Introduction

The foll owing ManagemeniMD&A 0D s csu gsofbgoanbae3tid Anal
2016and should be read together witltHTC Pu r e n e r HHCO, | HIRC Purefefigyo or the
fiCorporation0 )annual consolidatedaudited financial statements for th&velvemonth period
endingDecembeBl, 2016( t W ear di] @onsolidated Financial Statements and related notes

attached theretdindividual notes thereto, referred herein, fid¢oteo ,) which are prepared in
accordance with Internati olABRSb) Fi nAhti almoRaper @
Canadian dollars unless otherwise indicated. The Corporation has adopte@INastvament 51

102F1 as the guideline in representing the MD&A. Terms used but not defined in this MD&A shall
bear the meaning as set out Nlo N -18Eandt NI 141010 f Nat
Definitionsand accounting terms that are not defihedein shall bear the meaning as described or

used in IFRS applicable to publicly accountable enterprises.

This MD&A is dated April 28, 2017.

FORWARDBLOOKING STATEMENTS DISCLAIMER

Statements in this MD&A that are not historical facts famvardlooking statements involving
known and unknown risks and uncertainties that may cause the Corporation's actual results or
outcomes to be materially different from those anticipated and discussed herein. In assessing
forward-looking statements cornteed herein, readers are urged to read carefully all cautionary
statements contained in this MD&A and accompanydogsolidatedrinancial Statements, and in

those other filings with the Corporati@ Canadian regulatory authorities as fouat
avww.SEDAR.@mé and to not put undue reliance on such forwlaaking statements. Although

HTC6 s anagemeni Managemenbd )believes that the expectations reflected in the forward
looking statements are reasonable, Management cannot guarantee future results, detigisy pf
performance or achievements other future events. Management is under no duty to update any of
its forwardlooking statements after the date of this MD&A, other than as required and governed by
law.

Additional information related to the Camation is available for view on SEDAR at
www.sedar.com



http://www.sedar.com/

Corporate Overview

In 2016 HTC Purenergy Inc. participated in two Industry
Sectorsz Industrial and Energy Services and Clean Energy

Technologies.

INDUSTRIAL & ENERGY CLEAN ENERGY
SERVICES TECHNOLOGIES

delta

purification

Aclear oot

reclaim * recycle » reuse

reclaim
recycle
reuse
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ENERGY,
AUTOMATIOMND INNOVATION IN OILFIH@UIPMENT

The brand Maxx Energy, j MaxxEnergy6,q
provides a diverse line of high technology
products. These newly developed products
generate higher sale volumes and are
differentiated from other standard oil field
products because of their automation and
advanced technologies utilized in their design.
Products sold under the MaxEnergy banner
include:

The Guardian Pipe Handling System; e ' o ol
Advanced Mud Control Systems; = e |
Enviro Tanks for Petroleum based mud drilling systents

Customized Frack Water Tankage; and

Containment Systems.

= =4 =4 -8 -9

e S s ‘
Guardian Pipe Handling System
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ClearEnergyechnologies

o CQ CAPTURE & GAS

PURIFICATION
ﬁ 7Z

Companies doing business in the energy industry are looking for cestfective methods and
new energy technologies to produce their products, while at thesame time being
environmentally sustainable and profitable. TheCQ Capture & Gas Purification mandateis
to develop and commercialize the technologies that satisfy these reqgements and to
commercialize these product offers world-wide. HTC has developed cost-effective CQ
capture solutions for CQ enhanced heavy oil production, coal and gas power generation ar
the industrial food grade CQmarkets., HTC participates in this sector through its commercia
entity: HTC CQ@ Systems Corp., within its proprietary LCDesigA and 0 $/ AT C|
technologies

HTC Purenergy Inc. // Management’s Discussion & Analysis 201 6
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HTC CQ Systems Corp8 HJQXZ G Systemsd @ EAO AAOAT 1 PAA AICQE
capture system that has been designed to significantly reduce the cost of G@pture.
Brand-named theHTC Low-Cost Design or LCDesignA fihis system has been engineered t
reduce capital and operating costs while at the same time delivering superior performanc
by reducing energy usage, lowering emissions, and improving the quality of CO »
product captured .

HTC CQ Systems continues to focus its efforts on the sale of modular £€apture systems
using the LCDesigriA and0 $ / %1 QeElind\agies,primarily focusing on servicing three
distinct markets:

1. CQ for Heavy Oil Production;
2. Food Grade and Industrial C O2; and
3. Bio Gas Clean up.

1. CQ for Heavy Oil Production

8 Husiy Energy

PIKES PEAK SouTH Tugny
[

Husky Pikes'Peak C{Capture Facility

The LCDesignA unit can capture CQ from coal-fired power plants and from the plentiful
supply of OTSG boilers (Once Through Steam Generatoused in SAGD (8am Assisted
Gravity Drainage) andCSS (Cyclic Steam Stimulah) (CO; z Huff and Puff market ).
Previously, HTC announced that itsLCDesignA CQ capture technology was selected to bt
incorporated in a new CQAADOOOA OT EO O1 AA PkésBedd Soif
heavy oil facility, located in West Central Saskatchewan, Canada. In addititfifC was
appointed the general contractor for the project. The unit was commissioned and the
commercial launch was completed during the first quarter ofast year.
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delta -

purification | reuse

During the Year, HTC completed the WTO patenting and commercialization of thdelta
Purification System A land now has a commercial unit installed at thédusky Lashburn CQ
Capture plant.

A Delta Purification System ™ reclaimer unit is like a kidney in the human body, in that it
removes the impurities that build up in the liquid solvents and glycols used in most GO
capture systems, allowing cleaned up solvents and glycols to be reused instead of having to
buy more solents and disposing of the used solvents and glycols underground.

The HTC proprietary Delta Purification SystemA is unique in that it has been designed to
remove the impurities from mixed and formulated solvents and glycols, resulting in a smaller
environmental footprint and lower energy costs in operation.

$A1T OA 311 0AT O 00OOEAEAEAADEIT
the Husky Lashburn CO2 Capture plant
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The Husky Projectis showcasihng the Delta Purification technology which isdesigned to
meet the cleanup targets of gas and liquid energy streamiBhe Delta Purification System ™
recycles the solvents and glycols used in the process, resulting in lower operating costs and
lower solvent and glycol disposal liability.

Going forward, HTC is optimistic about the opportunities in the Gas Processing Industry,

whereby the Delta Purification System A can be utilized to clean up the solvents and glycols

used in over800 natural gas processing plants and 6,800 natural gas compression and

pumping stations located in Western Canada. Pending changes in current legislation will

continue to open markets for solvent and glycoReclaiming/Recycling solutions versus the

traditional Disposal/Dump legacy methods. $ AT OA 0 OOE &£E A Advdhthges a3 UO QA |
compared to existing technologies are:

1 Simple design with less capital and operating costs;
1 Less waste for disposal ; and
1 Higher recovery rates for solvents and glycols.

The Corporation currently has a number of outstanding bids for reclaner systems,as well as
CO2 capture systems as a result of the Canadiartiiatives to bring in carbon taxand hopes to
capitalize on these opportunities in2017.

clear -
SOLVENT
reclaim » recycle * reuse

#1 AAO ' 1 UAT 1 QleagsSh QAEOO OFRA S AxAaTc CleahEretyE | T O
group of subsidiaries. On October 31, 2015 and December 31, 2015 respectivelfy,4 # 6 O

wholly owned subsidiary, ClearGS|, signed share sale agreements, whereby it acquired all

the shares of 1235014 AlbertalOA8 | T A 6 Al E A1 [VAhalk Eilrdbéanh2ME 161q ¢ mp ¢
and Clear Glycol Incj @earé ( 8s of December 31, 2016, the Corporation has sotd the

principals of ClearGSI48% of the voting shares, resulting in HTC nowwning and controlling

52% of the share ofClearGSl

kre!

ClearGSilis in the business of collection, reprocessing and selling of reclaimed glycols and
solvents. Glycol and solvent recycling have been shown to substantially reduce operating
costs in the gas processing, oil production and mining industrieand can be utilizel in a wide

variety of other applications that use glycol and solvents. Previously, these fluids were

HTC Purenergy Inc. // Management’s Discussion & Analysis 201 6
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disposed of by injecting the contaminated fluid dowrhole. ClearGSlhas developed a Sstep
process to take the contaminated fluid and regenerate it backto a usable likenew product,
eliminating the waste disposal fee to the customer, as well as not having to purchase new
glycol. The added benefit of this process is that it prevents millions of gallons of waste glycols
and solvents from being disposed unerground that could potentially harm our water
aquifers. In addition, ClearGSI will be using the $ AT OA 2AAl AEI AGs theAAET T 1
primary method to reprocess glycols and to expand its operations into reprocessing solvents.

NG Facility Locations in >800 natural gas

S Alberta & Saskatchewan X o
A processing facilities
S s ] ; >6,000 compressor
iy o < T - ¢ e stations
: TN : X / 16 refineries & upgraders

Market potential inWestern Canada

Valhalla Filtration 2006 is in the business of filtering and purifying degraded glycols for
reuse instead of disposal. The process would typically be used by a gas processing plant to
improve the quality and longevity of the glycol befee it must be recycled or disposed. The net
benefit to the customer is decreased costs and reduced environmental foot print.

HTC Purenergy Inc. // Management’s Discussion & Analysis 201 6




HTC is very excited about the
new ClearGSl entity and its

operations, with the existing oll

and gas sector looking to reduce
operating costs, and the
potential growth into other

sectors such as pipeline

compression, mining  and

industrial  cooling  systems.
ClearGSilis well positioned to be a major growth area fothe Corporation.

During the past year, ClearGSl expandedand re-branded its operations to include two new
distributors in the Alberta market area and a new sales representative focussing on east
central heavy oil operations. The company also commenced eqations in Saskatchewan,
which initiative has led to the sale of recycled and reclaimed glycol to the Southern
Saskatchewan oil patch.

#1 AAO EAO Al O0i AAAT OAAAT OI U NOAIT EAZEAA AO A 3A

which allows Clear now toparticipate in the Government sponsored glycol recycling program.

4EEO DPOI COAIi DPAUO OAIT 11 AAOI 066 A& O ATl 1AABET C

product to approved Glycol Recycling Centres.

Clear and Valhalla are also working hard on @anding the glycol processing capacity at the
Stettler, Alberta glycol processing plant. The new plant being designed will triple the capacity
of existing operations, as well as give the plant the option to process solvents and glydaol.
addition, significant contemplated and implemented, increased Government regulation
shareholder expectations, environmentaland social license pressures are reducing the
amount of glycols and solventgpresently being disposed underground. This has resulted in

stongmarkR O OOAAOEIT & O OEA AT i PATEAOGSG DOI AGAOO A

ClearGSB QGangfor the 2017 year include expanding the existing plant operations in Alberta,
which will be accomplished through purchasing of additional equipment assets, expanding
current sales force and looking for future expansion locations and market acquisitions, for the
potential of growing organic and accretiveearnings.
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SELECTED ANNUAL INFORMATION

In Canadian Dollars Year ending Year ending *** Year ending
Dec 31, 2016 Dec 31, 2015 Dec 31, 2014

Total Revenue 9,091,313 12,675,270 34,430,373

Income (Loss) from Operations (4,785,732) (3,053,406 (313,523)

Income (Loss) from asset disposition, 8,453,798 (3,897,735) (43,834)

valuation and impairment adjustments

Net Income (Loss) 3,773,662 (2,544,891 (364,724)

Income (Loss), in total and on a per - 0.08 (0.07) (0.01)

share basis*

Income (Loss), in total and on a per - 0.07 - -

share basis diluted**

Earnings (L oss) per share from 0.06 (0.19) -

continued operations - basic

Earnings (L 0ss) per share from 0.05 - -

continued operations  z fully diluted

Comprehensive Net Income (Loss) 4,001,407 (2,427,692 (2,112,064)

Total Assets 29,839,303 31,516,385 29,192,713

Total Long -Term Liabilities (defined as 1,674,048 1,303,866 1,191,617

long-term debt and financing lease)

Increase (Decrease) in cash (4,203,694) 5,722,422 (5,267,452)

Cash Dividends Declared per -share NIL NIL NIL

“Net Income (Loss) per common share for the years has been calculated using the weighted average number of common shares

outstanding during the respective years.

" Net Income per common share on a fully diluted basis. (Loss) per common share is not presented, on a fully dilutékbasis as

effect of common share options would be-diititive.
***December 31, 2015 amounts have been restated to the current basenpation arising from the disposition of NuVision

Industries Inc.
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DI SCUSSI ONS OF HTCOs

2016 YEAR END FINANCIAL RESULTS

3 months 3 months 3 months 3 months 3 months 3 months 3 months 3 months
In Canadian ending ending ending ending ending ending ending ending
Dollars (other than Dec. 31, Dec. 31, Sept. 30, Sept. 30, June 30, June 30, March 31, March 31,
share amounts) 2016 2015 2016 2015 2016 2015 2016 2015
Unaudited Unaudited Unaudited Unaudited Unaudited Unaudited Unaudited Unaudited
Total Revenues 2,891,826 3,305,018 2,268,907 2,355,980 2,498,515 4,393,361 1,432,065 2,620,911
Net Income (Loss) 1,424,899 (7,729,470) (280,879) 352,851 2,727,964 368,916 (98,322) 441,344
Total Assets 29,839,303 31,516,385 | 31,444,433| 31,444,433| 30,650,044 | 30,650,044| 30,326,114| 27,823,803
Long Term 3,259,598 1,487,293 2,011,226 2,011,226 1,599,991 1,599,991 1,476,112 1,191,617
Liabilities
Shareholder Equity 23,422,216 19,436,014 | 20,944,937| 20,944,937 | 20,625,689 | 20,625,689| 19,768,826 20,339,355
Cash flow from (198,721) 2,307,776 (1,316,377) 368,244 (3,575,654) 100,167 (2,512,412) 2,410,732
Operations
Increase (351,393 2,233,634 (3,392,075) 819.004 2,837,387 280,401 (3,297,613) 2,389,403
(Decrease) in Cash
Net Income (Loss), 0.05 (0.255) 0.009 0.012 0.090 0.012 (0.003) 0.015
in total, on a per-
share basis! (See
discussion below)
Net Income (Loss), 0.04 - - 0.009 0.071 0.009 - 0.011
in total, on a per -
share fully diluted
basis? (See
discussion below)
Weighted Average 30,309,195 30,309,195 | 30,309,195| 30,309,195| 30,309,195| 30,309,195| 30,309,195| 30,309,195
common shares

2015Comparative amounts have been restated to consider the impact of the disposition of NuVision Industries Inc.
!Net Income (Loss) per common shéve the years has been calculated using the weighted average number of

common shares outstanding during the respective years.

2 Net Income per common share on a fully diluted basis. (Loss) per common share is not presented, on a fully diluted
basis as theffect of common share options would be-diititive.

HTC Purenergy Inc. // Management’s Discussion & Analysis
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PER SHARE AMOUNTS:

Basic net earnings (loss) per common share have been calculated using the weighted average
number of common shares outstanding during¥ear of 30,309,1952015 7 30,309,19% The
fully diluted shareamountduring theYearis 33,367,95920151 31,371,965

For the year ended For the year ended
Dec. 31 2016 Dec 31, 2015
(Audited) (Audited)
Net IncomegLoss) per common shar: 0.08 (0.08
- basic
Net Income (loss) per common shar: 0.07 -
fully diluted
Earnings (loss) per share from 0.06 (0.19)
continued operationsBasic
Earnings Per sharfrom continued 0.05 -

operations diluted

Net Income per common share on a fully diluted basis. (Loss) per cosma@nis not presented,
on a fully diluted basis as the effect of common share options would fublatine

REVENUES

The Corporationhad operatingevenue 01$9,091,313(2015 -$12,675,27) of which $7,015,939
(2015- $10,877,93% came fromHTC® subsidiaryMaxx Group of Companies Corp, (together
with its subsidiaries referred to @Maxxo ,)$2,043,928(2015- $52,199 camefrom HTC CO,
Systemsoperating segmenand $31,446 (2015 $1,745,141came from engineering and process
design

The decreasein revenuein Maxx is attributed to the downturn in the oil sector impacting
continuing operationduring the Year The decrease in engineering and pseatesign is due to the
completon of work on the Hsky/Lashburn Project CG@apture facility

OPERATING EXPENSES

Costs of sales reflect manufacturing and sales costs associatefaxth ClearGSI and their
subsidiaries Thedecrease is a result of the reduced sales in Maxx

Engineering and process design services include costs associated with the provision of engineering

services. Services fahe Year were $26,618as compared t&1,481,104at December 312015
reflectingdecreasd activity associated witthe completion ofthe Husky/Lashbur®roject.
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Commercialization, product development and administrative expenses foY ethie were
$6,931,498as compared t66,086,000for the prior yea The increase in 2016 is primarily due to
ongoing commercialization of GQapture and solvent and glycol reclaiming, as well as work on
the dual design of thBelta Reclaimer™ to allow this reclaimer to work on both solvents and
glycol related products.

Amortization for theYearwas $02,938(20151 $482,064. The increasé amortization relates to
amortization of reclaimer development costs as well as amortization associated with the acquisition
of ClearGSI and intangible assets acquired at the end of 2015

Finance expense realized during Wearwas$105,688(2015- $66,028. The increase is a result of
an increase in the amount of debt subject to inteetsting to equipment financingestructuring
of ClearGSl).

INTEREST & OTHER INCOME (EXPENSE)

The Corporation recorded interesirned on short and long term investmentsathdrincome for
the Year of $579,682as compared to48,492for December3l, 2015 The increase is a result of
interest earned oheldfor-trading investmentand imputed interest of contingeobnsideration
receivablearising from the sale of NuVisionn d u s t r Nu¥isiond )n c . ( f

OPERATING INCOME

For theYear, the Corporation had operatitassof $4,206,050as compared talossof $3,009,914
from operations fortthe year ending December3l, 2015. The decrease in operation income is
primarily due to the downturn of thal sector impactindg?innacle operations and the reduction in
engineering processing consulticausinga redirection of resource to product depehent

ASSET DISPOSITIONS VALUA TION AND IMPAIRMENT ADJUSTMENTS

The sale of NuVisiorresuled in a gain of $9,183,826(2015 $Nil). Current Year valuation and
impairments losses which are nroash related expenses were comprise®19,5® (2015- $Nil)

in the impairment of goodwill resulting from the declinette oil sector ands280,000 relating to
the write down of an inactivavailable for sale investment. Prior y@&impairment of available for
sale assets through income was $3,860,438

Deferredtax expenseof $1,297,431resultsfrom the accounting recognition on contingent gains
associated with the sale NuVisionduring the Year The amounts arise from the recognition of

the potential addional sale consideration thatet Corporatia may realize over the next few years
based on a series of assumptions regarding the future income flows over the duration and the
contract and the collectability of these amountBhese taxes should reverse over the next few
years as amounts are reatlze accordance with the terms of the contract. Defdardxpense is

offset by adeferredtax liability. Deferred taXiabilities of the prior year related to certain asset
additions and wereecoveredn the 2016 year.
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NET INCOME (LOSS) AND COMPREHENSIVE INCOME

Net incomefor the Yearwas $3,773,662compared to a loss §&2,544,891in the prior year. The
increasan income is primarily attributabligne gains arising on thdisposition ofNuVision.

Comprehensive income includes tharealized gains and (losses) on investments classified as
available for sale of #27,74520151 $117,199 and represents the net change in the carrying value

of the investments to the quoted value and transfer of impaired investments to the consolidated
statement of lossThese adjustments do not involve cash.

Comprehensivincomefor the Year is$4,001,407compared to a loss &2,427,692n 2015 The
increase iprimarily attributable to thgain on sale of NuVision referred to above

TOTAL ASSETS

Total assetdor the Yearwere £9,839,303ompared to $1,516,385as atDecember 312015 The
primary reasons for theetdecreasare due in part to the disposition of NuVision during Yrear,
balanced by the increase in contingent consideration receivable on the sale

Capitalized Development

The Corporation has capitalized development expense relatiig) &S Purenergy’ 1000 CO,
Capture System, itsiTC SRS® mixed Amine Solvent Reclaimer and i®CS FEEDenginé&
described below:

Dec 31, 2016 Dec 31, 2015

HTCDel ta Recl ai mer Sy $ 278,792 $ 278,792
Amortization (28,0089 (8,237
250,786 270,555

CCS Purenergy® 1000 430272 429566
Amortization (238,399 (195,054
191873 234,512

CCS FEEDenginé& 186,02 186,093
Amortization (97,6RB) (79,089)
88,3% 107,003

Total product development costs $ 531,053 $ 612,070

HTC Purenergy Inc. // Management’s Discussion & Analysis 201 6
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During theYear,there was$21,000in research costs expensed. Capitdlidevelopment costs for
theYear were $06 (see above).

Total accumulated costs expensed from December 31, 2Ddcember3l, 2016 are 8,274,862

Research and development costs incurred by subsidiaries pti@it@cquisition are not included

in this amount, nor are costs incurredyCé s col | aborative technol og)
institutions.

CURRENT LIABILITIES

Currentliabilities were$3,142,192for the Year as compared t610,593,078s atDec. 31,2015
Decrease of $450,886is largely due to the sale dvuVision, which resultedn a decrease in
liabilities of $4532,266 The balance of the change reflects a decrease of accounts payable and
accrued liabilities associated witbduced oil produatperations and debt restructuring

LONG TERM DEBT

Long term debt (defined as the lonrterm portion of financing lease and |letegm debt)increasd
to $1,674,048rom $1,303,866 Thenetincrease is resultof acquisition inane restructuring

SHAREHOLDERSG6 EQUITY

As atthe end of théveart he Shar ehol $283A37,61%3E cpmparted/te wase hol der s
equity of $19,436,014at Dec. 31, 208. Theincreasdn equity is attributed téargely attributed to

the saleof NuVision. Non-controlling interest represents amouatibutable taminority positions

of Maxx andClearGSl that are not held b{MTC.

CASH FLOW

Cash flowsused inoperating activities wer€$7,520,073 for the Year, compared tacash flows
generated 0f55,186,99 for December 312015. The cecreasds attributable tathe removal of
NuVisiond set assets, thgain from sale of investment and use of cash resources to retire current
liabilities.

CHANGE IN CASH POSITION
The change in cash positi@ December 31, 201%was %4,203,694)(including cash acquiredr

disposedhrough acquisitiomr disposition. The decrease in cash is to the amount of fumgssted
and tied up as amounts receivable with the majority being associated wséhetioé Nwision.
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COMMITMENTS

The Corporation rents officiacilities on a month to month basis under a lease agreement with a
related party of the CorporatiosgeNote 2), with minimum monthly rental payments 09$!75

On February 1, 2014,01059035 Saskatchewan Ltd. dtianaclel ndu st r i aFinnaBl@p) vi ces
a subsidiary ofMaxx, entered into a lease agreement for its Regina, Saskatchewan, operations.
Monthly base lease costs are $27,500 from February 1, 2014 to July 31, 2016, reduced to $23,375
from August 1, 2016 tdune 1, 2017 at which time the agreement will be reviewed

HTC is engaged in a license dispute with one of its, @@pture technology providers. The
commercial effect and outcome of this license technology dispute cannot be determined at this time.

On April 15, 2015,ClearGSI entered into a lease agreement for Stettler, AB operations.
Monthly base lease costs are $6,500 from November 1, 2015 to November 30, 2020.

CAPITAL RESOURCES

Share capital:

Authorized:

An unlimited number of common shares
An unlimited number of preferred shares

Common Shares As atDec 31, 2016 As at Dec. 312015
Number Amount Number Amount

Balance, beginning ofear 30,309,195 $38,978,214 30,309,195 $38,978,214

Expired Warrants (see Note 18 - 30,000 - -

Balance, end ofear 30,309,195 $39,008,214 30,309,195 $38,978,214

The Corporation has no issued or outstanding preferred shares. The Corporation is authorized to
issue one or more series of Raoting, participating in preference to common shares, eligible,
preferred shares.

Stock options and warrants:
The Corporation has a stock option plan for directors, officers, employees and consultants providing
for the issuance of options to acquire up to ten percent of the issued and outstanding common shares

of the Corporation. The following table reflects #teck option activity from January 1, 2015
through December 31, 2016 and the weighted average exercise price:
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Stock options As at Dec. 31, 2016 As at Dec. 31, 2015
Options  Avg. Price  Options  Avg. Price
Outstanding, and exercisable, 2,250,000 $0.13 2,250,000 $0.13

beginning of year

Outstanding and exercisable, end

2,250,000 $0.13 2,250,000 $0.13
of year

Option pricing models require the input of highly subjective assumptions including the expected
price volatility. Expected volatility conside
and any other features of the option grant that may itmpacmeasurement of fair value such as

market conditions. Change in the subjective input assumptions can materially affect the fair value
estimate, and therefore the existing models do not necessarily provide a reliable single measure of
thefairvalued t he Cor porationds stock options.

Share purchase warrants As at Dec. 31, 2016 As at Dec. 31, 2015
Warrants Avg. Price  Warrants  Avg. Price
Outstandingand exercisable, 6,600,000 $0.20 6,600,000 $0.20

beginning of year

Expired (1,000,000)  (0.40) - -

Outstanding and exercisable, end

5,600,000 $0.16 6,600,000 $0.20
of year

Warrants issued on June 5, 2014, have expired as of June 4, 2016. The original valuation of the
warrants of $30,000 (residual value of the consideration receivedterd trading value at the
issuance date) originally recorded to contributed surplus has been reclassified to share capital. The
total fair value of stock based compensation expense on outstanding stock options and warrants
granted to directors, employeasd consultants of the Corporation and through private placement as

at December 31, 2016 was $910,556 (December 31, 2015 $940,556).

OFF-BALANCE SHEET ARRANGEMENTS

The Corporation has no dlffalance sheet arrangements.

RELATED PARTY TRANSACTIONS

Related party transactions include transactions with corporate investors who have representation on
t he Cor pbooraartdi omfd Bdardd & The osevenue @il costs recognized with such
parties reflect the prices and terms of sales and purchasansh¢tions with related parties in
accordance with normal trade practices.
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During the Year, the Corporation pail4,509(2015- $6,814) for legal services from a law firm
that a director is a partner oAs of December 31, 201&ere is an outstanding amount owing of
$920 to the law firn{2015- $0).

HTC currently rents facilities on a nkkF@Gd))h, to m
previousy from KF Kambeitz LandCorp. Both of these parties are considered a relasety p
throughoneoHTCO6 s di rector s. Tot al rent -$§83900). Adodb f or

December 31, 2016, $17,370 is outstanding to KFG (2GDj.

KLE is considered a related party due to common directors and common manad€h@ritas
secured a shoterm loan to KLE (see Note 5HTC has consultancy expense $0 (2015 -

$18,000) to KLE and administrative revenues $£600 (2015 - $3,000) from KLE. As of
DecembeB1, 2016, there is an outstanding amount3g #&38owing from KLE (2015- $8,928).

The transactions were conducted in the normal course of business.

CRITICAL ACCOUNTING ESTIMATES
GOODWILL AND INTANGIBLE ASSETS

Goodwill impairment is tested at the operating segment level and is determined based on the carrying
valueof goodwi | | exceeding the operating segmentad
the higher of faiR/LCBa) uand ewg aVllmoe st nltfo stehee( i mpfa i
exceeds the carrying amount of goodwill, the goodwill is emitoff completely. Any impairment

loss left over is allocated to the remainirsgets of the operating segment.

In the current year, given the disposition of a major subsidiary of the Maxx operating segment,
goodwill attributable to the Maxx operating segm was allocated on the closing date of the sale to
the major subsidiaries of Maxx on a pada basis using their relative fair values at the date of
disposal. Goodwill attributed to NuVision has been included in the carrying value of assets and
liabilities disposed, and included as part of the calculation of the gain on disposal (see tNdtee27
Consolidated Financial Stateménts

Subsidiary Goodwill attributed

NuVision $8,244,692
Pinnacle and others 419,509
Total $8,664,201

The remaining portion of goodwill not disposed as part of the sale of NuVision was assessed for
impairment as at December 31, 2016. Subsequent t6ahe Pinnacle was sold for consideration of
$501,894 (see Note 30 the Consolidated Financial StatenggnAs such, coupled with the lack of
operations in other subsidiaries within Maxx, the remaining value of goodwill has been impaired as
at December 31, 2016 in the amount of $419,509 (2&hH).

Intangible asset:
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subject to

Goodwill amortization Total
Cost
Balance at Dec. 31, 2014 $8,664,201 $857,600 $9,521,801
Balance at Dec. 31, 2015 $8,664,201 3,019,236 $11,683,437
Disposal ofNuVision (8,244,692) - (8,244,692)
Impairment (419,509) - (419,509)
Balance aDec 31, 2016 $ - $3,019,236 $3,019,236
Accumulated amortization
Balance at Dec. 31, 2014 $ - $451447 $451,447
Amortization for the 201year - 94,707 94,707
Balance at Dec. 31, 2015 $ - $546,154 $546,154
Amortization for theYear - 307,185 307,1%
Balance aDec 31, 2016 $ - $853,339 $853,339
Carrying amounts (bgperating
segment
HTC CO, Systems $ - $2,453,082 $2,453,082
Maxx 8,664,201 20,000 8,684,201
At Dec.31, 2015 $8,664,201 $2,473,082 $11,137,283
HTC CO, Systems $ - $2,165,897 $2,165,897
At Dec. 31 2016 $ - $2,165,897 $2,165,897
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Management performed an analysis of the existence of indicators of impairmentafagible
assets as at December 31, 2016. No indicators of impairment were noted that would necessitate an
evaluation for an impairment wrigown of intangible assets during the Year.

There were no additions to intangible assets during the Year. [B0afe the Corporation acquired

shares ofCO; Technologies Pty Ltd.from Maxx Chenglin Energy Products and Services Ltd.

at a value of $2,000,000. Given the fact@@, Technologies Pty Ltd.has no input, processes and

output and the only item in the comrpy is an intangible asset, the acquisition has been accounted

for as an asset acquisition. The remaining balance of additions in 2015 related to intangible assets
acquired from the CcClegiathaamountrob$d6l,636.Amaorteatiemi on o f
these additions commenced in 2016.

Amortization in the amount of $307,185 in December 31, 2016 (December 31; $84507) has
been included in the consolidated statement of

OPERATING SEGMENTS:

The Corporation has two reportable operating segmeiiS: CO, Systems anilaxx.
These operating segments are differentiated by the psdodtservices that each produdd3C
CO, Systems provides products and services related to Energy Technologie©agystems.
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Maxx provides manufacturing sales and distribution services relating to oil and gas equipment
supply and servigeas well as fertilizer and grain handling solutions. Both segments utilize various

brands and trading names in their operations.

December 31, 2016 HTC CO, Systems Maxx Combined
Sales $ 2,043,928 $7,015,939 $9,059,867
Engineering, process design and 31,446 - 31,446
consulting

Cost ofsales 548,656 5,340,647 5,889,303
Engineering angrocess design 26,618 - 26,618
services

Commercialization, product 3,364,267 3,567,231 6,931,498
development and administration

Research andedelopment 21,000 21,000
Amortization 659,886 243,052 902,938
Finance costs 52,372 53,316 105,688
Lossfrom commercial operations $(2,597,42% $(2,188,307 $(4,785,732)
December 31, 2015 HTC CO, Systems Maxx Combined
Sales $ 52,194 $10,877,935 $10,930,129
Engineering, process design and 1745141 i 1,745,141
consulting

Cost of sales 9,726 7,603,754 7,613,480
Engineering and process design 1,481,104 - 1,481,104
services

Commercialization, product 3,064,462 3,021,538 6,086,000
development and administration

Amortization 159,622 322,442 482,064
Finance costs 14,892 51,136 66,028
Lossfrom commercial operations $(2,932,471) $(120,935 $(3053,406
December 31, 2016 HTC CGO, Systems Maxx Combined
Cash $1,140,998 $1,608,349 $2,749,347
Property anequipment 1,507,232 867,292 2,374,524
Goodwill and intangible 2,165,897 - 2,165,897
December 31, 2015 HTC CO, Systems Maxx Combined
Cash $1,077,253 $5,875,787 $6,953,041
Property and equipment 1,166,274 1,542,014 2,708,288
Goodwill and intangibles 2,453,082 8,684,201 11,137,283
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DIRECTOR AND OFFICER COMPENSATION

The key management personnel of the Corporation consist of the executive officepsesidents,

other senior managers and members of the Board. Key management personnel also include those
persons that have the authority and responsibility for planrdivgcting and controlling the
activities of the Corporation, directly or indirectly. Compensation folvisar was $894,000(2015

Year - $335,550. During theYear, the Corporation paid director compensatiorthe amount of

$4,000 (2015 - $4,000). In addition to their salaries, senior management and directors also
participate i n ibdsedcdnpengaton@dans. onds shar e

The Corporation has employment agreements with its Chairman and CEO, and with its Sr. Vice
President and CFO. Comption is paid in accordance with the remuneration package agreed
upon by the Corporationos Compensation Commi t
remuneration package is subject to periodic review and adjustment by the Compensation
Committee, basedn performance.

The terms of the agreement for the Chairman and CEO state that he shall receive upon termination
of employment or in the event of a change of control, the equivalent of thirty six months, plus one
month for every year of service to a maxim of forty eight months, in total compensation. The
terms of the agreement for the Sr. VVReesident and CFO state that he shall receive upon
termination of employment or in the event of a change of control, the equivalent of twenty four,
plus one montlfior every year of service to a maximum of thirty six months, in total compensation.
The total compensation is calculated using the average for the twelve months prior to termination or
change of control, alternatively the average since January 1, 20G$hewdr amount is greater.

This total compensation includes all benefits

SUBSEQUENT EVENTS

Subsequent to the Yeahe Corporation sold its interest in Pinnacle for share consideration of
$501,894 and the repayment of loans dueMaxx of $3,068,916for the total proceeds of
$3,570,810

Subsequent to th¥ear, the Corporation set up PortJoed Terminal Corp. as a new subsidiary
underMaxx for the development of producer terminal grain handling facilities.

ADDITIONAL INFORMATION ON HTC

HTC invites you to review current and historical press releases and News Express releases. This
materi al can be viewed wvowwhttehesyy.dOro/mewsohtmat i onds wet

RISKS AND UNCERTAINTIES

Risksand uncertaimés relate to dependence of @@mitters being legislated or provided incentive,
to adapt CQcapture technology and the price of oil for adoption o EOR.
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The preparation othe Consolidated iRancial Statements in conformity with IFR®equires
Management to makgidgments,estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the Consolidated
Financial Statements and the reported amoumsvenues and expenses during Ylear.

Significant items subject tpudgementestimates and assumptions include: the carrying amounts of
goodwill and intangible assets, product development, underlying estimations of useful lives of
depreciable assetgapitalization of interds and thecarrying amounts of accounts receivable,
investments, fair value of financial instruments, and environmental remediation and contingent
liabilities, if any(see also Note 2).

The Consolidated irancialStatements aredsed orMa nage ment 6 s best esti mat
available. Uncertainty regarding the timing of anticipated large scale market demand for carbon
capture technology, related legislative incentives, and uncertainty in financial markets has
complicated e estimation process. Accordingly, the inherent uncertainty involved in making
estimates and assumptions may impact the actual results reported inykdwsdy a material

amount.

FUTURE CHANGES IN ACCOUNTING PRINCIPLES
Changes to Accounting Policieand Future Changes to Accounting Standards

The standards and interpretations that are issued, but not yet effective up to the date of issuance of
the Corporationds financial statements, and t h:
position of the Corporation, are disclosed below. The Corporation intends to adopt these standards

and interpretations, if applicable, when they become effective.

Revenue from Contracts with Customers:

In May 2014, the IASB issued IFRS Ievenue from Contractwith Customerslit replaces
existing revenue recognition guidance and provides a single, principles bassfiveodel to be
applied to all contracts with customers. Retrospective application of this standard is effective for
fiscal years beginning onroafter January 1, 2018, with earlier application permitted. The
Corporation is currently assessing the impact of this standard.

Financial Instruments: Recognition and Measurement:

In July 2014, IFRS SFinancial Instrumentswvas issued as a complete standard, including the
requirements previously issued related to classification and measurement of financial assets and
liabilities, and additional amendments to introduce a new expected loss impairment model for
financial assetsincluding credit losses. Retrospective application of this standard with certain
exemptions is effective for fiscal years beginning on or after January 1, 2018, with earlier
application permitted. The Corporation is currently assessing the impact statiisrd.

Leases:

In January 2016, the IASB issued IFRS U&ases which replaces IAS 1Leases For lessees
applying IFRS 16, a single recognition and measurement model for leases would apply, with
required recognition of assets and liabilities for most leases. The standard will come into effect for
annual periods beginning on or after January0192 with earlier adoption permitted if the entity is
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also applying IFRS 1Revenue from Contracts with Customdrke Corporation plans to adopt
IFRS 16 on January 1, 2019 and is currently assessing the potential impact of this adoption on the
Corporatioms f i nancial statements.

CAPITAL DISCLOSURES

The Corporation defines it andogpearm debt Eacept ast s s h
otherwise disclosed in these Consolidated Financial Statements, there are no restrictions on the
Corporationdés capital

The Corporationds capital i s summarized as foll

Dec 31, 2016 Dec. 31, 201t
Sharehol dersdé e $23437,513 $19,436,014
Current portion of financing lease 409,578 470,859
Current portion of long term debt 183,521 563,422
Financing lease 910,860 190,428
Long term debt 763,188 1,113,438
Balance $25,704,660 $21,774,161

The Corporat i omasaging bapialareioves when

1 maintain financial flexibility in order to preserve its ability to meet financial obligations;

1 deploy capital to provide an appropriate investment return to its shareholders in the future;
and
1 maintain a capital structure thatows multiple financing options to the Corporation, should

a financing need arise.

The Corporationés financi al strategy iis desi g
structure consistent with the objectives stated above and to respondnigesha economic

conditions and the risk characteristics of underlying assets. In order to maintain or adjust its capital
structure, the Corporation may issue new shares, raise debt (secured, unsecured, convertible and/or
other types of available debt instnents) or refinance existing debt with different characteristics.

FINANCIAL INSTRUMENTS

Management 6s ri sk management policies ar e ty|
management of t he Corporationds operations. M
objectives through direct personal involvement with employees and outsides partthe normal

course of its business, the Corporation is exposed to a number of risks that can affect its operating
perfor mance. Management s c¢cl ose involvement i n
from expectations. The Corporation has designated transactions as hedging transactions to
manage risk. As a part of the overall operation of the Corporation, Management considers the
avoidance of undue concentrations of risk. These risks and the actions taken to manage them
include the followng:
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Liquidity risk is the risk that the Corporation cannot meet its financial obligations associated with
financial liabilities in full. The Corporation's main sources of liquidity are its operations and equity
financing. The funds are primarily used tmance working capital and capital expenditure
requirements and are adequate to meet t he Cor
financial liabilities. Risk associated with debt financing is mitigated by having negotiating terms
over several gars and renegotiating terms before they are due.

The timing of cash outflows relating to the financial liabilities are outlined in the table below:

Dec 31, 2016 <lyear 1-2years 3-5 years Thereafter Total

Accounts payable $2,117,587 $ - $ - $ - $2117,587
and

accrued liabilities

Operating Line of 340,000 - - - 340,000
Credit

Long term debt 183,521 369,454 393,734 - 946,709
Balance $2,641,108 $369,454  $393,734 $ $3,404,296
Dec 31, 2015 <lyear 1-2years 3-5years Thereafter Total

Accounts payable an  $9,312,287 $ - $ - $ - $9,312,287
accrued liabilities

Long term debt 614,685 787,822 385,931 37,582 1,826,020
Balance $9,926,972 $787,822 $385,931 $37,582 $11,138,307

Currency risk is the risk that changes in foreign exchange rates may have an effect on future cash
flows associated with financial instruments. The Corporation has no significant transactions
denominated in foreign currency and is not exposed to any aldtegign currency risk aside from

broad unquantifiable macconomic factors arising from fluctuations in foreign exchange which
could result in Canadian products becoming more expensive to international purchasers.

Foreign exchange risk is primarilgsociated with contracts for services and contracts of supplies

and services. Substantigllg | | of t he Cor mdexgehsesoareddsnominatedem u e s
Canadian dollars, and therefore isolated from foreign exchangeHiBK. has limited exposure to
US/Canadian dollar fluctuations through its h#&dtrading investments denominated in US
dollars.

Il nterest rate risk primarily is associated wit
and term deposits and lotgrm debt. The Corporation mitigates exposure by attempting to match

rates and terms to expected cash requirements, and through having the majority of its revenues and
expenses denominated in Canadian dollars. Interest risk associated with long telisrfoagated

by arranging terms that extend for multiple years (see Nbt¢olthe Consolidated Financial
Statements). A 1% change in the prime interest rate would have a negligible impact on the
Corporationds i ncome.
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Credit risk is the risk of finandidoss if counterparty to a financial transaction fails to meet its
obligations. The Corporation attempts to reduce such exposure to its cash, and short term deposits
by mostly investing in low risk investments with Canadian Chartered Banks and takangasgby
of government guarantees. The Corporation attempts to reduce its loss on amounts receivable by
assessing the ability of the counterparties to fulfill their obligation under contract prior to entering
into the contracts and by the nature of custentkee Corporation deals with. As Recembel31,
2016the Corporation had an allowance for doubtful actowdf $155,244(December 31, 2015
$28,600) and had not recorded bad debts realized over the last few years.

Due to projecbasednature of the Comratiord s 0 p ¢ managenoent sconsiders accounts
receivable outstanding less than 90 days to be current amounts. Over 90 days are also considered
current if extended terms exist and security is provided or amounts are subject to contract
restricions ad per for mance markers. The aging of t h
DecembeBl, 2015 and December 31, 2014 is as follows:

Current  Over 90 Days Total
Aging of accounts receivable @ec 31, 2016 ~ $1,839,715 $217,645 $2,057,360
Aging of accounts receivable Bec 31, 2015  $3,788,000 $292,147 $4,080,147
SECTAA O, ETTAI +Ai BEAEDAA O* AAAOCAU 111 EOTTO
LIONEL KAMBEITZ JEFFREY ALLISON
CHAIRMAN & CEO SR. VICEPRESIDENT & CFO
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HTC PURENERGY INC.

@doing business &%

HTCPURENERGY

To the Shareholders oHTC PurenergyInc.( t he A Cor porati on

Management 6s Accountability for Management ds Di
Financial Statements

The consolidated financial statements for flear endedDecember3l, 2016 ( Yieard ) Cofisblidated

Financial Statement® ) have been prepared by management in a
Reporting IFRRBa)ndiam d€arada. Management is responsi bl
which include amounts based upon estimates and judgment, are consistent with other information and

operating data contained i n maeag éMD&AOt)06 sa nddi srceuf sl seicot

Corporation's business transactions and financial position.

Management is also responsible for the information disclosed in the MD&A including responsibility for the
existence of appropriate information systems, procedures andlsotttrensure that the information used
internally by management and disclosed externally is complete and reliable in all material respects.

In addition, management is responsible for establishing and maintaining an adequate system of internal
control oer financial reporting. Such systems are designed to provide reasonable assurance that the financial
information is relevant, reliable and accurate and
for and adequately safeguarded. Managementtmsi c | uded t hat the Corporati oni
over financial reporting was effective adscembel, 2015

The board Bdardid)i reercniwalsl yf Aappoi nts an audit committe
employees of the Corpation. This committee meets regularly with management and the shareholders'
auditors to review significant accounting, reporting and internal control matters. The shareholders' auditors

have unrestricted access to the audit committee. The audit comnatiesvs the interim and annual
financi al statement s, t he report of the sharehol d
discussion and analysis and has delegated authority to approve the interim filings, and makes
recommendations to the Baaregarding annual filings.

Management has reviewed the filing of the Corporat
attachments thereto. Based on our knowledge, having exercised reasonable diligeamogyalfiéings do

not contain any untie statement of material fact or omit to state a material fact required to be stated or that is
necessary to make a statement not misleading in light of the circumstances under which it is made, with
respect to theeriod covered by thennualfilings. Based on our knowledge, having exercised reasonable
diligence, the Consolidated Financial Statements together with the other financial information included in the
annualfilings fairly present in all material respects the financial condition, financial pesface and cash

flows of theCorporation, as of the date of and for frexiodspresented ithe annuafilings.

Signed ALionel Kambei 8egned AJeffrey Allisono
LIONEL KAMBEITZ JEFFREY ALLISON
CHAIRMAN & CEO SR. VICE-PRESIDENT & CFO
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BOARD OF DIRECTORS

& SENIOR OFFICERS
Of the Corporation as atDecember31, 2016

Directors: Lionel Kambeitz,
Regina, Saskatchewan,

Jeffrey Allison,
Regina, Saskatchewan,

Wayne Bernakevitch,
Regina, Saskatchewan

Garth Fredrickson
Regina, Saskatchewan.

Senior Officers: Lionel Kambeitz, Chairman and CEO
Jeffrey Allison, Sr. Vic€resident & CFO
Thor McDonald, VicePresident

Committees of the Board of Directors: Audit Committee
CompensationCommittee
Nominating Committee

Members of Audit Committee: Lionel Kambeitz,Garth Fredricksonand Wayne
Bernakevitch

Members of Compensation Committee: Jeffrey Allison and Wayne Bernakevitch

Members of Nominating Committee: Jeffrey Allison and Wage Bernakevitch
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SHAREHOLDER INFORMATION

Stock exchange: TSX Venture Exchange Inc.

Stock symbol: HTC

Common Shares outstanding as ofDecember31, 2016: 30,309,195
Head office and Investor relations address:

HTC PURENERGY

#0027 2305 Victoria Avenue
Regina, Saskatchewan S4P 0S7
Telephone: (306) 355132

Fax: (306) 5453262

E-mail: investorinfo@htcenergy.com

Sales and Marketing Offices

Canada: Asia Pacific: United States Address:
Regina, Sask. Sydney, Australia Bettendorf, lowa
Calgary, Alberta

Registrar and Transfer Agent:
Computershare Trust Company of Canada
600, 530- 8th Avenue S. W.
Calgary, Alberta T2P 3S8

Banks: RBC, HSBC; Conexus Credit UnionCanadian Western Bank
Auditors: Calvista LLP Chartered Professional Accountants Calgary, Alberta

Legal Counsel: McDougall Gauley, Barristers and Solicitors Regina Saskatchewan
Borden Ladner GervaisLLP , Barristers and Solicitors, Calgary Alberta
McKercher LLP Barristers & Solicitors, Regina Saskatchewan

Dividend policy:
No dividends have been paid on any common shares of the Corporation since the date of inception, and it is
not contemplated that any dividends will be paid in the immediate esdeable future.

Duplicate Communications:

Some shareholders may receive more than one copy of the annual report anelptegymaterial. This is
generally due to ownership of registered shares in addition toegistered shares; holding shares oren

than one account; or purchasing shares from more than one stock brokerage firm. Every effort is made to
avoid such duplication. Shareholders who receive duplicate mailings should notify the investor relations
department at the above address.

HTC Purenergy Inc. // Management’s Discussion & Analysis 201 6



mailto:investorinfo@htcenergy.com

