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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following management'’s discussion and analy8%&A”) of the financial condition and results obperations should be read in conjunction with the
unaudited condensed consolidated financial statésnemd notes thereto of Canadian Energy Servicdgé&nology Corp. (“CES” or the “Company”) for the
three months ended March 31, 2017, and the audibegolidated financial statements and notes theo€tGES for the years ended December 31, 2016 and
2015, and CES’ 2016 Annual Information Form. TMIB&A is dated May 11, 2017, and incorporates alexant Company information to that date. Amounts
are stated in Canadian dollars unless otherwisedot

Certain statements in this MD&A may constitute famiviooking information or forward-looking statenten(collectively referred to as “forward-looking
information”) which involves known and unknown sskincertainties and other factors which may cahseactual results, performance or achievements of
CES, or industry results, to be materially diffardrom any future results, performance or achievet:ieexpressed or implied by such forward-looking
information. When used in this MD&A, such inforioatuses such words as “may”, “would”, “could”, “wi”, “intend”, “expect”, “believe”, “plan”,
“anticipate”, “estimate”, and other similar terminlegy. This information reflects CES’ current exjaions regarding future events and operating
performance and speaks only as of the date of th&M Forward-looking information involves signiéint risks and uncertainties, should not be readas
guarantee of future performance or results, and mat necessarily be an accurate indication of vakeetor not such results will be achieved. A numtfer
factors could cause actual results to differ mathyi from the results discussed in the forward-iagkinformation, including, but not limited to, thactors
discussed below. The management of CES belieeemalterial factors, expectations and assumptiorileated in the forward-looking information are
reasonable but no assurance can be given that tfaesers, expectations and assumptions will pravbe correct. The forward-looking information cained

in this document speaks only as of the date ofititement, and CES assumes no obligation to puhljptiate or revise such information to reflect nexergs

or circumstances, except as may be required putsoaepplicable securities laws or regulations.

In particular, this MD&A contains forward-lookinghformation pertaining to the following: the seaslityaof CES’ business; the anticipated reduction in
exposure to the effects of spring break-up in ti&S®; the duration of spring break-up; the certaiatyd predictability of future cash flows and eagsnthe
expectation that cash interest costs, maintenaapéat and dividends will be fully funded from EBIAC; future estimates as to dividend levels; theeptal
means of funding dividends; the intention to maikaré dividend payments; the business strategyrddga cash dividend payments in the futufe amount of
cash to be conserved based on the new dividenbdeddhe ability to retain such cash to preseive ibalance sheet and provide liquidity to fund fertgrowth
initiatives; the sufficiency of liquidity and cagitresources to meet long-term payment obligatigpstential M&A opportunities; the long-term capital
investments required for CES to execute on itsnessi plan; the amount of CES’ non-acquisition eslatapital expenditures in 2017, including maintere
capital and discretionary expansion capital and #ricipated timing for spending such capital; #wgected timing and cost for completion of exparssit
the JACAM, Catalyst, and PureChem facilities; mamagnt’'s opinion of the impact of any potentiagltion or disputes; potential outcomes of the CRA’s
intent to challenge the Canadian tax consequentéseoConversion (as defined herein); the applmatdf critical accounting estimates and judgemetits;
timing of adoption of new accounting standards &mel potential impact of new accounting standardsG#S’ financial statements; the collectability of
accounts receivable; the effectiveness of CES'itcristt mitigation strategies and the results ofydn.S. trade credit insurance claimsianagement’s opinion
of the impact of self-insuring trade credit insucan CES’ ability to increase or maintain its marlgbtare, including expectations that PureChem anGAIM

will increase market share in the oilfield consueabhemical markeand Catalyst will increase market share of prodarctand specialty chemicals in the
Permian Basin; CES’ ability to leverage third parpartner relationships to drive innovation in thensumable fluids and chemicals business; supply and
demand for CES’ products and services, includingeetations for growth in CES’ production and spétiachemical sales and expected growth in the
consumable chemicals market; expectations that @HSationalize its drilling fluids cost structureindustry activity levels; commodity prices andated
pricing pressure; any forward curves for commodiitices; treatment under governmental regulatory #htion regimes; expectations regarding the intpac
of proposed changes to Alberta’s oil and gas rgya#tgime; expectations regarding expansion of sewiin Canada and the U.S.; development of new
technologies; expectations regarding CES’ growtparfunities in Canada and the U.S.; the effect ajuasitions on the Company including the effedhef
Catalyst and StimWrx Acquisitions (as defined hgreexpectations regarding the performance or exgiam of CES’ operations; expectations regarding the
diversification of operations away from the drill;bexpectations that competitor consolidation dngsiness failures will provide future opportunitiesCES;
expectations regarding demand for CES’ services t@otinology; the potential for CES to expand itsibess as it relates to water usage and handling;
investments in research and development and teahypadvancements; access to debt and capital nsaket cost of capital; CES’ ability to continue to
comply with covenants in debt facilities; and cotitjpe conditions.

CES’ actual results could differ materially fromo#fe anticipated in the forward-looking informatias a result of the following factors: general ecomno
conditions in Canada, the U.S., and internationafigopolitical risk; fluctuations in demand for cammable fluids and chemical oilfield services, amy
downturn in oilfield activity; a decline in actiyiin the WCSB, the Permian and other basins inlwtlie Company operates; a decline in frac relateensical
sales; a decline in operator usage of chemicalsvells; an increase in the number of customer welt-gns; volatility in market prices for oil, natakr gas, and
natural gas liquids and the effect of this volailon the demand for oilfield services generalhe teclines in prices for oil, and pricing diffetes between
world pricing and pricing in North America; comptitin, and pricing pressures from customers in theent commodity environment; currency risk as sute

of fluctuations in value of the U.S. dollar; liatis and risks, including environmental liabiliiend risks inherent in oil and natural gas opesas; sourcing,
pricing and availability of raw materials, consunieb, component parts, equipment, suppliers, faslitand skilled management, technical and fieldqnel;
the collectability of accounts receivable, partely in the current low oil and natural gas pricevéronment; ability to integrate technological adhes and
match advances of competitors; availability of ¢apiuncertainties in weather and temperature affeg the duration of the oilfield service periodsdathe
activities that can be completed; the ability te¢aessfully integrate and achieve synergies fromGhepany’s acquisitions; changes in legislation ahe
regulatory environment, including uncertainties twitespect to oil and gas royalty regimes, prograimgeduce greenhouse gas and other emissions and
regulations restricting the use of hydraulic fraghg; pipeline capacity and other transportationfriastructure constraints; reassessment and audik ri
associated with the Conversion and other tax filingtters; changes and proposed changes to U.<igslincluding the potential for tax reform, possib
renegotiation of international trade agreementduiding NAFTA, and potential Border Adjustment Tdixergence in climate change policies between Canad
and the U.S.; potential changes to the crude blyingdiustry; changes to the fiscal regimes applieatd entities operating in the WCSB and the USesgdo
capital and the liquidity of debt markets; fluctisats in foreign exchange and interest rates, areldther factors considered under “Risk Factors”@ES’
Annual Information Form for the year ended DecenBier2016 and “Risks and Uncertainties” in this MB&

Without limiting the foregoing, the forward-lookingormation contained in this MD&A is expresshatjfied by this cautionary statement.
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BUSINESS OF CES

CES is a leading provider of technically advancedstimable chemical solutions throughout the lifeleyf the oilfield. This
includes total solutions at the drill-bit, at theimt of completion and stimulation, at the wellhestd pump-jack, and finally
through to the pipeline and midstream markétthe drill-bit, CES’ designed drilling fluids enmpass the functions of cleaning
the hole, stabilizing the rock drilled, controllirgubsurface pressures, enhancing drilling rated, @notecting potential
production zones while conserving the environmarthe surrounding surface and subsurface areaheApoint of completion
and stimulation, CES’ designed chemicals form #celi component of fracturing solutions or othernfis of remedial well
stimulation techniques. The shift to horizontadllichg and multi-stage fracturing with long horiziath well completions has been
responsible for significant growth in the drillifilgids and completion and stimulation chemicals kats. At the wellhead and
pump-jack, CES’ designed production and specialigngicals provide down-hole solutions for productiand gathering
infrastructure to maximize production and reducsts®f equipment maintenance. Key solutions irelodrrosion inhibitors,
demulsifiers, HS scavengers, paraffin control products, surfastastale inhibitors, biocides and other specialydpcts.
Further, specialty chemicals are used throughoaitpipeline and midstream industry to aid in hydrboa movement and
manage transportation and processing challengkaling corrosion, wax build-up and,8.
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CES operates in the Western Canadian Sedimentain B&/CSB”) and in several basins throughout theéted States (“US”),
with an emphasis on servicing the ongoing majoousse plays. In Canada, CES operates under tde trames Canadian
Energy Services, PureChem Services (“PureChemimVBtx Energy Services Ltd. (“StimWrx”), Sialco Matals Ltd.
(“Sialco”), Clear Environmental Solutions (“Clearand EQUAL Transport (‘EQUAL"). In the US, CES optes under the
trade names AES Drilling Fluids (“AES”), AES Fraluigls (“AES Frac”), Superior Weighting Products (f&rior Weighting”),
JACAM Chemicals (*JACAM”), and Catalyst Qilfield Baces (“Catalyst”).

The Canadian Energy Services and AES brands atesddcon the design and implementation of drillihgds systems and
completion solutions sold directly to oil and gasqucers. The StimWrx brand provides near mattimidation and
remediation of oil, gas, and injection wells in Wega Canada. The Superior Weighting brand custonag minerals including
barite, which is the weighting agent utilized inghdrilling fluid systems. The JACAM, Catalyst,ieGChem, and Sialco brands
are vertically integrated manufacturers of advarsgmetialty chemicals. In addition to being basithie manufacture of oilfield
chemicals, JACAM, Catalyst, and PureChem have edipgrdistribution channels into the oilfield.

Two complementary business divisions support theratpns and augment the product offerings in tHeéSB. Clear is CES’

environmental division, providing environmental sahing, water management services, and drillingdd waste disposal
services primarily to oil and gas producers activéhe WCSB. EQUAL is CES’ transport division, piding its customers

Management'’s Discussion and Analysis « 2
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with trucks and trailers specifically designed teanthe demanding requirements of off-highway eliffiwork in the WCSB.
EQUAL primarily supports the oilfield chemical basss by hauling, handling, managing, and warehgusioducts.

Led by JACAM’s state of the art laboratory in Siegl Kansas, CES now operates eight separate @litiés across North
America: two in Houston, Texas; two in Midland, Bsx and one in each of Carlyle, Saskatchewan; DBitdish Columbia;

and Calgary, Alberta. In 2015, CES significantlyparded its laboratory capabilities in Calgary witle opening of its new
laboratory and technology center. In the US, CE&in chemical manufacturing and reacting facilgylacated in Sterling,
Kansas with additional low-temperature reacting ahemical blending capabilities in Midland, Texasl ahemical blending
capabilities in Sonora, Texas. In Canada, CESahabemical manufacturing and reacting facility techin Delta, British

Columbia with additional chemical blending capdla located in Carlyle, Saskatchewan and Niskilhe&h. CES also
leverages third party partner relationships toelinnovation in the consumable fluids and chemibakiness.

CES'’ business model is relatively asset light aglires limited re-investment capital to grow. A®sult, CES has been able to
capitalize on the growing market demand for duglifluids and production and specialty chemicaldNwrth America while
generating free cash flow. CES' current dividesxkl preserves the strength of the Company’s balsheet while providing
liquidity to fund potential growth initiatives. CE®ill continue to be protective of its balance shaed prudent with its cash
dividend.

NON-GAAP MEASURES

The accompanying consolidated financial statembat® been prepared in accordance with InternatiBimancial Reporting
Standards (“IFRS”). Certain supplementary infoliotatand measures not recognized under IFRS arepasaded in this
MD&A where management believes they assist theatreimdunderstanding CES’ results. These measueesadculated by CES
on a consistent basis unless otherwise specifieadpfained. These measures do not have a stamddrdieaning under IFRS
and may therefore not be comparable to similar oregsused by other issuers. The non-GAAP measuessirther defined for
use throughout this MD&A as follows:

EBITDAC - is defined as net income (loss) before intetages, depreciation and amortization, gains assde on disposal of
assets, amortization of capitalized deferred firencosts, goodwill impairment, unrealized foregxchange gains and losses,
unrealized derivative gains and losses, stock-ba@sdpensation, and other gains and losses not damesi reflective of
underlying operations. EBITDAC is a metric usedagsess the financial performance of an entity’sams. Management
believes that this metric assists in determinirgy dbility of CES to generate cash from operati@®.TDAC is calculated as
follows:

Three Months Ended

March 31,
$000s 2017 2016
Net income (loss) 7,778  (23,593)
Add back (deduct):
Depreciation on property and equipment in costadés 9,123 9,007
Depreciation on property and equipment in G&A 1,339 1,244
Amortization on intangible assets in G&A 5,937 5,123
Interest expense, net of interest income 6,040 5,809
Amortization of capitalized deferred financing t®s 321 315
Current income taxexpense (recovery) 2,561 (1,546)
Deferred income taxrecovery (2,735) (421)
Stock-based compensation 5,870 6,366
Unrealized foreign exchange (gain) loss (42) 1
Unrealized derivative (gain) loss (620) 4,425
Loss (gain) on disposal of assets 370 (360)
Other finance costs 169
Other (income) loss 4) 231
EBITDAC 36,107 6,601

Management’s Discussion and Analysis * 3
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Funds Flow From Operations- is defined as cash flow from operations befdr@anges in non-cash operating working capital
and represents the Company’s after tax operatialy ltaws. This measure is not intended to be terradtive to cash provided
by operating activities as provided in the consaifid statements of cash flows, comprehensive incomether measures of
financial performance calculated in accordance WHRS. Funds Flow From Operations assists manageams investors in
analyzing operating performance and leverage.

Distributable Earnings—is defined as Funds Flow From Operations less Maarice Capital (the definition of Maintenance
Capital is under “Operational Definitions”). Diktutable Earnings is a measure used by managemdringestors to analyze
the amount of funds available to distribute to shatders before consideration of funds requiredyfomth purposes.

Payout Ratio— is defined as dividends declared as a percemtaDistributable Earnings.

Cash Gross Margin —represents gross margin under IFRS adjusted tad@xahon-cash expenses recorded in cost of sales
including depreciation as it relates to assetscat®m with operations and operating related a@iji and gains and losses on
disposal of assets. Management believes that thisavassists in demonstrating the cash operatiugim of the Company.

Cash General and Administrative Costsrepresents general and administrative costsrUR&RS adjusted to exclude non-cash
expenses recorded in general and administrativis sosh as stock-based compensation and deprecatt amortization as it

relates to assets not associated with operatioth®perating related activities. Management beewt this metric assists in

demonstrating the cash general and administratpereses of the Company.

Cash Interest Expense represents interest expense under IFRS adjustedctude non-cash interest expense related to the
amortization of deferred financing costs on bo# &enior Notes and the Senior Facility. Managerbeli¢ves that this metric
assists in demonstrating the cash interest exp@fshe Company.

OPERATIONAL DEFINITIONS

Operational terms used throughout this MD&A include

Expansion Capital— represents the amount of capital expenditure lha been or will be incurred to grow or expand th
business or would otherwise improve the produatieacity of the operations of the business.

Maintenance Capital- represents the amount of capital expenditurehths been or will be incurred to sustain the aurlevel
of operations.

Canadian Market Share- CES estimates its market share in Canada fairiitsng fluids operations by comparing, on a semi
weekly basis, active rigs where CES was contraittquiovide services to the total active rigs foraféen Canada. The number
of total active rigs for Western Canada is base€anadian Association of Oilwell Drilling Contracso(*CAODC") published
data for Western Canada.

US Market Share- CES estimates its market share in the US fadritbng fluids operations by comparing, on a sesgekly
basis, active rigs where CES was contracted toigeaservices to the total active land rigs in thated States. The number of
total active rigs in the United States is basethenweekly land based Baker Hughes North Americatafg Rig Count.

Operating Days- For its drilling fluids operations, CES estinmits Operating Days, which are revenue generatayg, by
multiplying the average number of active rigs whe&teS was providing drilling fluid services by thamber of days in the
period.

Treatment Points— represents the average estimated number of eiviglis or oilfield sites serviced monthly by CESthe
referenced period with production and specialtynuicals.

Management’s Discussion and Analysis « 4
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FINANCIAL HIGHLIGHTS
Three Months Ended

Summary Financial Results March 31,

($000s, except per share amounts) 2017 2016 % Change

Revenue 252,352 137,149 84%

Gross margin 59,785 23,910 150%
as a percentage of revenue 24% 17%

Cash Gross Margi#® 69,278 32,557 113%
as a percentage of revenue 27% 24%

Income (loss) before taxes 7,604 (25,560) nmf
per share — basic 0.03 (0.12) nmf
per share - diluted 0.03 (0.12) nmf

Net income (loss) 7,778 (23,593) nmf
per share — basic 0.03 (0.11) nmf
per share - diluted 0.03 (0.11) nmf

EBITDAC® 36,107 6,601 447%
per share — basic 0.14 0.03 367%
per share - diluted 0.13 0.03 333%

Funds Flow From Operatioris 27,523 2,338 1077%
per share — basic 0.10 0.01 900%
per share - diluted 0.10 0.01 900%

Dividends declared 1,983 5,079 (61%)
per share 0.0075 0.0230 (67%)

Notes:

!Refer to “Non-GAAP Measures” for further detail.

OVERVIEW OF FINANCIAL AND OPERATIONAL RESULTS
Highlights for the three months ended March 31,7200Q1 2017"), in comparison to the three monthdexhMarch 31, 2016
(“Q1 2016"), for CES are as follows:

The financial results reported herein for Q1 201§ r@flective of the improvement in commodity peddat has led to a
rebound in activity in the oil and gas industry. cbntrast, Q1 2016 presented challenging markaditons for the industry

with oil prices at historical lows and reduced vtyilevels. Although trough pricing levels contimto exist, the increase in
activity has allowed CES to sell higher volumesitefproducts across its rationalized cost strugtarel as a result, the
financial results of CES in Q1 2017 are consisteimtiproved in comparison to the results achieve@1n2016.

CES generated revenue of $252.4 million during Q172 compared to $137.1 million for Q1 2016, arréase of $115.3
million or 84%. EBITDAC for Q1 2017 was $36.1 roth as compared to $6.6 million for Q1 2016, reprdgimig an

increase of $29.5 million or 447%. Year-over-yehe Company’s operating results benefited fromdased activity due to
the improved commodity price environment. Furthem Q1 2017 includes results attributable to teenfan based
Catalyst Acquisition, completed in the third quad&2016, for which there were no associated tesntluded in Q1 2016.
As detailed below, in Q1 2017 all facets of theibess in Canada and the US have made positiveilzotitms to revenue
and EBITDAC.

Revenue generated in the US for Q1 2017 was $1illian compared to $89.8 million for Q1 2016, awwiease of $51.8
million or 58%. This year over year increase iaagsult of the improved market conditions in @IL2 with significant

activity improvement in the drilling fluids busiresmarket share gains in drilling fluids and inGe@& US Treatment Points
particularly in the Permian Basin, as a resulthaf Catalyst Acquisition, for which there were neasated revenues or
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Treatment Points in the comparable period in 20d6he drilling fluids business, the Company conéd to grow market
share in the US with 11% US Market Share in Q1 2@dvpared to 10% in Q1 2016.

Revenue generated in Canada for Q1 2017 was $1ilign compared to $47.3 million for Q1 2016, atiease of $63.4
million or 134%. Throughout the quarter, PureChmmtinued to gain market share in Canada in praglucthemicals as
Canadian Treatment Points have increased 56% fnencamparative period. During Q1 2017, the drillfhgds business
increased its operating days by 102% over Q1 2@h&h outpaced the increase in industry rig cowtigch increased by
65% over Q1 2016. Furthermore, the Company bekefitam a full winter drilling season this year, @smpared to the
early Spring break-up experienced in Q1 2016 whestaeners curtailed spending and prematurely stodpéithg in order
to preserve capital.

In Q1 2017, CES recorded Cash Gross Margin of $68lBon or 27% of revenue, compared to Cash Gidssgin of
$32.6 million or 24% of revenue generated in thmes@eriod last year. Although activity levels hawproved from 2016,
the Company continues to sell its products andiees\at trough pricing levels. CES has yet toizeany meaningful price
increases. The improvement in Cash Gross Margia percentage of revenue in Q1 2017 is evidencéefoperating
leverage in our consumable chemicals business madel is as a result of the positive effects of thst reduction
initiatives taken in 2016, combined with increasetivity levels as CES has come off its fixed doste. Refer to “Non-
GAAP Measures” for further detail on Cash Gross gjtar

CES recorded net income of $7.8 million in Q1 2@E7compared to a net loss of $23.6 million in therpyear. CES
recorded net income per share of $0.03 ($0.03ati)ufor the three months ended March 31, 2017 seassuoet loss per
share of ($0.11) (($0.11) diluted) in Q1 2016. Téspective year-over-year increase in net incaralted from the factors
discussed above offset by higher depreciation amattézation charges.

At March 31, 2017, CES had a net draw of $43.7 tenSenior Facility (December 31, 2016 — net drawniff The
maximum available draw on the Senior Facility atréfa31, 2017, was $150.0 million (December 31, 2018.21.4
million). In response to increased activity levedguiring CES to build working capital, as at theedof this MD&A, the
Company had a net draw of approximately $50.0 omllon its Senior Facility. At March 31, 2017, CESn compliance
with the terms and covenants of its Senior Facility

At March 31, 2017, the Company had $300.0 million wistanding principal on unsecured Senior Notesafuépril 17,
2020 (December 31, 2016 - $300.0 million). The 8eNotes bear interest of 7.375% per annum andeistés payable on
the Senior Notes semi-annually on April 17th andoBer 17th. The Company has the option to redeknofats
outstanding Senior Notes on or after April 17, 201&t March 31, 2017, CES is in compliance with tleems and
covenants of its Senior Notes

CES continues to maintain a strong statement ainfiral position or “balance sheet” with positive m@rking capital of
$267.7 million as at March 31, 2017 (December B1,62— $222.3 million).

During Q1 2017, CES declared monthly dividendslliog$0.0075 per share as compared to $0.023 hmmedor the same
period in 2016. During Q1 2017, the Company’s RéyRatio averaged 8% as compared to 260% in Q1 .2Pdkher
discussion on the Company’s dividend is includethenLiquidity and Capital Resources section of tfhicument.

On April 13, 2017, the Company experienced a firgsaorganoclay plant located at the JACAM mantueing facility in
Sterling, Kansas. The plant was built in 2014, pratluces organoclay used in the Company’s oil-dbasenvert drilling
fluids. Organoclay is an organically modified pbsgilicate, derived from naturally occurring clayn@ral and is used as a
viscosifier for oil-based drilling fluids. The firbas rendered the organoclay plant inoperable; henvehe damage was
limited to this single building. In addition, tleeare no known environmental impacts from the eaedt most importantly
no injuries were reported. The Company’s productemd specialty chemical manufacturing plant ando@ated
warehouses were physically unaffected by this iichnd operational delays to the JACAM facilityrevéimited to a two
day period with minimal impact. While the Compagwrrently has significant organoclay inventory aand, third-party
suppliers will be utilized until the plant is reliuiTo date, there have been no interruptions éostlpply of products to our
drilling fluids divisions and ultimately, our cust@rs, and none are expected at this time. The @oynis fully insured for
this loss, including coverage for any extra expsriseurred on the sourcing of organoclay from thpedty suppliers. As
such it is expected that the financial statemetaich will be minimal and at this time it is estimatto be US$0.3 million,
primarily relating to the insurance deductiblesoagsted with the Company’s insurance coverage.
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RESULTS FOR THE PERIODS

Three Months Ended March 31,

($000s, except per share amounts) 2017 2016 $ Change % Change
Revenue 252,352 137,149 115,203 84%
Cost of sales 192,567 113,239 79,328 %70
Gross margin 59,785 23,910 35,875 150%
Gross margin percentage of revenue 24% 17%

General and administrative expenses 45,440 39,016 6,424 16%
Finance costs 6,745 10,223 (3,478)  (34%)
Other (income) loss 4) 231 352 (102%)
Income (loss) income before taxes 7,604 (25,560) 33,164 mfn
Current income taxexpense (recovery) 2,561 (1,546) 4,107 nmf
Deferred income taxrecovery (2,735) (421) (231 550%
Net income (loss) 7,778 (23,593) 31,371 mfn
Net income (loss) per share — basic 0.03 (0.11) 0.14 mfn
Net income (loss) per share — diluted 0.03 (0.11) 0.14 mfn
EBITDAC® 36,107 6,601 29,506  447%
Common Shares Outstanding 2017 2016 % Change
End of period 264,825,562 222,369,084 19%
Weighted average

- basic 264,169,358 220,928,336 20%

- diluted 272,554,790 220,928,336 23%

As at

Financial Position ($000s) March 31, 2017 December 31, 2016 % Change
Net working capital 267,687 222,323 20%
Total assets 1,074,012 978,959 10%
Long-term financial liabilities? 352,494 306,267 15%
Shareholders’ equity 588,364 568,837 3%

Notes:

! Refer to the “Non-GAAP Measures” for further detail
2Includes long-term portion of the deferred acqissitconsideration, the Senior Facility, the Serfitotesand vehicle and equipment finance
leases.

Revenue and Operating Activities
CES generated revenue of $252.4 million during @172 compared to $137.1 million for Q1 2016, arréase of $115.2
million or 84%. Geographical revenue informatiefating to the Company’s activities is as follows:

Revenue
Three Months Ended March 31,
$000s 2017 2016
Canada 110,659 47,304
United States 141,693 89,845
252,352 137,149

Revenue generated in the US for Q1 2017 was $1aillibn compared to $89.8 million for Q1 2016, arciease of $51.8
million or 58%. This year over year increase is.assult of the improved market conditions in @12 with significant activity
growth in the drilling fluids business, market ghaains in drilling fluids and increased US Treattrieoints particularly in the
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Permian Basin, as a result of the Catalyst Acdaisitfor which there were no associated revenuebreatment Points in the
comparable period in 2016. As noted below, US QjpegeDays increased by 59% quarter over quarteilewhS Treatment
Points increased by 64%. Furthermore, the Compantirmed to gain market share in Q1 2017 as CE&®weth US Market
Share of 11% for the three month period ended Maigt2017, up from 10% in the comparable 2016 perio

Revenue generated in Canada for Q1 2017, was $MilliGn compared to $47.3 million for Q1 2016, ertrease of $63.4
million or 134%. Throughout the quarter, PureChemntinued to gain market share in Canada in prasluathemicals as
Canadian Treatment Points have increased 56% flmmcomparative period. During Q1 2017, the drilliihgids business
increased its operating days by 102% over the coabybea period Q1 2016 while industry rig activitwéds at the drill-bit in
Canada increased 65% from Q1 2016. The Companig\ath Canadian Market Share of 38% for the threathsoended
March 31, 2017, respectively, as compared with 3@f4he three months ended March 31, 2016. CESatgpe maintain its
leading market share but future Canadian MarketreShall continue to fluctuate with the rapidly chging rig count
environment that is being driven by volatility inrocustomers’ risk appetite and spending levels.

Included in revenue generated in Canada for theetimonths ended March 31, 2017, is $4.1 milliori@6 $1.2 million) of
revenue generated by Clear, the Company’s Enviroteth&ervices segment. Clear’s business is leviereldilling activity and
has been positively impacted by the industry rivig levels at the drill-bit in Canada. Furthesrtributing to the increase was
the addition of new technology and service offesiagound waste water management that were delietiesver than historical
margins for the business, resulting in increasgdmae from the comparable periods. The financillts of Clear are otherwise
not material and as such have been aggregatedheittonsolidated results of the Company througtiostMD&A.

A summary of rig counts and Operating Days forttiree months ended March 31, 2017, is as follows:

Three Months Ended

March 31,
2017 2016 % Change
Canada 9,007 4,469 102%
us 7,461 4,697 59%
Total Operating Day$ 16,468 9,166 80%

Notes:
!Based on the quarterly average of CAODC publishedthly data for Western Canada.
2Based on the quarterly average of Baker Hughesighid land data for the United States
Three Months Ended

March 31,
2017 2016 % Change
Canadian industry rig coufit 252 153 65%
US industry rig coun® 719 526 37%

Notes:
! Refer to “Operational Definitions” for further deita

The following table summarizes estimated Treatnfaints during the three months ended March 31, 2&1@ompared to the

same period in 2016:
Three Months Ended

March 31,
2017 201¢ % Change
Canada 6,642 4,264 56%
us 24,977 15,206 64%
Total Treatment Point® 31,619 19,470 62%

Notes:
! Refer to “Operational Definitions” for further deiia
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As evidenced by the graphs below, US Treatmentt®diave continued to trend upwards since the JACXdquisition in
March of 2013 and have increased considerably sulese to the August 1, 2016, Catalyst Acquisitidbanadian Treatment
Points have continued to trend upwards as the Coynpentinues to gain market share.

For the three months ended March 31, 2017, CEStuspomers accounted for the following percentégetal revenue:

Three Months Ended

March 31,

2017 2016
Top five customers as a % of total revenue 27% 21%
Top customer as a % of total revenue 12% 9%

Cost of Sales and Gross Margin

Gross margin represents the operating profit eaomedevenue after deducting the associated cosssles including cost of
products, operational labour, operational relatoreciation, transportation, and all other operatioelated costs. Margins vary
due to a change in the type of products sold, éetive product mix, well type, geographic aread aature of activity (i.e.
drilling fluids, production and specialty chemigadsivironmental, trucking, etc.). Generally, laboasts have less of an impact
on CES’ margins than other cost elements suchaupt costs. Use of consultants and the variabigpoment of compensation
for employees provide CES with a means to managsosal activity swings as well as overall fluctaasi in the demand for
CES’ products and services.

In Q1 2017, CES recorded gross margin of $59.8anilbr 24% of revenue, compared to gross margi$23f9 million or 17%

of revenue generated in the same period last yedpl 2017, CES recorded Cash Gross Margin of $68lBn or 27% of
revenue, compared to Cash Gross Margin of $32.&mibr 24% of revenue generated in the same pédastdyear.
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Cash Gross Margin is calculated as follows:

Three Months Ended

March 31,
$000s 2017 2016
Gross margin 59,785 23,910
as a percentage of revenue 24% 17%
Add back (deduct):
Depreciation included in cost of sales 9,123 9,00°
Loss (gain) on disposal of assets included in ofstles 370 (360)
Cash Gross Margifi’ 69,278 32,557
as a percentage of revenue 27% 24%
Notes:

!Refer to “Non-GAAP Measures” for further detail.

The improvement in Cash Gross Margin as a percerghgevenue in Q1 2017 is a result of the posigiffects of cost reduction
initiatives taken early in 2016 combined with iresed activity levels as CES has come off its figedt base in the drilling
fluids businesses. Although activity levels havegddy improved throughout the industry, pricing gsere from customers
persists and the Company continues to sell itsywrsdand services at trough pricing levels. Wita #éxception of the pass-
through of certain costs like increased labour emehmodity price costs, CES has yet to benefit fammg broad based price
increases to its customers.

General and Administrative Expenses (“G&A”)

The table below details the calculation of Cash ge@inand Administrative Costs, removing stock-basedhpensation and
depreciation and amortization, which are includadgeneral and administrative expenses under IFRS8h General and
Administrative Costs is a more meaningful measdithe general and administrative expenses affec@iB§’ free cash flow.

Three Months Ended

March 31,
$000s 2017 2016
General and administrative expenses 45,440 39,016
as a percentage of revenue 18% 28%
Deduct non-cash expenses included in general &
administrative expenses:
Stock-based compensation 5,870 6,366
Depreciation & amortization 7,276 6,367
Cash General and Administrative Co$ts 32,294 26,283
as a percentage of revenue 13% 19%

Notes:
!Refer to “Non-GAAP Measures” for further detail.

In Q1 2017, CES recorded Cash General and Admatiiatr Costs of $32.3 million or 13% of revenue, paned to Cash
General and Administrative Costs of $26.3 millianl®% of revenue generated in the same period/ésst Cash General and
Administrative Costs as a percentage of revenue bdacreased due to an increase in revenues, ngsintthese fixed costs of
managing the business being distributed over aetargvenue base. In 2016, the Company took actmnationalize Cash
General and Administrative Costs. These cost rémlucheasures included reduced corporate and adnaitive headcounts,
reduced compensation levels, and reductions inretisonary spending. As the industry rebounds iexpected that Cash
General and Administrative Costs will rise as we agéadcount and experience cost inflation. Intaafdiit should be noted
that Cash General and Administrative Costs wereatiegly impacted by the following items in Q1 201%0.5 million in
additional bad debt allowances and $0.9 millionotimer restructuring and legal costs. Finally,tfa three months ended March
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31, 2017, US source Cash General and Administr&osts were positively impacted on translation ®akness in USD versus
CAD over the comparable period in 2016.

Depreciation and Amortization

Depreciation and amortization expenses are includeldoth cost of sales and general and adminiggatixpenses on the
Company’s consolidated statements of income angoemensive income as follows:

Three Months Ended

March 31,
$000s 2017 2016
Depreciation recorded in cost of sales:
Depreciation expense on property and equipment 9,123 9,007
Depreciation and amortization recorded in G&A:
Amortization expense on intangible assets 5,937 5,123
Depreciation expense on property and equipment 1,339 1,244
7,276 6,367
Total depreciation and amortization expense 16,399 15,374

Depreciation of property and equipment and amditineof intangible assets totalled $16.4 milliom €1 2017, as compared to
$15.4 million for the same period in 2016. Therye@er-year increase in depreciation and amortiraéxpense is primarily
attributable to the Company’s continued capitakstment in the expansion of its operations in Caratl the US, as well as
the amortization of the Company’s property and poudnt and intangible assets associated with theigitign of Catalyst, for
which there was none in the comparable period 1620

Finance Costs
For the three months ended March 31, 2017 and Zihbice costs were comprised of the following:

Three Months Ended

March 31,

$000s 2017 2016
Realized foreign exchange (gain) loss (80) 1,31
Unrealized foreign exchange (gain) loss 42)

Realized financial derivative loss (gain) 957 (1,638)
Unrealized financial derivative (gain) loss (620) 4,42
Amortization of debt issue costs and premium 321 31
Interest on debt, net of interest income 6,040 5,80
Other finance costs 169

Finance costs 6,745 10,22

Interest expense

During the three months ended March 31, 2017, eésteexpense included in finance costs consistfitefdst expense on
capitalized lease facilities, the Senior Facilapd the Senior Notes. Amortization of capitalizededred financing costs on both
the Senior Notes and the Senior Facility are inetudh interest expense under IFRS, and in the tablew is deducted from
total interest expense in order to calculate Casdrést Expense.
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Three Months Ended

March 31,
$000s 2017 2016
Total interest expense, net of interest income 6,361 6,124
Deduct non-cash interest expense:
Amortization of debt issue costs and premium 321 315
Cash Interest Expend@ 6,040 5,809
Notes:

!Refer to “Non-GAAP Measures” for further detail.

Year-over-year, interest expense has increasedlaag a result of the increased net draw on timoSe&acility throughout Q1
2017 as compared to Q1 2016, thereby increasiegeisit incurred on outstanding borrowing. Totalriegé expense relating to

the Company’s Senior Notes during the three moettted March 31, 2017 is $5.4 million, consisterthv5.5 million in Q1
2016.

Foreign exchange gains and losses
Finance costs for the three months ended Marct2@17 include a net realized and unrealized foreigchange gain of $0.1

million (2016 — a loss of $1.3 million), primarilselated to foreign exchange gains on the Compab\3® denominated

receivables and cash balances held in Canada.ndth®reign exchange gain was driven by a stremitigeCAD in the first
quarter of 2017.

Derivative gains and losses

Finance costs for Q1 2017 include a net realizebamealized derivative loss of $0.3 million refafito the Company’s foreign
currency derivative contracts as compared with tadeeivative loss of $2.8 million in Q1 2016. A$ March 31, 2017, the

Company had a financial derivative asset of néd%@nillion relating to its outstanding derivativentracts (December 31, 2016
— net asset of $0.02 million and liability of $Grfllion).

CES has a Board approved hedging and derivativieypttiat sets out the guidelines and parametersagement follows when
approaching its risk management strategies. At M&t, 2017, the Company had entered into the fafigvioreign exchange

USD forward purchase and option contracts to mairiagexposure to upcoming USD denominated purchpaesuant to its
Canadian and US operations:

Notional Balance Awverage USDCAD

Period USD$000s Contract Type Settlement Exchange Rate

April 2017 US$3,000 Deliverable Forward Physical Paish $1.3277
May 2017 US$3,000 Deliverable Forward Physical Purehas $1.3275
June 2017 US$3,000 Deliverable Forward Physical Peeha $1.3273
July 2017 US$3,000 Deliverable Forward Physical Puseha $1.3271
August 2017 US$3,000 Deliverable Forward Physical Pase $1.3249
September 2017 US$3,000 Deliverable Forward Physicahase $1.3243
October 2017 US$3,000 Deliverable Forward Physicatirase $1.3238
November 2017 US$3,000 Deliverable Forward Physicadlrase $1.3232
December 2017 US$3,000 Deliverable Forward Physicalifase $1.3224
January 2018 US$3,000 Deliverable Forward Physicaltfage $1.3217
February 2018 US$3,000 Deliverable Forward Physicadlrase $1.3209
March 2018 US$2,000 Deliverable Forward Physical Paseh $1.3223
Total US$35,000 $1.3245
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Current and Deferred Income Taxes
Income tax expense is related to taxable inconm@anada, the US, and Luxembourg. For the three mecenided March 31,
2017 and 2016, income tax expense was compristiak dbllowing:

Three Months Ended

March 31,
$000's 2017 2016
Current income taxexpense (recovery) 2,561 (1,546)
Deferred income taxrecovery (2,735) (421)
Total income taxexpense recovery a74) (1,967)

The Company is currently under audit by the Canddaenue Agency (the “CRA") with respect to its cersion from a

publicly traded limited partnership to a public goration on January 1, 2010 (the “Conversion”). e TBRA has issued a
proposal letter to the Company with respect t@@%$0, 2011 and 2012 taxation years, stating ieniiin to disallow non-capital
losses of approximately $57.7 million and capitzses of approximately $18.7 million. While then@any continues to
believe its returns were correctly filed and it e yet received any Notices of Reassessmentmglé this matter, it has
proposed a settlement offer to the CRA. A currartexpense of $7.0 million was accrued for in tlenPany’s December 31,
2016 consolidated financial statements based orsehlitement proposal for the estimated cash cdateckto the resolution of
this tax dispute on the Conversion. As at March Z117, this amount remains as a current tax payiabthe consolidated
financial statements. See also “Risks and Unc#ita — Income Tax Matters”.

The year-over-year increase in current income igoerse is primarily related to an increase in djjggancome in 2017. The
year-over-year increase in deferred income tax esgés primarily due to a combination of changeth@ntemporary differences
between the carrying amounts of assets and ligsilifor financial reporting purposes and the ameurged for taxation
purposes, including the unrecognized deferred $artarelated to current year US tax losses in 2017.

Net Working Capital

At March 31, 2017, the Company had a net draw & B4n its Senior Facility. CES continued to maiimta strong statement
of financial position or “balance sheet” as at MtaB1, 2017, with positive net working capital @6%.7 million (December 31,
2015 - $222.3 million). The increase in working italpfrom December 31, 2016 is primarily due torg®sed activity levels
across all facets of the business and is compo$é¢lde following: a $65.2 million increase in reeables and a $24.6 million
increase in inventory, offset by a $13.4 milliomuetion in cash, a $2.5 million reduction in prepakpenses, a $22.5 million
increase in accounts payable, a $4.3 million irseea deferred acquisition consideration, and & #iillion increase in income
taxes payable.

Total Long-Term Assets

Total long-term assets of CES increased by $21liiomio $681.1 million at March 31, 2017 from $659million at December

31, 2016. The increase is attributable to the lmmg: assets acquired through the StimWrx Acquisjtishich includes $9.6

million in intangible assets and $18.1 million afaglwill based on the Company’s preliminary purchpsee allocation. This

increase in long-term assets is partially offse¢hvei decline in USD denominated long-term assetganslation as a result of
the CAD strength that has occurred since Decembge2(®16.

Long-Term Financial Liabilities

CES had long-term debt totalling $343.1 millionNérch 31, 2017, compared to $298.8 million at Delsen31, 2016, an
increase of $44.3 million. The increase in longrtetebt is primarily as a result of the Companywéased borrowings on the
Senior Facility during the period, due to the irmged activity and need to build up working capitaimeet growing customer
demands. Additional discussion relating to the @any’s Senior Facility is included in the Liquidignd Capital Resources
section of this MD&A.
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At March 31, 2017, long-term debt liabilities wex@mprised of the following balances:

As at

$000: March 31,2017 December 31, 2016
Senior Facility 44,160
Senior Notes 300,000 300,0¢

344,160 300,0(
Less net unamortized debt iSsue costs (3,366) (3.683)
Add net unamortized debt premium 2,269 2,45
Long-termdek 343,06 298,71

At March 31, 2017, the Company had finance leaskiliiies of $16.3 million, net of the current port of $7.4 million,
representing a total increase of $1.6 million frPecember 31, 2016. Future minimum lease paymartiamding under the
Company’s finance lease obligations are as follows:

$000s

Less than 1lyear 8,045
1-5years 9,340
5+ years -
Total lease payments 17,385
Amount representing implicit interest (1,045)
Finance lease obligations 16,340
Less: current portion of finance lease obligations (7,429)
Long-termfinance lease obligations 8,911

During the three months ended March 31, 2017, tragany made long-term scheduled debt and leasgmeais totaling $2.1
million on its finance leases.

Shareholders’ Equity

Shareholders’ equity increased by $19.5 milliomfr$568.8 million at December 31, 2016 to $588.4iomlat March 31, 2017.
The increase in shareholders’ equity is primarttyilzutable to the issuance of $12.8 million in iggissued as consideration in
conjunction with the StimWrx Acquisition, net ofasle issuance costs, $7.8 million net income forpgéeod, $5.9 million in
contributed surplus related to stock-based compiemsaxpense, and $3.7 million relating to the &®e of equity under the
Company’s stock-based compensation plans. Thedsereas offset by a $2.0 million of dividends desdaby the Company
during the period, $2.8 million reclassified fromntributed surplus for stock-based compensationspland a $5.8 million loss
in accumulated other comprehensive income relatinghe translation of the Company’s wholly-owned DJ8enominated
subsidiaries.

Related Parties

During the three months ended March 31, 2017, GiH®& roperty and equipment with an aggregate nekb@lue of $1.1
million to an employee and a director of the Comypamnd to companies controlled by the respectivpleyee and director, for
proceeds of $0.6 million. These transactions Hzeen accounted for at the exchange amount beingntioeint agreed to by the
related parties.
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QUARTERLY FINANCIAL SUMMARY

Three Months Ended

($000s, except per share amounts) Mar 31, 2017 Dec 31, 2016 Sep 30, 2016 Jun 30, 2016
Revenue 252,352 187,704 145,140 97,733
Gross margin 59,785 39,983 32,134 15,754
Net income (loss ) 7,778 (3,973) (11,387) (25,597)
per share— basic 0.03 (0.02) (0.04) (0.11)
per share— diluted 0.03 (0.02) (0.04) (0.11)
EBITDACY 36,107 23,134 16,580 (689)
per share— basic 0.14 0.09 0.06
per share— diluted 0.13 0.09 0.06
Funds Flow From Operatiorﬁlg 27,523 16,973 11,699 (10,488)
per share— basic 0.10 0.06 0.05 (0.05)
per share— diluted 0.10 0.06 0.05 (0.05)
Dividends declared 1,983 1,965 1,943 1,749
per share 0.0075 0.0075 0.0075 0.0075
Shares Outstanding
End of period 264,825,562 262,300,999 261,665,788 253,867,856
Weighted average — basic 264,169,358 261,840,909 258,964,524 230,573,931
Weighted average — diluted 272,554,790 261,840,909 258,964,524 230,573,931
Three Months Ended
($000s, except per share amounts) Mar 31, 2016 Dec 31, 2015 Sep 30, 2015 Jun 30, 2015
Revenue 137,149 164,958 187,757 163,137
Gross margin 23,910 24,906 41,258 36,264
Net (loss) income (23,593) (114,402) 6,457 1,758
per share— basic (0.11) (0.52) 0.03 0.01
per share— diluted (0.11) (0.52) 0.03 0.01
EBITDAC ™ 6,601 8,473 24,561 19,610
per share— basic 0.03 0.04 0.11 0.09
per share— diluted 0.03 0.04 0.11 0.09
Funds Flow From Operatiori¥ 2,338 7,844 25,375 15,865
per share— basic 0.01 0.04 0.12 0.07
per share— diluted 0.01 0.04 0.11 0.07
Dividends declared 5,079 16,027 18,025 17,949
per share 0.0230 0.0730 0.0825 0.0825
Shares Outstanding
End of period 222,369,084 220,424,818 19,268,309 217,816,380
Weighted average — basic 220,928,336 219,534,188 218,237,459 2A7,8p1
Weighted average — diluted 220,928,336 219,534,188 224,545,092 ,22R234

Notes:

IRefer to the “Non-GAAP Measures” for further detail
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Seasonality of Operations

The Western Canadian drilling industry is subjecséasonality with activity usually peaking durithg winter months in the
first and last quarters of any given calendar ye@s. temperatures rise in the spring, the groursdvthand becomes unstable,
resulting in government road bans which severedyriat activity in the second quarter. These sealktrends typically lead to
quarterly fluctuations in Canadian operating resatid working capital requirements which shoulddesidered in any quarter
over quarter analysis of the Company. The ovesedisonality of the Company’s operations has, aticcamtinue to become
less pronounced as a result of expansion in tharidSncreased diversification of operations awaynfthe drill-bit.

LIQUIDITY AND CAPITAL RESOURCES

Senior Facility

The Company has a syndicated Senior Facility (tBenfor Facility”) which allows the Company to bosmraip to $150.0
million. The Senior Facility matures on Septemp8r 2018 and may be extended by one year uponragréeof the lenders
and the Company. Amounts drawn on the Senior iBadiicur interest at the bank’'s prime rate or U&é rate plus an
applicable pricing margin ranging from 0.75% to(R®& or the Canadian Bankers’ Acceptance rate ot IBOR rate plus an
applicable pricing margin ranging from 1.75% to@®4& The Senior Facility has a standby fee rangiog 0.35% to 0.56%.
The applicable pricing margins are based on amglidicale of Senior Funded Debt to EBITDA ratio. Tdig@igations and
indebtedness under the Senior Facility are sedwyedl of the assets of CES and its subsidiaries.

At March 31, 2017, the Company had a net draw &.B4nillion on its Senior Facility and capitalizédinsaction costs
pertaining to the Senior Facility of $0.5 millioBécember 31, 2016 — net draw of $nil, net of céipid transaction costs of
$0.6 million). The maximum available draw on then®r Facility at March 31, 2017 was $150.0 milli@ecember 31, 2016 —
$121.4 million). As at the date of this MD&A, tH@ompany had a net draw of approximately $50.0 omillon its Senior
Facility. As at March 31, 2017, the Company hadiipee net working capital of $267.7 million as cpaned with $222.3
million at December 31, 2016.

In conjunction with the Senior Facility, CES is gdi to the following financial covenants:
The ratio of Senior Funded Debt to trailing EBITDrAust not exceed 2.25 to 1.00 calculated on a gpfiur-quarter
basis; and
The quarterly ratio of EBITDA to interest expense,a rolling four-quarter basis, must be more than:
1.50:1.00 for the period ending December 31, 2016;
1.75:1.00 for the period ending March 31, 2017; and
2.00:1.00 thereafter.

The relevant definitions of key ratio terms asfegh in the Senior Facility agreement are as fofio
EBITDA is defined as net income before interesteta depreciation and amortization, gains and foesedisposal of
assets, amortization of capitalized deferred financosts, goodwill impairment, unrealized foregxthange gains and
losses, unrealized derivative gains and lossesk4tased compensation, and other gains and losgesonsidered
reflective of underlying operations. EBITDA attrifable to businesses acquired in the period areifiechio be added
to EBITDA.
Senior Funded Debt is defined as Total Net FundebitDas defined below, minus the principal amowving on the
Company’s Senior Notes.
Total Net Funded Debt is defined as all fundedgaitions, liabilities, and indebtedness excludinfieded income tax
liabilities and deferred tax credits, office legsether leases characterized as operating leasésaczrued interest not
yet due and payable. Total Net Funded Debt is mdoced by any unencumbered cash and securitieleposit or
invested with any of the members of the Compangisking syndicate.

The above noted definitions are not recognized uifelRS and are provided strictly for the purpostthe Company’s Senior
Facility covenant calculations.

As at March 31, 2017, and as of the date of thisSMMDCES was in compliance with the terms and covesaf its lending
agreements.
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The Company’s debt covenants are calculated asnisil

As at
$000s March 31, 2017 December 31, 2016
Senior Funded Debt to trailing EBITDA Ratio (Must & 2.25:1.00)
Senior Funded Debt 63,670 4,11
EBITDA for the four quarters ended 84,163 53,9¢
Ratio 0.757 0.00
EBITDA to Interest Expense (Must be > 1.75:1.00)
EBITDA for the four quarters ended 84,163 53,9¢
Interest Expense for the four quarters ended 23,340 23,1t
Ratio 3.606 2.3

Senior Notes

At March 31, 2017, the Company had $300.0 milliératstanding principal on unsecured Senior Notgs ah April 17, 2020
(December 31, 2016 - $300.0 million). The Seniotésdear interest of 7.375% per annum and intesgxstyable on the Senior
Notes semi-annually on April ¥7and October 17 The Senior Notes contain certain early redemptiptions, whereby the
Company can choose to redeem all of or a porticat @arious redemption prices, which include thiegypal amount plus any
accrued and unpaid interest to the applicable retliemdate. The Company has the ability to rede#inofaits outstanding
Senior Notes on or after April 17, 2017. The SemNotes are unsecured, ranking equal in right gihpent to all existing and
future unsecured indebtedness, and have been gerddoy the Company’s current and future subsilatCertain restrictions
exist relating to items such as making restrictaghpents and incurring additional debt. As at thie ddi this MD&A the Senior
Notes were trading over par.

On March 10, 2017, the Company announced its iicierto opportunistically refinance its outstandi@gnior Notes in what
appeared to be a favourable window in the Canadiidnh markets by conducting a private placementiofigthe “Offering”) of
$300.0 million aggregate principal amount Senioisébured Notes due 2025. In conjunction with theef@if), the Company
commenced an offer to purchase (the “Tender Offier’cash any and all of its outstanding $300.0ioml7.375% Senior Notes
from the holders thereof. On March 17, 2017, tllenany elected to terminate its previously annodritender Offer and
withdrew its proposed private placement to fundghechase of the 7.375% Senior Notes due to adveasket conditions.

Other Indebtedness

In addition to the above, CES has non-bank velaag equipment finance leases which are securecdly related asset at a
weighted average interest rate of approximatel2%,land have termination dates ranging from A@Iil2 through June 2021.
At March 31, 2017, outstanding vehicle and equipnigrance lease obligations totalled $16.3 millias compared to $14.7
million at December 31, 2016.
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The following table details the remaining contrattonaturities of the Company’s financial liabilgi@s of March 31, 2017:

Payments Due By Peridd
Less than 3 months

$000s months tolyear 1-2years 2-5years 5+ years Total
Accounts payable and accrued liabilities 104,166 - - - - 104,166
Dividends payabl@ 662 - - - - 662
Income taxes payable - 4,098 - - - 4,098
Deferred acquisition consideration - 8,893 370 150 - 9,413
Senior Note$” - - - 300,000 - 300,000
Interest on Senior Notes 11,063 11,063 22,125 33,187 - 77,438
Finance lease obligations at floating interestgéte 1,398 6,031 5,579 3,332 - 16,340
Office operating leases 1,183 5,145 4,719 6,309 2986 20,342

118,472 35,230 32,793 342,978 2,986 532,459

Notes:

! Payments denominated in foreign currencies haemhbmnslated using the appropriate March 31, 2@kgéhange rate
2 Dividends declared as of March 31, 2017

3 Finance lease obligations reflect principal payneeand excludes any associated interest portion

4 The Senior Notes are due on April 17, 2020

As of the date of this MD&A, management is satidfithat CES has sufficient liquidity and capitaloeces to meet the long-
term payment obligations of its outstanding loand aommitments. CES assesses its requirementsafotat on an ongoing
basis and there can be no guarantee that CES otilhave to obtain additional capital to finance éxpansion plans of the
business or to finance future working capital regmients. In the event that additional capital guneed, based on the market
conditions at the time, it may be difficult to igsadditional equity or increase credit capacity #nedcost of any new capital may
exceed historical norms and/or impose more stringavenants and/or restrictions on CES. CES coesinio focus on
evaluating credit capacity, credit counterpartés liquidity to ensure its ability to be able teehits ongoing commitments and
obligations.

Cash Flows from Operating Activities

For the three months ended March 31, 2017, cashfflam operating activities was an outflow of $34n8lion compared to an
inflow of $37.7 million during the three months exdMarch 31, 2016, with the decrease being prijmad a result of the
change in non-cash working capital, offset by tieréase in net income quarter over quarter.

Funds Flow From Operations takes into consideratttamges in non-cash working capital and repregaet€ompany’s after
tax operating cash flows. For the three months éridarch 31, 2017, Funds Flow From Operations wasmfiow of $27.5
million, compared to $2.3 million for the three ntles ended March 31, 2016. The increase in Funow Flom Operations
from Q1 2016 to Q1 2017 is largely as a resulhefincrease in activity in the quarter and resgltmpact on net operating cash
flows during the fourth quarter.

Three Months Ended

March 31,
$000's 2017 2016
Cash provided by operating activities (34,318) 37,715
Adjust for:
Change in non-cash operating working capital 61,841 (35,377)
Funds Flow From Operatioris 27,523 2,338
Notes:

!Refer to the “Non-GAAP Measures” for further detail
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Cash Flows from Investing Activities

For the three months ended March 31, 2017, net@atflows from investing activities totalled $1918llion, an increase from
the $9.2 million outflow from investing activitieduring the three months ended March 31, 2016, pilynas a result the
increase in cash outflows for business combinatadr$l0.1 million in the current quarter as compate $nil in Q1 2016, and
the increase in investment in property and equipirime@1 2017 compared to Q1 2016 by $2.1 millioraagsult of increased
expansion capital deployed in the quarter.

For the three months ended March 31, 2017, $10lé&bmivas spent on property and equipment (net3B3$nillion in asset
financing and vehicle leases). During the qua®s had $3.9 million of additions related to Mamance Capital and $10.2
million of additions related to Expansion Capitatluding asset and vehicle financing. Notable egpm additions during the
quarter ended March 31, 2017 include: $3.8 milliotrucks and trailers, $2.2 million for warehows® facilities, $1.5 million
in vehicles, $1.1 million for machinery and fieldugpment, $0.9 million for processing equipment,5$fillion for tanks, and
$0.2 million for other expansion additions.

Expansion Capital expenditures in Q1 2017 were ailyn related to the continued expansion of the AM; Catalyst, and
PureChem facilities. Details of investment madprimperty and equipment are as follows:

Three Months Ended

March 31,
$000's 2017 2016
BExpansion Capitd?P 10,212 9,05
Maintenance Capité? 3,865 38
Total investment in property and equipment 14,077 9,43
Asset financing and leases (3,754) (1,102)
Capital expenditures 10,323 8,33
Change in non-cash investing working capital 535 42
Cash used for investment in property and equipment 10,858 8,75

Notes:
! Refer to the “Operational Definitions” for furthatetail.

Historically, the long-term capital investmentsuigqd for CES to execute its business plan aresigpiificant in relation to the
total revenue and EBITDAC generated by the Compamy the majority of capital expenditures are madie discretion of
CES based on the timing and the expected ovetailtrren the investment. For fiscal 2017, CES’seetpd non-acquisition
related capital expenditures are estimated attitis to be approximately $50.0 million, of which aestimated $14.0 million
will be maintenance capital additions, and an esttieh $36.0 million will be for expansion capitab#tns.

Cash Flows from Financing Activities

For the three months ended March 31, 2017, casksflivom financing activities totalled a cash inflaf $40.8 million
compared to a cash outflow of $11.7 million durthg comparative prior year period. This year-oyesir increase in cash
inflows from financing activities is primarily du® the increased draws on the Senior Facility,etffsy the reduced level of
dividends paid in Q1 2017 when compared to Q1 2016.
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CES calculated Distributable Earnings based on &ufidw From Operations and the Payout Ratio basedhe level of
dividends declared as follows:

Three Months Ended

March 31,
$000's 2017 2016
Cash provided by operating activities (34,318) 37,71
Adjust for:
Change in non-cash operating working capital 61,841 (35,377)
Funds Flow From Operatioris 27,523 2,33
less: Maintenance Capit@l (3,865) (383)
Distributable Earning4’ 23,658 1,95
Dividends declared 1,983 5,07
Payout Ratid” 8% 260%
Notes:

! Refer to the “Non-GAAP Measures” for further detail
2 Refer to the “Operational Definitions” for furthedetail.

Distributable Earnings were $23.7 million for thege months ended March 31, 2017, compared with $#lion for the same
period in 2016. During the three months ended WM&, 2017, CES declared monthly dividends totgl0.0075 per share for
the quarter. During the first quarter of 2017, Hagout Ratio was 8% as compared to 260% for theduarter of 2016.

Dividend Policy
The Company declared dividends to holders of comsiames for the three months ended March 31, 2Gilfbllows:

Dividend Dividend  Per Common
$000s except per share amounts Record Date Payment Date Share Total
January Jan 31 Feb 15 $0.0025 660
February Feb 28 Mar 15 $0.0025 661
March Mar 31 Apr 13 $0.0025 662
Total dividends declared during the period $0.0075 1,983

Through the course of the year, monthly dividendslated as a proportion of net income and distaiblet earnings will vary
significantly based on the Company'’s financial paerfance. During periods of relatively strong fin@hperformance, typically
associated with higher activity levels, dividendscldred as a percentage of net income and cashfftow operations will
decrease, and likewise, during periods of relagiwebaker financial performance dividends declaredagpercentage of net
income and cash flow from operations will increadeividends are funded by cash provided by opegasiativities. During
periods of insufficient cash availability, due telatively weaker financial performance or changeshe level of working
capital, dividends may be funded by available aastihrough CES’ credit facilities.

Management and the Board of Directors review thpr@miateness of dividends on a monthly basis takito account
applicable solvency requirements under corporagésiiion; current and anticipated industry comdis; and, particularly,
growth opportunities requiring Expansion Capitadd ananagement’s forecast of Distributable Earniawgd the Payout Ratio.
At this time, CES intends to continue to pay caisfddnds to shareholders, but these dividends arguaranteed. In addition,
future expansion, investments, and acquisitions bejunded internally by withholding a portion afsh flow in conjunction
with, or in replacement of, external sources ofitehguch as debt or the issuance of equity. Eoetktent that CES withholds
cash flow to finance these activities, the amoudrtash dividends to shareholders may be reducdternatively, to the extent
that CES’ sustainable operating after tax cash flmproves, the amount of cash dividends to shadehelmay be increased.
Over the long-term, CES’ business model has histlyi shown it can support a proportion of cashwvfioom operations being
paid out as a dividend as the long-term Expansiapit@l investments and Maintenance Capital experatitrequired for CES
to execute its business plan have not been signifio relation to the total revenue and EBITDAQg=ted.
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Subsequent to March 31, 2017, the Company deckiinedends to holders of common shares in the amo@i$0.0025 per
common share payable on May 15, 2017, for sharehwlof record on April 28, 2017. CES will contintoebe protective of its
balance sheet and provide liquidity to fund potngrowth initiatives by being prudent with its badividend going forward,
particularly if the volatility in the oil price eimonment continues.

Shareholders’ Equity
As of March 31, 2017, CES had a total of 264,828,66mmon shares outstanding. As of the date sfNiD&A, CES had a
total of 264,896,697 common shares outstanding.

Stock-based Compensation,
As at March 31, 2017, a total of 26,482,556 commbares were reserved for issuance under the ConspS8hgre Rights
Incentive Plan, Restricted Share Unit Plan, andciStBettled Director Fee Program, of which 7,653,286nmon shares
remained available for grant.

a) Share Rights Incentive Plan (“SRIP")

At March 31, 2017, a total of 13,819,400 Share Righere outstanding (December 31, 2016 — 14,04%,40@ weighted
average exercise price of $6.32 (assuming all 3RAR exercised at their respective original ezerprice) of which 5,143,066
were exercisable. As of the date of this MD&A, aggregate of 13,746,400 Share Rights remainingtandisg, of which
5,091,066 are exercisable.

b) Restricted Share Unit Plan (“RSU")

At March 31, 2017, a total of 5,009,900 Restrichre Units were outstanding (December 31, 201,8584585) at a weighted
average issuance price of $5.41 none of which wesged. As of the date of this MD&A, an aggregzt8,222,689 Restricted
Share Units remain outstanding, none of which hested.

Commitments
At March 31, 2017, CES had the following additioca@mmitments not included as liabilities on itstestaent of financial
position:

$000s 2017 - 9 months 2018 2019 2020 2021 Total
Office and facility rent 4,892 5,354 3,673 2,166 1,171 17,256

Payments denominated in foreign currencies have easlated using the appropriate March 31, 20kéhenge rate

As of the date of this MD&A, given its financial gition, CES fully anticipates it will be able to stehese commitments.

The Company is involved in litigation and dispugéessing in the normal course of operations. Managgns of the opinion that
any potential litigation it is aware of will not & a material adverse impact on the Company’s @isduposition or results of
operations and therefore the commitment table doesiclude any provisions for any outstandingylition or potential claims.

CRITICAL ACCOUNTING JUDGMENTS AND ESTIMATES

As a routine element of the financial statemenparation process, management is required to makaates and assumptions
based on information available as at the finarstialement date. These estimates and assumptiecs thie reported amounts
of assets and liabilities, and the possible dissl®f contingent assets and liabilities at the ddtthe condensed consolidated
financial statements and the reported amountsvefmge and expenses for the period.

Although estimates and assumptions must be madiegdilve financial statement preparation process,ritanagement’s opinion
that none of the estimates or assumptions werdyhigitertain at the time they were made. The magtificant estimates in
CES’ condensed consolidated financial statements baen set out in the Company’s MD&A for the yeaded December 31,
2016, and its audited annual consolidated finarst&tbments and notes thereto for the year endeenileer 31, 2016.

RECENT ACCOUNTING PRONOUNCEMENTS

There were no new or amended accounting standaridseopretations adopted during the three montided March 31, 2017.
A description of accounting standards and integti@ts that will be adopted by the Company in fatperiods can be found in
the notes to the annual consolidated financiaéstants for the year ended December 31, 2016.
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CORPORATE GOVERNANCE

Disclosure Controls and Procedures (“DC&P”)

DC&P have been designed to provide reasonable assairthat information required to be reported bySAE gathered,
recorded, processed, summarized and reported torsaanagement, including the President and Chiefchtive Officer and
Chief Financial Officer of CES, to allow timely dsions regarding required public disclosure by GESts annual filings,
interim filings, or other reports filed or submite accordance with Canadian securities legigtatio

Internal Controls over Financial Reporting (“ICFR”)

Management of CES is responsible for establishimgraaintaining ICFR for CES to provide reasonakkusance regarding the
reliability of financial reporting and the prepacat of financial statements for external purposesaécordance with IFRS.
There have been no changes to CES’ internal centnedr financial reporting during the three morghsled March 31, 2017
that have materially affected, or are reasonakjlyito materially affect, its internal controlsenfinancial reporting.

In accordance with the provisions of NI 52-109, iMgement has limited the scope of their design ®Qbmpany’s DC&P and
ICFR to exclude controls, policies, and procedwfeSatalyst, which was acquired on August 1, 20M&nagement is currently
reviewing the Catalyst ICFR systems and processdshas not identified any significant design or ratieag deficiencies to
date.

While the President and Chief Executive Officer abbief Financial Officer believe that CES’ disclesucontrols and
procedures (“DC&P”) and ICFR provide a reasonabhkel of assurance that they are effective, theyalbexpect that the
DC&P or ICFR will prevent all errors and fraud. cAntrol system, no matter how well conceived orrafssl, can provide only
reasonable, not absolute, assurance that the nigiedf the control system are met.

For information regarding the corporate governgpaiecies and practices of CES, the reader shouét te CES’ 2016 Annual
Report, CES’ Annual Information Form dated March2®17 in respect of the year ended December 316,281d CES’
Information Circular in respect to the June 16, @@hnual General and Special Meeting of sharehsléach of which are
available on the CES’ SEDAR profile @tvw.sedar.com

RISKS AND UNCERTAINTIES AND NEW DEVELOPMENTS

CES'’ customers are primarily North American oil agab producers. Activity in the oil and gas indy$$ cyclical in nature.
CES is directly affected by fluctuations in thedeand complexity of oil and natural gas explonatand development activity
carried on by its clients. In Canada, drillingieity is seasonal and, in turn, throughout North &ioa it is directly affected by
a variety of factors including: weather; naturadatditers such as floods, tornados, and hurricaitesatural gas, and natural gas
liquids commodity prices; access to capital marketsd government policies including, but not lirditdéo, royalty,
environmental, and industry regulations. Any pngled or significant decrease in energy prices, @win activity, or an
adverse change in government regulations could hasignificant negative impact on exploration aedelopment drilling and
completion activity in North America and, in tuademand for CES’ products and services.

As a provider of technically advanced consumabkntbal solutions throughout the life-cycle of thifield, the volatility in
activity experienced at the drill-bit, fracturingndh completion stages is somewhat muted by the teng-and less variable
revenue generated by CES at the pump-jack and eealllduring the production stage and in the midcastrepipeline and
transportation phases. As CES grows these faddts business, the predictability of its earnirgfould also increase. The
revenue and general market consumption of consenwdi@micals in these market segments is more saablgredictable than
the drilling fluids market, and by all accounts arvolume basis the overall market continues to gratowever, CES is a
relatively new entrant and is much smaller thanldinger, more established competitors in this sp@bes presents opportunities
as well as risks to the overall success CES maigaeln the production and specialty chemical space

Despite the improvement in oil prices, in generigl matural gas liquids and natural gas commodifggs in North America
continue to see weakness, and in general all adiiscounts to comparable world-wide bench-markhkis increases risk to
CES’ customers and reduces their available cash. f@rude prices were depressed in 2016, with Westa3 Intermediate
(“WTI") reaching a low in February 2016 of USD$26/bbl, a price that was last seen in May 2003.p@ides improved in the
last half of 2016 but prices continue to see viitatin the face of both production and supply issugeopolitical forces, and
other macro-economic forces. The forward curve€d7 and 2018 are trading right around USD$50M8t¢h is far below the
USD$100/bbl pricing enjoyed by operators in JulyL20 In addition, many operators in the WCSB hagerbchallenged by
additional crude oil pricing differentials versusnd benchmarks such as Brent and WTI. Furthermtirere is ongoing
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uncertainty around the ability for WCSB producergd¢ach markets given the status of several prappgeeline projects, the
potential for a change to US trade policies, tawrra including a potential Border Adjustment TaxBAT"), and potential
changes to the crude by rail industry in the facgeweral derailments.

Natural gas prices have remained relatively weag&estheir peak in 2008. With gas in storage abiveeyear averages, North
America has most quoted spot prices trading ardu8®$3.00 per MMBtu, and the futures curve for Nyntéenry Hub is
trading below USD$3.00 per MMBtu for 2017 and 2018.

The volatility in the financial markets has impattéhe general availability of both credit and egufinancing in the
marketplace. World-wide political and economic sisdeem to be intensifying and, although there iseroptimism for stronger
economic growth in the US, there are added risksuantertainties around the impact of new policiesppsed by the recently
elected Trump administration, including, but nahited to, the renegotiation of international traageements; the potential
changes to US trade policies; and tax reform iriolwé potential BAT. Despite CES’ successful ismaof equity through the
Offering completed in June 2016, in general siteefall of 2014 there has been a retreat in theggnequity markets and in
particular energy related debt markets as a re$idtwv commodity prices. As demonstrated by CE8hdrawal in March 2017
of its opportunistic attempt to refinance its ocaigting Senior Notes it may prove to be difficuitdar future market conditions
to issue additional equity, maintain or increas&litrcapacity, or re-finance existing credit withsignificant costs. CES is also
reliant on its Senior Facility to fund working ctgdiand other growth initiatives. In the event CiSiders are unable to, or
choose not to continue to fund CES, it would img2itS’ ability to operate until alternative sourcddinancing were obtained,
as access to the Senior Facility is critical to &ffective execution of CES’ business plan. At Ma&l, 2017, CES is in
compliance with terms and covenants of all oférsding agreements.

The Western Canadian drilling industry is subjecséasonality with activity usually peaking duritihg winter months in the
first and fourth quarters of any given calendarrye&s temperatures rise in the spring, the gratimagdvs and becomes unstable,
resulting in government road bans which severedyria activity in the second quarter. These sealtrends typically lead to
quarterly fluctuations in Canadian operating resatid working capital requirements which shoulddesidered in any quarter
over quarter analysis of the Company. Due to fir@nconstraints of our customers, this reduceellef activity will likely
outlast the typical weather constraints on a resiompf drilling activity. As the drilling fluids bsiness expands in the US, and
as the production focused and infrastructure fatwdemical business is built out, it is expecteat the overall seasonality of
the Company’s operations will be less pronounced.

The ability of CES to sell and expand its servied also depend upon the ability to attract anthire qualified personnel as
needed. As the industry recovers from the trougivigy levels of 2016, the demand for skilled emy#es has been increasing
and the supply of top quality, experienced taleast been limited. The unexpected loss of CES’ lerggnnel or the inability to
retain or recruit skilled personnel could have dwnease effect on CES’ results. CES addressesishidy:

attracting well trained and experienced profesdigna

offering competitive compensation at all levels;

ensuring a safe working environment with clearlfirsd standards and procedures; and

offering its employees both internal and exterraihing programs.

CES takes its health, safety, and environmentgloresibilities seriously and has instituted standapalicies, and procedures to
address these risks. In addition, CES maintaisigrance policies with respect to its operationyiping coverage over what it

considers to be material insurable risks. Althotlgdh Company maintains insurance policies, suchramage may not provide

adequate coverage in all circumstances, nor aieli risks insurable. It is possible that the Canyfs insurance coverage will

not be sufficient to address the costs arisingobttie allocation of liabilities and risk of loss.

Significant changes in the oil and gas industryjuding economic conditions, environmental regulasiogovernment policy,
and other factors may adversely affect CES’ abitiby realize the full value of its accounts receleabn addition, a
concentration of credit risk exists in trade acdsumeceivable since they are predominantly with ganies operating in the
WCSB, Texas and the Mid-continent regions, and INa$t regions of the US. CES continues to attémnptitigate the credit
risk associated with its customer receivables byopming credit checks as considered necessaryagiag the amount and
timing of exposure to individual customers, reviegvits credit procedures on a regular basis, ramgwand actively following
up on older accounts, and insuring trade credisnghere deemed appropriate. CES does not angcipy significant issues in
the collection of its customer receivables at time outside of those which have already been dex/for. However, if the low
oil and natural gas price environment persists,ihadcess to capital markets remains weak for GitStomers, there would be
a risk of increased bad debts. It is not possiblhis time to predict the likelihood, or magniguaf this risk.
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The provincial governments of Alberta, British Gwibia, Manitoba, and Saskatchewan collect royattiethe production from
Crown lands. These fiscal royalty regimes areawed and adjusted from time to time by the respeagovernments for
appropriateness and competitiveness. In additiom,Alberta Government has recently implementecirdan levy. Initial
indications are that the carbon levy is an add#tiaost for oil and gas producers in the provintmwever, the exact effect of
the carbon levy and its impact on CES’ businesadsterminable at this time. The potential forufgt changes in these and
other jurisdictions for additional royalties, lesiand other taxes, and other climate change retatex$ is an on-going risk for
the oilfield services sector.

CES’ US footprint and size of operations continteicrease. US expansion provides CES with upsatential and reduces
certain risks through diversification of operatiorisalso exposes the Company to additional sjpei#ks including: integration
risks of the acquired businesses; currency risk witded exposure to fluctuations in the USD; reguyarisks associated with
environmental concerns; and the future impact ofdased regulatory requirements.

The Company and its various subsidiaries are stibjecorporate income and other taxation in varifederal, provincial and
state jurisdictions in Canada, the US, and LuxemrdpouFor the current and historical fiscal yeat®e Company’s and its
subsidiaries’ income tax and other tax returnssatgiect to audits and reassessments by the vadeasion authorities and
where applicable, the Company adjusts previoustpnded tax expense to reflect audit adjustmentse BMieve we have
adequately provided for all income tax obligatiotdowever, changes in facts, circumstances andpirg&tions as a result of
income tax audits, reassessments, litigation veixhauthorities, new tax legislation, or changeadministrative positions of tax
authorities could result in an increase or decré@aghe Company’s provision for income taxes. haligh not quantifiable at
this time, these differences could potentially haveaterial impact on future net income and the gamy’s effective tax rate.

Effective January 1, 2010, Canadian Energy Sendices (the “Partnership”) and Canadian Energy Sewilnc. (the “General

Partner”) completed a transaction with Nevaro Ga@orporation (“Nevaro”) which resulted in the f@rship converting from

a publicly-traded Canadian limited partnership foudlicly-traded corporation formed under the CanBdsiness Corporations
Act. The Conversion resulted in the unitholderstteg Partnership becoming shareholders of CES mdgtlchanges to the
underlying business operations. CES undertoolCtineversion as the limited partnership structuréricted the ability for CES

to grow in the United States. Pursuant to the tediPartnership Agreement in place, only persons whre residents in

Canada, or, if partnerships were Canadian partipe;sim each case for purposes of the Income Tax(@anada), could own
Class A Units of CES. CES proactively assessedrakwoptions available to expand its equity holdirage beyond Canadian
residents. In addition, in order to satisfy coiwdis of the Champion acquisition, CES was requicedlter its legal structure.
The resulting decision of CES was to pursue thevE€mion. The steps pursuant to which the Convergias effected were
structured to be tax deferred to CES and unitheldased on current legislation.

In 2014, the Company received a proposal lettemftbe Canada Revenue Agency (the “CRA”) which state intent to

challenge the Canadian tax consequences of theesion. The CRA’s position is based on the acqaisiof control rules and
the general anti-avoidance rules in the Income A@(Canada). The CRA's proposed reassessmeghsto disallow certain
tax pools, in which CES would have been obligatedeimit cash taxes of approximately $16.0 million the three taxation
years, plus approximately $5.0 million in inter&stDecember 31, 2016. While the Company contirtadselieve its returns
were correctly filed and it has not yet receiveds afiotices of Reassessment relating to this maitdras proposed a
settlement offer to the CRA. A current tax expen§eé7.0 million has been accrued in the Companyésdnber 31, 2016
consolidated financial statements based on thkesetht proposal for the estimated cash cost relatélde resolution of this tax
dispute on the Conversion. As at March 31, 20kig, @amount remains as a current tax payable irctmsolidated financial
statements.

Reference should be made to CES’ Annual Informafiorm dated March 9, 2017 for the year ended Deeeib, 2016, and in
particular to the heading “Risk Factors” for funthiesks associated with the business, operatiams,s&ructure of CES which is
available on CES’ SEDAR profile atww.sedar.com

OUTLOOK

The past two years have been extremely challer@gnGES has navigated through the protracted inddstvnturn. With the
improvement in industry activity in the second hafl2016 and to date in 2017, CES is modestly dptimwith its outlook. If
WTI can remain at or above the USD$50/bbl mark, tredsur customers initiatives are economic andveigtshould continue
to improve in 2017 or at minimum not retrench tstfhalf 2016 levels. As the industry has reb@thCES has gained market
share in all of its segments by demonstrating &iamers the benefits of CES’ technologies, senaog, attention to problem
solving. CES has yet to realize any meaningful giitcreases in the recovery. The improvement ianimal performance is
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evidence of the operating leverage in our consuenabhkemicals business model, and is a direct redutlte cost reduction
initiatives taken in 2016, combined with increasetlvity levels as CES has come off its fixed dueste.

CES believes that over time it can continue to gitsvehare of the oilfield consumable chemical magskn which it competes.
The Catalyst Acquisition in 2016 was another sigaift step forward in this regard as CES sees ¢mmian Basin having the
most near-term opportunities for growth. CES’t&tgy is to utilize its decentralized management efdts vertically integrated
manufacturing model; its problem solving throughesce approach; its patented and proprietary tdolies; and its superior
execution to increase market share. The downtusmtede many middlemen, or competitors who are gimgdellers of other
company’s products, redundant. By being basihérhanufacture of the consumable chemicals it,98ES continues to be
price competitive and a technology leader. Reamrhpetitor consolidations and business failured wibvide further
opportunities for CES in this recovery period. Clilieves that its unique value proposition makehétpremier independent
provider of technically advanced consumable chelnsiclaitions to the North American oilfield.

Emerging from the downturn, CES’ balance sheetab positioned to capitalize on the improving a@lfi activity. In Q1 2017,
CES built positive net working capital and beganitaw on its Senior Facility. As at the date o6thD&A, the Company had
a net draw of approximately $50.0 million on it Facility and its Senior Notes in the amoun®$8D0 million are not due
until April 2020. In 2017, it is expected that HBIAC will exceed expenditures on cash interest,tahexpenditures, and
dividends.

CES will continue to assess M&A opportunities thall improve CES’ competitive position and enharmefitability. Any
acquisitions must meet CES’ stringent financial ampegrational metrics. In its core businesses, CHSfozus on growing
market share, controlling costs, developing or &ogy new technologies, and making strategic investts as required to
position the business to capitalize on the industbpund.

ADDITIONAL INFORMATION

Additional information related to CES can be fouod the System for Electronic Document Analysis dwetrieval
(SEDAR) atwww.sedar.com Information is also accessible on CES’s web sitevww.canadianenergyservices.com
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