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NQL Energy Services Inc. 2005 Annual Report

STRONG ROOTS L e e
FOR FUTURE GROWTH"

The Arnuel Ceneral Meeting of NGQL Energy Services Inc. will be held at
4th Avenue, S.W,, Calgary, Aiberta. NQL shareholders are encouraged (o attend and mee? tie

Meiropolizan Conference Centre, 333 —

direciors and officers of the Company. Those unable to attend are asked to

report in order to be represented at the meeting.

FORWARD-LOOKING [XFORVMATION

Statemments in chis Amnual Repent (including tie Manzgements
Discussion znd Analysis) relating to matters that are not .tistor czl
Tacts are forward-looking statements. Sucx forwerd-looking staternent
‘nvolve koown and urkonown risks zud uncertainiies, wiich may cause

‘ne aciual TQS"IAS 'J\I{G':Z“.a:(:"s orzchieverents of Q~ (o 32 mal e““a“.y

{ifleren: rom any future resuits expressed or implied by suchk forward-
looking statements. These statements are 3ased on certain assumplions

zng anzlyses that NQL believes are appropriate in the circumstances.
Tae risks, uncertainties and fzetors (hat could cause the actual resulss,
formances or aczievements of NGQL o be materizlly cifferent from army

fature results expressed or imslied by such fwward- coxing statement
include fuctuations in the merket for oil and gas related products and

services, demand for products and services im the armmg industry

generally, zolitical and econsomic conditions in couniries in waich NQL
does busiress, the ability of NGQL to atiract and retain key personnel,
technological charge, the “oﬁa:a for services and products provided
3y NQL znd other factors which are described in further detail in
NQGIs continucus disclosure Elings, filed on sedarcom, including those
veferred 1o in NQUs Managements Discussion and Analysis and NQLs
maost recent Annual Information Form. Conseguently, all of the forward-
looking siaternents made in or incorporated By reference in this Annual
Repert are qualifed by these cautionary statermerts, and there can be
no assurance that the actuzl results or developments anticipated by us
will 3e rezalized or, 2 if substantially realized, that they will have th
exsected consequences g, or effects on, us. We undertake no obligation (o
upcate or revise these forward-lookirg statements even if circumstances
or management’s estimates or opinions should change. Investors should

ol ”J zce undue reliance on forward-ico (]l]:'tg statenzents.
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compiete and return the instrument of proxy mailed with thi

CORPORAT
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that provides downiele tocls, services and technology

used primarily in drilling epplications in the ofl and
gas and utility industries on z worldwide basis. Tre
Comzany’s shares trace on the Torento Stock Excnange
under the symbsl “NQ

NQL Energy Services [nc., tirrough its subsidiaries (“NGL”
or “the Company™) offers a number of cownlole tools
and services ¢ the directionmal <rilling and straigat hole
drifling markets, including drilling motors, EM-MWD

guidance systems, reamers, drilling jars, saock tools an

various other complementary procucis. The Comzany’s
directionel drilling motors, shock tools and drilling fors
are marxeted under the 3lack Max and Prescott trademarks

while its straight hole drilling motors and reamers zre
markezed under the Stabeco trademzark. NQIs EM-’MW’"‘
directional drilling guidance system is marketed under

the 3‘: ckStar rrademark and is used in comventional and

underbalanced drilling fuid sysiems.
The Company alse operates over 100,000 scuare feet of
world class manufacturing space in Sve lecations. These

r

facilities manulacture preducts for internzal use and for
third party cusiomers and are cajable of procucing the

s

vast majority of the components utilized in the Cormpany's

-

roduct lines providing NQL with sign

Seant fexib

meeting the timing requirements and specialized needs of

its customers.

The Company’s operations in Camada are located in
Nisku, Grande Prairie and Calgary, Alberia; and Estevan,
Saskatchewan. Operations in the United States are located
in Houston and Cdessa, Texas; Bakersfeld, Calilornia;
Oklzhoma City, Oklakoma; Casper, Wyomi
Lafayet:e, Louisiana; Parkershuarg, West Virginia; Traverse

g; Vernal, Utah;

City, Michigan and Denver, Colorade. internationaliy the
Company operates in Venezuelz, Holland, Argentina,
Bolivia and The United Arab Emirates.



NQL - a year of resurgence puts us
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FINANCIAL RESULTS 2005 2004 2003
(thousands of Canadian dollars,
except share and per share data)
Revenue $ 98,086 $ 64,7371 $ 61,893
EBITDA* $ 33,7541 % 5696 | % (3,190)
Income (loss) from |
continuing operations $ 14920| $ (5971) | $  (41,909) i
Per share - basic and diluted $ 035] s B (132) |
Net income (loss) $ 149201 % (37,235)] $ (59,129) |
Per share - basic and diluted $ 035 % (0.88) | $ (1.87)
Weighted average common
shares outstanding - basic 42,373,297 42,491,604 31,681,108
Weighted average common ;
shares outstanding - diluted 42,776,027 42,491,604 31,681,108 |
FINANCIAL POSITION 2005 2004 2003
{thousands of Canadian dollars,
except share data)
Working capital $ 43555 $ 314511 $ 26,374
Total assets $ 145133 ) % 123,036} % 212,462
Total debt $ 28571 % 63911 $ 45,616
Shareholders’ equity $ 124113 % 105,705 $ 138,859
Total common shares outstanding 43,235,662 41,893,744 42,600,844
FINANCIAL STATISTICS 2005 2004 2003
Gross margin as a percentage
of revenue (%) 52 42 44
EBITDA* as a percentage
of revenue (%) 34 9 (5)
Working capital ratio 3.6:1 3.0:1 1.6:1
Debt to equity ratio 0.02:1 0.06:1 0.33:1
Book value per share $ 2871 % 2521 % 3.26§

Energy
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Income (loss) per share

from continuing operations

- basic and diluted

* EBITDA (“earnings before interest, income taxes, depreciation and amortization” - which the Company defines as gross margin less general and

administrative expenses) is not a recognized measure under GAAP

and net income (loss), EBITDA is a useful supplemental financial measure of the Company’s operating results.
EBITDA should not be construed as an alternative to income (loss) from continuing operations or net income (loss) determined in accordance with

GAAP as an indicator of NQI's performance.
comparable to measures used by other companies.

Management believes that in addition to income (loss) from continuing operations
Investors should be cautioned that

NQUIs method of calculating EBITDA may differ from other companies and accordingly may not be
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PRESIDENT’S
REPORT

0 orchestrated a remarkable recovery in 2005, increasing revenue and cash flow dramatically in a year where the Company
returned to profitability after three consecutive years of losses. Overall, revenue increased by 52 percent to $98.1 million in 2005
from $64.7 million in 2004 and income per share from continuing operations increased from a loss of $0.14 per share in 2004 to a
profit of $0.35 per share in 2005.

NQL also took an important step forward in growing its business with the acquisition of the assets of Stabeco Industries Inc.
(“Stabeco”) on September 1, 2005 for total consideration of $23.7 million consisting of 1.2 million NQL common shares valued at
$5.7 million, $16.6 million cash, $1.2 million in transaction costs and the assumption of debt of $0.2 million. Stabeco’s product
lines include the patented square downhole motor and patented blockless reamer utilized in performance/straight hole drilling
applications to improve rate of penetration and drilling economics, and to minimize hole deviation. At the time of acquisition,
Stabeco primarily operated in Canada and generated $18.0 million in revenue and $5.5 million in EBITDA on a trailing 12 month
basis. The Stabeco acquisition complements the Black Max motors and BlackStar EM-MWD tools which are primarily used in
directional well bores as the Stabeco products provide a foothold in the straight hole drilling market and an exciting avenue for
future growth.

Subsequent to year-end (March 16, 2006), the Company acquired all of the outstanding shares and ownership interests of Prescott
Drilling Motors, Inc. and Prescott Manufacturing, L.L.C. (collectively “Prescott”) for US$18.0 million cash plus an earn out equal
to 25 percent of the operating cash flow of Prescott for a three year period, subject to an annual threshold requirement as well as
annual and cumulative maximums. Prescott, a privately-held Lafayette, Louisiana based company, is in the business of designing,
manufacturing, renting and selling mud lubricated bearing downhole motors (“mud lube motors™) primarily in the Gulf Coast
region of the United States. For the year ended December 31, 2005, Prescott generated unaudited revenue and unaudited normalized
EBITDA of approximately US$13.8 million and US$5.3 million, respectively. The mud lube motor is a distinct and separate product
from the oil sealed and lubricated bearing designs (“oil sealed motors”) currently offered by NQL. In particular, the Prescott
acquisition will give NQL access to hot hole, high pressure and offshore markets that have traditionally been dominated by mud
lube motors as opposed to oil sealed motors. To date, Prescott has operated almost exclusively in the US Gulf Coast region, however,
applications for mud lube motors are found in all oil and gas producing areas of the world creating an opportunity for NQL to utilize
its global distribution network to expand the Prescott line.

The fnancial improvements experienced in 2005 occurred in virtually every aspect of the Company and were further augmented
by the Stabeco acquisition. These improvements are reflected in the operating statistics of the Company as gross margins increased
from 42 percent in 2004 to 52 percent in 2005 while general and administrative costs as a percentage of revenue declined from 33
percent in 2004 to 17 percent in 2005.

Although industry conditions were very strong and contributed greatly towards the improvements that the Company experierced
in 2005, NQL augmented these industry drivers by reestablishing itself as a leader in the provision of quality downhole tools to the
global energy industry. This was made possible by our complete commitment to customer service and quality through engineering
improvements that increased the reliability and durability of our products, and servicing initiatives that increased the turn around
time of our tools.

In particular, NQL was very pleased with the following areas of the Company:

*  QOur EM-MWD product line thatincreased its revenue from $4.6 million in 2004 to $13.7 million in 2005 due to improvements
in the quality of the tool and its strong performance in coal bed methane applications, as well as other directional/horizontal
well applications;

« US operations (excluding the EM-MWD product line) that increased revenue from $27.3 million in 2004 to $37.2 million in
2005 as a result of strong sales efforts and recognition by our customers of the improvements made in the reliability of our
tools;

* Venezuelan operations that benefited from general political stability in that country which contributed to a strong business
climate and an increase in revenue from $6.3 million in 2004 to $8.4 million in 2003; and

» The Stabeco product line which contributed revenue of $5.5 million during the four month period after acquisition in
September 2005.



o "~ STRONG RCO™S
... restructuring and turn around complete FTOR FUTURE CROWTH
... financial improvement in all operations ;
... attention on long term growth :

As we move into 2006, the Company continues to experience a very high level of activity. To a large extent, NQIs growth is only
limited by the rate at which we are able to manufacture the products we sell. As a result, the Company has taken several steps to
increase its manufacturing capabilities, including the promotion of Doug Edwards to the pofsition of Vice President Manufacturing.
Doug and his team have increased manufacturing capacity significantly by increasing staff levels in a very difficult labor market, and
improving the efficienicy of our internal processes. k

v

STRATEGIC DIRECTION ;

With the restructuring and turn around of the Company complete, NQL has now turned its attention to longer term growth, as
demonstrated by the Stabeco and Prescott acquisitions. Looking forward, NQL anticipates thatits growth will come from a combination
of internal growth in existing product lines and external growth through acquisition. ‘

Internally, NQL anticipates its core downhole rental fleet to continue to increase in size as ‘_higher drilling rig counts drive higher
overall demand in the industry, and as NQL continues to regain market share lost during its period of financial instability in 2003 and
2004. In addition, the Company expects to increase its fleet of rental EM-MWD tools from 15 tools 10 25 tools during 2006 as client
support for this technology continues to rise. The Company also plans to expand the geographic footprint of its Stabeco product line
from Canada to the US and other international locations. Although the full impact of this expansion will not be seen in 2006, it is the
goal of the Company to double reveriue from the Stabeco product line over the next 2-3 years: Finally, the Company plans to expand
the recently acquired Prescott product line outside the U.S. Gulf Coast region, through its global distribution network.

Externally, NQL continues to pursue a number of opportunities to grow
through acquisition. The Company intends to remain very disciplined in
its approach to acquisitions and will focus on targets that: a) provide tools
and products utilized in the bottom hole assembly of the drill string; b)
offer products utilized in directional or performance drilling applications;
c) allow NQL 1o capitalize on its worldwide distribution network; and &) are
fairly priced and immediately accretive to its shareholders. With virtually
no debt at the end of 2005, NQL has the financial resources available o
aggressively pursue the growth of its business.

QUTLOOK

Although commodity values have weakened over the past few months,
crude oil and natural gas pricing continues to be very high relative to
historical levels, and in any event at levels that should encourage aggressive
exploration and production of energy resources. Asaresult, NQL anticipates
that demand for its products and services will continue to remain strong
and that 2006 will mark another excellent year for the Company.

The resurgence and recovery at NQL has been the result of a strong team
effort and has required the involvement of every member of the Company’s
staff. On behalf of the Board of Directors, 1 would like to thank each and
every member of the NQL team for their efforts over the past year. We look
forward to continuing to serve our shareholders in the years to come.

pay
A selection of Black Max™ drilling tools.
On behalf of the Board and Staff of NQL:

Kevin L. Nugent )

. President and Chief Executive Officer e e
March 17, 2006 g Energy
’ LServ ces

Taking Technology Downhole
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OPERATIONS
REVIEW

NQL is involved in the sale, rental or lease of bottom hole assemblies (“BHAs”) or BHA components to customers in the directional
drilling and straight hole drilling markets on a worldwide basis. In the provision of BHAs, NQL is able to package a number of its
products into an integrated solution or provide individual tools to support a customer’s existing operation. NQL offers an integrated
package consisting of the design, engineering and manufacture of its products and services. Although NQL does supply tools to the
mining and utility industries, most of its revenue is derived from the oil and gas industry.

Motor Revenue - 2005
Directional vs. Performance

NQUs two primary products are downhole mud motors used in
directional and straight hole drilling and EM-MWD systems which
are primarily used in directional drilling applications. Directional
drilling involves the drilling of a well bore either directionally |

{deviation from vertical) or horizontally. Directional drilling ‘
applications have continued to grow over time due to the many ' Directional J
advantages associated with this technique including: a) improved 78% /
reservoir production; b) reduced costs; and ¢) more favorable \ /
environmental impact, as several wells can be drilled from the S /
same surface infrastructure. It is estimated that approximately T~

40 percent of all oil and gas wells in the world are drilled using
directional drilling applications and of these wells over 90 percent
utilize a downhole mud motor and guidance systems.

PRSNGSR [N RN LING
In 2005 NQL acquired the assets of Stabeco Industries Inc.
(“Stabeco™) to gain a bigger presence in the performance/straight
hole drilling market. The use of downhole mud motors in straight

{11

Black Max motors

Stabeco products
] EM product line
Jars/shock tools

- Third party
manufacturing

] other

hole drilling applications combines the rotation of the drill string
with the rotation created by the downhole motor to increase
the rate of penetration. The Company expects performance/
straight hole drilling applications to increase worldwide given
the advantages of this application which include increased rate of

penetration through delivering more power to the drill bit.

In the case of the Stabeco downhole motor, the Company holds several patents related to the square motor design which is a major
benefit to the oil company when drilling in hard rock or dipping formations. The square motor is both stabilized and stiff in design
which allows the driller to place additional weight on the bit without causing flex in the motor which in turn will avoid the creation
of bit deflection and hole deviation. The stiff and stabilized features of the Stabeco motor also are very effective in controlling hole
deviation in faulted and dipping formations where the drill bit will have a natural tendency to wander from vertical.

paN JAN FAN
Rotary Table or 6 3/4" 7/8 Lobe  Performance 6 3/4” 6/7
Top Drive Drilling Downhole Motor Lobe Downhole Motor
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NQL provides the largest selection '
of downhole motors in the ingusiv.

<] The Black Max™ motor, NQL's signature product.

DOWNHOLE DRILLING MOTORS ‘
NQL has three downhole motors in its product offering. !

The Black Max and Prescott motors are primarily “3

utilized in directional drilling applications, while the

Stabeco square performance motor is utilized in straight I

s Stabeco |
hole applications. All of these motors are utilized at ! square
the bottom of the drill string and capture the hydraulic perfor mar:;ce

: motor

energy of the drilling fluids pumped from surface to
create rotation of the drill bit at the bottom of the hole
as opposed to conventional drilling that requires the
turning of the entire drill string {rom surface.

NQL owns a rental fleet of 1,075 Black Max motors and has sold over
450 motors to its customers that the Company continues té service.
Revenue from this product line for 2005 was broken downz between
67 percent for rentals and parts and service of the compary owned
fleet, 15 percent from the sale of tools to customers, and 18 percent
for parts and service related to the customer owned fleet. For 2006,
as a result of the Prescott acquisition, NQL will add 90 motors to its
rental fleet and 215 motors to its customer owned fleet.

NQL acquired a fleet of approx'lmatély 160 square power sections
from Stabeco in September 2005 and a fleet of approximately 540
near bit and slant reamers which are also the subject of paténts held
by NQL. The Stabeco square motor and reamer product lines are
often utilized in the design of a complete downhole asseriably and
are primarily sold on a rental basis. In 2005 the Stabeco product line
accounted for $5.5 million in revenue over four months.

j@ﬂnﬂammmmmm% sgreeenver o ERTERHR
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iha increesingly pooular oM
cates
mcore ggte more quickly enabling
very eccurate cirectional drilling
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OPERATIONS
REVIEW

EM-MWD

EM-MWD, or electromagnetic measurement while
drilling, is a product line offered by NQL under the
BlackStar trademark which is utilized in directional
drilling applications, often in conjunction with a
Black Max motor. When drilling directionally,
the measurement while drilling tools record data,
including the orientation of the drill bit relative
to the surface of the earth. This data is then
transmitted back to surface to effectively allow the
operator to “steer” the drill bit.

Traditional MWD systems transmit information to
surface by sending pulses through the drilling fluids
which are decoded at surface, while electromagnetic
(EM-MWD) systems send information to surface
through the earth’s crust utilizing low frequency
electromagnetic waves. EM-MWD systems were
originally developed for underbalanced drilling
applications where drilling mud is not present
however, given the ability of the EM-MWD
system to communicate more data more quickly,
the technology is gaining popularity in certain
traditional mud pulse applications. The Company
currently owns 16 EM-MWD Kkits that it rents or
leases to customers on a short term basis and has
sold 30 kits over time to its customers. In 2005, 64
percent of the Company’s EM-MWD revenue came
from rental/leasing while 36 percent came from the
sale of tools.
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. our Shock Tool o o
- an excellent way to maximize cost efficiency

. our Drilling Jar

|

- used to free equipment lodged in the weiloore

SHOCKS AND JARS

The Company offers the Black Max line of shock tools and drilling jars that comprised
$4.6 million of revenue in 2005 ($3.9 million in 2004). These products are highly
complementary to the Company’s primary motor and guidance systems and often
can be packaged together when designing a bottom hole assembly. Shock teols are
positioned strategically throughout the drilling string to act as shock absorbers to
dampen vibrations created while drilling. Drilling jars are also strategically positioned
in the drill string and are utilized when the drill string becomes stuck in the hole.
When fired, the jarring impact of the tool helps loosen the drill string to allow the
driller to either remove the pipe or continue with the drilling of the hole.

OTHER

NQL offers a wide variety of additional tools including stabilizers and other small
products that comprised a minor portion of NQLs revenue in 2005. The largest portion
of other revenue was derived in Venezuela where the Company operates a tubular
pick-up and laydown business as well as a power tong business. During 2005 these
other product lines accounted for $8.8 million of revenue (2004 - $8.4 million).

MANUFACTURING

Ty

:Our Drilling Jar

i

NQL operates five manufacturing facilities worldwide producing high quality machined components for internal use and third
party customers. The Company’s facility in Nisku, Alberta comprises 60,000 square feet of space and produces a large portion of the
mechanical components utilized in NQUs downhole tools and a small amount of third party manufacturing revenue. In conjunction
with the Stabeco acquisition in 2005, NQL acquired manufacturing capacity in Calgary, Alberta. This facility produces and repairs
Stabeco’s square power sections, reamer bodies, cutters and other miscellaneous products. In conjunction with the integration of
the Stabeco acquisition, NQL is in the process of closing the facility in Calgary and combining it with the facility in Nisku. This
process is expected to be completed by the end of the second quarter of 2006. In conjuncnon with the Prescott acquisition, the

Company acquired a motor manufacturing facility in Lafayette, Louisiana.

CNC machine and a view of the Nisku shop

i

The Company operates a facility in Houston, Texas that utilizes 15,000
square feet of space to manufacture, assemble, test and maintain NQLs
EM-MWD tools. Approximately 50 percent of the components for the
EM-MWD tool are manufactured at the Company’s facilities in Nisku
and Houston while the remaining 550 percent are sourced from third
parties. All of these components are then assembled in Houston. The
Company’s remaining facility is located in Santa Cruz, Bolivia and
comprises 10,000 square feet of capacity that is focused solely on
producing products for third partiés in South America. Third party
manufacturing operations in Bolivia and Nisku accounted for revenue
of $4.4 million in 2005 (2004 - $2.2 million).

B ‘\ Energy

'! Services™

Taking Technology Downhole
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LOCATION
OCVERVIEW

NQL has a diversified geographic presence operating from 23 offices in seven countries. The Company'’s head office is located in
Nisku (Edmonton), Alberta, Canada where NQL maintains a full service and manufacturing facility, offering the Company’s suite
of core products, including downhole mud motors, EM-MWD guidance tools, drilling jars and shock tools. The Company also
has service and/or manufacturing facilities in Calgary and Grande Prairie, Alberta, and Estevan, Saskatchewan and a sales office in
Calgary, Alberta.

In the United States, NQL offers its product line from full service facilities in Houston and Odessa, Texas; Casper, Wyoming;
Oklahoma City, Oklahoma; Lafayette, Louisiana and Bakersfield, California. As well, NQL operates sales & stocking facilities in
Parkersburg, West Virginia;, Traverse City, Michigan and Vernal, Utah and has a sales office in Denver, Colorado. The Company also
operates a manufacturing and servicing facility in Houston, Texas where its EM-MWD tools are manufaciured and maintained.




i
STRONC RCOTS
FOR TFUTUREZ GROWIH

§
i

Internationally, the Company operates
facilities in five countries outside of North
America, encompassing most of the world’s
major oil producing areas. In Venezuela,
where the Company has two full service
facilities and one sales and stocking office,
NQL operates a casing service business,
including tubular pick-up and lay-down

Geographic Revenue Breakdo\é\m -~ 2005

machines and power tongs, in addition to W canada
its primary downhole tool products. In Zus
Argentina, Holland and the United Arab International
Emirates, the Company operates full service
facilities supporting its downhole motors,
jars and shock tool product lines. NQL also
operates a manufacturing and machining
facility located in Bolivia, where it produces
oilfield products for third party customers in
South America.
CANADA INTERNATIONAL
Nisku (Edmonton), Alberta Argentina
Calgary, Alberta Neuquen
Calgary, Alberta (Stabeco)
Estevan, Saskaichewan Bolivia
Grande Prairie, Alberta Santa Cruz

UNITED STATES

Bakersfield, California

The Netherlands
Akersloot

United Arab Emirates

Casper, Wyoming Dubai
Denver, Colorado

Interlochen (Traverse City), Michigan Venezuela
Lafayette, Louisiana (Prescott) Ciudad Ojeda
Odessa, Texas Anaco
Oklahoma City, Oklahoma Barinas

Parkersburg, West Virginia
Stafford (Houston), Texas
Vernal, Utah v

Willis (Houston), Texas (Prescott)
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The following discussion and analysis of financial results should be read in conjunction with the audited consolidated financial statements
and accompanying notes for the year ended December 31, 2005 and is based on information available to March 17, 2006. Additional
information, including NQIs Annual Information Form, is available on SEDAR at www.sedar.com and the Company’s website at www.nql.
com. All dollar amounts contained herein are denominated in Canadian dollars unless otherwise specified.

FORWARD-LOOKING INFORMATION

Statements in this Annual Report (including the Managements Discussion and Analysis) relating to maiters that are not historical facts
are forward-looking statements. Such forward-looking statements involve known and unknown risks and uncertainties, which may cause
the actual results, performances or achievements of NQL to be materially different from any future results expressed or implied by such
forward-looking statements. These statements are based on certain .assumptions and analyses that NQL believes are appropriate in the
circumstances. The risks, uncertainties and factors that could cause the actual results, performances or achievements of NQL to be
materially different from any future results expressed or implied by such forward-looking statements include fluctuations in the market
Jor oil and gas related products and services, demand for products and services in the drilling industry generally, political and economic
conditions in countries in which NQL does business, the ability of NQL to attract and retain key personnel, technological change, the
demand for services and products provided by NQL and other factors which are described in further detail in NQI5 continuous disclosure
filings, filed on sedar.com, including those referred to in NQLs Management’s Discussion and Analysis and NQI5 most recent Annual
Information Form. Consequently, all of the forward-looking statements made in or incorporated by reference in this Annual Report are
qualified by these cautionary statements, and there can be no assurance that the actual results or developments anticipated by us will be
realized or; even if substantially realized, that they will have the expected consequences to, or effects on, us. We undertake no obligation to
update or revise these forward-looking statements even if circumstances or management’s estimates or opinions should change. Investors
should not place undue reliance on forward-looking statements.

DESCRIPTION OF BUSINESS

NQL Energy Services Inc. (“"NQL” or “the Company”), through its subsidiaries, provides downhole tools, services and technology
used primarily in drilling applications in the oil and gas and utilities industries on a worldwide basis.

Effective July 11, 2005, the Company changed its name from NQL Drilling Tools Inc. to NQL Energy Services Inc. In addition, the
Company simplified its ticker symbel on the Toronto Stock Exchange from NQL.A to NQL.

The Company operates in one reportable segment in Canada, the United States and several international locations. The Company
offers a number of downhole tools and services to the directional drilling and straight hole drilling markets, including drilling
motors, EM-MWD guidance systems, reamers, drilling jars, shock tools and various other complementary products.

OVERVIEW

Fiscal 2005 was a year of recovery for NQL as the Company returned to profitability after three consecutive years of losses. In
addition, changes to the senior management team were implemented and efforts were made to increase capacity at the Company’s
manufacturing and servicing facilities to meet strong customer demand throughout the year.

The major developments occﬁrring in 2005 include the following:

*  Revenue increased by 32 percent to $98.1 million in 2005 from $64.7 million in 2004, earnings before interest, taxes,
depreciation and amortization (“EBITDA" — which NQL defines as gross margin less general and administrative expenses)
increased by 493 percent to $33.8 million in 2005 from $5.7 million in 2004, and income per share from continuing
operations increased from a loss of $0.14 per share in 2004 to a profit of $0.35 per share in 2005. The aspects of the
Company’s operations that showed significant financial improvement in 2005 include:

- The EM-MWD product line increased its revenue from $4.6 million in 2004 to $13.7 million in 2005 due to
improvements in the quality of the tool and its strong performance in coal bed methane applications as well as
other directional/horizontal well applications;
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The Company’s U.S. operations (excluding the EM-MWD product line) increased revenue from $27.3 million
in 2004 to $37.2 million in 2005 as a result of strong sales efforts and recognition by its customers of the
improvements made in the reliability of NQLs tools; and

- Venezuelan operations that benefited from increased activity resulting in én increase in revenue from $6.3
million in 2004 to $8.4 million in 2005.

*  On September 1, 2005, NQL completed the acquisition of the assets of Stabeco Industries Inc. (“Stabeco”™) for total
consideration of $23.7 million consisting of 1.2 million NQL common shares valued at $5.7 million, $16.6 million cash,
$1.2 million in transaction costs and the assumption of debt of $0.2 million. Stabeco’s product lines include the patented
square downhole motor and patented blockless reamer utilized in performance/straight hole drilling applications to
improve rate of penetration, drilling economics and minimize hole deviation. The Stabeco acquisition provides NQL with
a stronger foothold in the straight hole drilling market and an exciting avenue for future growth. The Stabeco product
line contributed revenue of $5.5 million during the four month period after acquisition in September 2005.

*  The Company exited 2005 with a very strong balance sheet that included $43.6 million of working capital and only $2.9
million of debt. Subsequent to year-end, the Company repaid $2.0 million of debt through available cash resources, which
represented the remaining debt incurred in conjunction with the Stabeco acquisition in September 2005.

* In July 2005, the Company put the final element of its restructuring plan in place with the hiring of Mr. Joe Kerr as
Senior Vice President Operations, who assumed the overall responsibility for all day-to-day operational matters of the
Company.

* In order to service the high activity levels experienced in 2005, the Company undertook several steps to increase the
manufacturing capabilities of the Company including increasing staff levels in a very difficult labor market and improving
the efficiency of our internal processes. In addition, during the year the Company increased its hours of operation in most
of its North American service facilities to 24 hours a day in order to keep up with customer demand.

*  During the fourth quarter of 2005, the Company commercialized its new Series 5 bearing assembly design that was
developed specifically for use in high performance drilling applications, including the Stabeco square motors.

* In November 2005, the Company renewed its normal course issuer bid with the Toronto Stock Exchange and received
regulatory approval to purchase up to 2,159,433 of its outstanding Class A common shares. The bid commenced November
2, 2005 and will terminate on November 1, 2006. In 2005, the Company did not repurchase any of its Class A common
shares.

¢ Subsequent to year-end (on March 16, 2006), the Company acquired all of the outstanding shares and ownership interests
of Prescott Drilling Motors, Inc. and Prescott Manufacturing, L.L.C. (collectively “Préscott”) for US$18.0 million cash
plus an earn out equal to 25 percent of the operating cash flow of Prescott for a three iyear period, subject to an annual
threshold requirement as well as annual and cumulative maximums. Prescott’s business includes the design, manufacture,
rent and sale of mud lubricated bearing downhole motors (“*mud lube motors”) primarily in the Gulf Coast Region of
the United States. As a result of the Prescott acquisition, NQL will now be able to offer it's customers a complete line of
downhole motors suitable for any drilling application or customer preference.

OVERALL PERFORMANCE/RESULTS OF OPERATIONS

During the third quarter of 2004, the Company disposed of its Fishing and Bits Divisions. Asa fesult, these previously reportable
operating segments have been accounted for on a discontinued basis and their operating results, cash flows and balance sheets have
been presented separately as discontinued operations. This MD&A will focus on the contmumg operations of the Company and
the one remaining reportable segment (Tools Division).

Revenue

For the year ended December 31, 2005, NQL recorded revenue of $98.1 million. This Tepresents an increase of $33.4 million (52%)
over the $64.7 million recorded in 2004.

The increase in revenue primarily relates to the following factors:

¢ Revenue in the Company’s EM-MWD product line of $13.7 million in 2005 compared t0:$4.6 million in the prior year due
to improvements in the quality of the tool and its strong performance in coal bed methane applications as well as other
directional/horizontal well applications.
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OVERALL PERFORMANCE/RESULTS OF @PERATIE@NS (continued)

+  U.S. revenue (excluding the EM-MWD product line) of $37.2 million in 2005 compared to $27.3 million in 2004, primarily
as a result of strong sales efforts and recognition by its customers of the improvements made in the reliability of its tools.

e Revenue of $5.5 million associated with the Company’s Stabeco product line, based primarily in Canada, acquired on
September 1, 2005.

+  Canadian revenue (excluding the Stabeco product line) of $21.7 million in 2005 compared to $14.7 million in the prior
year, resulting primarily from strong industry demand during the year. In particular, Canadian operations benefited from
$4.1 million in motor sales during 2005 as compared to $1.0 million in 2004.

¢ Venezuelan revenue of $8.4 million in 2005 compared to $6.3 million in 2004, resulting from a strong business climate
during the year.

Geographically, revenue was broken down between $27.9 million (2004 - $15.5 million) in Canada, $50.2 million (2004 - $30.6
million) in the United States and $20.0 million (2003 - $18.6 miillion) from various international locations, the largest of which
were Venezuela at $8.4 million (2003 - $6.3 million) and Holland at $4.2 million (2003 - $4.7 million).

Expenses and margins

Direct expenses in 2005 were $47.5 million (2004 - $37.7 million), which resulted in a gross margin percentage for the year of 52
percent compared to 42 percent in 2004. The increase in gross margin percentage resulted from a number of factors including: a)
improved results in the Company’s EM-MWD product line; b) cost rationalization efforts and general management improvements
which commenced in the third quarter of 2004; ¢) price increases implemented in a limited number of product lines during the
third quarter of 2005; and d) the impact of spreading the Company’s fixed costs over a larger revenue base.

General and administrative

General and administrative expenses for the year decreased $4.5 million (21 percent) when compared to 2004 due in part to the
efforts of management to reduce NQIs cost structure, which is concentrated in Canada and the U.S. In addition, included in
general and administrative expenses for 2004 were $3.7 million of severance, restructuring and related charges, which accounts
for the majority of the reduction. These reductions in general and administrative expenses were partially offset by four months of
general and administrative expenses associated with the Stabeco product line acquired in September 2005, which amounted to $0.7
million. As a result of the reduction in general and administrative expenses, combined with the increase in revenue in 2005, G&A
as a percentage of revenue declined to 17 percent during the year compared to 33 percent in 2004

Amortization

Amortization expense increased by $2.1 million (25 percent) to $10.7 million in 2005 from $8.6 million in the prior year. The
majority of the increase relates to amortization expense for the EM-MWD product line and Bolivian operations. As the EM-MWD
product line and Bolivian operations were classed as held for sale during most of 2004, during that time no amortization expense
was recorded on these assets in accordance with requirements under Canadian GAAP. As the Company terminated the sales process
related to the EM-MWD product line in October 2004 and the Bolivian operations in December 2004, amortization of the respective
assets commenced immediately thereafter. As a result, the 2005 figures include amortization on these assets for a full year whereas
the comparable 2004 figures only include amortization on these assets for a few months. In addition, effective October 1, 2004 the
Company changed its estimates related to the useful life and residual values of certain downhole tools which resulted in increased
amortization on these assets for the year ended December 31, 2005 with only a partial corresponding impact (three months) in
2004. Amortization expense for the year ended December 31, 2005 also includes approximately $0.8 million in amortization
resulting from the Stabeco acquisition, which also contributed to the year-over-year increase.

Interest

Interest expense for the year decreased significantly when compared to 2004 (2005 - $0.4 million vs. 2004 - $2.6 million). The
reduction is primarily due to the year-over-year decline in debt levels.
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Stock-based compensation .

Effective January 1, 2004, the Company adopted the revisions to CICA Handbook Section 3870 “Stock-Based Compensation and
Other Stock-Based Payments”. The revised section 3870 requires that the fair value of common share purchase options be recorded
in the financial statements over the vesting period of the stock options. For the year ended December 31, 2005, the Company
recorded compensation expense relating to stock options totaling $0.7 million (2004 - $0.8 million).

Other income (expenses)

During 2005, NQL recorded $0.2 million in other income primarily related to interest income earned during the year compared to
$2.9 million in other expenses recorded in 2004, primarily related to a write-down of the Company’s EM MWD wireless guidance
assets and related technology (EM). These assets were actively marketed for sale throughout most of 2004 and various indications
of value arising from the sale process indicated that the carrying value of these assets would have exceeded their fair value less
estimated disposal costs by $2.9 million. Accordingly, an impairment charge was recorded.

Goodwill impairment

In conjunction with the requirements under CICA Handbook Section 3062, the Company is required to annually test its goodwill
for impairment. Upon completion of its annual impairment test at June 30, 2005, the Company determined that there was no
impairment in the recorded value of goodwill.

Discontinued operations

During the fourth quarter of 2003, management and the Board conducted an internal analysis of all aspects of the Company and
concluded that certain of its assets and operations were no longer central to the longer-term strategy of the Company. In addition,
during the first quarter of 2004, the Board of Directors initiated a process to evaluate strategic options for the Company. As a result,
certain assets and operations of the Company were marketed for sale and sold during 2004. The details of these are as follows:

*  Ackerman International Corp. - On February 5, 2004, the Company sold substantially all of the assets and liabilities related
to Ackerman International Corp. (“Ackerman’) for total proceeds of US$1.4 million. In accordance with GAAP, the Company
determined that the net proceeds were less than the carrying value of the net assets sold as at December 31, 2003 and recorded
a write-down of $2.5 million. As such, there was no gain or loss recorded on the sale in 2004

*  Fishing Division - On July 31, 2004, the Company sold all of the assets and liabilities of its Fishing Division for proceeds of
$22.9 million (net of transaction costs of $1.5 million), of which US$1.0 million was held in escrow and included in accounts
receivable (these funds were released in full in February 2005). For the year ended December 31,2004, the Company recorded
a total loss on sale of $4.5 million. :

*  Bits Division (Diamond Products International, Inc.) - On August 27, 2004, the Company sold its Bits Division, through
the sale of the outstanding shares of Diamond Products International, Inc. (“DPI”), for proceeds of $20.5 million (net of
transaction costs of $1.2 million), of which US$3.0 million was held in escrow to be released over a one year period based on
the collection of certain foreign inventories and accounts receivable and the satisfaction ofigeneral indemnification provisions.
At December 31, 2005, the Company had received US$2.5 million of the escrowed funds. The Company has provided an
allowance against the remaining balance held in escrow. For the year ended December 31, 2004 the Company recorded a total
loss on sale of $25.7 million. !

*+  Mexican Operations - On September 14, 2004, the Company discontinued the provision of casing services in Mexico and sold
all of the related assets for proceeds of $1.0 million. For the year ended December 31, 2004, the Company recorded a gain on
sale of $0.7 million. J

¢ RTI - In April 2004, the Company sold its 20% investment in RTI, LLC and related RTI jéssets, an entity that had developed
proprietary technology related to certain casing exiting systems, for total proceeds of US$0.6 million.
+  Test Rig - In November 2004, the Company sold its test rig for net proceeds of $1.1 millién.
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OVERALL PERFORMANCE/RESULTS OF @PEMTE@NS (continued)

The loss from discontinued operations for 2005 was nil (2004 : $31.3 million). Included in the 2004 loss from discontinued
operations was $17.9 million in after-tax losses related to writing.down assets to their expected net realizable value (Bits Division
- $16.7 million; Fishing Division - $1.2 million), $11.6 million related to the net loss on dispositions (Bits Division — loss of $9.0
million; Fishing Division - loss of $3.3 million; Mexico — gain of $0.7 million) and $1.8 million related to the loss from operations,
net of income taxes, for the Fishing Division, Bits Division and Mexican operations. Further details regarding discontinued
operations can be found in Note 4 to the 2005 consolidated financial statements.

NET INCOME (LOSS) AND INCOME (LOSS) PER COMMON SHARE

Overall, income from continuing operations and net income for 2005 was $14.9 million ($0.35/share) compared to a loss from
continuing operations of $6.0 million ($0.14/share) and a net loss of $37.2 million ($0.88/share) in 2004. As noted in the previous
sections, some of the key factors that contributed to the significant increase in the profitability of the Company during 2005
include the marked increase in revenue, the improvement in the Company’s gross margin percentage, a reduction in general
and administrative and interest expenses, and the $2.9 million charge in 2004 to write-down the Company’s EM-MWD wireless
guidance assets which did not exist in the current year. In addition, the net loss in 2004 included $31.3 million in losses related to
discontinued operations, which also did not exist in the current year.

BUSINESS ACQUISITIONS
Stabeco

On September 1, 2005, the Company acquired all of the operating assets and business of Calgary, Alberta-based Stabeco Industries
Inc. (“Stabeco™) for a total cost of $23.7 million, consisting of share consideration of 1,187,648 common shares of the Company
with an accounting value of $5.7 million, cash of $17.8 million (including transaction costs of approximately $1.2 million) and
long-term debt assumed of $0.2 million. NQL satisfied the cash portion of the consideration with approximately $9.2 million of
cash-on-hand and approximately $8.6 million of incremental drawings on its existing term debt facility. The Company may be
required to pay additional consideration contingent on the achievement of certain revenue targets over a five-year period from the
date of acquisition. No accrual has been recorded [or this contingent consideration as the outcome of the contingency cannot be
reasonably determined as at December 31, 2005.

Stabeco’s business involves the design, manufacture, rent and sale of specialized oil & gas downhole drilling tools with a focus
on performance drilling applications. Stabeco’s primary product is its patent protected square motor. As a result of this patented
design, Stabeco is able to provide its customers with a highly cost effective downhole motor capable of withstanding significant
weight on bit without causing significant deviation from a straight trajectory. The combination of weight on bit and stabilization
has been proven to significantly reduce drilling time while also offering Stabeco’s customers a competitive cost solution relative
to competing deviation control and performance drilling technologies. In addition to square motors, other specialty drilling tools
provided by Stabeco include slant reamers, near bit reamers, integral blade stabilizers, tapered blade reamers, keyseat wipers,
drilling jars, round motors and square drill collars.

The acquisition of Stabeco represents an important step for NQL in that it adds product lines that are complementary to the
Company’ existing business while opening up additional access for the Company to the performance drilling market. In addition, as
most of Stabeco’s revenue comes from Canada, NQL has the opportunity to bring additional value to its shareholders by distributing
Stabeco's products through the Company’s world-wide distribution network.

DO Energy
[] Serv?bes’“

I Report

Taking Techrotogy Dawnhqle - 20 @ 5 - ApAYE




Prescott

Subsequent to year-end (March 16, 2006), the Company acquired all of the outstanding shares and ownership interests of Prescott
Drilling Motors, Inc. and Prescott Manufacturing, L.L.C. (collectively “Prescott”) for US$18.0 million cash plus an earn out equal
to 25 percent of the operating cash flow of Prescott for a three year period, subject to an annual threshold requirement as well as
annual and cumulative maximums. NQL satisfied the cash portion of the consideration with approximately US$3.0 million of cash-
on-hand and approximately US$15.0 million of incremental drawings on its debt facilities.

Prescott, a privately-held Lafayette, Louisiana based company is in the business of designing, manufacturing, renting and selling
mud lubricated bearing downhole motors (“mud lube motors”) primarily in the Gulf Coast Region of the United States. The mud
lube motor is a distinct and separate product from the oil sealed and lubricated bearing designs (“oil sealed motors™) currently
offered by NQL. As a result of the Prescott acquisition, NQL will now be able to offer its customers a complete line of downhole
motors suitable for any drilling application or customer preference. To date, Prescott has operated almost exclusively in the US
Gulf Coast region, however, applications for mud lube motors are found in all oil and gas producing areas of the world creating an

opportunity for NQL to utilize its global distribution network to expand the Prescott line.

SELECTED ANNUAL INFORMATION

The following table sets forth certain financial information for the Company for 2003 to 2005:

Year Ended | Year Ended | Year Ended
. Dec. 31, Dec. 31, Dec. 31,
(In thousands of Canadian dollars, except share and per share data) 2005 2004 2003
REVENUE $ 98086 1% 64737 |$ 61,893
INCOME (LOSS) FROM CONTINUING OPERATIONS $ 14,920 | $ (5,971) |'$ (41.,909)
- PER COMMON SHARE - BASIC $ 035 }% (0.14) |3 (1.32)
- PER COMMON SHARE - DILUTED $ 035 |8 0.14) | % (1.32)
NET INCOME (LOSS) $ 14,920 [$ (37.235) |$ (59,129)
- PER COMMON SHARE - BASIC $ 035 1% (0.88) | ¢ (1.87)
- PER COMMON SHARE - DILUTED $ 035 1% (0.88) | $ (1.87)
TOTAL ASSETS $ 145,133 |$ 123,036 |$ 212462
TOTAL LONG TERM FINANCIAL LIABILITIES $ 879 |$ 570 |$ 23,908
DIVIDENDS DECLARED _ _ —
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING :
— BASIC 42373297 | 42,491,604 | 31,681,108
WEIGHTED AVERAGE COMMON SHARES QUTSTANDING
- DILUTED 42,776,027 42,491,604 31,681,108
COMMON SHARES OUTSTANDING AT YEAR-END 43,235,662 41,893,744 42,600,844

As disclosed in Note 4 to the consolidated financial statements and discussed in this MD&A, Ackerman International Corp., the
Fishing Division, the Bits Division and the Company’s Mexican operations have been accounted for as discontinued operations in
2004, Prior years' information has been restated accordingly.

Included in the loss from continuing operations for the year ended December 31, 2003 is a goodwill impairment charge of $19.5
million.

The reduction in long term financial liabilities in 2004 compared to 2003 resulted primarily from the proceeds received on the sale
of the Fishing and Bits divisions.
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SUMMARY OF QUARTERLY RESULTS

(In thousands of Canadian dollars, 4hQ 1 34 Q 1‘ 24 Q | 1:Q

except per share figures) 2005 \ 2005 | 2005 2005
REVENUE 3 30,696 | S 24820 | $ 20,696 | $ 21,874 |
INCOME (LOSS) FROM CONTINUING | : |

OPERATIONS S 5304 % 3,707 ' $ 2,436 . $ 3,473

- PER COMMON SHARE - BASIC ‘ $ 012 % 0.09 | § 0.06 % 0.08

- PER COMMON SHARE - DILUTED $ 012 $ 0.09 : % 0.06 - $ 0.08
NET INCOME (LOSS) 5 5304 $ 3,707 ' $ 2436 S 3,473

- PER COMMON SHARE - BASIC S 012§ 0.09 $ 0.06 - $ 0.08

- PER COMMON SHARE - DILUTED $ 012 $ 009 % 0.06 © % 0.08 |
(In thousands of Canadian dollars, 40 Q 34 Q 20 Q 1 Q

except per share figures) 2004 ‘ 2004 2004 2004
REVENUE $ 17614 | $ 14853 | $ 16,216 | $ 16,054
INCOME (LOSS) FROM CONTINUING

OPERATIONS $ 989 | s (2,646) | $ 3,059) | $ (1,255)

- PER COMMON SHARE - BASIC $ 002 1§ 0.06) | $ 0071 | $ (0.03)

- PER COMMON SHARE -~ DILUTED $ 0021 % (0.06) | $ 0.07) 1 $ (0.03)
NET INCOME (1.OSS) $ 791 $ As513) | § (21949) | ¢ (946)

- PER COMMON SHARE - BASIC $ 002 1% 036) | % (052) | $ (0.02)

- PER COMMON SHARE - DILUTED $ 002159 (036) | $ 052) 1% (0.02)

FOURTH QUARTER - 2005
Revenue

Revenue improved in the fourth quarter of 2005 to $30.7 million compared to $17.6 million in 2004 due to overall strong activity
in all areas of the Company’s business and the impact of the Stabeco acquisition that added approximately $4.4 million in revenue
during the fourth quarter. Geographically, revenue was broken down between $11.0 million (2004 - $5.0 million) in Canada, $14.4
million (2004 - $7.7 million) in the United States and $5.3 million (2004 - $4.9 million) from various international locations, the
largest of which were Venezuela (2005 - $2.5 million; 2004 - $2.0 million) and Holland (2005 - $0.9 million; 2004 - $0.9 million).

Expenses and margins

Gross margins for the fourth gquarter of 2005 remained strong at'51 percent of revenue (2004 — 44 percent) despite a $0.6 million
specific provision recorded by the Company to write-down certain slow-moving and obsolete inventory. The year-over-year
improvement in gross margin percentage resulted from a number of factors including: a) improved results in the Company’s EM-
MWD product line; b) cost rationalization efforts and general management improvements incorporated since August 2004; ¢) price
increases implemented in a limited number of product lines during the third quarter of 2005; and d) the impact of spreading the
Company’s fixed costs over a larger revenue base.

General and administrative

General and administrative costs for the fourth quarter of 2005 were $4.5 million (15 percent of revenue) as compared to $3.8
million (21 percent of revenue) in the same period of 2004. The increase primarily relates to $0.6 million of G&A associated with
the Stabeco product line, which did not exist in the prior year.

Amortization

Amortization expense increased to $3.0 million in the fourth quarter of 2005 from $2.6 million in the prior year. The increase
primarily relates to amortization on assets acquired in the Stabeco acquisition.
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Interest

Interest expense during the quarter was $0.1 million compared to $0.2 million recorded in the same perlod of 2004. The reduction
relates to the year-over-year decline in debt levels.

Stock-based compensation

Stock-based compensation expense for the fourth quarter of 2005 was $0.2 million compared té a nominal amount in 2004. The
increase in 2005 relates to a large grant of stock options to key employees late in the year.

Other income

In the fourth quarter of 2005, NQL recorded $0.1 million in other income primarily related to interest income earned during the
quarter. This compares to other income of $0.5 million in 2004 related primarily to a gain on the sale of a test rig.

Net income and income per share

Overall, the Company recorded net income of $5.3 million ($0.12/share) during the fourth quarter of 2005 compared to income
from continuing operations of $1.0 million ($0.02/share) and net income of $0.8 million ($0.02/share) in 2004, respectively.
The significant increase in revenue and margins resulted in the large year-over-year increase in income and income per share.

THIRD QUARTER - 2005

The third quarter of 2005 marked a turning point for NQL as the Company shifted its focus 0 growth initiatives highlighted by
the acquisition of the operating assets and business of Calgary, Alberta-based Stabeco Industries Inc. (“Stabeco™) on September 1,
2005. ‘

Financial results during the third quarter of 2005 continued to reflect the strong industry conditions in which NQL was operating
and resulted in third quarter revenue and income from continuing operations of $24.8 million and $3.7 million, respectively. These
results compare very favorably to revenue of $14.9 million and a loss from continuing operations of $2.6 million in the third quarter
of 2004. ‘

The increase in revenue resulted from higher activity levels in both the US (primarily the US Gulf Coast, West Texas and Rocky
Mountain regions) and Canadian markets. The improvement in year-over-year revenue in Canada resulted primarily from tool
sales, third party manufacturing revenue and the Stabeco acquisition. In the US, the improvement resulted primarily from increased
motor rentals and EM-MWD revenue. Internationally, the Company experienced year-over-year increases in revenue in the Middle
East, Venezuela and the Far East, partially offset by reduced revenue in Europe and Argentina.

The Company exited the third quarter operating at virtually full capacity in most geographlc locations and in response
to this situation increased manufacturing and servicing output to meet increasing demand. NQL was running two
shifts in its Nisku manufacturing facility and 24 hour operations in most of its North American service facilities.

SECOND QUARTER - 2005

Strong industry conditions, a resurgence of the Company’s downhole motor business in the United States, and very high demand for
the Company’s EM-MWD product line, all contributed to improved year-over-year results in the second quarter of 2005.

Revenue in the second quarter of 2005 improved to $20.7 million, representing an increase of $4.5 million (28 percent) over the
$16.2 million recorded in 2004. The increase in revenue resulted from a significant year-over-year increase in the Company’s EM-
MWD product line and strong motor revenue in the US Gulf Coast, West Texas and Rocky Mountain regions. In addition, Canadian
revenue improved year-over-year as a result of increased tool rentals (primarily hole openers) and third party manufacturing.

In addition, the Company continued to strengthen its balance sheet and exited the second quarter of 2005 with a working capital
surplus of $45.3 million (including excess cash of $5.6 million) and available debt facilities in excess of $20 million.

During the quarter shareholders approved a name change from NQL Drilling Tools Inc. to NQL:Energy Services Inc. In addition,
the Company changed its ticker symbol from NQL.A to NQL. Both of these changes were effective July 11, 2005.
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FIRST QUARTER - 2003

Revenue increased in the first quarter of 2005 by 36 percent to $21.9 million (2004 - $16.1 million) while income from continuing
operations increased by 377 percent to $3.5 million (2004 - loss of $1.3 million).

In addition to strong industry conditions, the key factors that contributed to the strong first quarter results included: strong
demand for the rental and leasing of the Company’s EM-MWD tools in Canada, the United States and Australia; the closing of the
sale of three EM-MWD systems in the United States; a significant sale of motor parts into the Far East; strong demand for both
the rental and sale of motors in virtually all geographic locations; an improvement in gross margins as the Company’s operating
leverage, combined with impact of cost cutting, began to take hold; and reduced general and administrative costs stemming from
the restructuring of the Company.

FOURTH QUARTER - 2004

The fourth quarter of 2004 marked a turning point for NQL as eleven consecutive quarters of losses were replaced with moderate
profitability. Strong industry conditions and an expanded sales force combined to increase fourth quarter revenue while restructuring
efforts by the new management team led to improved margins.

Revenue improved in the fourth quarter of 2004 to $17.6 million compared to $14.3 million in 2003 due to strong activity levels in
Canada and the Rocky Mountain region of the U.S.

Fourth quarter 2004 operating results were negatively impacted by $0.3 of severance, restructuring and related charges compared
to $2.9 million of similar type costs incurred in the fourth quarter of 2003. In addition, the Company posted $0.5 million in other
income in the fourth quarter of 2004 primarily related to a gain on the sale of a test rig. This compares to other expenses incurred
in the fourth quarter of 2003 of $3.9 million, which included $2.9 million related to a write-down of the Company’s Bolivian assets
in conjunction with an anticipated sale and $1.1 million related to a write-down of the test rig.

THIRD QUARTER - 2004

The third quarter of 2004 marked a conclusion to the strategic process that began in March of that year. The sale of both the Fishing
and Bits Divisions were completed during the quarter leaving the Company with its core business, the Tools Division.

Revenue during the third quarter of 2004 decreased 28% to $14.9 million from $20.6 million in the prior year. In Canada, revenue
declined 38% from the prior year, due primarily to the wet weather experienced in Alberta during the quarter which significantly
hampered drilling activity. In the US, revenue declined 27% compared to 2