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This Management Discussion and Analysis (“MD&A”) should be read in conjunction with the
Unaudited Interim Condensed Consolidated Financial Statements of ProSep Inc. (“ProSep” or the
“Company”) for the three and nine-month periods ended September 30, 2011 and 2010 and the
Annual Audited Consolidated Financial Statements for the year ended December 31, 2010. For
additional information on the business, products and services of the Company or the industry, please
refer to the 2010 Annual Information Form.

Regulatory Filings

The Company’s continuous disclosure material including the interim filings, annual MD&A, Annual
Audited Consolidated Financial Statements, Annual Information Form and Notice of Annual
Shareholder Meeting and Proxy Circular can be found at www.sedar.com and on the Company’s
website at www.prosep.com.

Caution Regarding Forward-Looking Statements

This Management Discussion and Analysis may contain forward-looking statements, including
statements regarding the business and anticipated financial performance of ProSep Inc. These
statements are based on, among other things, management's current assumptions, expectations,
estimates, objectives, plans and intentions regarding projected revenues and expenses, the
economic and industry environments in which the Company operates or which could affect its
activities, and the Company's ability to attract new clients and consumers, as well as its operating
costs and cost of raw materials and energy supply, which are subject to a number of risks and
uncertainties. Forward-looking statements can generally be identified by the use of the conditional
tense, the words "may", "should", "would", "believe", "plan", "expect", "intend", "anticipate",
"estimate"”, "foresee", "objective" or "continue" or the negative of these terms or variations of them or
words and expressions of similar nature. Actual results could differ materially from the conclusions,
forecasts or projections stated in such forward-looking information. These statements are subject to
a number of risks and uncertainties that may cause actual results to differ materially from those
contemplated by the forward-looking statements. Some of the factors that could cause such
differences include, but are not limited to, the Company's ability to develop, manufacture, and
successfully commercialize value added equipment and services, the availability of funds and
resources to continue its operations and pursue its projects, legislative or regulatory developments,
competition, technological change, changes in government and economic policy, inflation and
general political and economic conditions in geographic areas where ProSep Inc. operates. These
and other factors should be considered carefully, and undue reliance should not be placed on the
forward-looking statements.



Use of Estimates

In the course of preparing financial statements in accordance with International Financial Reporting
Standards, management must make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements, and revenues and expenses for the period. Actual results could differ from these
estimates.

All amounts are in Canadian dollars (CAD) unless otherwise specified.
Adoption of International Financial Reporting Standards (“IFRS”)

At January 1, 2011 the Company adopted International Financial Reporting Standards (“IFRS”), as
issued by the International Accounting Standards Board. Other than as specifically stated, the
following disclosures, and the associated Unaudited Interim Condensed Consolidated Financial
Statements, are presented in accordance with IFRS. The comparative periods for fiscal 2010 have
been restated in accordance with IFRS.

Non-IFRS Financial Measures

This MD&A contains the terms "Earnings Before Interest, Taxes, Depreciation and Amortization”
("EBITDA"), “Net Invested Working Capital” (“NIWC”) and “Gross Margin”, which should not be
considered as an alternative to, or more meaningful than, net earnings or cash flow from operating
activities as determined in accordance with IFRS, as an indicator of the Company's performance.
These terms do not have standardized meanings prescribed by IFRS. ProSep's determination of
EBITDA, NIWC and Gross Margin may not be comparable to that reported by other companies.

Management uses EBITDA, among other measures, to assess the operating performance of the
ongoing businesses without the effects of depreciation and amortization expenses. The Company
excludes depreciation and amortization expenses because they largely depend on the accounting
methods and assumptions a company uses, as well as on non-operating factors such as the
historical cost of capital assets. The Company also excludes depreciation and amortization expenses
from its definition of Gross Margin for similar reasons.

The following table reconciles EBITDA with the loss for the period.
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NIWC is also used by management to analyze the total amount invested to support outstanding
contracts, and is defined as the sum of restricted cash related to letters of guarantee, trade and other
receivables, inventories and prepaid expenses, less the sum of trade and other liabilities and deferred
revenue.

The following table shows the calculation of this non-IFRS financial measure.

1
! ____September 30,2011 December 31, 2010_|
In millions of CAD
i Restricted cash - 0.2 !
Trade and other receivables 7.7 12.9
Inventories 1.0 0.3
Prepaid expenses 0.8 0.6
. Total (a) 9.5 14.0 .
1 1
E Less E
| Trade and other liabilities 7.2 7.7 i
i Deferred revenue 0.3 0.1 i
1 1
| Total (b) 7.5 7.8
1 1
i Net Invested Working Capital (a minus b) 2.0 6.2 i
1 1
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1. OVERALL PERFORMANCE

1.1. Highlights of the Quarter and Subsequent Events

Financial

A Revenues during the third quarter were $6.9 million, a decrease of 16% when compared to $8.1
million recognized during the corresponding period of 2010, resulting from a lower order intake in

~ the last two quarters.

A Gross margin stood at $2.2 million (32% of revenues) compared to $2.0 million (24% of revenues)
for the corresponding period of 2010. Improved gross margins result mainly from efficient project

~ execution.

A EBITDA was negative $2.3 million compared to negative $0.8 million for the corresponding period
of 2010, on lower order intake and investments in hiring and supporting additional human

_ resources to benefit from positive market conditions, and support our growth strategy.

A Loss for the period amounted to $2.5 million compared with a loss of $1.5 million for the

_ corresponding period of 2010.

A At quarter end, backlog stood at $9.5 million, up 22% from $7.8 million at the beginning of the
year. Including recent contract announcements, current backlog stands at approximately $19
million.

A The Company closed on October 14, 2011 a tranche of $11.1 million from a non-brokered private

placement of up to $15 million to provide additional working capital.

Commercial

A

Concluded $2.8 million in new signings in the third quarter and $11.7 million during the first
weeks of the fourth quarter of 2011. Including these recent contract awards, total signings year-
to-date stand at $40 million, compared to $23 million for the entire twelve month period of last
year.

Concluded an important distribution agreement with Flint Energy Services Ltd., a leading
Canadian-based unconventional oil and gas service and equipment supplier.

Concluded the Company'’s first contract for its newly introduced seawater treatment and water
injection system, valued at $2.7 million.

Sold the Company’s largest offshore produced water treatment system, valued at $6.5 million, for
installation in South-East Asia.

Sold its proprietary desalting technology to a leading Latin American Oil and Gas producer by
demonstrating significant process improvements, reduced water consumption and improved oll
quality at the customer’s installations.

Concluded a contract to test ProSep’s novel injection and mixing technology at leading Saudi
Arabian producer with the objective of demonstrating superior performance compared with
process currently used at all its production and gathering facilities.

Initiated the development of field tests at various customer locations for ProSep’s proprietary gas
dehydration system and produced water treatment systems.

Operations

A

A

Hired Michael M. Browne, P.Eng., as President and General Manager of ProSep (USA) Inc., the
Company'’s business unit located in Houston, Texas.

Hired additional resources to support expected growth at the South-East Asian business unit and
South Korean joint venture, ProSep Kolon.



A Maintained exceptional Health Safety and Environment (“HS&E”) track record and zero Total
Recordable Incident Rate (“TRIR”) for two years.
A Completed ISO 9001 : 2008 of all business units around the world.

1.2. Material Events and Important Subsequent Events

All material events and commitments for the quarter ended September 30, 2011 are presented in this
sub-section, including information on important subsequent events, up to the date of this MD&A.

On October 19, 2011, ProSep announced that it ranked for a third consecutive year among the
Deloitte Technology Fast 50™, a ranking of the 50 fastest growing technology companies in Canada,
based on the percentage of revenue growth over five years. ProSep’s revenue growth of 972 percent
from 2006 to 2010 resulted in its ranking in the Deloitte Technology Fast 50™.

On October 14, 2011, ProSep announced that it had closed a tranche of its non-brokered private
placement of common shares of the Company previously announced on October 6, 2011. ProSep
issued an aggregate of 163,346,459 common shares to Investissement Québec, Cycle Capital Fund
I, L.P., Fondaction, le Fonds de développement de la Confédération des Syndicats Nationaux pour la
coopération et I'emploi, Flint Energy Services Ltd., and certain members of executive management of
ProSep, at a purchase price of $0.06825 per common share for total gross proceeds of $11.1 million.
On October 13, 2011, the TSX granted ProSep an exemption from the requirement to seek
shareholder approval in accordance with Section 604(e) of the Company Manual of the TSX on the
basis that the Company finds itself in a state of financial hardship. ProSep’s reliance on this
exemption automatically results in a TSX de-listing review. This process is intended to confirm that
ProSep continues to meet TSX listing requirements. The Company was granted 120 days by the TSX
to comply with all requirements for continued listing. If the Company cannot demonstrate that it
meets all TSX requirements set out in Part VIl of the TSX Company Manual on or before February 6,
2012, the Company’s common shares will be delisted 30 days from such date. ProSep intends to
comply with all the TSX continued listing requirements and believes it will be able to address this with
the TSX before the deadline.

On October 13, 2011, ProSep announced it was awarded two contracts totalling $9.0 million. The
first contract is for a large produced water treatment package, valued at $6.5 million and the second
purchase order received is for the supply of a fuel gas treatment system, valued at $2.5 million. Both
systems will be delivered and installed in 2012 on two distinctly-owned and operated offshore
production platforms in South-East Asia.

On October 11, 2011, ProSep announced it was awarded its first contract for the design and supply
of a water injection system. Valued at $2.7 million, this equipment will be installed on a floating
production storage and offloading (“FPSQ”) vessel in South-East Asia.

On October 6, 2011, ProSep announced it has entered into agreements for a non-brokered private
placement of common shares of the Company (the "Common Shares") for gross proceeds of up to
$15 million. The Company also announced a strategic commercial alliance with Flint Energy Services
Ltd. (“Flint”), a major equipment and services supplier to the oil sand industry whereby Flint will act
as exclusive commercial agent for ProSep’s offering in the Canadian Oil Sands. Flint also participated
in the private placement.

On September 26, 2011, ProSep announced it was awarded a US$1.2 million contract to supply a
leading Latin American oil company with ProSalt mixers. Recent field tests at the customer’s facility
have shown significant improvements in the desalting process while reducing the need for dilution
water and chemical injection.t



On September 19, 2011, ProSep announced the nomination of Michael M. Browne, P.Eng., as
General Manager of ProSep (USA) Inc., the Company’s business unit located in Houston, Texas. Mr.
Browne brings over 25 years of experience in the oil and gas industry and was recently Vice-
President of Engineering at Cameron / NATCO where he was responsible for bidding and execution
of the Houston Custom Engineered Systems projects for their Production Systems division.

On August 30, 2011, ProSep announced that its proprietary injection and mixing technology will be
tested at two oil gathering and treating facilities located in the Kingdom of Saudi Arabia. The
objective of this new field test is to further demonstrate process improvements and significant
savings in chemical consumption typically required for oil treatment and separation.

On July 21, 2011, ProSep announced the launch of its customized seawater treatment and water
injection offering, further expanding the Company’s portfolio of process solutions. ProSep is now one
of the few process equipment providers that can offer treatment solutions at every stage of upstream
processing. Water injection is mainly used for Enhanced Oil Recovery (“EOR™), allowing for increased
production in wells that are nearing the end of their primary production life.

On July 5, 2011, ProSep announced it was awarded $1.8 million in new contracts to supply a
produced water treatment system for installation on a deepwater Gulf of Mexico facility and crude
dehydration equipment for two oil sands facilities located in Alberta, Canada.

At March 31, as well as at June 30 and September 30, 2011, one of the Company’s wholly-owned
subsidiaries was in breach of one of the financial ratios stipulated in a banking facility. This situation
stemmed largely from the Company’s decision to accelerate its pace of growth in view of the
opportunities offered in the marketplace as outlined in sub-section 4.2, and more specifically to the
up-front investments in hiring and related operating expenses that were approved as part of this
strategy. The Company anticipates that its subsidiary will continue to be in breach of this covenant at
the year-end date of December 31, 2011. A covenant waiver wherein the lender confirmed that the
breached covenant is not deemed to constitute an event of default was obtained by the Company’s
subsidiary for the March 31 breach, as well as for the June 30 and the September 30, 2011 breach. A
new waiver request will be presented with respect to the anticipated breach at the year-end date of
December 31, 2011.

Under the same banking facility, the Company’s subsidiary is subject to a “clean-down” obligation,
whereby the facility is to be undrawn for a period of no less than three weeks, twice during a rolling
twelve-month period, each “clean-down” period to be separated by at least eight weeks. The
Company’s subsidiary has been in breach of this covenant since August 26, 2011. The Company’s
subsidiary has obtained a waiver in respect of such covenant breach, and it has initiated a “clean-
down” on October 20, 2011, further to the Company closing an equity financing on October 14, 2011.

2. COMPANY OVERVIEW

ProSep designs, develops, manufactures, and commercializes technology-based process solutions
to treat, separate and purify oil, gas and water for the upstream oil and gas (“O&G”) industry.

ProSep offers a wide range of process equipment sold in units or in packages to O&G producers and
engineering, procurement and construction firms (“EPC”), with or without process warranties. ProSep
has over 60 patents and has developed one of the industry’s most comprehensive suite of produced-
water treatment solutions, including best-in-class polishing equipment. ProSep provides in-house
engineering from process to details and is actively involved in project management and execution,
including fabrication, assembly, commissioning and value-added services.



ProSep operates around the world in the most important O&G service hubs, with operations in
Houston (USA), Haugesund (Norway), Kuala Lumpur (Malaysia), Dubai (United Arab Emirates) and
Seoul (South Korea). Its head office is located in Montreal (Canada).

The Company has approximately 120 employees, mainly process engineers, product engineers,
technical sales people, project managers and workers.

2.1. Corporate Model and Sales Network

ProSep has three diversified business units and a commercial joint venture (ProSep Kolon Company
Ltd.) that promote the Company’s solutions across their respective markets. Each operation has
developed its own specific expertise and reputation by tailoring the Company’s solutions to the
markets it serves. Each business unit has its own team of engineers and experienced sales people,
including a select network of agents.

America Europe + Middle East Asia Pacific
(Houston, USA) (Haugesund, Norway) + (Kuala Lumpur, | INEG_
Engineering (Dubai, UAE) Engineering
Project management Engineering Project management
Manufacturing Project management Manufacturing
Assembly Commissioning Assembly
Commissioning Product development

During 2011, the Company’s subsidiaries changed (or are in the process of changing) their legal
names to better reflect the new integrated operations and business model, in-line with ProSep’s new
strategic direction. All business units now operate under the same commercial denomination around
the world. See next sub-section for details.

2.1.1. American Operations

ProSep’s Houston operation is the Company’s center of excellence for gas membranes, primary
separation, heavy crude oil treatment and conventional produced-water treatment systems and
packages. In 2009, the Houston fabrication and assembly facility relocated to a new 55,000 square
foot shop and doubled its production capacity.

This is where manufacturing and assembly of internals, process vessels, skid-mounted packages and
complete process systems are completed for a significant portion of the Company’s offering. Most of
the systems or packages assembled in Houston are for shipment to the Americas and the Middle
East.

As of February 2011, this subsidiary changed its name by Certificate of Amendment filed with the
Office of the Secretary of State (Texas) and now operates under the name of ProSep (USA) Inc. It was
formerly called ProSep Technologies Inc.



































































































