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Management’s Discussion & Analysis

Management’s Discussion and Analysis
February 24, 2021

The following Management's Discussion and Analysis (‘MD&A”) of the financial condition, results of operations, and cash flow
of PHX Energy Services Corp. (“PHX Energy” or the “Corporation”) should be read in conjunction with the Corporation’s annual
audited consolidated financial statements for the years ended December 31, 2020 and 2019, and the accompanying notes
contained therein, as well as other sections contained within the Corporation’s 2020 annual report. Readers can also obtain
additional information on the Corporation from its most recent Information Circular and Annual Information Form (“AIF”) filed
on SEDAR at www.sedar.com. This MD&A has been prepared taking into consideration information available up to and
including February 24, 2021.

PHX Energy’s audited annual financial statements for the years ended December 31, 2020 and 2019 have been prepared in
accordance with International Financial Reporting Standards (“IFRS”). The MD&A and audited annual financial statements
were reviewed by PHX Energy’s Audit Committee and approved by PHX Energy’s Board of Directors (the “Board”) on February
24, 2021.

Cautionary Statement Regarding Forward-Looking Information and
Statements

This MD&A contains certain forward-looking information and statements within the meaning of applicable securities laws. The use

of "expect”, "anticipate”, "continue", "estimate", "objective", "ongoing

, "may", "will", "project", "could", "should", "can", "believe",

"plans", "intends", "strategy" and similar expressions are intended to identify forward-looking information or statements.

The forward-looking information and statements included in this MD&A are not guarantees of future performance and should
not be unduly relied upon. These statements and information involve known and unknown risks, uncertainties and other factors
that may cause actual results or events to differ materially from those anticipated in such forward-looking statements and
information. The Corporation believes the expectations reflected in such forward-looking statements and information are
reasonable, but no assurance can be given that these expectations will prove to be correct. Such forward-looking statements
and information included in this MD&A should not be unduly relied upon. These forward-looking statements and information
speak only as of the date of this MD&A.
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In particular, forward-looking information and statements contained in this MD&A include, without limitation:

o The anticipated continuing impact of COVID-19 on the Corporation’s operations, results and the Corporation’s
planned responses thereto;

e The anticipated closing of the transaction to sell the Russian division in the second quarter of 2021 and the terms of
this transaction;

e Anticipated continuation of the Corporation’s current dividend program;

e  Equipment on order as at December 31, 2020 is expected to be delivered within the first half of 2021;

e PHX Energy currently anticipates that $15 million in capital expenditures will be spent in the 2021-year. The 2021
capital expenditure program is anticipated to principally be allocated toward maintaining the Corporation’s high
performance fleets;

o Peters & Co. Limited forecasts 2021 Canadian conventional capital spending to increase by approximately 19
percent over 2020;

o  (Capital spending for the most active operators in the US in 2020 was estimated by Peters & Co. Limited to be 48
percent lower than in 2019. They forecast in 2021 capital spending for the most active US operators will remain
relatively flat.

o Planned expenditures are expected to be financed primarily by funds from operations. However, if a sustained period
of market and commodity price uncertainty and financial market volatility persists in 2021, the Corporation's activity
levels, cash flows and access to credit may be negatively impacted, in which event the proceeds from borrowing
may be required to fund operations, and the expenditure level would be reduced accordingly;

e PHX Energy has made efforts to preserve its presence in Albania with minimal fixed costs anticipated during this
dormant period; and,

The above are stated under the headings: “Overall Performance”, “Industry Activity & Statistics”, and “Cash Requirements for
Capital Expenditures”. In addition, all information contained within the “Critical Accounting Estimates and Judgments”,
“Financial Instruments”, “Business Risk Factors” and “Outlook” sections of this MD&A may contain forward-looking information

and statements.

In addition to other material factors, expectations and assumptions which may be identified in this MD&A and other continuous
disclosure documents of the Corporation referenced herein, assumptions have been made in respect of such forward-looking
statements and information regarding, among other things: the Corporation will continue to conduct its operations in a manner
consistent with past operations; the general continuance of current industry conditions; anticipated financial performance,
business prospects, impact of competition, strategies, the general stability of the economic and political environment in which
the Corporation operates; the continuing impact of COVID-19 on the global economy, specifically trade, manufacturing, supply
chain and energy consumption, among other things and the resulting impact on the Corporation’s operations and future results

which remain uncertain, exchange and interest rates; the continuance of existing (and in certain circumstances, the
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implementation of proposed) tax, royalty and regulatory regimes; the sufficiency of budgeted capital expenditures in carrying
out planned activities; the availability and cost of labour and services and the adequacy of cash flow; debt and ability to obtain
financing on acceptable terms to fund its planned expenditures, which are subject to change based on commodity prices;
market conditions and future oil and natural gas prices; and potential timing delays. Although management considers these
material factors, expectations, and assumptions to be reasonable based on information currently available to it, no assurance

can be given that they will prove to be correct.

Readers are cautioned that the foregoing lists of factors are not exhaustive. Additional information on these and other factors
that could affect the Corporation's operations and financial results are included in reports on file with the Canadian Securities
Regulatory Authorities and may be accessed through the SEDAR website (www.sedar.com) or at the Corporation's website.
The forward-looking statements and information contained in this MD&A are expressly qualified by this cautionary statement.
The Corporation does not undertake any obligation to publicly update or revise any forward-looking statements or information,

whether as a result of new information, future events or otherwise, except as may be required by applicable securities laws.

About PHX Energy Services Corp.

The Corporation, through its directional drilling subsidiary entities, provides horizontal and directional drilling technology and

services to oil and natural gas producing companies in Canada, the US, Russia, and Albania.

PHX Energy’s Canadian directional drilling operations are conducted through Phoenix Technology Services LP. The Corporation
maintains its corporate head office, research and development, Canadian sales, service and operational centres in Calgary,
Alberta. In addition, PHX Energy has a facility in Estevan, Saskatchewan. PHX Energy’s US operations, conducted through the
Corporation’s wholly-owned subsidiary, Phoenix Technology Services USA Inc. (“Phoenix USA”), is headquartered in Houston,
Texas. Phoenix USA has sales and service facilities in Houston, Texas; Casper, Wyoming; Midland, Texas; and Oklahoma City,
Oklahoma. Internationally, PHX Energy has sales offices and service facilities in Albania and Russia, and administrative offices

in Nicosia, Cyprus and Luxembourg City, Luxembourg.

In the fourth quarter of 2020, management, with approval from the Board, committed to a plan to sell the Russian division
operating under the entity, Phoenix TSR LLC (“Phoenix TSR”).

As at December 31, 2020, PHX Energy had 438 full-time employees (2019 — 835) and the Corporation utilized over 150
additional field consultants in 2020 (2019 - over 150).

The common shares of PHX Energy trade on the Toronto Stock Exchange under the symbol PHX.
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Financial Highlights

(Stated in thousands of dollars except per share amounts, percentages and shares outstanding)
Three-month periods ended December 31,

Years ended December 31,

2020 2019 2020 2019

Operating Results - Continuing Operations  (unaudited)  (unaudited)
Revenue 54,805 90,060 233,734 349,715
Earnings (loss) 2,028 (839) (6,878) 867
Eamings (loss) per share — diluted 0.04 (0.02) (0.13) 0.02
Adjusted EBITDA () 8,502 12,693 39,217 51,139
Adjusted EBITDA () per share — diluted 0.17 0.23 0.75 0.90
Adjusted EBITDA (" as a percentage of

revenue 16% 14% 17% 15%
Cash Flow - Continuing Operations
Cash flows from operating activities 9,552 9,741 67,945 51,972
Funds from operations (") 7,118 11,814 35,196 48,037
Funds from operations per share - diluted (! 0.14 0.21 0.67 0.84
Capital expenditures 3,602 5,417 25,680 34,007
Free cash flow (! 3,165 6,737 21,773 31,011
Financial Position, December 31,
Working capital (! 55,524 68,393
Net Debt (1@ (25,746) 14,710
Shareholders’ equity 132,033 148,944

Common shares outstanding

50,625,920 53,246,420

n.m. - not meaningful

(1 Non-GAAP measure that does not have any standardized meaning under IFRS and therefore may not be comparable to similar measures presented by
other entities. Refer to non-GAAP measures section that follows the Outlook section of this MD&A.
@ As at December 31, 2020, the Corporation had no bank loans outstanding and was in a cash positive position.

Non-GAAP Measures

Throughout this MD&A, PHX Energy uses certain measures to analyze operational and financial performance that do not have
standardized meanings prescribed under Canadian generally accepted accounting principles (“GAAP”). These non-GAAP
measures include adjusted EBITDA, adjusted EBITDA per share, debt to covenant EBITDA, funds from operations, funds from
operations per share, free cash flow, net debt, and working capital. Management believes that these measures provide
supplemental financial information that is useful in the evaluation of the Corporation’s operations and are commonly used by
other oil and natural gas service companies. Investors should be cautioned, however, that these measures should not be
construed as alternatives to measures determined in accordance with GAAP as an indicator of PHX Energy’s performance.
The Corporation’s method of calculating these measures may differ from that of other organizations, and accordingly, such

measures may not be comparable. Please refer to the “Non-GAAP Measures” section following the Outlook section of this

MD&A for applicable definitions, rational for use, method of calculation and reconciliations where applicable.
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Overall Performance

In 2020, PHX Energy strengthened its financial position, eliminated all bank loans, re-purchased shares under its Normal
Course Issuer Bid (“NCIB”), operated with positive margins, and achieved positive adjusted EBITDA that was only 23 percent
lower than 2019. However, like other service providers in the oil and natural gas sector, the Corporation suffered a significant
decline in the demand for its services due to the negative impact of COVID-19 on commodity prices and the associated

reduction in the industry’s capital spending and drilling activity.

For the year ended December 31, 2020, the Corporation generated consolidated revenue from continuing operations of $233.7
million, 33 percent lower than the $349.7 million generated in 2019 and consolidated operating days related to continuing
operations decreased by 35 percent to 15,676 days in the 2020-year as compared to 23,952 days in the 2019-year. Aligning
the Corporation’s cost structure with activity levels was a key strategy and numerous cost-reducing initiatives were
implemented. As a result of the Corporation’s successful execution of these measures during the year, PHX Energy’s adjusted
EBITDA as a percentage of revenue improved to 17 percent of revenue in the 2020-year from 15 percent in the 2019-year.
For the year ended December 31, 2020, the Corporation realized an adjusted EBITDA from continuing operations of $39.2
million which is 23 percent lower than the $51.1 million reported in 2019. Adjusted EBITDA in the 2020-year includes a provision
of $1.5 million for bad debts and $5.4 million in government grants earned as part of the Canada Emergency Wage Subsidy
(“CEWS”) and the Canada Emergency Rental Subsidy (“CERS”) programs.

For the year ended December 31, 2020, PHX Energy reported a loss from continuing operations of $6.9 million compared to
earnings from continuing operations of $0.9 million in the 2019-year. The loss incurred during the 2020-year included pre-tax
charges of $10.7 million related to impairment losses on goodwill and drilling and other equipment, and $1.9 million in

severance costs.

The Corporation continued to maintain a strong financial position ending the 2020-year with a cash and cash equivalents
balance of $25.7 million and no bank loans outstanding. For the year ended December 31, 2020, the Corporation’s free cash

flow was $21.8 million as compared to $31 million realized in the 2019-year.

Responding to COVID-19

On March 11, 2020, the World Health Organization declared the novel coronavirus or COVID-19 a global pandemic and the
Corporation adopted heightened safety protocols as a result of COVID-19. At present, the Corporation’s business is considered
essential in Canada and the US given the important role that PHX Energy’s activities play in the delivery of cil and natural gas
to North American markets. The Corporation anticipates that changes to work practices and other restrictions put in place by
governments and health authorities in response to COVID-19 will continue to have an impact on business activities going

forward.
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COVID-19 has had a significant impact on the global economy and has resulted in a substantial weakening of global oil prices
and global oil demand. The Corporation continued to experience reduced drilling activity in the fourth quarter of 2020 compared
to 2019 due to the prevailing economic and industry conditions driven by COVID-19. There are many variables and
uncertainties regarding COVID-19, including the duration and magnitude of the disruption in the oil and natural gas industry.
As such, it is not possible to precisely estimate the impact of the COVID-19 pandemic on the Corporation’s financial condition
and operations. Management has been proactive in mitigating these risks, aligning costs with projected revenues and
protecting profit margins. Management restructured its business costs, primarily during the second quarter, in line with
decreasing drilling activity in North America, which included the unfortunate necessity to decrease the size of its workforce as
well as actions to lower labour rates, reduce rental costs, and maximize discounts and efficiencies within the supply chain. The
Corporation continues to monitor, evaluate and adjust its business costs in line with drilling activity in North America and will
continue to implement changes as required. In addition, the Corporation will continue to utilize various government assistance

programs available for businesses in North America.

The Corporation has remained diligent in protecting its balance sheet and retains financial flexibility with significant liquidity on
its credit facilities. As at December 31, 2020, the Corporation has working capital of $55.5 million and has approximately CAD
$65 million and USD $15 million available from its credit facilities, subject to a borrowing base limit of $76 million. The
Corporation minimized new capital expenditures in 2020 wherever it is was prudent to do so and will continue with a
conservative approach to spending in 2021. Additional information regarding the risks, uncertainties and impact of COVID-19
on the Corporation’s business can be found throughout this MD&A, including under the headings “Capital Spending”,
“Operating Costs and Expenses”, “Critical Accounting Estimates”, “Business Risk factors — Impact of Pandemics — COVID-
19", and “Outlook”.

Assets Held for Sale and Discontinued Operations
In the fourth quarter of 2020, management, with approval from the Board, committed to a plan to sell the Russian division,

Phoenix TSR. As at December 31, 2020, the operations of Phoenix TSR had not been sold, however, management anticipates
the operations will be sold early in the second quarter of 2021. Accordingly, for the year ended December 31, 2020, net assets
with a carrying value of $3.5 million owned by Phoenix TSR have been classified as assets held for sale and liabilities directly
associated with assets held for sale and the financial results of Phoenix TSR have been presented as discontinued operations.
The decision to sell the division is not anticipated to have a significant impact on the continuing operations of the Corporation.
For the three-month period ended December 31, 2020, the Russian division incurred adjusted EBITDA of negative $48
thousand (2019 — negative $0.3 million). For the 2020-year, the Russian division incurred adjusted EBITDA of $0.7 million
(2019 — negative $0.8 million). While the closing of this transaction is expected in the second quarter of 2021, there can be no

assurance that the sale of the Russian division will be complete on the terms anticipated or at all.
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Capital Spending

For the year ended December 31, 2020, the Corporation spent $25.7 million in capital expenditures, as compared to $34 million
in capital expenditures in the previous year. Due to COVID-19's impact on rig counts in North America, the Corporation reduced
new capital expenditures at the beginning of the second quarter of 2020. Capital expenditures in the 2020-year were primarily
directed towards Atlas High Performance (“Atlas”) Motors, Velocity Real Time Systems (“Velocity”), and PowerDrive Orbit
Rotary Steerable Systems (“RSS”). Of the total capital expenditures, $17.7 million was spent on growing the Corporation’s
fleet of drilling equipment (2019 - $22.7 million) and the remaining $8 million was spent on maintenance of the current fleet of
drilling and other equipment (2019 - $11.3 million).

As at December 31, 2020, the Corporation has capital commitments to purchase drilling and other equipment for $11.5 million,
$7 million of which is growth capital and includes $5.7 million for performance drilling motors, $3.8 million for Velocity systems,
$1.1 million for RSS, and $0.9 million for other equipment. PHX Energy currently anticipates that $15 million in capital
expenditures will be spent in the 2021-year of which $8 million will be for maintenance of existing drilling and other equipment

and $7 million for growth capital.

Capital expenditures since 2015 have primarily been dedicated toward expanding and growing the capacity of the high
performance fleets. In addition to the Corporation’s fleet of conventional measurement while drilling (“MWD”) systems and
drilling motors, the Corporation possesses approximately 400 Atlas motors, comprised of various configurations including its
7.25",5.13",5.76", 8" and 9" Atlas motors, 77 Velocity systems, and 18 PowerDrive Orbit RSS, the largest independent fleet

in North America.

Dividends

In light of the Corporation’s balance sheet strength and improving adjusted EBITDA margins, in December 2020, the Board
approved the reinstatement of the Corporation’s quarterly dividend program. Dividends are only declared once they are
approved by the Board. The Board reviews the Corporation’s dividend policy on a quarterly basis. On December 7, 2020, PHX
Energy declared a cash dividend of $0.025 per common share, and $1.3 million was paid on January 15, 2021 to shareholders

of record at the close of business on December 31, 2020.

Normal Course Issuer Bid
During the third quarter of 2020, the Toronto Stock Exchange (“TSX”) approved the renewal of PHX Energy’s NCIB to purchase

for cancellation, from time-to-time, up to a maximum of 3,131,388 common shares, representing 10 percent of the Corporation’s
public float of Common Shares as at July 31, 2020. The NCIB commenced on August 14, 2020 and will terminate on August 13,
2021. Purchases of common shares are to be made on the open market through the facilities of the TSX and through alternative
trading systems. The price which PHX Energy is to pay for any common shares purchased is to be at the prevailing market price

on the TSX or alternate trading systems at the time of such purchase. Pursuant to the current NCIB, subsequent to August 14,
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2020, 2,670,500 common shares were purchased by the Corporation and cancelled as at December 31, 2020. Subsequent to
December 31, 2020, the Corporation purchased and cancelled the remaining 460,888 common shares eligible for repurchase
under the current NCIB program.

The Corporation’s previous NCIB commenced on August 9, 2019 and terminated on August 8, 2020. Pursuant to the previous
NCIB, the 2,524,500 common shares eligible for repurchase were purchased and cancelled by the Corporation in the second
half of 2019.

PHX Energy has continued to use NCIBs as an additional tool to enhance total long-term shareholder returns in conjunction with
management’s disciplined capital allocation strategy. In 2020, the Corporation purchased and cancelled 5 percent of its total

common shares outstanding as at December 31, 2019, representing 11 percent of funds from operations.

Key Drivers of the Corporation’s Business

PHX Energy considers the following to be the key drivers of its business:

o  World demand for natural gas and oil commodities directly affect oil and natural gas prices. These in turn have a
direct impact on the Corporation’s customers’ level of cash flows and their ability to fund capital drilling programs
with the use of debt or equity financing, ultimately impacting PHX Energy’s activity levels.

o  New drilling technologies must be continually developed for the Corporation to further expand and meet the ongoing
demands from its customers, oil and natural gas producing companies, for greater operating efficiencies.

e Superior customer service and satisfaction must be delivered and achieved consistently in order to retain business.

e The Corporation must attract, train and retain key personnel in order to ensure future growth.

Key Performance Measures
There are several performance measures that are used by the Corporation to assess its performance relative to its strategies

and goals, the most significant of which are:
o Adjusted EBITDA®M and adjusted EBITDA(" as a percentage of revenue;
e gross profit margin;
e netdebt (),
o the reliability of the Corporation’s equipment and ability to provide high quality services in the field, and

e health and safety performance targets.

(1) Non-GAAP measure that does not have any standardized meaning under IFRS and therefore may not be comparable to similar measures presented by
other entities. Refer to non-GAAP measures section that follows the Outlook section of this MD&A.
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Industry Activity and Statistics

In 2020, the North American industry experienced the worst downturn in its history with rig counts dropping to all-time lows.

This unprecedented decline and volatility were, in part, the result of COVID-19's impact on the global economy, energy demand
and the decline in commodity prices.

Commodity Price Trends

The COVID-19 pandemic’s impact on the global economy and energy demand led the already historically weak commodity
prices to fall further. The average Western Texas Intermediate (“WTI") price was approximately USD $39 for the year (2019 —
USD $57), which is the lowest it has been since 2002. The average price of Western Canadian Select (‘WCS”) was USD $27
in 2020 (2019 — USD $44). The average differential between WTI and WCS remained relatively consistent with the prior year
and was USD $12 in both 2020 and 2019. (Source: Peters & Co. Limited, Energy Statistics, 12-31-2020 and Alberta
Government Economic Dashboard - https://economicdashboard.alberta.ca/QilPrice).

WTI and WCS Crude Oil and WCS Differential ($US/bbl)

Source: Alberta Government Economic Dashboard - https://economicdashboard.alberta.ca/OilPrice
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Natural gas commodity prices over the past few years have experienced significant volatility and 2020 added to the uncertainty
of the natural gas market. The Henry Hub spot price in 2020 averaged USD $1.98 in 2020 (2019 — USD $2.57) while AECO-



PHX Energy Services Corp. | 2020 Annual Report

C spot averaged CAD $2.24 in 2020 (2019 — CAD $1.78). Although, the Canadian gas prices did strengthen year-over-year,
there is an oversupply in this market. (Source Peters & Co. Limited, Winter 2021 Energy Overview 01-12-21 and Peters & Co.
Limited, Energy Statistics, 12-31-2020).

Canadian Industry

WCSB Active Drilling Rig Count

Source: Baker Hughes, North American Rotary Rig Count, 12-31-20
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The Canadian market has been challenged for some time and has experienced weak activity levels for several years. In 2020,
when COVID-19 became a global pandemic it compounded these challenges and the rig counts plummeted to new 35-year
lows. In 2020, there was an average of 89 active rigs per day which is 34 percent fewer than the 134 rigs operating on average
in 2019. Horizontal and directional drilling continues to be the norm in the industry, and combined, horizontal and directional
wells represented 95 percent of the total 2020 industry drilling days (2019 — 96 percent). Oil well drilling represented 52 percent
of the Canadian industry’s average active rig count in 2020 which is slightly less than the 62 percent in 2019. (Source: Daily
Oil Bulletin, hz-dir days 201231, 01-09-2020 and Baker Hughes, North American Rotary Rig Count, 12-31-20).

Canadian producers’ conventional capital spending also declined approximately 31 percent year-over-year according to Peters
& Co. Limited, and they forecast that 2021 conventional capital spending to increase by approximately 19 percent, which would

still be below capital spending in 2019. (Source: Peters & Co. Limited, Winter 2021 Energy Overview, 01-12-21).
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US Industry

The COVID-19 pandemic also caused the US rig counts to fall to historic lows, with active rigs per day reaching their lowest
level in history during the summer. The average rig count fell 51 percent to 433 rigs operating per day in the 2020-year, as
compared to an average of 889 rigs in 2019. From mid-March to August the number of active rigs fell 70 percent. A recovery
did begin in late August with the rig count increasing by an average of 5 rigs per week however in December activity remained
57 percent below the year prior. The Permian basin continued to be the largest area of activity in the US, representing 51
percent of the average active rigs in 2020 (2019 - 47 percent). Horizontal and directional drilling continued to represent 95
percent of active rigs (2019 - 94 percent). (Source: Peters & Co. Limited, Energy Overview 2020, 01-13-20 and Baker Hughes,
North American Rotary Rig Count, 01-24-20).

Capital spending for the most active operators in the US in 2020 was estimated by Peters & Co. Limited to be 48 percent lower
than in 2019. They forecast in 2021 capital spending for the most active US operators will remain relatively flat. (Source: Peters
& Co. Limited, Energy Overview 2020, 01-13-20).

US Active Drilling Rig Count

Baker Hughes, North American Rotary Rig Count, 12-31-20
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Results of Continuing Operations
Three-Month Period and Year Ended December 31, 2020

Revenue

(Stated in thousands of dollars)

Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change
Revenue 54,805 90,060 (39) 233,734 349,715 (33)

The negative impact of the COVID-19 pandemic on global oil demand and industry activity persisted through the fourth quarter
of 2020. For the three-month period ended December 31, 2020, consolidated revenue decreased by 39 percent to $54.8
million compared to $90.1 million in the corresponding 2019-quarter. Consolidated operating days decreased by 32 percent
to 3,956 days in the fourth quarter of 2020 from 5,789 days in the 2019-quarter. Average consolidated revenue per day for the
three-month period ended December 31, 2020, excluding the motor rental division in the US, decreased to $13,520 which is 9
percent lower compared to the $14,827 realized in the fourth quarter of 2019. US revenue represented 77 percent of total

consolidated revenue in the 2020 three-month period compared to 80 percent in the corresponding 2019-quarter.

Prior to COVID 19, the Canadian and US industries were on divergent paths, with the Canadian industry already facing
challenges and low activity levels whereas the US had a more stable industry environment. As a result, the US rig count's
decline was far steeper in the fourth quarter of 2020 than that of the Canadian rig count. In the US, the rig count declined by
61 percent from an average of 794 active rigs per day in the 2019-quarter to an average of 311 in the 2020-quarter. In Canada
the quarter-over-quarter decrease was 36 percent with 89 active rigs per day in the fourth quarter of 2020 (2019 - 138 rigs).
The Permian basin remained the most active play in North America representing 38 percent of the North American rig count.
There was an average of 153 active Permian rigs in the fourth quarter of 2020, which is 53 percent lower than in the fourth
quarter of 2019. Horizontal and directional drilling continues to dominate the market representing approximately 94 percent of

the drilling activity in the US and 97 percent of activity in Canada. (Source: Daily Oil Bulletin and Baker Hughes).

For the year ended December 31, 2020, PHX Energy’s consolidated revenue decreased by 33 percent to $233.7 million from
revenue of $349.7 million in 2019. US revenue as a percentage of consolidated revenue was 79 percent for the 2020-year
compared to 77 percent in 2019. There were 15,676 consolidated operating days in the 2020-year, which is 35 percent lower
compared to the 23,952 days generated in 2019. Average consolidated revenue per day for the year ended December 31,
2020, excluding the motor rental division in the US, increased by 3 percent to $14,322 from $13,891 in 2019. Despite the
industry downturn and decline in operating activity, the average revenue per day improved due to the increased efficiencies

and greater utilization of PHX Energy’s high performance technologies.
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Operating Costs and Expenses

(Stated in thousands of dollars except percentages)

Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change

Direct costs 47123 77,635 (39) 201,698 296,832 (32)
Gross profit as a percentage of revenue 14% 14% 14% 15%
Depreciation & amortization (included in direct costs) 6,453 9,170 (30) 27,975 37,827 (26)
Depreciation & amortization right-of-use asset

(included in direct costs) 838 889 (6) 3,555 3,503 1
Gross profit as percentage of revenue

excluding depreciation & amortization 27% 25% 27% 27%

Direct costs are comprised of field and shop expenses and include depreciation and amortization of the Corporation’s
equipment and right-of-use assets. For the three-month period and year ended December 31, 2020, direct costs decreased
by 39 and 32 percent, respectively, primarily as a result of lower activity in all of the Corporation’s operating segments. In
addition, for the 2020 three and twelve-month periods, government grants of $1.6 million and $3 million, respectively, that were

earned as part of the CEWS and CERS programs, were recognized by the Corporation in direct costs.

The Corporation’s depreciation and amortization on drilling and other equipment for the three-month period and year ended
December 31, 2020, decreased by 30 percent and 26 percent, respectively, mainly due to the slower replacement of fully

depreciated fixed assets.

Gross profit as a percentage of revenue excluding depreciation and amortization for the three-month period ended December
31, 2020 increased to 27 percent of revenue from 25 percent in the comparable 2019-period. On an annual basis, gross profit
as a percentage of revenue excluding depreciation and amortization was flat at 27 percent in both 2020 and 2019. Despite
the volatility in oil prices and the significant reduction in activity levels, management was able to maintain gross profit margins
through government grant support, effective cost restructuring, and maintaining cost efficiencies in all major aspects of the
Corporation’s operations, particularly related to equipment repair costs and equipment rentals. Many difficult decisions,
including reductions to staff levels and employee compensation, were made throughout the year, which resulted in $0.9 million

of severance costs being incurred and included in direct costs in 2020.
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(Stated in thousands of dollars except percentages)

Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change
Selling, general and administrative (“SG&A”) costs 7,833 9,966 (21) 26,855 43,391 (38)
Equity-settled share-based payments
(included in SG&A costs) 28 52 (46) 242 612 (60)
Cash-settled share-based payments
(included in SG&A costs) 3,033 1,743 74 1,889 6,819 (72)
SG&A costs excluding share- based payments
as a percentage of revenue 9% 9% 11% 10%

For the three-month period and year ended December 31, 2020, SG&A costs were $7.8 million and $26.9 million, respectively,
as compared to $10 million and $43.4 million in the corresponding 2019-periods. The decrease in SG&A costs in both 2020-
periods was mainly due to reduced personnel related costs and tightened policies on travel, entertainment, and marketing
related costs as part of the Corporation’s strategy to align its cost structure with lower activity in all regions. Included in SG&A
costs for the year ended December 31, 2020 were severance payments of $1 million. For the 2020 three and twelve-month
periods, government grants of $1.1 million and $1.9 million, respectively, that were earned as part of the CEWS and CERS

programs were recognized by the Corporation in SG&A costs.

Cash-settled share-based payments relate to the Corporation’s Retention Award Plan and are measured at fair value. In the
2020-quarter, the related compensation expense recognized by PHX Energy increased 74 percent to $3 million as compared
to $1.7 million in the 2019-quarter. For the year ended December 31, 2020, the compensation expense related to cash-settled
share-based retention awards is $1.9 million, a decrease of 72 percent compared to the 2019-year’s expense of $6.8 million.
Changes in cash-settled share-based payments in the 2020-periods are mainly attributable to fluctuations in the Corporation’s
share price period-over-period. There were 3,487,297 cash-settled share-based retention awards outstanding as at December
31, 2020 (2019 — 3,555,634).

Equity-settled share-based payments relate to the amortization of the fair values of issued options of the Corporation using the
Black-Scholes model. For the three-month period and year ended December 31, 2020, equity-settled share-based payments
decreased to $28 thousand and $0.2 million, respectively, compared to $52 thousand and $0.6 million in the same 2019-
periods. The lower equity-settled share-based payments in both 2020-periods are largely due to previously granted options

that fully vested in the 2019 and 2020-years and fewer options granted in recent years.

(Stated in thousands of dollars)
Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change
Research and development expense 148 896 (83) 1,944 3,869 (50)




Management’s Discussion & Analysis

Research and development (‘R&D”) expenditures during the quarter and year ended December 31, 2020 were $0.1 million
and $1.9 million, respectively, compared to $0.9 million and $3.9 million in the corresponding 2019-periods. PHX Energy’s
R&D focus continues to be on developing new technologies, improving reliability of equipment, and reducing costs to
operations. The decrease in R&D expenditures in both 2020-periods is primarily due to the reduction of personnel related costs
in the R&D department as part of management’s cost alignment initiatives. R&D expenses for the three-month period and year
ended December 31, 2020 also included government grants of $0.3 million and $0.5 million, respectively, earned as part of
the CEWS program.

(Stated in thousands of dollars)

Three-month periods ended December 31, Years ended December 31,

2020 2019 % Change 2020 2019 % Change

Finance expense 105 333 (68) 748 1,423 (47)
Finance expense lease liability 562 612 (8) 2,361 2,508 (6)

Finance expenses relate to interest charges on the Corporation’s long-term and short-term bank facilities. For the quarter and
year ended December 31, 2020, the Corporation’s finance expense decreased by 68 percent and 47 percent, respectively,
relative to the same 2019-periods. Lower finance expenses in the 2020-periods are primarily due to the repayment of all bank
loans in the first half of 2020.

Finance expense lease liability relates to interest expenses incurred on lease liabilities. For the three-month period and year
ended December 31, 2020, finance expense lease liability decreased by 8 percent and 6 percent, respectively, reflecting the
reduction in lease liabilities as lease obligations are fulfilled.

(Stated in thousands of dollars)

Three-month periods ended December 31, Years ended December 31,

2020 2019 2020 2019

Net gain on disposition of drilling equipment (1,236) (883) (3,694) (3,163)
Foreign exchange (gain) loss 90 (44) (82) (520)
Provision for (recovery of) bad debts (238) - 1,530 388
Other income (1,384) (927) (2,246) (3,295)

Net gain on disposition of drilling equipment typically result from insurance programs undertaken whereby proceeds for the
lost equipment are at current replacement values, which are higher than the respective equipment’s book value. The
recognized gain is net of losses, which typically result from asset retirements that were made before the end of the equipment’s
useful life and self-insured downhole equipment losses. During the quarter and year ended December 31, 2020, the
Corporation recognized $1.2 million and $3.7 million gain on dispositions, respectively, compared to $0.9 million and $3.2
million in the corresponding 2019-periods.
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Foreign exchange gains and losses relate to unrealized and realized exchange fluctuations in the period. In the fourth quarter
of 2020, the Corporation recognized $0.1 million in foreign exchange loss compared to a $44 thousand foreign exchange gain
in the 2019-period. For the year ended December 31, 2020 and 2019, the Corporation reported foreign exchange gains of $0.1
million and $0.5 million, respectively. The foreign exchange loss in the 2020-quarter was primarily due to the revaluation of
USD-denominated cash equivalents in the Canada segment whereas the decrease in foreign exchange gain in the 2020-year

primarily relate to the settlement of CAD-denominated intercompany payable in the US segment.

In the fourth quarter of 2020, PHX Energy recovered $0.2 million of bad debts that primarily relate to US receivables. For the
year ended December 31, 2020, the provision for bad debts was $1.5 million compared to $0.4 million in the 2019-period. The
provisions recognized in 2020 reflect the increased credit risks of the Corporation’s customers that stemmed primarily from the
global impacts of COVID-19.

(Stated in thousands of dollars)

Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change
Impairment loss on goodwill and drilling and other 500 (100) 10,730 500 nm.

equipment
n.m. — not meaningful

For the year ended December 31, 2020, the Corporation recognized $10.7 million in impairment losses (2019 - $0.5 million).
In the first quarter of 2020, due to the negative impact of COVID-19 and the decline in global cil and natural gas prices, the
Corporation determined that indicators of impairment existed in its Canadian, US, and International segments. Goodwill that
was allocated to PHX Energy’s Canadian segment was tested for impairment, and as a result, the Corporation recognized an
impairment loss of $8.9 million equivalent to the full amount of goodwill. The Corporation also determined that no further
economic benefits are expected from the future use or future disposal of Stream Services (“Stream”) electronic drilling recorder
(“EDR”) equipment. The Corporation has substantially closed all of its operations in Stream. As a result, EDR equipment and

inventory with a combined carrying amount of $1.8 million were derecognized.

On December 31, 2020, the Corporation performed an assessment for impairment indicators in accordance with IFRS and
determined that there were no impairment indicators warranting a further impairment test. In the comparative year ended

December 31, 2019, the impairment loss of $0.5 million was related to Stream’s EDR equipment.

(Stated in thousands of dollars except percentages)

Three-month periods ended December 31, Years ended December 31,

2020 2019 2020 2019

Provision for (Recovery of) income taxes (1,610) 1,883 (1,476) 3,621
Effective tax rates n.m. n.m. 18 n.m.

n.m. - not meaningful



Management’s Discussion & Analysis

The recovery of income taxes for the three-month period and year ended December 31, 2020 was $1.6 million (2019 - $1.9
million provision) and $1.5 million (2019 - $3.6 million provision), respectively. The effective tax rates for the three-month period
and year ended December 31, 2020 were lower than expected mainly due to unrecognized deferred tax assets of $0.5 million

related to deductible temporary differences in the international jurisdiction.

(Stated in thousands of dollars except per share amounts and percentages)

Three-month periods ended December 31, Years ended December 31,
2020 2019 % Change 2020 2019 % Change
Earnings (loss) from continuing operations 2,028 (839) n.m. (6,878) 867 n.m.
Earnings (loss) per share - diluted 0.05 (0.02) n.m. (0.13) 0.02 n.m.
Adjusted EBITDA® 8,502 12,693 (33) 39,217 51,139 (23)
Adjusted EBITDA® per share - diluted 0.17 0.23 (26) 0.75 0.90 (17)
Adjusted EBITDA® as a percentage of revenue 16% 14% 17% 15%

n.m. - not meaningful
(1 Non-GAAP measure that does not have any standardized meaning under IFRS and therefore may not be comparable to similar measures presented by

other entities. Refer to non-GAAP measures section that follows the Outlook section of this MD&A.

For the three-month period and year ended December 31, 2020, the Corporation’s adjusted EBITDA as a percentage of
revenue increased to 16 percent and 17 percent, respectively, from 14 percent and 15 percent in the corresponding 2019-
periods. The improvement in adjusted EBITDA as a percentage of revenue was mainly due to the cost saving initiatives

implemented by management over the course of 2020 and the support from government grants.

Earnings from continuing operations in the 2020-quarter increased to $2 million as compared to a loss of $0.8 million in the
2019-quarter. The 2020-quarter earnings from continuing operations included $0.2 million of net bad debts recovery and $3
million in government grants earned as part of the CEWS and CERS programs. The 2019-quarter net loss included impairment
loss of $0.5 million. For the year ended December 31, 2020, loss from continuing operations was $6.9 million compared to
earnings of $0.9 million in the 2019-year. The loss incurred during the 2020-year included $10.7 million of impairment loss and

$5.4 million of government grants earned as part of the CEWS and CERS programs.

Segmented Information

The Corporation reports three operating segments on a geographical basis throughout the Canadian provinces of Alberta,
Saskatchewan, British Columbia, and Manitoba; throughout the Gulf Coast, Northeast and Rocky Mountain regions of the US;

and internationally, mainly in Albania.
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Canada

(Stated in thousands of dollars)

Three-month periods ended December 31, Years ended December 31,

2020 2019 % Change 2020 2019 % Change
Revenue 12,821 17,273 (26) 48,676 71,923 (32)
Reportable segment profit (loss) before tax () 3,823 (1,587) n.m. 3,916  (5,917) n.m.

n.m. - not meaningful
() Includes adjustments to intercompany transactions.

The Canadian oil and gas industry continued to face many challenges and in 2020 rig counts fell to the lowest levels in history.
Despite these challenges, PHX Energy’s Canadian operations remained resilient, focused on maintaining market share and

providing superior drilling performance while protecting its margins through operational efficiencies and cost saving measures.

For the three-month period and year ended December 31, 2020, the Corporation’s Canadian revenue was $12.8 million and
$48.7 million, respectively, in comparison to revenue of $17.3 million and $71.9 million generated in the corresponding 2019-
periods, a decrease of 26 percent and 32 percent, respectively. During the 2020-quarter, the Corporation’s Canadian operating
days decreased by 22 percent to 1,411 from 1,810 in the 2019-quarter. In comparison, total industry horizontal and directional
drilling activity, as measured by drilling days decreased by 34 percent in the 2020-quarter to 7,509 days, compared to the
2019-quarter’s 11,459 days. (Source: Daily Qil Bulletin). During the fourth quarter of 2020, the Corporation remained active in
Montney, Glauconite, Frobisher, Cardium, Viking, Bakken, Torquay, and Scallion. For the year ended December 31, 2020,
the Corporation’s Canadian operating days was 5,184, that is 33 percent lower compared to 7,700 days generated in the 2019-
year. This was in line with the industry’s activity decline of 35 percent. The Canadian industry horizontal and directional drilling

days decreased to 26,619 days in the 2020-year as compared to 45,