edmonton, Alberta and
owns a 100% interest in BriChem Supply Ld. ("Bri-

Chem Supply"), 100% interest in Sodium Solutions Inc. o - Towngorbows 00
("Sodium"), and 100% interest in Solution Blend Service /
Ltd. ("Solution Blend"). The Company also owns 100%
interestinBri-# 1 OB 5 3! -#)i 10®&® GhO "x@&HE
100% owned subsidiaries, Bri-Chem Supply Corp, LLC
j O=#@EAI 53186qQq 3061 #1 AOO - Al
andBri# EAI  , 1 CEOOEAOR , , # jO

NORTH AMERICANDILFIELD CHEMICAILDIVISIONS

Production Chemicals

Well maintenance Enhance production

Canadian Drilling FluidDistribution Division

Bri-Chem is one of Canada's largest wholesale distributors of drilling fluid products to the oil and gas industry

ET OEA 7AO00AO0T #A1T AAEAT 3BhA AriflingAldidd Aidsion focksdsEdn the ¢l B#&" 6 (8
drilling stage, providing over 100 drilling fluid products and custom-blended products to major and
independent oilfield service companies.Bri-Chem distributes its drilling fluid products from 10 strategically

located warehouses throughout the WCSB. Drilling fluids are used in the procedsdoilling deep vertical or
horizontal boreholes. The drilling fluids are an integral part of the drilling process, serving a number of
functions, including controlling subsurface pressures, lubricating the drill bit, stabilizing the wellbore, and
carrying the cuttings to the surface, among other functions

USA Drilling Fluids Distribution Division

Bri-Chem services its USA drillindluids customers throughits 14 warehouselocations strategically placed in
the major resource plays in the USAThe division is establishing its market presence as a leading full service
independent national wholesaler of drilling fluids to service the USA unconventional resource plays. The USA
does not experience the seasonality of that in the WCSB and thereforeintains a more consistent active rig
count. Bri-Chem will continue to focus on its product offeringgnd customer servicein the regions it currently
services

CanadianFluids Blending and Packaging Division

The WCSB oil and gas drillingand completion s@ment utilizes cementing, stimulation, fracturing and
production chemicalfluids. Many of these products are a blended formulation utilizing specialty additives that
Bri-Chem can supply in both packaged and truckload quantities. Cementing is performed when the cement
slurry is deployed into the well via pumps, displacing the dtiing fluids still located within the well, and
replacing them with cement. Well stimulation involves introducing special blends of chemicals and acid to oil
or gas producing formations in order to diminish or eliminate unwanted materials. The fracturing pcess
injects fluids and sand at high pressure which creates small fractures in the rock that extend out from the well.
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Production chemicalsare specialty blended products that help maximize well production and minimize well
maintenance costsBri-Chem ha& dedicated facilities, located in Achesqi€amrose and Calgary, Alberta, with
capacity to blend and package specialty additive fluids for customer specific products.

USAFluids Blending and Packaging Division

Bri-Chem services the well abandonment markesf California through its subsidiary of Sun Coast Materials

LLC. ("Sun Coast")Sun Coast provides blended cement additives for customers in the California market that

require various mixtures of cement products to complete shut ins on well abandonments ithe region. Sun

#1 AOOGO AOOET AOO AOOOAT Ol U ECAdn and theychhve @iliAabsEdad matk€@ A O1 A D
position with many long term customers.

Training and Fluid Analysis

With a laboratory in Calgary, Alberta, BAChem serves its cummers throughout the WCSB with testing
equipment, quality assurance, mud school training, and research and analysisvafious oilfield Chemicals

Seasonality of Operations

Weather conditions can affect the sale of the Company's fluids, chiead,and services. The ability to move heavy
equipment in the Canadian oil and natural gas fields is dependent on weather conditions. As a result, spring
months in Western Canada and the duration of the spring breakp have a direct impact on the Company's
activity levels. In addition, many exploration and production areas in the northern WCSB are accessible only in
winter months when the ground is frozen hard enough to support the weight of heavy equipment. The timing
of freeze-up and spring breakup affects he ability to move equipment in and out of these areas. As a result,
late March through May is traditionally the Company's slowest period.
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FINANCIAL SU

The following selected two year consolidated financial information has been derived from and should be read in
AT 1T EOT AGET 1T x EFbéncid Bdleménisdr dybatedd@d December 31, 26nd 2015.

For the three months ended For the year ended
In $'000s December 31, December 31
(except per share amounts) 2016 2015 2016 2015

Sales $ 22,098 $ 21508 $ 590 3%[$ 62,091 $ 96,822 $ (34,731) (36%)
Gross margin 3,942 1,564 2,378 152% 11,016 13,481 (2,465) (18%)
17.8% 7.3% 17.7% 13.9%

Operating expenses” 2,698 7,260 (4,562) (63%) 12,011 16,242 (4,231) (26%)
EBITDA® 1,244 (5,696) 6,940  (122%) (995) (2,761) 1,766 (64%)
Depreciation and amortization 254 385 (131) (34%) 1,064 1,611 (547) (34%)
Interest © 761 1,083 (322) (30%) 2,960 3,308 (348) (11%)
Share-based payments 20 72 (52) (72%) 201 517 (316) (61%)
Impairment charges® 322 6,126  (5,804) (95%) 322 6,126 (5,804) (95%)
Loss before income taxes (113) (13,362) 13,249 (99%) (5,542) (14,323) 8,781 (61%)
Income tax recovery - current (339) (2,751) 2,412 (88%) (2,081) (2,728) 647 (24%)
Income tax expense - deferred 2,796 2,762 34 1% 3,332 2,762 570 21%
Net loss $ (2570) $ (13,373) $ 10,803 (81%)[$ (6,793) $ (14,357) $ 7,564 (53%)
Loss per share

Basic $ (011 $ (0.57) $ 0.46 (81%)| $  (0.29) $ (061) $ 032 (53%)

Diluted $ (011 $ (0.57) $ 0.46 (81%)| $  (0.29) $ (061) $ 032 (53%)

Adjusted basic® $ (009 $ (028 $ 0.19 (68%)[ $ (027) $ (029 $ 0.02 (7%)

Adijusted diluted $ (009 $ (028 $ 0.19 (68%)| $ (027) $ (029 $ 0.2 (7%)
EBITDA per share

Basic $ 005 $ (024) $ 029 (122%)|$ (004 $ (012) $ 0.8 (65%)

Diluted $ 005 $ (0.24) $ 029 (122%)|$ (004 $ (0.12) $ 0.8 (65%)

Weighted average shares outstanding

Basic 23,623,981 23,623,981 23,655,900 23,655,900
Diluted 23,923,981 23,623,981 23,655,900 23,655,900

(1) Seepage33 for a further explanation of this nonIFRS measure.

(2) Represents earnings before interest, taxes, depreciation, amortizatiompairment charges and sharebased payments (Segage 33 for a further
explanation of this nonIFRS measure).

(3) Interest expense forthe yearended December 31 2016 includes amortization of capitalized deferred financing cost ©$266,619 (December 31 2015:
$520,005).

(4) Impairment charges are related to bad debtglant and equipment,goodwill and other intangible assets

(5) Excludes after tax effect of impairment oplant and equipment,goodwill and other intangible assetySeepage33 for a further explanation of this non-
IFRS measure).
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2016 Q4 ANDYEAR ENDR

4EA AEOAOOOEIT E1 OEEO OAAOEIT EO NOAI EZEAA -bikingcOO AT O
)T £ Of AGET 16 OAAOCEIT DOAOAT OAA AO OEA AACEITTEIC 1T £ OEA
Salesby Segment

For the three months ended December 31 For the year ended December 31

2016 2015 Change 2015 Change

$ $ $ % $ $ %

Fluids Distribution - Canada 9,552 6,874 2,678 39% 22,378 29607  (7,229)  (24%)
Fluids Distribution - USA 8,566 8,996 (430) (5%) 24,686 45986  (21,300)  (46%)
Total Fluids Distribution 18,118 15,870 2,248 14% 47,064 75593  (28,529)  (38%)
Fluids Blending & Packaging - Canadd 3,435 4,119 (684)  (17%) 11,163 15324  (4,161)  (27%)
Fluids Blending & Packaging - USA 545 1,519 (974)  (64%) 3,864 5005  (2,041)  (35%)
Total Fluids Blending & Packaging 3,980 5,638 (1,658)  (29%) 15,027 21,229 (6,202)  (29%)

22,098 62,091 96,822
(1) The fuids blending and packaging division sells products to thdrilling fluids distribution division, which in turn sells it to the end
user. Salesto the drilling fluids distribution division were an additional $2,712,037and $5,172,211for the three and twdve months ended
December 31, 2016, respectively2015 - $667,350 and$3,016,344respectively). This revenue has bee eliminated upon consolidation.
North American Drilling Fluids Distribution Divisions
4 E A # I I' D AT U 6 O . I O C) E ' i A O E A A Consolidated RevenueTrailing 12 Quarters E O O O E A C)
divisions recorded combined sales of $22,097,601 and ($ millions)
$62,091,325 for the three and twelve months ended 53.2 03
December 31, 2016compared to sales of $1,507,713 and o9
$96,822,080 in 2015 representing an ingease of 3% quarter 2
over quarter and a decrease of 36% year over yeaiThe 262 e 2o 2 a1s
Canadian fluids distributionAE OEOET T 08 OAIl A wus 1
for the three month period ended December 31, 2016while I i I
the USA fluids distribution division experierced a slight s¢&es , 5
decline of 3% over the same comparable fourth quarter in o ¢ N o
2015 m2016 m2015 w2014

Canadian Drilling Fluids Distribution Division

Bri-Chem's Canadian drilling fluids distribution division
generated revenues of 9,551,720 for the three months

Average Rig Utilization rate in Canada

ended December 31, 208, compared to sales of $6,873,849 ZZE: — p=

over the same comparable period in 2015The39% increase a00% I I B

in sales during the fourth quarter was due taan increase in o — — LT
drilling activity as a result of a rebound of oil commodity B w = [ g | s
prices from their lows early in fiscal 2016. The number of 200% | Zo
wells drilled in Q4 2016 in Western Canada was 1,483 o —
compared to the 1,270 wells drilled in Q4 2015, representing S0 B

an increase ofL7% quarter over quarter. In Canada, drilling oo o e

rig utilization averaged 268% for the fourth quarter in 2016,
anincrease of 46 quarter over quarter.

-10-
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The Alberta market sales reached®706,786for the three month period ended December 31 2016, an increase
of 54% compared to the same period in 2015, while the number of wells drilled in this region increased in Q4
2016 by 21% quarter over quarter. The increase in sales in Alberta was mainly due tocreased drilling activity

in the region during Q4 2016. Many customers depleted inventories during the industry downturn and as such
required to purchase more inventories when activities levels started to increaseThe Saskatchewan region
experienceda decrease in sales of 35% for the three months
ended December 31, 2016, while the number of wells drilled -

in the Q4 2016 increased by 22.3%.The decrease in i =
Saskatchewan sales quarter over quarter is the result of our 350

customers not obtaining as much of tha increased drilling - w2016
activity in that region. British Columbia regional sales were 0 - — -
' Nov ' Dec

Average Active Rigs in Canada

$1,264,772 representing an inaease of 29% during the 150
fourth quarter in 2016 ascompared to same period in 205. 10
Our customers remained busy in the region despite a 248

decrease in drilling activity in the region.

Bri-# E A iCén@dian drilling fluids distribution division revenue in 2016 decreased 24% compared to the prior
year. The prolonged industry downturn resulted in lower activity with particularly low activity in the first
quarter, which is traditionally the busiest quarter of the year.

Summary of the number wells drilled:

Q42015 G’]ane Change'n )

Alberta 788 650 138 21.2%
British Columbia 103 136 (33) (24.3%)
Saskatchewan 592 484 108 22.3%
Western Canada 1,483 1,270 213 16.8%

(1) Total Western Canada excludes Manitoba
(2) Sourcez PSAC

Summary of wells drilled in meters:

Q42016 Q42015 Changen %
Alberta 2,381,440 1,981,958 399,482 20.2%
British Columbia 453,655 544,335 (90,680) (16.7%)
Saskatchewan 1,167,152 678,482 488670 72.0%
Western Canada 4,002,247 3,204,775 797,473 24.9%

(1) Total Western Canada excludes Manitoba
(2) Sourcez PSAC

United States Drilling Fluids Distribution Division

4EA #1711 DAT U8 O S5dstributoddivisibnigénerate@ire@eBuksof B,565,823for the three months
ended December 31, 208 compared to $8,995,967 in 2015, representing a5% decrease. In the USA, the
average number of active rigs running during Q4 208 was 586, as compared to 755rigs running in Q4 2015,
adecrease 0f22% quarter over quarter. The 5% derease inQ4 2016USA drilling fluids distribution sales was
due to less drilling activity and a corresponding decrease in demand for drilling fluid products quarter over
quarter.

-11-
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Bri-# E A 1 UBA drilling fluids distribution division revenue in o At

2016 decreased46% compared to the prior year.The decline in j:s: .
revenue is primarily driven by a reduction in drilling activity asthe 5100
average number of active rigs runningn 2016 was560 compared 1. a0

to 1022 in 2015, a decrease of 45.29Fhe drop in drilling and well =+
completions across the USA negatively impacted revenue in al‘*‘:Z:
product lines and geographical areas. The Company remain: ,

$60

$40

Crude Qil Spot Price § / Barrel

optimistic that the USA market will provide new opportuniies as ~— ag L ="
we have maintained the most comprehensive product distribution ey B ey 10, B ceanomtcn 201
coverage throughout the major resource plays e esion 608, (43 40

Fluids Blending and Packaging Division
Canadian Fluids Blending and Packaging Division

For the fourth quarter of 2016, sales were$3,434,795 compared to $4,119,208 in 2018epresenting a 17%
decrease quarter over quarter. This derease isrelated to weaker levels of blending of production chemicals as
there is a lag from drilling activity level increases to production activity increaes. The bulk packaging of
commodity chemicals noticedmprovements as many customers had minimal inventories during the downturn
and therefore purchased products as activitincreased.

For the year ended2016, salesdecreased27% as compared to 2015This decrease is due to considerable
decline in drilling activity in 2016 caused by significant decrease in crude oil and natural gas prices. These
decreases negatively affected the demand on blending and packaging products and service offerings across
Wedern Canada.

United States Fluids Blending and Packaging Division

For the three months ended December 31, 2016 sales we$45,263 compared to $1,518,688 for the same
comparable period in 2015 representing a 64% decrease quarter over quartefthe Compaty hasimplemented
managementand employeerestructuring measures tosecure stronger business relationships moving forward
into fiscal 2017. In addition, weather conditions during the quarter, together with lower rig activity in
California, also had an impact on Q4 2016 sales.

For theyear ended December 312016 salesleclined 35% as compared to 2015This decrease during theyear
is due tothe significant drop in drilling and well abandonment activity in the California region as a result of the
prolonged industry downturn experienced in 2016.

-12-



® BRI-CHEM

Right product. Right place. Right time.

MANAGEMENTDISCUSSION & ANALYSISDecember 31, 2016

Gross margin

4EA AEOAOOOEI
- 7

)1 &l Of AOE]

EE A A -lBokingE O
ACETTETC i
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For the three months ended December 31 For the year ended December 31
2015 Change 2015 Change
0/0(1] $ 0/0(1) $ %(1) $ %(1) $ %
Distribution - Canada 1,363  14.3% (1429) (21%) 2,792 195%| 2,542 11.4% 233 0.8% 2,309  991%
Distribution - USA 1,631 19.0% 1386 154% 245  18%| 4,093 16.6% 7,225 157% (3,132) (43%)
Total distribution 2,994  16.5% (43) (0.3%) 3,037 7063%| 6,635 14.1% 7458 99% (823) (11%)
Blending - Canadd” 838 24.4% 919 22.3% (81) (9%)| 2,826 253% 3418 223% (592) (17%)
Blending - USA 110  20.1% 688 453%  (578) (84%)| 1,555 40.2% 2,605 441% (1,050) (40%)
Total Blending 948 23.8% 1,607 285%  (659) (41%)| 4,381 29.2% 6,023 28.4% (1,642) (27%)

178% $1564 73% $2,378 152% $11,016 17.7% 13,481 (2,465)
(1) As a percentage of divisional revenues

Adjusted Gross margins

For the three months For the year ended

ended December 31 December 31
In $'000s 2016 2015 2015
Gross Margin ($) 3,942 1,564 11,016 13,481
As percentage of sales 17.8% 7.3% 17.7% 13.9%
Addback: Losses from sale related to
inventory reduction program - 2,519 314 3,646

Adjusted Gross Margin ($f? 3,942 4,083 11,330 17,127

Sales 22,098 21,508 62,091 96,822
Less: Sales associated with inventory

reduction program due to economic

downturn - 993 1,856 12,747
Adjusted sales 60,235 84,075

Adjusted gross margin as percentage of
adjusted sales

(1) , 1 6O6AO AOA AOGA OiF OEA OAITA TA& 1AOCA NOAT OEOEAOG 1 £ ET OthieOT OU A0 DA
sales are due to the significant decline in industry activity and our ongoing O1 COAI-3 BOEGEDDAOAOGEI T 08
(2) Adjusted gross margins reflect the gross margin under IFRS excluding etime losses from sales under unfavourable terms due to

OAOOOOAOOOETI ¢ 1T £ OEA #1101 DAT UBSO 1 b Ak Orthér lexplanAtiarioOiisinorAFRS ddasire)AT x 1 0OOT | 3/
The drilling fluids distribution division margins in creased10.5% and 3.8% respectivelyfor the three and

twelve months ended December 31, 208 compared to the same periods in 2015The increase isnainly due

to the write down of inventory experiencedin 2015 as a result of the decliningdrilling activity levels in Q4

2015. Adjusted gross margins for the year ended December 31, 2016 wet8.8% compared to 20.4%or 2015.

Significant adjustments included the adeback of inventory sold at or below cost in 2015 due to the

concentrated effort by the Company to rapidly reduce inventory levels to match industry activity levels.

Margins on fluid sales vary based on product mixral drilling formations.
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Canadian fluid distribution margins averaged #4.3% for the fourth quarter ended December 31, 2016
compared to a negative margin for the same period in 2015, which included an inventory writgown. Adjusted
gross margins, excludig the effect of onetime sale transactions below costglisposals and obsolete provisions,
were 14.3% for the fourth quarter of 2016 compared to adjusted gross margins of 12.5% for the same
comparable period. Gross margins for the 2016 were 11.4% comparetb 0.8% for 2015. During 2015, the
division sold certain products at below costs as part of its inventory reduction program. In addition, the
division took a provision for obsolete inventory in the amount of $2,023,313 in the fourth quarter of 2015.
Sdling prices started to stabilize in late 2016 which resulted in higher gross margins year over yeakdjusted
gross marging adjusting for onetime sale transactions below cost and the obsolete provision®r the year
ended December 31, 2016 were 12.7% oapared to 10.4% for 2015.

The USA fluids distribution margins were 19.0% for the three months ended Decémr 31, 2016; an increase
of 2.4% compared tothe same period in 2015. With an increase in USA rig count and stability of pricing to
customers, the dvision started to recoverin Q4 2016from the prolonged margin compressionsexperienced
during the first half of 2016 due to the rapid decline indrilling activity 8 YT ¢mpuh AO PAOO
inventory reduction program, the division moved inventay from less active warehouses to regions where
activity levels were stronger. Transportation costs to move product also compressed margins during the
quarter. Adjusted gross margins, excluding the effect of orteme sale transactions below costdisposal and
obsolete provisions, werel6.7% for the fourth quarter of 2016 compared to adjusted gross margins &f0.1%

for the same comparable periodGross margins for the year ended December 31, 2016 were 16.6% an increase
of 0.9% over fiscal 2015 grossmargins of 15.7%. As described above, the division incurred additional
transportation costs to move product to more active warehouses in 2015 along with pricing pressures from
customers due to weaker drilling activity, pushed gross margins down during 2. The division had ondgime
sales of invert and barite along with an impairment charge of inventory recorded in 2015Adjusted gross
margins, for the year ended December 31, 2016 were 16.7% compared to 19.2% for 2Q1a&djusting for one
time sale transactions below cost and obsolete provisions

Canadian fluids blending and packaging division marginsere 24.4% forthe three months endedDecember
31, 2016, compared to 22.36 for the comparable prior year period.This increase in gross margin was
attributable to less selling price reductions as the market has started to experience stabilized pricingsross
margins for fiscal 2016 were 25.3% compared to 22.3% for the same comparable period of 2015. Margins
increased for the year as the division was able to maintain strong selling prices through 2016 as customers had
reduced inventories from 2015 and required blended and packaged product rather than utilizing excess
inventories in 2015. The United Statesblending and packaging division generated gross margins of 20.2% for
the Q4 2016 which represents a decreasef 6.8%.The decrease of the gross margin in Q4 2016 relates to the
decrease of sales of high margin product during the fourth quarter of 201&ross margins for the year ended
December 31, 2016 were 40.2% compared to 44.1% for the same comparable period in 2015. The decrease
was primarily the result of the decrease in margins in the fourth quarter of 2016.

Gross margins z outlook

For fiscal 2017, we are anticipating gross margins on fluid sales tsomewhat stabilizeas marketindustry
benchmarks and recent activity levels signal improved industry stability for the medium to longerm. We have
sufficient levels of inventory throughout North America to meet the demands of our customers. In addition,

we are not anticipating any further inventory reductions which resulted in margin compression in the past as

we transported inventories from less active warehouses to more robust areas in an effort teduce inventories.

As such, those additional transportation costs and lesselling pricing pressures from customers will cause

margins to improve in Canada and USA over the medium term. W&l remain cautious, however,that the

volatility in commodity prices in the future could have an adverse effect on margins. We are unable to predict

the value of the Canadian dollar in relation to foreign currencies in the future; therefore, we are uncertain as to

OEA bDi OAT OEAI EIi PAAO 1 1 nrédidh to#oreigmprchdse<of ppodictO O | AOCET E
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Operating Expenses
Salaries and employee benefits
For the three months ended December 31 For the year ended December 31

2016 2015 Change 2016 2015 Change
In $'000s $ $ $ % $ $ $ %

Salaries and benefits 1,747 1,681 66 4% 7,250 8,746 (1,496) (17%)
% of sales 8.2% 5.4% 7.5% 6.2%

Salaries and beneits haveincreasedslightly by $66,556 for the fourth quarter of 2016 compared to the prior

period of 2015. Salaries and benefitsas a percentage of salesfor twelve months ended December 31, 204

was 7.5%, compared t06.2% for the same comparable period 2015The increase insalariesand benefitsfor

the quarter was a result ofsalary adjustments maddor certain employees who took additional salary rollbacks

in 2015, and were adjusted in the fourth quarter of 2016 to reflect the rollbacks implemented in 2015.In

addition, sales commissionsncreaseddue to higher sales levels itiluids distribution division in Canada The

Company experienced a 17% decrease in salaries and benefits year over year. The decrease in salaries and
xACAO xAO A OAOOI O FEIDEADKAT OADBDAO DRECEOOAA EI O c¢mp ¢
activity levels. h addition, sharebased payments decreased by $51,902 and $316,180 for the three and twelve

months ended December 31, 2016.

The Company employed Z (29 Canada and 8 USA) employees aDecember 31 2016 compared to 75 (30
Canada and45 USA) atDecember 31, 2015. With the decline in oil prices and industry activity, BriChem
commenced right sizing its operations in the first quarter of 2015 and laid off approximately 45% of its staff,
rolled back wages 5% to 10% and suspended various nonessential employeenbéits. Management is
constantly re-evaluating the infrastructure of the Company ananay continue to adjust employee levels given
the level of drilling fluid demand in the industry.

Selling, general and administration

For the three months ended December 31 For the year ended December 31
2016 2015 Change 2016 2015 Change
$ $ $ % $ $ $ %
Selling 80 57 23 40% 369 626 (257)  (41%)
Professional and consulting 96 189 (93)  (49%) 457 612 (155)  (25%)
General and administrative 311 563 (252)  (45%) 1,424 1,735 (311) (18%)
Rent, utilities, and occupancy costs 734 587 147 25% 2,653 2,742 (89) (3%)
1,221 1,396 (175)  (13%) 4,903 5,715 (812) (14%)
Foreign exchange (gain)/loss (365) 3,740 (4,105) (110%) (212) 975 (1,187) (122%)

Total 856 5136  (4,280)  -83% 4,601 6,690  (1,999)  -30%

Selling expensesncreasedby $22,986in Q42016 compared toQ42015. The increase was due tbigher travel

and accommodation expenses due tetronger activity levels quarter over quarter. The Company did also
experience an increase in advertising and rpmotional expenses as sales personnel increased spending
marginally as a result of increased drilling activity. In Q4 2015, the Company reclassified $56,700 of travel
expenses to restructuring costs as the Company incurred additional expenseslated to the Right-Sizing
initiatives undertaken by the Company during 2015. For year ended December 31, 2016 the Company
experienced a decrease of $256,801 in selling expenses compared to 2015. The decrease was the result in
further discretionary spending cutsthat occurred in 2016 as a result of weak drilling activity levels. The year
over year decrease included a decline of $107,036 in advertising, promotion and meals and entertainment,
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along with a decrease of $155,411 in travel costs year over yed&ublic company costs related to investor
relation activities decreased by $,174 year over year. Selling costs relate to customer relations, promotion,
and travel costs.

Professional and consulting expensedecreased by $3,107 and $155, 215 for thethree and twelve months
endedDecember 31 2016 compared to the same periodin 2015. The decrease in professional and consulting
expensegelatesto adecreasein legaland accountingfeeaccruals Professional and consulting expenses relate
to audit, legaland other advisory fees.

General and administrationexpenses for thehree and twelve monthsended December 31, 206 decreased by

$252,030 and $308,086 respectively compared to the same periods of 2015. The decreases quarter over
quarter and year over yar were due to significant discretionary spending cuts as part of AT ACAT AT 06 O
continued effort to control costs during the soft drilling market. Most notably, waste disposal expense was

down $15,598 and $84,387 respectively quarter over quarter and yeaover year. The most significant
decreases was a decline in insurance of $55,741 for the fourth quarter of 2016 compared to Q4 2015, while
insurance costs were reduced by $101,379 for fiscal 2016 compared to fiscal 2015. All other office costs were
reduced year over year as the Company was cautious about expenditures given the environment in 2016.
General and administration expenses include bank charges, insurance, office, and safety expenses.

Warehouse rent,utilities and occupancy costsncreased by 345,263 for the fourth quarter ended December

31, 2016 compared to the same prior year quarter. The increase was due to increase in utility costs of
approximately $10,000 along with increases in repairs and maintenance to warehouses of approximately
Apxhnnnsg I PT OOETT 1T &£ OEA #1 1 PATUBO OOAI AAOAIsei £ AARAOO,
against rent expense in prior periods. Costs were consistent year over year as the Company reduced costs

where they could in 2015, and maintained infrastructure in 2016 in an effort not to impact supply of products

to customers. The costs in this céegory are comprised mainly of rent, utilities, and warehouse expenses for

the Edmonton, Leduc, Camrose, Achasand USA locations as well as liquid storage tank rentals.

During 2016, the Canadian dollar decreaseits valuein relation to the US dollarThis decrease in the Canadian
dollar exchange ratecaused the Company to havenaunfavorable position on certainnet advancesdenominated
in USD which resultedin having a foreign exchangegain of $365,216 for the yearended December 31 2016.

Right-Size Cost Savings and Restructuring Costs

During the three and twelve months ended December 31, 2016, the Company recognize2l7$820 of
restructuring costs compared to $1,323,009 of restructuring costs for 2015.The restructuring costs are
comprised of severance costs of 20,820 due to personnel termination, provision of $£50,000 for lease
cancelations In addition, the Company also took an impairment on certain trucking assets of $116,8dad
bad debts on accounts of $205,328uring the fourth quarter of 2016.
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Depreciation and amortization

For the three months ended December 31 For the year ended December 31
2016 2015 Change 2016 2015 Change
$ $ $ % $ $ $ %

Amortization on intangible assets - 67 (67) (100%) - 367 (367) (100%)
Depreciation on property and equipment 253 318 (65)  (20%) 1,064 1,244 (180) (14%)
Total amortization and depreciation 253 385 (132) (34%) 1,064 1,611 (547)  (34%)
Impairment of property and equipment 117 1,629 (1,512) (93%) 117 1,629 (1,512) (93%)
Impairment of goodwill and intangible assets - 3,534 (3,534) (100%) - 3,534 (3,534) (100%)

(5.178)  -93% 6,774  (5593)  -83%

The depreciation of property and equipnent decreased during thethree and twelve monthsended December
31, 2016 with book values reduced due to normal amortization that occurred during the year. During 2016,
the Company had no amortization of intangible assets as the intangible assets were written off as an
impairment in late 2015.

As a result of the continued deline in commodity prices and reduced capital budgets set by oil and gas

producers, the Company recognized a goodwill impairment expense of $1,910,18820150 0ET ¢ OEA OOAI O,
OO0A6 ADPDPOI AAE xEOE OAOET OO0 AOOOI POET InGnhe CanddigrOFluigd T Ax E1 |
Blending and PAEACET C AE OE GEOAIA jid# i5HCACATI AT 060 AOGOEI AGAO EO
carrying values of the CGU exceeded their fair values, and the negative difference between the estimated
recoverable amounts of theCGU and their carrying values were greater than the goodwill values as of the test

date. As a result, in addition to goodwill impairment loss, the Company recorded a $1,624,198 impairment

related to customer relationships, and norcompete agreementsand animpairment on certain plant and

equipment assets in the amount 0$116,871 in 2016 $1,629,297 in 2015.

Interest

For the three months ended December 31 For the year ended December 31
2016 2015 Change 2015 Change
In $'000s $ $ $ %

Interest on short-term operating debt (36%) (616)
Interest on long-term debt (26%) 268

Interest on obligiatons under finance lease (40%)

Deduct non-cash interest expense:
Amortization of deferred financing costs (78%)
Cash interest expens®

(1) See page33 for further explanation of this non-IFRS measure.

Interest on short-term operating debtdecreased by $147,53%or the three months ended December 31, 2@

The short term interest expense for Q4 208 was lower than in the comparable Q4 203 as the Company
maintained a lower credit facility balanceon a quarter over quarter basis. Interest on short-term operating
debt for the twelve months ended December 31, 2016 decreased 36% compared to 2015, as the Company
maintained a lower credit facility balance throughout 2016, resulting in less interest expense.
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Interest on long-term debt for the three months ended December 31, 2016 decased compared to @ 2015, &
the Company expensed the remainder of its transaction costs in Q4 20Faer fiscal 2016, interest on longterm
debt increased as the company occurs a compounded deferral fee on the unplagdance of the longterm debt.

Income (recovery) /tax expense

For the three months ended December 31 For the year ended December 31
2016 2015 Change 2016 2015 Change
$ $ $ % $ $ $ %

(339)  (2751) 2412  (88%) (2,081) (2,728) 647  (24%)
2,796 2,762 34 1% 3,332 2,762 570 21%
2,457 11 2,446 22236% 1,251 34 1217  3579%

The provision for income taxes for thegearendedDecember31, 2016is a net current taxexpenseof $1,250,986

compared to an expense d34,036 in the prior year. The significant change in current tax expense during the

year is a result of the Companipeing in a net loss position and is able to carrpack tax losses to prior periods

and cover tax paid from prior years.The Company had a deferred tagxpense of 8,331,688 for the year ended

December 31, 206 compared to an expenseof $2,761,926in 2015, which included a$2,500,000write -off of

deferred tax assets relating to theCanadiandivisions. The deferred taxexpense is due to the utilization of

deferred tax assets that were utilized this year as a result of tax planning initiativest EA  #1 1 DPAT U8 O A ££A
incometax rate is25% for the twelve months endedDecember31, 2016 (2015 z 26%).

Net loss and EBITDA

For the three months ended December 31 For the year ended December 31
2016 2015 Change 2016 2015 Change
$ $ $ % $ $ $ %
Net Loss (2,570)  (13,373) 10,803 81% (6,793)  (14,357) 7,564 53%
% of sales (11%) (62%) (11%) (15%)
Adjusted net loss® (2,125) (6,733) 4,608 68% (6,348) (6,908) 560 8%
% of sales (10%) (31%) (10%) (7%)
EBITDA® 1,244 (5,696) 6,940  122% (995) (2,761) 1,766 64%
% of sales 6% (26%) (2%) (3%)
Adjusted EBITDA® 1,515 (5182) 6,697  129% (724) (1,435) 711 50%
% of sales 7% (24%) (1%) (1%)
(1) Adjusted netearnings excludes the after tax effect of restructuring cos{see page33 for a further explanation of this nonIFRS
measure).

(2) Representsearnings before interest, taxesgepreciation, amortization,share-based paymentsand impairment charges(see page33
for a further explanation of this nonIFRS measure)

(3) Representsearnings before interest, taxesgepreciation, amortization, share-based paymentsand impairment charges adjusted for
restructuring costs (seepage 3 for a further explanation dof this non-IFRS measure)

The Company had a net loss, for the theemonths ended December 31, 20160f $,570,028 compared to net
loss of §.3,373,037in the same period in 205. The net losses as a percentage of revenues for the Q4 0ds
11% compared to net loss as a percentage of revenue@% from Q4 2015. The net loss for the three months
ended December 31, 208 was significantly less than the prior year quarter as the Company had taken
significant impairment changes in Q4 2015. In addin, drilling activities started to recover in Q4 2016 from
their lows over the past two years, which resulted in improved profitability quarter over quarter.The adjusted
net loss, net of the after tax impairment charge of plant and equipment, goodwill drother intangible assets,
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for the three months ended December 31, 2016vas £,125,2110r 10% as a percentage of reenues, which
represents an increase of %,607,492compared to the same period in 20%. This increase is due tdmproved
drilling rig activi ty quarter over quarter. For the year ended December 31, 201the Company had a net loss
of $6,793,064 compared to net loss of $14,357,367 for®5. Adjusted Net loss was $648,303 for fiscal 2016
compared to a net loss of $6,908,111. The improvememxperienced in Q4 2016, provided improved
profitability year over year.

EBITDA was$1,244,236 for the three months ended December 31, 2@compared to($5,695,852) in the same
comparable prior year period; an increase of $,940,080quarter over quarter. EBITDA, excludingthe foreign
exchange gain, wa$879,020for the quarter ended December 31, 208.

Basic and diluted losses per share for the three months endé&kcember 31, 2016wnere $0.00. Adjusted basic
and diluted adjustedearnings per share for the three months ended December 31, 26lwas $002. Boththe
losses per share and adjusted earnings per share were based on the weighted average number of shares
outstanding during the quarter ended December 31, 2016The basic and diluted wighted average numbers of
shares outstanding for the quarter ended December 32016 were 23,623,981and 23,623,981(December 31,
20157 23,623,981and 24623,981) respectively.

Sales $ 22098 $ 16999 $ 8173 $ 14821 $ 62,091
Gross margin ($) 3,942 2,735 1,902 2,438 11,017
Gross margin (%) 17.8% 16.1% 23.3% 16.4% 17.7%
EBITDA® 1,244 99 (944) (1,394) (995)
Net loss®? $ (2570) $  (688) $ (1,437) $ (2,098) (6,793)

Basic loss per share (0.11)
Diluted loss per share (0.11)

Sales $ 21507 $ 27495 $ 21610 $ 26210 $ 96,822
Gross margin ($) 1,564 4,833 3,201 3,883 13,481
Gross margin (%) 7.3% 17.6% 14.8% 14.8% 13.9%
EBITDAY (5,696) 2,339 (1,125) 1,721 (2,761)
Net earnings/(loss) from continuing operations ? $ (13,373) $ 351 $ (1,709) $ 373 (14,358)

Basic earnings/ (loss) per share from continuing operations $  (057) 001 $ (007) $ 0.02 $ (0.61)

Diluted earnings/ (loss) per share from continuing operations $ (0.57) 001 $ (0.07) $ 002 $ (0.61)

(1) EBITDAIsnon-IFRS measures which the Company defines as earnings before interest, taxes, depreciaimhamortization and
share-basedpayments expense. (Seeage33 for a further explanation of these norIFRS measures).

(2) In Q42016,the Company recognized impairment charges oplant and equipment,goodwill and other intangible assets in the amount

of $5693,014 (2015 -6,126,247).
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FINANCIAL CONDITION& LIQUIDITY
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expenditures, growth opportunities and potential future acquisitions. In addition, the Company must service

its debt, including interest payments anNfir)achg Working capital needs. The ‘Company relies on its cash flow .
from operations, A AO AT A ANOEOU £ET AT AET ¢cO AT A AT OO1I xET ¢cO Ol AAO

4EA #1101 PATUSO i PAOAOEI ¢ AAOE A1 x EAO EEOOTOEAAHU AAAT
#1 1 DPATUSO OACi AT OOh OEA awdicdl@érbnudusiomérikd tihéymaner artel th®1 E A A

#1 1 DATUGO AAEI EOU Oi AEAEAEAT OI U 1 AT AGCA Al OOO8 4k /3\~ #I0
OOEEFEAEAT O OI 1 AAO OEA #1T 1 PATUBO x1 OEET QirehdnBEEOAI h AADE
As at December 31, 208, the Company hel positive working capital of $12.7 million compared to $24.5 million

AO $AAAT ARO oph cuoupentatio (delindd as duirebtiadsetddivided by current liabilities)

was 1.33 to 1 comparedd 1.81 to 1 as at December 31, 2015.

4EA Ei 11T xETC OAAI A OOi i AOEUAO OEA #1711 PAT Udkriber@l, 00OAAO A
2016 and 2015:

Summary of Consolidated Statements of Cash Flows December 31 December 31

Year ended (In 000's) 2016 2015

Continued operations

Cash provided by operating activities $ 10,037 $ 39,491

Cash used in financing activities (9,725) (38,641)

Cash used in investing activities (312) (850)

Net increase in cash and cash equivalents $ - $ -

Cash and cash equivalents, beginning of the year - -

Cash and cash equivalents, end of the year $ - $ -

Operating activities

Cash provided byoperating activities for the year ended December 31 2016 was $10,037,170 compared to
cash provided of $9,490,666 for the prior year. The decrease inthe # 1 | D AT U &ldw plodded by
operating activities mainly relates to theoverall decrease in oil and gas activity throughout North America over
the past couple of years. Withess sales during 2016the Company collected less from customers. In late 2016,
activity levels started to increase which resulted in the Company incessing its purchases of inventory to keep
up to new demand for drilling fluid products. Inventories reduced by $4.9 million while accounts payable
increased by ¥.7 million.

Financing activities

Cash used idinancing activities was$9,725,195for the year endedDecember 31 2016, compared to cashused
of $38,640,570in the comparable2015 year. The cashused in financing activities in2016 and 2015 relates to
repayments of the ABL Facility. Thenet repayment of the operating line is a combination of collection of
accounts receivable, net reduction of inventory and paymentsut to vendors. The Company did manage to
repay an additional $8 million on its operating facility in fiscal 2016. With aight sized inventory, the Company
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focused on maintaining a positive working capital positon throughout 2016. The Company also paid.&
million in interest on borrowing during 2016 along with making a payment on its promissory note payable
from the acquidtion of Solution Blend Service in 2014.

Investing activities

Cash used in investing activities amounted t$311,975 for the year ended December 31, 208 compared to

$850,096in 2015. Thedecrease was a result desscash used for capital assetduring 2016. Since tle decline

in drilling activity , the Company cut back its capital expenditure program in 2@land is expected to spend
approximately $350,0000n capital expendituresin 2017, mainly in the USA

Credit Facilities

Effective August 122011, the Company entered into a secured AssetA OAA |, AT AET ¢ &AAEI EOU | O
with CIBC AssetBased Lending Inc. and HSBC Bank Canada. The ABL Facility is subject to a borrowing base

that is calculated as a percentage of specified value oigghle inventory and accounts receivable. On November
14, 2013 the Company amended the terms of the ABL Facility to increase the borrowing base up to a maximum
of $90,000,000, reducing interest rates and extending the maturity of the facility to August 12016. At
December 31, 2014 the ABL Facility bears interest either at prime rate (201 OEI A OAOAQ 1
acceptance rate plus 1.50% (2013A AT EA0O6 AAAADOAT AA OAOA bl OGLIBDRUL T
plus 1.50%), a collateral management feef $1,500 per month (2013-$1,500 per month) and a standby fee of
0.25% (2013-0.25%) on unused amounts of the ABL Facility.

O AA]
pq T O

On November 30, 2015, the Company amended the terms of the ABL Facility to decrease the maximum

borrowing base down to $40,000,00. Other amendments include an increase in interest rates, a change in the

financial covenants with no change to the maturity date of the facility. The ABL Facility bears interest either at

the Canadian prime rate plus 1.5% (2014 Canadian primerate) @ AAT EAOO6 AAAADPOAT AA OAOA
-AATEAOOCS AAAAPOAT AA OAOGA Pl 60O pLIBOR PpIG 150%), a kdlldtetal D1 OO
management fee of $1,500 per month (2014 $1,500 per month) and a standby fee of 0.25% (20140.25%)

on unusedamounts of the ABL Facility. The ABL Facility is secured by a general security agreement covering

all present and acquired property and postponements of claims from related patrties.

On August 11, 2016, the Compangenewed and amended the terms of the ABL Facility to decrease the
maximum borrowing base down to $20,000,000. Other amendments included an increase in interest rates,
adjustment to the financial covenants and an extension of the maturity date to August 12, 20IThe ABL
Fadlity bears interest either atthe Canadian prime rate plus 3.% (2015 z Canadian prime rateplus 1.5%) or
AAT EAOOGE AAAASHDARAAABAEGA ODIBOAA A AD0ORA) orA IBORG A0%RI015 O

- LIBOR plus 1.50%. All other terms of he ABL Facility remain unchangedSubsequent to year end, the
Company obtained an increase of $5,000,000 in credit available under the ABL facility. There were no changes
to interest rates or covenant requirements as a result of this increase.

As at December 31, 2016 the Company had drawn $4,533,938 net of unamortized transaction costs of
$94,749, on its available credit facilities of $20,000,000, as compared to 33,055,007 at December 31, 205.
The Company is required to comply with two financial covenants under its ABL Facility being a minimum
adjusted tangible net worthratio and maximum annual eligible capital expenditures. Failure to comply with
the obligations in the credit facilities couldresult in a default which, if not cured or waived, would permit
acceleration of the relevant indebtedness.

The minimum adjusted tangible net worth covenant requires the Company to ensure adjusted tangible net

worth is greater than $£4,484,000 as at Decenber 31, 2016. This is defined, on a consolidated basis, as total
assets, less intangibles and goodwiless total liabilities. The capital expenditures limit is set at a maximum of
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120% of consolidated budgeted yearly capital expenditures, but does not include capital additions by way of
finance lea%.

Effective November 30, 2012, the Company secured a sutimated debt facility with Fulcrum. The initial term

of the sub debt facility isfor five years and is secured by a second charge general security agreement coving all
present and after acquired property and postponement of claim from related parties. The sub debt facility
bears interest at 11.50%, with repayments of interest only fothe first fiteen months of the agreement, then
quarterly principal repayments of $300,000 plus interest. Total transaction costs relating to the subordinate
debt facility amounted to $312,786.

On August 11, 2016, the Company amended certain terms o isubordinated debenture agreement, in
conjunction with the amendment to the ABL Facility. In accordance with this amendment, the Company has
deferred quarterly principal payments due on September 30, 2016, December 31, 2016, March 31, 2017 and
September D, 2017. The amendment also modifies certain financial covenants and registers a first charge on
specific assets. The entire debenture is due November 30, 2017.

The subordinated debt facility contains financial covenants that are consistent with the ABEacility. In
addition, the Company is required to maintain a twelve month rolling actual adjusted EBITDA in excess of 70%
of projected adjusted EBITDA. Adjusted EBITDA is defined as net income before interest on debt, taxes on net
income, depreciation andamortization, and nonrecurring charges (including onetime transaction, acquisition

and restructuring expenses, share based payments, and foreign exchange gains or losses), and after unfunded
capital expenditures.

AEA #1 1 PATUBO AAEQIERDUC QAT TAAAGOETEOR AMAP A AAT O 11 OEA
profitable operations, realize forecasted revenues, control operational expenditures and secure future
financing when required. Management has applied significant judgment in preparirfgrecasts supporting the
going concern assumption. Revenues are projected based on demand for drilling fluid products, which is driven
by forecasted commodity prices and drilling activity levels. The timing and extent of operating and general
administrative expenditures are projected based on the estimated revenue levels. The actual commodity prices
may differ significantly from the forecasted commodity prices used by management.

December 31, 2016 December 31, 2015

Minimum Minimum
As calculated required As calculated required
Minimum adjusted tangible net worth $ 29,827,222 % 24,484,000 $ 34,292,132 $ 31,864,000
Eligible capital expenditures $ 364,187 $ 723,480 N/A N/A
Actual adjusted EBITDA greater than 70% of
projected adjusted EBITDA $ (1,316,611) $  (4,681,987) $ 2,251,957 $1,016,889

The minimum covenants are noted in the above table. The Company monitors its covenants on an ongoing basis
and reports on its compliance to its lender on a monthly basis. As Becember 3] 2016, the Company was in
compliancewith all financial covenants.

Cash Requirements for Capital Expenditures
Historically, the Company has financed its capital expenditures and acquisitions through its ABL Facility,
subordinated debt and equity. The budgeted future capital expenditures for 20llare approximately $350,000

(2015 - $250,000) which may include future equipment upgradego blending and packaging equipment for the
Canadian blending and packagindivision as well as laboratory equipment forthe USA blending division. The
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Company also plans to purchase storadanks for its liquid mud blending facility in Texas Capital expenditures
typically are comprised of betterments and upgrades to existing assets, and additions incurred during the
period. The Company ensures equipment is efficient and profitable or tleguipment is replaced when the cost
of maintenance and operating the equipment is not feasible. However, if a sustained period of market and
commodity price uncertainty and financial maket volatility persists in 2017, the Companys activity levels,
cashflows and access to credit may be negatively impacted, and the expenditure level would be reduced
accordingly. Conversely, if future growth opportunities present themselves, the Corporation would look at
expanding this planned capital expenditure amount.

Commitments under operating lease and liquidity analysis

The Company has committed to numerous operating lease arrangements for property and equipment.

Minimum lease payments due

Within one year Two to five years After five years Total
December 312016 $ 1,282,27: $ 2,529,47¢ $ 818,86 $ 4,630,61¢
December 31, 2015 $ 2,352,95. $ 5,335,78( $ 1,058,53¢ $ 8,747,27"

The table belowAT A1 UUA O OE A -dérivdtive Airlandiél Gabilitiésinto relevant maturity groupings
based on the remaining period at the balance sheet date to the contractual maturity date. The amounts
disclosed in the table below are the contractual undiscountecash flows.

Contractual obligations related to financial liabilities at December 31, 2016 are as follows:

Bank credit Accounts Long-term Promissory Finance
facility payable debt note payable leases Total
2017 $ 14,533,936 $ 13,215951 $ 11,013,599 $ 272,077 $ 48,175 $ 39,083,738
2018 ? ? ? ? 17,059 17,059
Total $ 14,533,936 $ 13,215951 $ 11,013,599 $ 272,077 $ 65,234 $ 39,100,797

Off-balance sheet arrangements

The Company did not enter into any ofbalance sheet arrangements during the currenbr comparable
reporting period.

Transactions with related parties

During the year ended December 31, 208, the Company incurred office sharing costs 0$60,000
(December31, 2016 z $60,000) that were paid to a company ovewhich a director has control.
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OUTLOOK

The discussion in this section is qualifiedin0 O AT OEOAOU AU OEA O# AOOElobkhU 3 0A0
yT £ O ACET 16 OAAOGETIT DOAOAT 6AA AO OEA AACEITEIC 1T &£ OE
purposes only and readers are cautioned the information contained herein may bre appropriate for other

purposes.

)
A

Bri-Chemis more optimistic than a year agoasvarious industry benchmarks andrecent activity levels signal
improved industry stability for the medium to long-term. North American oil and gas drilling activity levels,
throughout 2016, continued to decline year over year, however, the industry did experiencehaalthy increase

in activity levelsin Q4 2016, compared to Q3 201&s commodity prices have rebounded fromheir 2016 lows

and oil and gas companies have cautiously increased drilling activity as a result. We expect a continued modest
increase in North American activity levelsnto Q1 2017 with PSAC forecasting the number of wells to be drilled

in Western Canadao increase by 25.6% in 2017.

YO EO OEA #1711 PATUBO OEAx OEAO AOOOEAO AAOGAI T PIATO 1T &
proposed pipeline expansion to tidewater, is required in order for Canada to have any profound increase to its

futur e oilfield activity levels. The oilfield activity levels in the USA has seen a recent rebound from their historic

lows and we expect this trend to continue so long as commaodity prices remain at or near current levels. -Bri

Chem has been proactive in respae to therecent increase inNorth American business activity and has
successfullymanaged to supply and service its customers during this recent surge in demand for oilfield
chemicals.

As activity levels continue to improve over the short to medium termwe remain committed to providing
superior customer service, having sufficient inventory levels to meet demand of our customers while
maintaining our North American exceptional industry infrastructure located throughout Canada and the U.S.
We will serve to be a valuable contributor to manyof our customers throughout North America and will benefit
appreciably when the market returns to more reasonableand stablelevelsas observed in Q4 2016

RISKS AND UNCERTAINES

The following information is a summary only of certain risk factors and is qualified in its entirety by

reference to, and must be read in conjunction with the detailed information appearing elsewhere in this

MD&A andBri-# EAT 80 1T OEAO DPOAI EA AEOAI T OOOA ATl A Crorhifobtieh ET Al Of
Company for the year endedDecember 31, 2016. These risks and uncertainties are not the only ones facing

Bri-Chem. Additional risks and uncertainties not currently known to the Company or that the Company

currently considers remote or immater ial, may also impair the operations of the Company. If any such

risks actually occur, the business, financial condition, or liquidity and results of operations of the Company

could be materially adversely affected.

Risk Relating to Bri -Chem and its Business

Industry Conditions

4EAOA EO A O0O60IT ¢ AT OOAI ACETT AAOxAAT TEI AT A GCAO AOEII
capital expenditure programs of oil and gas companies largely affect the products provided by the Company.

The magnitudeof capital expenditures determines the demand for the Company's drilling fluids to the oil and

gas industry. The primary catalysts to high expenditures and activity levels in the energy industry are oil and
gas prices which, in turn, are influenced strongl by supply and demand expectations. The ability to forecast
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the price of crude oil or natural gas is extremely difficult as many global factors affecting commodity prices are
beyond the control of the Company.

Prolonged low oil and natural gas pricesjke the prices which have existed since late 2014, generally depress
the level of exploration and production activity by E&P companies which causes a corresponding decline in the

demand for drilling fluid products and services and, as aresult, hasanad¥® A AE££AAO 11 OEA #11 PA
and finanf:igl Aresultg. The AIeveINOf qctivity in the Canadian gnd United States oil and~gasA exp[oratioq and B
PpOl AOAOGEIT ETAOOOOU EO O11 AOEI A8 4EAOA AAT AA 11 AOOGOO

products or future conditions in the oil and natural gas and oilfield services industries will not decline.
Oil and Natural Gas Prices

The revenue, cash flow and earnings of the Company are substantially dependent upon and affected by the level

of activity associated with oil and natural gas exploration. Both shofterm and longterm trends in oil and

natural gas prices affect the level of such activity. Worldwide military, political and economic events, including

initiatives by the Organization of PetroleumExporting Countries, may affect both the demand for and the

supply of oil and natural gas. Weather conditions, governmental regulation, levels of consumer demand, the

AOGAEI AAET EOU 1T £ PEPAT ET A AAPAAEOU AT A 1abdethhe sugplyAFOT OO AA
and demand for oil and natural gas leading to future price volatility. The drilling industry is cyclical and the

fluctuations in the level of oil and natural gas exploration and development activity have a direct impact on the
Companyy O AOOET AOGO8 '1U OECI EEZEAAT O OAAOAOEIT ET ETAOOOOU
States may severely reduce activity levels for the Company and its resultingzemue, cash flow and earnings.

Regulations Affecting th e Oil and Natural Gas Industry

The operations of the Company and its customers are subject to or impacted by a wide array of regulations in

the jurisdictions in which they operate. As a result of changes in regulations and laws relating to the oil and

natural gas induO OUh OEA #1 1 PATUSO AOOOI 1 AOOGos 1 PAOAOGEI T O Al O1 A
authorities. The high cost of compliance with applicable regulations could cause customers to discontinue or

limit their operations and may discourage companies from antinuing activities. As a result, demand for the

#1 1 DPATUBO DOI AGAOO AT A OAOOGEAAOG AT OIA AR OOAOOAT OEAI I
impacting the oil and natural gas industry.

Provincial Royalty Rate Changes

The provincial governmentsof Alberta, British Columbia, Manitoba, Quebec and Saskatchewan collect royalties
on the production from Crown lands. These fiscal royalty regimes are reviewed and adjusted from time to time
by the respective governments for appropriateness and competiteaness. These changes, as well as the
potential for future changes in these and other jurisdictions, add uncertainty to the outlookfahe oilfield
services sector.

Seasonal Weather

In Canada, the level of activity in the oil and natural gas industry isfluenced by seasonal weather patterns.

Spring breakup during the second quarter of each year leaves many secondary roads temporarily incapable of

supporting the weight of heavy equipment, which results in severe restrictions in the level of energy seces.

In addition, many jurisdictions enforce road bans during such times that restrict the movement of heavy

equipment. The timing and duration of spring breakup is dependent on weather patterns and the duration of

this period will have an impact on thelevel of business of the Company. There is greater drilling activity and
OEAOAAE OA A COAAOAO AAIT ATA £ O OEA #1iDPATUBO DPOI AOAOO
allowing the movement and operation of heavy equipment. This peak season typigaluns from November to
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early March. _However, jf unseasonably warm temperatures in tr)e winter occurAit may prevent sufficient ‘
AOAAUET ch AT A AOEITEIC AAOQOEOEOU 1|1 AU AAatichd\adddhfdandidl U A E£EA /
condition.

Abilit y to Maintain Obligations Under AssetBased Lending Facility and Other Debt

Bri-Chem has borrowed a considerablamount of cash under its ABL and subordinate debt facilities. B&hem

is required to satisfy certain financial covenants in order to maintain its good standing under the ABL and
subordinate debt facilities. BriChem may from time to time enter into otherarrangements to borrow money

in order to fund its operations and expansion plans, and such arrangements may include covenants that have
similar obligations or that restrict its business in some way. Events may occur in the future, including events
out of Bri-Chem's control that would cause BriChem to fail to satisfy its obligations under the credit facilities
or other debt instruments. In such circumstances, the amounts drawn under B&hem's debt agreements may
become due and payable before the agreedaturity date and Bri-Chem may not have the financial resources
to repay such amounts when due. The credit facilities are secured by all of Bfhem's assets. If BifChem were

to default on its obligations under the credit facility or other secured debinstruments in the future, the
lender(s) under such debt instruments could enforce their security and seize all or significapbrtions of Bri-
Chem's assets.

Liquidity risk

Liquidity risk is the risk that the Company may not have cash available to safysfinancial liabilities as they
become due. The Company actively monitors its financing obligations, as well as its cash to ensure that it has
sufficient available funds to meet current and foreseeable future financial requirements at a reasonable cost.
The changes in the global financial markets and weak economic conditions, can have a significant impact on the
ability of the Company to obtain funding for future financial requirements.

Due to these factors, the Company cannot be certain that fundingll be available when needed and to the
extent required, on acceptable terms. If funding is not available when needed, or is available only on
unfavorable terms, the Company may be unable to implement its business plans, or take advantage of business
opportunities, or respond to competitive pressures, all of which could have a material adverse effect on the
#1 1 DAT UG O A£ET Al A E & bperatibris, At 0dsh flovdh OAOOI 00

Market Price Volatility of Common Shares

4EA T AOEAO DPOEAA Iiman sBeted may bd vbldtile.UrBelvolddilityimay affect the ability of

shareholders to sell the common shares at an advantageous price. Market price fluctuations in the common
OEAOAO 1 AU AA AOA O OEA #1101 PAT UBSO IomshONGtErs ahd sbBkOO1 00 £
i AOEAO AT AT UOOO ET AT U NOAOOAOh AT x1 xAOA OAOEOEIT EIT O
actions, adverse change in market conditions or economic trends, acquisitions, business or asset dispositions

and material announcements by the Company or its competitors, along with a variety of additional factors,

including, but not limited to, those set forthinO# AOOET 1 AOU 3 OAO0AT ATI® EEACA QA EH ©i &Idd
herein. In addition, the stock markets, including TSX, may experience significant price and trading fluctuations.

These fluctuations may result in volatility in the stock market prices that often has been unrelated or
disproportionate to changes in operathg performance. These market fluctuations may adversely affect the

i AOEAO POEAAOC 1T &£ OEA #1 1 PATUBO AlTiiiT1T OEAOAOS

Availability of Future Fu nding

4EA #1711 PATUBO AOOETI AOO OOOAOACU EO AAOAA ET DPAOO Obi1
network of warehouse facilities. In order to continue to implement its business strategy, the Company may be
required to further finance these expenditures through ongoing cash flow from operations, borrowings under
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its credit facilities and by raising capitalO E OT OCE OEA OAT A 1T &£ AAAEOQEI T Al AAAO 1 «
ability to obtain financing or to access the capital markets for future offerings may be limited by the restrictive

AT OAT AT OO0 ET OEA #1 i PATUBO AOOBAHOI MAAUAEOOEODOAAAEEABD
and by adverse market conditions resulting from, among other things, general economic conditions and

AT 1T OET CAT AEAO AT A O1 AAOOAEIT naddifion Adbithl markets@dhbe vilatile andT UG O Al
contET OAA ET AOOOOU Oi11 AOGEI EOGU AT OI A 1T EIEO OEA #1 1 PATUBO A
to raise funding to support ongoing operations and to fund capital expenditures or acquisitions may limit Bri

Chem's growth or may have a materiaddverse effect upon the Company.

Credit Risk

The oilfield services sector is directly affected by the financial health of its customers, and as a result of low oil

prices, cash flows have declined significantly, having a negative impact on capital spergdprograms. Further,

the long duration of an industry downturn may result in many companies having oveleveraged balance
OEAAOOR AATE Al OAT AT O AOAAAEAO AT A 1EI EOAA AAAAOGO OI =4
predominantly generated from products sold to oil and gas fluid engineering companies which may result in

significant exposure to one customer or on a combined basis to several individual customers.

4EA #1711 PATUBO 1 AT ACAT AT O OACOI AOI U OA OwsApwith dusib@@OAT AET ¢
when settlement has not occurred on a timely basis. During times of weak economic conditions, the risk of

DAUI AT O AAI AUO AT A ZAEI OOA O1 PAU ET AOAAOGAO AOA O1 A Of
grants unsecuredcredit to its customers; however, it evaluates all new customers and analyzes and reviews

the financial health of its current customers on an ongoing basis. The Company also closely monitors the

amount and age of balances outstanding and establishesa@& OET 1 &£ O AAA AAAOO AAOGAA T
greNdit’ riAsk, ’histo‘ric,al '[rgnds~ a}nd othg:r/economig infgrma{ion.‘nglyr‘e to pollect accounts receivable~ f[om A .
AOOOT I AOO AT O A EAOA A 1T AOGAOEAT AAOGAOOA AxEsEABGf 11 OEA

operations and cash flows.
Concentration risk

The top 6customers(2015: top 8) of the Company account for approximatel$3% (2015: 44%) of revenue for

the year ended December 31, 2@, of which no single customer accounting for more thaapproximately 10%.
The Company does not usually enter into long term contracts with its customers and there can be no assurance
that the current customers will continue their relationships with the Company. The loss of one or more major
customers, any sigificant decrease in sales to a customer, or prices paid or any other changes to the terms of
service with customers, could have a material adverse effect on the financial results, cash flows, and the overall
financial condition of the Company.

Supply Risk

The Company distributes drilling fluid products manufactured or supplied by a number of domestic and

international suppliers. The Company does not have loagrm contracts with any of its major suppliers.

Although the Company believes that it has accesssimilar products from competing suppliers, any disruption

ET OEA #1101 PATUBO OI OOAAO 1T £ O00OPPI Uh DAOOEAOI AOI U T £ OE
in the quality, quantity or cost of such supply, could have a material adverse effé@®1 1 OEA #1101 DAT U8 O
of operations and financial condition. Also, supply shortages occur at times as a result of unanticipated demand,

production difficulties or delivery delays. In such cases, suppliers often allocate products among distributors.

Future supply shortages may occur from time to time and may have a shetérm material adverse effect on the

#1 1 DAT US O O At bnd fharicizEcohdRidnO
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Inventory Risk

The Company distributes to markets that are highly sensitive to price, qligy of product and timeliness of the
delivery and adequate supply levels. In addition, product sales are dependent on demand and demand
fluctuates with the seasonality of the drilling industry in Western Canada. The Company purchases products
to stock warehouses to sufficient levels to meet the demands of customers. Inventory levels are monitored in
an attempt to achieve balance between maximum inventory turnover and optimal customer service. Since the
Company maintains significant quantities of inventoy, the value is subject tahe risk of changing prices.

Transportatio n and Distribution Network Risk

The Company relies on a wide distribution network to manage its inventory flow between locations and from
the point of initial material inventory purchase to final customer sale. Common to industry practice, the
Company has no formal longerm contract with its major inventory storage and distribution supplier. If they
were to experience a breakdown in this network, it could have a potential mateti effect on saés, margins and
profitability.

Insurance Risk

The Company maintains insurance coverage adequate to cover the risks associated with operations of the

Company. Such insurance is subject to coverage limits and exclusions and may not cokerGompany in all

AEOAOQI OOAT AAOS 4EAOA EO 11 AOOOOAT AA OEAO OEA #1101 PAT L
#1 1 DPATUBO 1 EAAEI EOEAO 10 xEiil AA CAT AOAT T U AOAEI AAI E’
AEEAAO OE Ability fo pulsaselddequate insurance coverage and could impact the settlement of future

Al AEI 08 4EEO AT OI A EAOA A [ AOCAOEAT AAOAOOGA AEEAAO 11
operations and on its financial conditions, reslis of operations and cashflow.

Competitive Conditions

The Company competes with a number of companies throughout North America. There can be no assurance

that competitors will not substantially increase their resources devoted to the development of their business

that compete with those of the Company, or that new or existing competitors will not enter the various markets

in which the Company is active. In addition, reduced levels of activity in the oil and natural gas industry could

intensify competition and the pressue on competitive pricing and may result in lower revenues or margins to

OEA #1 i PATU ET A1l AEOEOEI 108 4EA #1iPATUBO AOOOI T ADO
OEAU OEAx OEA #1101 PATUBO A£ET Al AE AdusetbeFCAmpary © 0d¢ cubtdmeB] AAAADC

Asset Impairment

The Company is required to periodically review asset balances including goodwill and capital assets for
impairment when certain factors indicate the need for analysis. In the case of goodwill, if anyigts on the

balance sheet, an impairment test must be completed at least annually. These calculations are based on

i ATACAT A1 6860 AOOGEI AGAO AT A AOGOOI POETT O AO OEA OEI A OEA
analysis and may include changein share price, cash flow and earnings estimates, changes in market
conditions, and general local and global economic conditions. Any resulting future impairment write down to

goodwill or capital assets could result in a nortash charge against net earngs, ad could be material in

nature.

Regulatory Compliance Risk

The operations of the Company are subject to laws and regulations relating to workplace safety and work health
related regulations, the conduct of operations, and the transportation, storagend disposal of fluid products.

-28-






