ENERFLEX

A POWERFUL STRATEGY

. ke Vi D
| ¥ - > |
L B S /
il ) = ., ’ ¥
UK ¢ 4 $
\Z:- /. Gl i o L ' He o

2018 ANNUAL REPORT



01 IGNITING GROWTH - POSITIONED FOR SUCCESS 14 C?RPORATE RESPONSIBILITY AND ENGAGEMENT

02 DRIVING VALUE FROM WELLHEAD TO PIPELINE 18 MA\\IAGEMENT’S DISCUSSION AND ANALYSIS

04 2018 RESULTS AND HIGHLIGHTS 56  CONSOLIDATED FINANCIAL STATEMENTS

06 LETTERTO SHAREHOLDERS \ 61 NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
10 REGIONAL OVERVIEW . 108 SHAREHOLDERS' INFORMATION

12

EXECUTING ON A POWERFUL STRATEGY

Front Cover Photo: 30 mmscf/d amine treatment facility, Bolivia.



IGNITING GROWTH

Over a decade ago, Enerflex recognized the expansive global
opportunities in natural gas and set out to develop and implement
strategies to capitalize on them. Based on the growing demand
for natural gas, a cleaner energy source, Enerflex built a strong
and diversified plan that focused on this resource as a global
commodity - one that would not only impact the future of the
organization, but also play a key role in the future of energy.

Diversification, prudent financial management, responsible
leadership, and a focused business model have been the
foundational pillars driving financial and operational results over
the past 10 years. Enerflex’s unwavering commitment to this
strategy has paid off, evidenced in 2018 by its range of diversified

® 2018 REVIEW
$1,980.4M

POSITIONED FOR SUCCESS

projects, strengthened project execution, and a record year of
bookings and backlog. By consistently executing on its long-term
vision, Enerflex continues to preserve market share, improve
dividends, and create value for both shareholders and the
Company alike.

Enerflex will continue to focus on growing recurring revenue,
maintaining a strong balance sheet, and expanding capabilities
geographically and across the natural gas value chain. This will
ensure the Company is well-positioned to take advantage of
further opportunities in the world’s largest and fastest growing
natural gas markets through 2019 and well beyond.

$1,420.6M

BOOKINGS

Driven by numerous major project wins, Enerflex recorded 2018
bookings of $1,980.4 million, the highest in the Company’s
history and a 73.6% increase compared to 2017.

BACKLOG
Backlog at December 31,2018 was $1,420.6 million,
a111.8% increase compared to 2017 and the highest in the
Company’s history, due to significant bookings in the USA and

Revenue for 2018 was
$1,703.3 million, a 9.7% increase
compared to 2017 due to higher revenue
across all product lines - Engineered

Systems, Service, and Rentals.

$521.1M

RECURRING REVENUE
Recurring revenue grew by $59.4 miIIion, or 12.9%, in
2018 due to higher activity and increased demand for both
Service and Rental product offerings.

Continued improvements in gross
margin and lower SG&A resulted in an

adjusted EBIT% of 7.9%.

Canada segments.
$1,703.3M 7.9% $204.7M
REVENUE ADJUSTED EBIT% OPERATING CASH FLOW

Cash provided by operating activities,
net of changes in working capital,
increased by $35.1 million, or

20.7% in 2018.

$0.420/SHARE

DIVIDEND
A positive outlook and commitment to growing the dividend
led to an overall increase of 10.5% in the third quarter of 2018,
growing to $0.420 per share on an annualized basis,and a
75.0% increase since 2011.

1 Bookings, backlog, adjusted EBIT%, and recurring revenue are non-GAAP measures. Further detail is provided in the Definitions and Non-GAAP Measures sections of the Management'’s

Discussion and Analysis (‘“MD&A”).

2 EBIT% has been adjusted for impacts not expected to recur in the normal course of business. The adjusting items for the year ended December 31, 2018 are presented in

the Company’s MD&A.

2018 Annual Report | Igniting Growth. Positioned for Success.



DRIVING VALUE FROM
WELLHEAD TO PIPELINE

“Raw” natural gas consists predominately of mixtures of hydrocarbon gases. It requires a wide variety of equipment to process and
transport it safely. As a global Company with an expansive footprint and strong local presence, Enerflex drives value across the natural
gas chain, offering significant expertise from the wellhead to the pipeline and beyond.
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NATURAL GAS PRODUCTION IS GROWING AT A RAPID
PACE, DRIVING DEMAND FOR ENERFLEX'S PRODUCTS
AND SERVICES.

WELLHEAD

Provides the structural and pressure-containing interface for drilling
equipment. From the wellhead, gas moves through a separation system
before movinginto the processing facility.

Enerflex provides solutions starting from the wellhead, moving to the pipeline, and
continuing downstream.

PROCESSING AND TREATING

Removes impurities then brings gas to “pipeline spec” and, when necessary,
extracts NGLs.

Enerflex engineers, designs, manufactures, installs, and operates the equipment
and systems, including sweetening, polishing, dehydration, condensate
stabilization, dew point control (via refrigeration), cryogenic processing, thermal
oxidation, and flare systems.

MANUFACTURING AND EXPORT
Export production facilities for NGLs are being constructed in areas of ample
supply to serve basic residential and commercial activities.

Enerflex designs, builds, constructs, commissions, and services compression, treating,
processing, refrigeration, and electric power solutions for export facilities, such as NGL
and LNG terminals, which supply the world with natural gas.

GATHERING SYSTEMS
Low pressure, small diameter pipelines that transport raw natural gas from
the wellhead to the compression, treating, and processing facilities.

Enerflex provides skid mounted compression solutions for gathering systems
ranging in size from 100 hp to 5,500 hp.

OTHER MIDSTREAM ACTIVITY
Liquids-rich gas offers additional value creating opportunities. Liquids
fractionation and “straddle” plants on trunk pipelines are only two examples.

Enerflex’s extensive experience and engineering depth allows the Company to
create customized solutions for the required application.

STORAGE
Storing gas underground to meet fluctuating demand and reduce price
volatility is a critical function in a mature gas system.

Enerflex manufactures and installs compression, treating, and dehydration
systems for gas storage facilities.

ELECTRIC POWER
Gas-fired generating plants are a growing source of electric power. Gas is
also useful for niche applications where grid power is unreliable/unavailable.

Enerflex designs, packages, installs, maintains, and operates turnkey 250 kW to
50 MW electric power facilities.

LNG

Gas arrives at liquefied natural gas facilities as nearly pure methane.

Enerflex s involved in the upstream and midstream stages from the wellhead to
the LNGfacility.




2018
RESULTS AND HIGHLIGHTS

For the years ended December 31,

(Thousands of dollars, except percent and per share) (Unaudited) 2017 2016 2015 2014
Revenue LI WOkPyEE $ 1553355 $ 1,130,604 $ 1,629,032 $ 1,696,200
Gross margin 307,973 286,523 243,784 326,189 330,414
Operating income 144,964 122,274 65,413 121,759 129,488
Earnings (loss) before finance costs and taxes 151,679 145,795 (81,472) 94877 138,922

Net earnings (loss)
- continuing operations 101,416 97,753 (104,528) 48,890 81,097

Net earnings (loss)
- discontinued operations - 388 (845) (9,879)
101,416 97,753 (104,140) 48,045 71,218

Earnings (loss) per share (basic)
- continuing operations 1.14 1.10 (1.28) 0.62 1.03
Earnings (loss) per share (basic)

- discontinued operations - 0.01 (0.01) (0.12)
1.10 (1.27) 0.61 0.91

Dividends per share 0.360 0.340 0.340 0.310
Key Financial Performance Indicators?
Bookings 1,980,363 1,141,032 853,337 635,059 1,416,880
Backlog 1,420,621 670,799 621,397 427,204 916,484
Recurring revenue as a percentage of revenue 30.6% 29.7% 41.7% 33.0% 28.7%
Selling and administrative expenses

as a percentage of revenue 9.6% 10.6% 15.8% 12.5% 11.8%
Earnings before finance costs and

taxes as a percentage of revenue 8.9% 9.4% (7.2)% 5.8% 8.2%
Earnings before finance costs, taxes,

depreciation and amortization 241,453 226,373 11,627 176,771 193,740
Return on capital employed? 10.9% 10.9% (5.7)% 6.2% 12.4%
Adjusted return on capital employed? 9.8% 9.9% 6.8% 10.0% 13.7%

1 Key financial performance indicators used by Enerflex to measure its performance include revenue and EBIT. Certain of these key performance indicators are non-GAAP
measures. Further detail is provided in the Definitions and Non-GAAP Measures sections of the MD&A.

2 ROCE is calculated by taking EBIT for the 12-month trailing period divided by capital employed. Further detail is provided in the Definitions and Non-GAAP Measures
sections of the MD&A. Adjusted ROCE includes impacts not expected to recur in the normal course of business, as presented in the Adjusted EBITDA section of the MD&A.
Included in these adjustments for 2018 is the removal of cost recoveries related to the Oman Oil Exploration and Production LLC (‘OOCEP”) arbitration. Costs incurred
related to the arbitration were not adjusted for in previous periods. Including these cost recoveries in 2018 would result in Adjusted ROCE of 11.4%.

2018 Results and Highlights | 2018 Annual Report
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Higher revenue in 2018 was driven by increases across all
product lines, particularly Engineered Systems, and significant
activity in the USA segment.
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ADJUSTED EBITDA'

($Millions)

Higher gross margin and lower SG&A resulted in a year-over-
year increase in operating income and adjusted EBITDA.
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The increase in backlog year-over-year was the result of
significant bookings in the USA and Canada segments, which
was partially offset by reduced activity in Rest of World.
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ADJUSTED RETURN ON
CAPITAL EMPLOYED?

Improvements in gross margin and SG&A offset higher capital
employed, resulting in adjusted ROCE of 9.8 percent.

1 EBITDA has been adjusted for impacts not expected to recur in the normal course of business. The adjusting items for the years ended December 31, 2018,2017,and 2016 are

presented in the Company’s MD&A for the respective years.

ROCE is calculated by taking EBIT for the 12-month trailing period divided by capital employed. Further detail is provided in the Definitions and Non-GAAP Measures sections of the

MDG&A. Adjusted ROCE includes impacts not expected to recur in the normal course of business, as presented in the Adjusted EBITDA section of the MD&A.

Impacts not expected to recur in the normal course of business, as presented in the Adjusted EBITDA section of the MD&A, includes the removal of cost recoveries related to the

OOCEP arbitration. Costs incurred related to the arbitration were not adjusted for in previous periods. Including these cost recoveries in 2018 would result in Adjusted ROCE of 11.4%.

2018 Annual Report | 2018 Results and Highlights
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J. Blair Goertzen
President, Chief Executive Officer, and Director
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DIVERSIFICATION, PRUDENT FINANCIAL MANAGEMENT, AND STRATEGIC AND RESPONSIBLE LEADERSHIP
CONTRIBUTED TO ENERFLEX'S STRONG 2018 RESULTS, POSITIONING THE COMPANY FOR SOLID

PERFORMANCE IN THE FUTURE.

As part of Enerflex’s long-term strategy to build a global platform
delivering natural gas solutions across the world, the Company
remained steadfast in diversifying its revenue streams across
multiple markets in 2018.

SEVERAL FACTORS CONTRIBUTED TO ENERFLEX'S SUCCESS
DURING THE YEAR, INCLUDING:

Significant backlog growth, both in terms of size and margin,
providing a clear line of slight to future revenue and profitable
returns;

Diversification of products and services and the continued
growth of a stable recurring revenue foundation; and

A well-managed business model, financial discipline, and strong
balance sheet, enabling the Company to expand its product
offerings and remain active across all stages of the natural gas
value chain.

During the year, across the organization, the regions collaborated

on Enterprise Execution Excellence and focused on igniting Company-
wide growth through diversified operations and revenue. Pursuant to
this collaborative approach, teams shared and utilized key expertise
and assets across regions, as well as leveraged lessons learned
through the centralized Project Management Office to refine project
execution. This allowed us to continue to generate repeat business
from internationally active customers, and positioned Enerflex well
moving forward.

Enerflex’s 2018 accomplishments were driven by our talented
people. The steady increase in activity and opportunities globally
has enabled us to grow our employee base. Now more than 2,300
strong, our dedicated team demonstrates hard work, continuous
improvement, and safety leadership, and | thank them for their
commitment and remarkable efforts. As we look towards increasing
our employee base in response to improved operational activity,
Enerflex will remain disciplined in managing costs and keeping
appropriate levels of staffing.

Our talented Executive Management Team (“EMT”) has been
instrumental in the significant growth of the Company. Each
member has a passion for collaboration and success, a diligent
management style, and a deep knowledge of their regions and the
Company’s product and service offerings. In 2018, Marc Rossiter,
President, USA, was appointed Executive Vice President and Chief
Operating Officer (“COQ”). With more than 22 years of experience
with Enerflex in a progression of roles, Marc, as COO, has placed
additional emphasis on cohesive operations and execution, the
results of which translated into further growth this year. Upon Marc’s
appointment to COO, Greg Stewart, previously Executive Vice
President, Corporate Services and Chief Information Officer for the
past 10 years, was appointed President of our USA operations. The
Canadian region also welcomed a new President in 2018, Andrew Jack.
After much deliberation, | have decided to retire as Enerflex’s President
and Chief Executive Officer (‘CEQ”) effective May 3,2019. At that time,
Marc Rossiter will be appointed as Enerflex’s new CEO. | am confident
in Marc’s ability to lead the Company moving forward. Collectively,

this EMT brings vast management experience and a strategic vision -
paralleled with the Company’s financial strength - will help Enerflex
grow to meet the demands of the global oil and natural gas industries.

Certain key performance indicators included herein are non-GAAP measures. Further detail is provided in the Definitions and Non-GAAP Measures sections of the MD&A.

Letter to Shareholders | 2018 Annual Report



DIVERSIFIED OPERATIONS AND REVENUE

Enerflex is a diversified, financially strong, and dividend-paying company
that delivers profitable growth by serving an expanding industry in
seven gas producing regions worldwide. Underpinned by our vision of
“Transforming Natural Gas to Meet the World's Energy Needs”, Enerflex is
ideally positioned to capture projects in growing natural gas markets,
supporting our strategy and enhancing shareholder value.

The Company’s strategy and business model have helped Enerflex grow
into the global energy services leader it is today. Enerflex now has:

« Anoperating platformin 16 countries with diverse revenue
streams, strong market share, and differentiated capabilities;

« Avaried and wide-ranging customer base from local operators
to national producers and global majors;

« Agrowingrental fleet of over 640,000 horsepower; and

« A Build-Own-Operate-Maintain (“BOOM”) offering spanning
all phases of a project’s life-cycle that delivers exceptional
customer value.

During the year, Enerflex maintained a balanced approach to growing
within our means, evidenced by prudent financial management and
disciplined capital allocation. Our flexible balance sheet is the result of
controlled planning, including years of:

« Deploying free cash flow towards reducing leverage, strategic
acquisitions, and investing in productive assets, resultingin a
current net debt to EBITDA ratio of approximately 0.5:1, even
with significant investments being made in recent years;

« Strategically sound capital spending, with approximately $1.0 billion
invested in the rental fleet through acquisitions and capital
expenditures since 2013;

« Aggressively managing working capital, including rigorous
management of inventory and receivable balances;

« Maintaining a scalable business that allows for proactively
adopting cost-savings; and

« Growing the dividend at an affordable and sustainable rate. The
current dividend represents an increase of 75 percent since 2011.

2018 Annual Report | Letter to Shareholders



ENERFLEX'S 2018 FINANCIAL RESULTS

Enerflex continues to have financial flexibility in pursuing its strategy - we have always taken a patient yet opportunistic approach to growth
which has allowed the Company to maintain extremely low leverage. Enerflex’s 2018 financial performance and balance sheet is a reflection of this

mindset and strategy.

2018 Financial Highlights:

Bookings of $1,980.4 million, an increase of 73.6 percent from
$1,141.0 million recorded in 2017.

Year-end backlog of $1,420.6 million, a 111.8 percent increase compared
to $670.8 million at year-end 2017.

Revenue of $1,703.3 million, compared to $1,553.4 million in 2017.

Recurring revenue of $521.1 million, an increase of 12.9 percent compared
with $461.7 millionin 2017.

Gross margin of $308.0 million, or 18.1 percent of consolidated revenue,
compared to $286.5 million or 18.4 percent in 2017.

Adjusted EBITDA of $225.2 million in 2018 compared with $214.1 million in
2017, as detailed in the MD&A.

Enerflex has never cut its dividend, even during the recent downturn in commodity pricing. In fact, the Company has increased the
dividend by 75 percent since 2011 - a major accomplishment that demonstrates Enerflex’s ability to grow strategically and intelligently.

OPERATIONAL UPDATE

Enerflex’s financial performance benefited from strategic decisions to
diversify product offerings for Engineered Systems, and focused on the
recurring revenue streams derived from new and existing long-term
BOOM, Rental, and Service contracts. Enerflex continues to focus on
financial discipline, evidenced by strategically sound capital spending,
effective management of working capital, and maintaining a scalable
business. We pride ourselves on proactively identifying and adopting
cost-saving measures, including aggressively managing SG&A expenses,
in order to protect shareholder value.

With high safety standards and sophisticated management systems in
each of our facilities, Enerflex continues to take a disciplined approach to
building our safety culture. While Enerflex did not hit our ambitious 2018
safety target of zero lost time incidents for the year, the organization is
very proud of the progress that our teams have been able to accomplish.
The Company is taking a renewed look at our behaviour-based safety
program to ensure we are moving in the right direction. As a result,
Enerflex welcomed a new global safety leader at the end of 2018. Based
out of Houston, this role will report to the COO and will be responsible for

After-market service employee completing scheduled maintenance work in Latin America.

acomplete audit of the program, including gap analysis, course correction,
and recommended action. These efforts will support Enerflex’s mission to
have the best safety standards for the oil and natural gas manufacturing
and services sector.

Managing risk was a common theme within the dialogue and strategies
crafted by the EMT and senior leaders in 2018. Every year, we strengthen
our ability to rigorously and proactively identify and manage risk,
including macroeconomic factors, political uncertainty, and project or
contract changes. Moving into 2019, we will continue our disciplined
approach to risk management, hosting risk workshops with the Board and
the EMT as a means of analyzing risk and reinforcing processes and global
initiatives to respond appropriately. Further, we will continue to share
monthly articles on the top identified risks throughout the Company to
show how every employee can do their part to track and mitigate risk and
help Enerflex succeed. The Company believes that raising the education
level of all employees will enhance the already well-entrenched risk
management culture in the organization.

oo 1
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2019 OUTLOOK

Our operational and financial performance in 2018 is a clear indicator that
the strategy and decisions we made over a decade ago are working. We
have completed many successful projects, welcomed new team members,
increased our revenue, and had a record year in terms of backlog and
bookings, while continuing to increase our dividend. In 2019, our focus
will be on continuing to position ourselves to take advantage of coming
opportunities in the natural gas sector by growing recurring revenue,
maintaining a strong balance sheet, and expanding our capabilities both
geographically and across the natural gas value chain.

Executing on our backlog is one of our main strategic priorities. We will
continue to emphasize delivering every project on-time and on-budget,

On behalf of the Board of Directors,
[signed] “J. Blair Goertzen”

J. Blair Goertzen
President, Chief Executive Officer, and Director

February 21,2019
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J. Blair Goertzen (left) with incoming CEO Marc Rossiter (right).

with strong HSE performance and effective communication throughout
the project life-cycle. We must also keep our foot on the accelerator for
the products and services we offer, ensuring that we sustainably grow
BOOM projects and Rentals internationally without taking our eyes off
of Engineered Systems opportunities or our desire to outperform the
market for new bookings.

We remain cautious as we transition into 2019, yet we believe that by
continuing to focus on our customers, keeping our manufacturing facilities
running safely, identifying and managing risk, maintaining our reputation
for quality, and building recurring revenue organically, we are well-
positioned to ignite the future of energy in 2019, and well beyond.

2018 Annual Report | Letter to Shareholders
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REGIONAL OVERVIEW=

USA

The U.S. is one of the world’s top energy producers and Enerflex’'s USA
segment reaped the benefits of this high-growth market. This region
experienced considerable activity throughout the year, which is reflected
in the Company’s record bookings of $1,354.7 million, a 112.3 percent
increase from last year, and a backlog of $930.6 million. The region’s
performance was largely driven by the market’s continued robust
investment in the Lower 48 shale oil and gas plays. With production
increasing in the Permian, SCOOP/STACK, and other major plays,
infrastructure requirements became readily apparent in 2018, resulting
inanincrease in demand for Enerflex’s products and services to meet the
needs created by this increased production.

Experiencing positive results across all revenue streams, the USA
segment recorded revenue of $980.5 million, a 25.9 percent increase
from 2017. The uptick in Engineered Systems can be attributed to proven
quality performance throughout the year, as well as strong bookings and
continued progress of large projects. Rental revenue, which was built

on Enerflex’s acquisition of the Contract Compression business of Mesa
Compression, LLC saw incredible organic growth due to investment
inthe asset fleet. The Company significantly increased its Contract
Compression horsepower in 2018 in the USA, with contracts already

in place for the constructed units. Sustained investment in the region’s
Contract Compression fleet, now at approximately 210,000 horsepower,
will drive a valuable recurring revenue stream, which is projected to
continue growing in current operational areas, as well as expand into
others. Additionally, Enerflex had an increase in Service revenue due to
higher market activity, which is expected to continue through 2019.

LATIN AMERICA

Enerflexsecured several major BOOM projects in Latin America, most notably
in Colombia, Argentina, and Brazil, making business development one of the
region’s biggest successes. In Colombia, the Company commenced operations
on Enerflex's first BOOM project in the country (previously awarded in 2017)
and booked a significant Engineered Systems project. Operations in Argentina
were also strongwith the award of asignificant contract, as well as continued
success with the Service product line. Argentina holds one of the world's
largest non-conventional natural gas reserves, the Vaca Muerta shale play,
whichis asteady source of growth inthe region, and the Company continues
todemonstrate its capabilities in the area. Enerflexwas also awarded a 10-year
BOOM project in Brazilin 2018. With successful project deliveries underway;,
and significant investment in the nation’s offshorefields, further growth
opportunities are becoming available inthe country.

Enerflex maintains solid execution on utilized assets despite slowing utilization
rates inMexico. The rental fleet in Latin America performed well, and Enerflex

Anticipating future project requirements and global demand, Enerflex
also set the groundwork for the expansion of the Houston fabrication
facility to provide additional manufacturing capacity. These plans were
finalized during 2018, and the construction of the facility is expected to be
completed in the second quarter of 2019, with further expansion included
inthe Company’s 2019 budget.

The USA segment has been firing on all cylinders across all product lines,
and the region’s performance in 2018 would not have been possible
without the dedicated efforts of the Company’s skilled, on-the-ground
teams. Enerflex is cautiously optimistic that recent momentum in the
region will continue, however, the Company is aware that growth

may level off as 2019 progresses. Along with steel pricing, tariffs, and
uncertainty around trade agreements, the Company continues to monitor
the impacts of egress issues that could affect activity levels in the Permian
basin, which are anticipated to be resolved in the latter half of 2019.
However, this will be dictated by market forces. The USA segment’s strong
backlog also bodes well for the regionin 2019 and provides line of slight
into 2020. Continued development in the region may translate to further
demand for Engineered Systems products, while strong activity should
drive increased demand for Contract Compression solutions to improve
performance in maturing fields. Transitioning into 2019, Enerflex will
continue to build on the successes for gas compression and processing
solutions for liquids-rich plays in the region, as well as expand the
development of LNG infrastructure.

demonstrated its ability to move underutilized assets across regions to meet
demands, including relocating units to Colombia, Brazil, the USA, and Middle
East/ Africa (“MEA). As Enerflex has elected not to participate in the bid process
toreplace a portion of the contracts for its fleet in Mexico, scheduled to expire

in June 2019, the Company expects to use this same redeployment strategy to
move those assets to potential projects in other regions that offer more project
certainty and for stronger returns.

Overall, Enerflexis encouraged by the outlook for Latin Americain 2019. As

the region continues to recover from the impact of depressed commodity
prices and lower investment in infrastructure, the Company believes that there
are near-term prospects within Colombia, Argentina, and Brazil, specifically
with the production of offshore associated gas and the processing of that gas
for domestic use. Mid- to longer-term prospects are also expected in Mexico
asitsindustry rebounds and investments from both Pemex and independent
producers drive demand for Enerflex’s products.

| T A AN e W . L P TR W N AN - e I e e
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INTERNATIONAL

Enerflex’s International operations consist of MEA, Europe, Australia,
and southeast Asia - all of which performed well in 2018. Rest of
World (“ROW”) revenue, which includes revenue from Latin America,
was $422.8 million, a $67.1 million increase from 2017. The increase
was driven by higher Engineered Systems revenue mainly from
projects in MEA, as well as higher Service revenues due to increased
activity levels in Australia.

MEA continues to provide stable earnings with a rental fleet of
approximately 100,000 horsepower. In 2018, the MEA region
completed a number of projects for national oil companies and oil and
gas producers. In addition, the Company was awarded a significant
10-year BOOM project in Oman, a direct result of the team’s hard work
and emphasis on being well-positioned to take advantage of growth
opportunities. During 2018, the MEA team encountered some project
execution challenges, however these challenges led to lessons learned
which were applied to other successful projects across the Company.
Moving into 2019, Enerflex will continue to take a measured approach
to exploring new markets and opportunities within this region in order

to enhance recurring revenues, specifically focusing on BOOM projects.

In Australia, Enerflex remains ideally situated to capitalize on the

need for increased production due to the supply imbalance driven by
higher liquefied natural gas exports and increased domestic natural gas
demand. At the beginning of 2018, Enerflex restructured the Australian
operations to focus on further growth for the Service product line,

CANADA

By continuing to leverage the Company’s capabilities and expertise,
Enerflex’s operations in Canada performed well in 2018 despite

low bookings and backlog in the first half of the year. The Canadian
segment recorded operating income of $299.9 million in 2018, down
from $418.6 million in 2017. This was a year of solid execution as
Enerflex was able to improve on gross margin percentage despite
lower activity levels in the region.

The Company captured several major gas compression and processing
projects in the back half of the year which propelled bookings and
backlog growth in 2018. To add to this, Enerflex’s continued emphasis on
electric power has enabled the Company to strengthen its skillset to take
advantage of upcoming potential opportunities in the region.

Enerflex’s Canadian operations continued to face headwinds in 2018.
Macroeconomic factors and lack of consistent access to market continued
to affect the industry and Enerflex’s operations in the country. The

recent LNG project approval, petrochemical infrastructure FIDs, and the
commissioning of propane export terminals in western Canada, should
provide some relief in the future for natural gas egress issues plaguing the
Canadian gas industry. However, Enerflex expects the benefits will be felt

enhance profitability, and capture key opportunities in the region. A
highlight for the year included booking an integrated turnkey electric
power plant that uses reciprocating engines to generate electricity, as
well as securing its long-term maintenance contract. Enerflex believes
that maintenance and service opportunities will continue to increase
as producers return to focusing on properly maintaining their assets,
which may fuel further growth for the Australian Service product line,
supporting the Company’s cautious yet positive outlook for the region.

30 mmscf/d rental natural gas compression and processing facility, Oman.

3 MW combined heat and power plant, Canada.

over the mid- to long-term. While the Company predicts bookings could
remain subdued over the next year, Enerflex’s goal continues to be market
share preservation in the traditional natural gas sector, particularly in
liquids-rich reservoirs, as well as to provide the industry with a consistent
and capable Service offering.

2018 Annual Report | Regional Overview



EXECUTING ON A%
POWERFUL STRATE

Since 2011, Enerflex’s strategy has been to progress its core product
offerings and build recurring revenue with new service lines that
deliver greater value for clients across the natural gas value chain. With
additional focus being placed on diversification across geography and
service type, the Company is well-positioned to capitalize on future
natural gas opportunities across the globe.

Enerflex has methodically put the pieces in place to grow the business
while maintaining a strong balance sheet, including expanding its
capabilities in all jurisdictions, as well as increasing its BOOM portfolio
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with long-term opportunities. Now in 2018, after experiencing success
despite a prolonged downturn in the energy space, Enerflex is gaining
further traction and making considerable progress on its recurring
revenue strategy - something which is expected to continue into 2019.

Enerflex’s opportunistic but patient approach has enabled the Company
to take on increasingly more sophisticated natural gas projects, and by
preserving its use of prudent financial management and responsible
leadership, Enerflex will continue to execute on a powerful strategy that
is producing tangible results.
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ENERFLEX'S OWNED INFRASTRUCTURE CURRENTLY
TRANSFORMS OVER 2.5 BCF OF NATURAL GAS
GLOBALLY PER DAY.

Commences business
operations and public
market trading as an
independent public
corporation under the
symbol EFX.

J
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CORPORATE
RESPONSIBIL
AND ENGAGE

1
1.

Enerflex employees working at site, Argentina.

WITH MORE THAN 2,300 EMPLOYEES, 50 LOCATIONS, AND FACILITIES SPANNING 16 COUNTRIES
ACROSS FOUR OPERATING REGIONS, ENERFLEX'S COMMITMENT TO CONDUCTING ITS BUSINESS
IN A MANNER THAT SAFEGUARDS THE HEALTH AND SAFETY OF ITS EMPLOYEES AND THE
COMMUNITIES IN WHICH IT OPERATES HAS REMAINED RESOLUTE.

In 2018, Enerflex’s vision to achieve and maintain Health, Safety, Moving into 2019, Enerflex remains focused on strengthening its
and Environment (“HSE”) performance excellence was supported coordinated approach to HSE by engaging senior leadership and

by critical systems designed to systemically drive improvement and on-the-ground HSE teams to infuse the Company’s safety practices
protect both the Company and its people. Enerflex implemented and throughout its operations and facilities. To champion this strategic
improved occupational health and wellness programs, inspection and initiative, Enerflex appointed a new global safety leader, based in the
incident reporting standards, environmental management, as well as USA region. This role, working across borders, ensures the Company
other initiatives intended to reinforce Enerflex’s safety culture and has consistent programs and processes across all regions and that
emphasis on continuous improvement. employees have the required training, equipment, and knowledge to

do their jobs effectively and safely.
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SINCE 1980, SAFETY HAS BEEN AT THE CORE OF ENERFLEX. THE COMPANY'S SAFETY CULTURE
IS INSTILLED IN ITS PROCESSES, OPERATIONS, AND DAILY REQUIREMENTS, RADIATING FROM THE

LEADERSHIP TEAM TO FRONT-LINE EMPLOYEES.

Enerflex’s high safety standards and commitment to continuously
improving its global safety culture inspired the Company to set ambitious
safety targets across its operations in 2018.

With over 12 million kilometers driven globally, Enerflex achieved
significant results in its Motor Vehicle Incident Rate (‘MVIR”) in 2018.
Having experienced considerable growth in its workforce across several
regions, particularly in the USA, Enerflex’s 2018 target Total Recordable
Injury Rate (“TRIR”), a key measure of safety, fell well below the estimated
industry target, although was slightly higher than its own internal goal.
While the Company did not meet its aggressive TRIR target, Enerflex

will remain disciplined, applying its high safety standards and building
sophisticated management systems within every facility it operates. This
requires sincere commitment and continued engagement, guided by a
vision and set of values that is understood and embraced by all. Values like:
commitment and delivering on a promise to be a health and safety leader;

ENVIRONMENT

Enerflex has diversified operations and a global employee base focused on
protecting people, communities, and the environment.

As part of its long-term strategy, Enerflex continues to support its
customers’ transition from coal to natural gas power, the cleanest fossil
fuel. The Company is committed to helping reduce the global emission
footprint by providing safe natural gas solutions to its customers.
Dedicated to conscious operations, Enerflex sees industry-leading
HSE programs as critical components of Executional Excellence. Beyond

having integrity, being ethical, and being environmentally and socially
responsible; and achieving sector-leading results and success through
growth and business performance.

In an ongoing effort to improve safety performance, Enerflex has refined
past programs, as well as instilled several new ones, setting the Company
on theright path as it strives to achieve its safety goals in 2019. Continued
emphasis was placed on behavioral-based safety through daily stand-
down meetings, near miss investigations, strict adherence to everyday
safety inspections, and job risk assessments. The Company also completed
mock scenarios, both at Enerflex’s facilities and on client job sites, to

help improve safety procedures. Given its rapid growth, the Company
also revamped its onboarding process to clearly communicate Enerflex’s
values and ensure its safety standards are understood and upheld by all
team members, regardless of tenure, across the full organization.

recycling and other waste management initiatives at both the corporate
and field level, Enerflex places deliberate emphasis on energy and water
conservation, spill prevention and response, reducing air emissions, and
systematic, location-by-location environmental auditing across all regions
and core service offerings. By addressing risk and proactively responding
to environmental concerns in both its own operations, as well as in the
operations of its clients, Enerflex helps shape the energy industry for a
more sustainable future for generations to come.

-
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COMMUNITY

Enerflex has a core belief that “we are all products
of the communities where we live, work, and play”.
This is why Enerflex works to enhance the lives

of not just its employees, but the communities in
which they live, by partnering with organizations
that build and strengthen communities now, and in
the future.

Enerflex’'s community investment philosophy
centres around health and wellness, training and
enrichment, as well as community development
with a focus on helping make an impact and
inspiring positive change. As an organization,
Enerflex s actively involved in supporting
neighbouring businesses and non-profits such as
Kids Cancer Care, Habitat for Humanity, the MS
Society, as well as Blood Service agencies. To help
strengthen industry HSE practices, Enerflex also
partners with and invests in safety-based training
programs and shares its own safety-based culture
with other like-minded organizations.

Enerflex employees spent the day at Kids Cancer Care’s Camp Kindle serving ice cream to all the campers.

[ SHAREHOLDER ENGAGEMENT

Enerflex’s platform delivers a powerful array of natural gas and oil
infrastructure solutions. These solutions are supported by a strong
strategy and diversified operations that enable the Company to provide
improved value to clients and generate returns for shareholders.

Enerflex communicates this value through annual and quarterly
reporting, news releases, the Company’s website, quarterly
teleconferences and audio webcasts with replays, face-to-face meetings,
and industry presentations, as well as other disclosure and regulatory
documents filed under Enerflex’s profile on SEDAR. The Company
believes that partnership is key to successful operations, which is why
Enerflex takes a direct, constructive, and transparent approach to
shareholder engagement. Enerflex welcomes direct communication from
shareholders on an ongoing basis to assure effective and constructive
conversations that foster better alignment between the Board,
management, and shareholders, as well as organizations that represent
and advise shareholders on matters of governance, such as the Canadian
Coalition for Good Governance. Further, investors may contact Enerflex’s
Investor Relations department at any time at ir@enerflex.com.

TR T

120 mmscf/d rental natural gas compression and processing facility, Oman.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis (“MD&A") for Enerflex Ltd. (“Enerflex” or “the Company”) should be read in conjunction with
the audited consolidated financial statements for years ended December 31, 2018 and 2017, and the cautionary statement regarding
forward looking information in the “Forward-Looking Statements” section of this report.

The consolidated financial information reported herein has been prepared in accordance with International Financial Reporting
Standards (“IFRS”) and is presented in Canadian dollars unless otherwise stated. IFRS has been adopted in Canada as Generally Accepted
Accounting Principles (“GAAP”) and as a result, GAAP and IFRS are used interchangeably within this MD&A.

The MD&A focuses on information and key statistics from the audited consolidated financial statements, and considers known risks and
uncertainties relating to the oil and gas services sector. This discussion should not be considered all-inclusive, as it excludes possible
future changes that may occur in general economic, political, and environmental conditions. Additionally, other elements may or may not
occur which could affect industry conditions and/or Enerflex in the future. Additional information relating to the Company can be found
in the Company’s Annual Information Form and Management Information Circular, which are available on SEDAR at www.sedar.com.

THE COMPANY

Enerflex is a single-source supplier of natural gas compression, oil and gas processing, refrigeration systems, and electric power
generation equipment with in-house engineering and mechanical services expertise. The Company’s broad in-house resources provide
the capability to engineer, design, manufacture, construct, commission, and service hydrocarbon handling systems. Enerflex’s expertise
encompasses field production facilities, compression and natural gas processing plants, gas lift compression, refrigeration systems, and
electric power equipment serving the natural gas production industry.

Headquartered in Calgary, Canada, the Company has approximately 2,300 employees worldwide. Enerflex, its subsidiaries, interests in
associates and joint operations, operate in Canada, the United States of America (“USA”), Argentina, Bolivia, Brazil, Colombia, Mexico,
the United Kingdom, Bahrain, Kuwait, Oman, the United Arab Emirates (“UAE”), Australia, Indonesia, Malaysia, and Thailand. Through
Enerflex’s owned natural gas infrastructure, the Company transforms over 2.5 billion cubic feet of natural gas per day, globally.

Enerflex has fabrication facilities in Calgary, Canada; Houston, USA; and Brisbane, Australia that supply custom fabricated equipment to
our customers worldwide. Enerflex is a leading supplier in Canada, the USA, Latin America, and the Middle East rental markets for natural
gas compression with a global rental fleet of over 640,000 horsepower. The Company is a highly-qualified service provider with industry-
certified mechanics and technicians strategically situated across a network of 46 service locations in Canada, the USA, Latin America,
the Middle East, Asia, and Australia.

Enerflex operates three business segments: USA, Rest of World (‘ROW”), and Canada. Each regional business segment has three main
product lines: Engineered Systems, Service, and Rentals. A summary of the business segments and product lines is provided below.

USA

. The Engineered Systems product line provides custom and standard compression packages for reciprocating and screw
compressor applications from Enerflex’s facility located in Houston, Texas. In addition, the Company engineers, designs,
manufactures, constructs, and installs modular natural gas processing equipment and refrigeration systems. Retrofit provides
re-engineering, reconfiguration, and repackaging of compressors for various field applications.

. The Service product line provides mechanical services and parts, as well as operations and maintenance solutions to the oil
and natural gas industry in the USA. Effective January 2015, the Company became a GE (now INNIO) Waukesha Platinum
Power Packager, providing worldwide factory-direct access to Waukesha engines and parts. In addition, Enerflex packages
CAT engines and parts. Enerflex’s USA service branches are located in Colorado, Louisiana, North Dakota, Oklahoma,
Pennsylvania, Texas, and Wyoming.
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e  The Rentals product line provides natural gas compression equipment rentals to oil and natural gas customers in the USA,
primarily operating in the Permian and SCOOP/STACK formations utilizing a fleet of low-, medium- and high-horsepower
packages. These compressor packages are typically used in wellhead, gas-lift and natural gas gathering systems and other
applications primarily in connection with natural gas and oil production. The Rental product line in the USA operates out of
Enerflex’s Oklahoma City, Oklahoma facility.

REST OF WORLD

e  The Rest of World segment deploys product typically fabricated by Enerflex’s Engineered Systems division in Houston, Texas.

. The Latin America region, with locations in Argentina, Bolivia, Brazil, Colombia, and Mexico, provides Engineered Systems
products, including BOOM and integrated turnkey natural gas compression and processing solutions, with local construction
and installation capabilities. The Service product line in the region focuses on after-market services, parts and components, as
well as operations, maintenance, and overhaul services. As a Platinum Power Packager of INNIO’s Waukesha engines, the
Company provides worldwide factory-direct access to Waukesha engines and parts. The Rentals product line provides natural
gas compression and processing equipment for rent to oil and gas customers in the region.

e The Middle East/Africa (“MEA”) region, through its operations in Bahrain, Oman, Kuwait, and the UAE, provides engineering,
design, procurement, and construction services for compression and process equipment, as well as rentals, after-market
service, and operations and maintenance services for gas compression and processing facilities in the region. MEA also
provides mechanical services and parts as a global Platinum Power Packager of INNIO’s Waukesha gas engines for the oil and
gas industry.

e  The Australia region is headquartered in Brisbane, Queensland with additional locations in New South Wales, and Western
Australia providing after-market services, equipment supply, parts supply, and general asset management. The Australia
region distributes INNIO’s Waukesha natural gas engines as a Global Platinum partner. As an INNIO Global Platinum partner,
the Company has worldwide factory-direct access to Waukesha engines and parts.

e  The Asiaregion, with locations and operations in Indonesia, Malaysia, and Thailand, provides Engineered Systems and Rentals
to customers. Service capabilities are also offered in this region through the Company’s local operations. This division also
provides mechanical service and parts as a global Platinum Power Packager of INNIO’s Waukesha gas engines for the oil and
gas industry in this region.

e  The Europe/Commonwealth of Independent States (“CIS”) region provides customized compression, processing, and high-end
refrigeration solutions including CO2 compression and liquefaction through its location in the United Kingdom. This region
also provides mechanical service and parts as a global Platinum Power Packager of INNIO’s Waukesha gas engines for the oil
and gas industry.

CANADA

e  The Engineered Systems product line is comprised of compression, process, and electric power solutions. Enerflex provides
custom and standard compression packages for reciprocating and screw compressor applications. It also engineers, designs,
manufactures, constructs, and installs modular processing equipment and waste gas systems for natural gas facilities. Enerflex
also provides integrated turnkey power generation and gas processing facilities. Retrofit solutions provide re-engineering, re-
configuration, and re-packaging of compressors for various field applications. Enerflex has a manufacturing facility in Calgary,
Alberta and retrofit facilities in Calgary, Grand Prairie and Red Deer, Alberta.

e  The Service product line, operating as Gas Drive in Canada, provides after-market mechanical service and parts distribution.
In 2015, Enerflex’s long-term distributorship agreement for INNIO’s Waukesha natural gas engines and parts changed from
being the exclusive distributor in Canada and Australia to being a Global Platinum Partner under INNIO’s Waukesha Power
Packager program. As an INNIO Waukesha Platinum Power Packager, the Company has worldwide factory-direct access to
Waukesha engines and parts. In addition, Gas Drive is also the authorized distributor and service provider of MAN and INNIO’s
Jenbacher gas engines and parts in Canada. The Company also packages CAT engines and parts. This product line operates out
of service branches located in Alberta, British Columbia, Ontario, and Quebec.

. The Rentals product line provides reciprocating and rotary screw natural gas compression packages ranging from 50 to 2,500
horsepower, as well as electric power equipment for rent to customers from its locations in Calgary and Grand Prairie, Alberta.

ENGINEERED SYSTEMS

The Engineered Systems product line is comprised of three product offerings: compression, process, and electric power. Compression
packages are offered from 20 to 10,000 plus horsepower and ranging from low specification field compressors to high specification
process compressors for onshore and offshore applications. The Company also provides retrofit solutions which includes re-engineering,
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reconfiguration, and repackaging of compressors for various field applications. Processing equipment includes plant compression,
general processing, dew point control, dehydration and liquids separation, and amine sweetening to remove H2S or COa. For electric
power, a typical power generation unit is comprised of a natural gas reciprocating engine driver, a generator, and control devices.
Facilities dedicated to the Engineered Systems product line occupy approximately 250,000 square feet of manufacturing space in
Canada, approximately 180,000 square feet of shop space in the USA, and approximately 40,000 square feet of shop space in Australia
devoted to retrofit and service activities. The Company is currently expanding the square footage of its Houston fabrication facility by
approximately 100,000 square feet. This additional capacity is expected to be fully operational in the second quarter of 2019.

SERVICE

Enerflex’s Service division provides after-market services, parts distribution, operations and maintenance solutions, equipment
optimization programs, manufacturer warranties, exchange components, and technical services to our global customers. The division
operates through an extensive network of branch offices and generally provides its services at the customer’s wellsite location using
trained technicians and mechanics. Enerflex is a Global Platinum partner under INNIO’s Waukesha Power Packager program, which
allows the Company to package and service Waukesha engines for its customers worldwide. Gas Drive is the authorized distributor for
MAN and INNIO’s Jenbacher engines and parts in Canada. In addition, Enerflex is the authorized distributor for Altronic, a leading
manufacturer of electric ignition and control systems, in all of its operating regions. Outside of Gas Drive's designated
distribution/service areas, after-market service is provided under the Enerflex name. Enerflex’s after-market service and support
business includes 46 outlets situated in active natural gas producing areas, over 400 service vehicles, hundreds of skilled mechanics, and
asizable inventory of original equipment manufacturer parts from key manufacturers.

RENTALS

The Rentals product line includes a variety of rental and leasing alternatives for natural gas compression, processing, and electric power
equipment. The rental fleet is currently deployed across Western Canada, the USA, Argentina, Brazil, Colombia, Mexico, Bahrain, Oman,
and the UAE, and provides comprehensive contract operations services to customers in each of those regions. These services include
the provision of personnel, equipment, tools, materials, and supplies to meet our customers’ natural gas compression and processing
needs, as well as designing, sourcing, owning, installing, operating, servicing, repairing, and maintaining equipment owned by the
Company necessary to provide these services. The Rentals product line encompasses a fleet of natural gas compressors totaling
approximately 640,000 horsepower on rent or available for rent globally.
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FINANCIAL OVERVIEW

Three months ended Twelve months ended
December 31, December 31,

($ Canadian thousands, except percentages) 2018 2017 2018 2017
Revenue $ 466,842 $ 450,065 $ 1,703,273 $ 1,553,355
Gross margin 81,762 84,100 307,973 286,523
Selling and administrative expenses 34,174 37,693 163,009 164,249
Operating income 47,588 46,407 144,964 122,274
Earnings before finance costs and income taxes
(“EBIT”) 48,240 47,215 151,679 145,795
Net earnings $ 32,480 $ 26702 $ 101,416 $ 97,753
Key Financial Performance Indicators?
Engineered Systems bookings $ 676,956 $ 223590 $ 1,980,363 $ 1,141,032
Engineered Systems backlog 1,420,621 670,799 1,420,621 670,799
Recurring revenue as a percentage of revenue? 30.6% 29.7% 30.6% 29.7%
Gross margin as a percentage of revenue 17.5% 18.7% 18.1% 18.4%
EBIT as a percentage of revenue? 8.9% 9.4% 8.9% 9.4%
Earnings before finance costs, income taxes,
depreciation and amortization (“EBITDA”) $ 75,218 $ 67,435 $ 241,453 $ 226,373
Return on capital employed (“ROCE”) 2 10.9% 10.9% 10.9% 10.9%

1 Key financial performance indicators used by Enerflex to measure its performance include revenue and EBIT. Certain of these key performance indicators are non-
GAAP measures. Further detail is provided in the Definitions and Non-GAAP Measures sections.
2 Determined by taking the trailing 12-month period.
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FOURTH QUARTER AND TWELVE MONTHS OF 2018 OVERVIEW

For the three months ended December 31, 2018:

Recorded bookings of $677.0 million for three months ended December 31, 2018, approximately three times the $223.6
million recorded during the same period last year. The improvement over 2017 was primarily due to several major project
bookings in the USA and Canada segments. The fourth quarter of 2018 represents the highest quarterly bookings in the
Company’s history, breaking the previous record that was established in the third quarter of 2018. The USA segment
continues to benefit from large international bookings for projects to be built in the Company’s Houston fabrication facility,
totaling $199.7 million in the fourth quarter. The movement in exchange rates resulted in an increase of $45.3 million on
foreign currency denominated bookings during the fourth quarter of 2018.

Engineered Systems backlog at December 31,2018 was $1,420.6 million, a 111.8 percent increase compared to the December
31,2017 backlog of $670.8 million. Backlog at December 31, 2018 represents the highest quarterly backlog in the Company’s
history, breaking the previous record established in the third quarter of 2018.

Enerflex generated revenue of $466.8 million, a 3.7 percent increase compared to $450.1 million in the fourth quarter of 2017.
The quarterly revenue increase of $16.8 million is reflective of improved results across all product lines, particularly Service
revenue, which increased by $12.9 million, driven by strength in the USA segment.

Gross margin was $81.8 million in the fourth quarter of 2018 compared to $84.1 million in the same period of 2017. Lower
gross margin was the result of lower gross margin percentage, driven by higher estimated costs to complete certain projects
inthe USA and ROW segments, partially offset by higher revenue.

Incurred SG&A costs of $34.2 million in the fourth quarter of 2018, down from $37.7 million in the same period last year. The
decrease in SG&A is driven by cost recoveries related to the Oman Qil Exploration and Production LLC (“OOCEP”) arbitration
and lower third-party costs associated with the arbitration, partially offset by higher compensation costs and foreign exchange
impacts. The higher compensation costs are driven by higher headcount in the USA segment.

Reported EBIT of $48.2 million during the fourth quarter of 2018 compared to $47.2 million in the same period of 2017 due
to lower SG&A, partially offset by lower gross margin.

Received the final ruling of the OOCEP arbitration, with the tribunal awarding Enerflex an amount of $12.5 million for costs,
fees, taxes, and expenses incurred as part of the proceedings. In addition, interest of $0.5 million was recognized on previously
awarded amounts. The tribunal also dismissed OOCEP’s claim for costs and concluded the arbitration proceedings. The
earnings impact, net of tax, of $11.1 million has been recognized in the fourth quarter results. At December 31, 2018, the
amount owing for all awards was $54.7 million and interest on the outstanding amounts totaled $4.8 million.

Positive outlook, record backlog, and continued high enquiry levels, particularly in the USA and ROW segments, provides
strong line of sight on the need for additional manufacturing capacity to meet demand in these segments. Given the current
and anticipated future project requirements, the Company is currently expanding the square footage of its Houston
fabrication facility by 55%, adding approximately 100,000 square feet. Construction on the expansion has progressed well,
with additional capacity expected to be fully operational in the second quarter of 2019. Further expansion is included in the
Company’s 2019 budget.

Enerflex was awarded two 10-year Build-Own-Operate-Maintain (“‘BOOM”) contracts, one in Latin America and one in MEA,
continuing our success with this path to market in 2018. During the year, the Company commenced operations on a previously
awarded 10-year BOOM project in Latin America and was awarded an additional 10-year BOOM contract in Latin America.
The Company invested $56.6 million in rental assets, largely in the USA, continuing the organic expansion of the USA rental
fleet, which has grown 44 percent since the acquisition of the contract compression business from Mesa Compression, LLC
(“Mesa”).

Subsequent to December 31, 2018, Enerflex declared a quarterly dividend of $0.105 per share, payable on April 4, 2019, to
shareholders of record on March 7,2019.

For the twelve months ended December 31, 2018:

Recorded bookings of $1,980.4 million for twelve months ended December 31,2018, a 73.6 percent increase compared to the
$1,141.0 million recorded during the same period last year. 2018 represented the highest annual bookings in the Company’s
history, driven by consecutive record quarterly bookings.

Enerflex generated revenue of $1,703.3 million, a 9.7 percent increase compared to $1,553.4 million in the twelve months of
2017. The revenue increase of $149.9 million was due to improved results across all product lines, particularly Engineered
Systems, which increased by $90.5 million, driven by strength in the USA segment.
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. Gross margin was $308.0 million in the twelve months of 2018 compared to $286.5 million in the same period of 2017. Higher
gross marginwas the result of increased revenues, while gross margin as a percentage of revenue decreased slightly compared
to 2017 due to higher estimated costs to complete certain projects in the USA and ROW segments.

. Incurred SG&A costs of $163.0 million in the twelve months of 2018, down from $164.2 million in the same period last year.
The decrease in SG&A is driven by cost recoveries related to the OOCEP arbitration totaling $22.4 million and lower third-
party costs associated with the arbitration, partially offset by higher compensation costs and foreign exchange impacts.

° Reported EBIT of $151.7 million during the twelve months of 2018 compared to $145.8 million in the same period of 2017.
Gains on PP&E included in EBIT were $5.9 million compared to $22.5 millionin 2017.

o The Company repaid $45.6 million of debt and increased cash and cash equivalents held by $99.6 million, resulting in a bank-
adjusted net debt to EBITDA ratio of 0.5:1, compared to a maximum ratio of 3:1.

ADJUSTED EBITDA

The Company'’s results include items that are unique and items that management and users of the financial statements add back when
evaluating the Company’s results. The presentation of Adjusted EBITDA should not be considered in isolation from EBIT or EBITDA as
determined under IFRS. Adjusted EBITDA may not be comparable to similar measures presented by other companies and should not be
considered inisolation or as a replacement for measures prepared as determined under IFRS.

The items that have been adjusted for presentation purposes relate generally to four categories: 1) impairment or gains on idle facilities;
2) restructuring activities; 3) acquisition costs; and, 4) share-based compensation. ldentification of these items allows for an
understanding of the underlying operations of the Company based on the current assets and structure. Enerflex has presented the
impact of share-based compensation as it is an item that can fluctuate significantly with share price changes during a period based on
factors that are not specific to the long-term performance of the Company. The disposal of idle facilities is isolated within Adjusted
EBITDA as they are not reflective of the ongoing operations of the Company and are idled as a result of restructuring activities.

Three months ended December 31,2018

($ Canadian thousands) Total Canada USA ROW
Reported EBIT $ 48240 $ 6,269 $ 24394 $ 17,577
Cost recovery related to OOCEP (12,961) - - (12,961)
Share-based compensation 2,534 463 1,287 784
Depreciation and amortization 26,978 1,986 6,575 18,417
Adjusted EBITDA $ 64791 $ 8718 $ 32,256 $ 23,817

Three months ended December 31,2017

($ Canadian thousands) Total Canada USA ROW
Reported EBIT $ 47215 % 12,018 $ 22,282 % 12,915
Write-down of equipment in COGS 1,213 - 1,213 -
(Gain) loss on disposal of idle facilities (44) 8 9 (61)
Share-based compensation (423) 129 (231) (321)
Depreciation and amortization 20,220 3,184 4,823 12,213
Adjusted EBITDA $ 68,181 $ 15339 $ 28,096 $ 24,746

2018 Annual Report | Management's Discussion and Analysis



Twelve months ended December 31,2018

($ Canadian thousands) Total Canada USA ROW
Reported EBIT $ 151,679 $ 14,343 $ 87,638 $ 49,698
Restructuring costs in COGS and SG&A 2,367 1,429 - 938
(Gain) loss on disposal of idle facilities (6,208) (3,735) (2,432) (41)
Cost recovery related to OOCEP (22,368) - - (22,368)
Share-based compensation 9,938 1,462 5,047 3,429
Depreciation and amortization 89,774 8,535 23,395 57,844
Adjusted EBITDA $ 225,182 $ 22,034 $ 113,648 $ 89,500

Twelve months ended December 31,2017

($ Canadian thousands) Total Canada USA ROW
Reported EBIT $ 145,795 % 37,969 % 73,195 % 34,631
Restructuring costs in COGS and SG&A 940 452 - 488
Write-down of equipment in COGS 1,213 - 1,213 -
(Gain) loss on disposal of idle facilities (22,465) (22,474) 26 (17)
Acquisition costs 1,110 - 1,110 -
Share-based compensation 6,915 1,995 2,693 2,227
Depreciation and amortization 80,578 13,311 14,536 52,731
Adjusted EBITDA $ 214,086 $ 31,253 % 92,773  $ 90,060

Adjusted EBITDA for the three months ended December 31, 2018 has decreased over the same period from the prior year, while
adjusted EBITDA for the twelve months ended December 31, 2018 has increased over the comparative period. Please refer to the
section “Segmented Results” for additional information about results by geographic location.

There were no costs related to the ongoing arbitration proceedings with OOCEP during 2018. The fourth quarter and twelve months of
2017 included approximately $1.1 million and $8.7 million, respectively, of arbitration related costs. These amounts are not adjusted for
inthe calculation of Adjusted EBITDA.

Included in reported results for the fourth quarter and twelve months of 2018 were cost recoveries related to the OOCEP arbitration,
totaling $13.0 million and $22.4 million, respectively. These amounts are comprised of $12.5 million for costs, fees, taxes and expenses
incurred as part of the proceedings, awarded in the fourth quarter of 2018, and interest of $0.5 million on previously awarded amounts
recognized in the fourth quarter, as well as $9.4 million for variation claims in respect of additional costs and delays in construction, and
interest on the outstanding amounts, awarded in the third quarter of 2018.

ENGINEERED SYSTEMS BOOKINGS AND BACKLOG

Bookings and backlog are monitored by Enerflex as an indicator of future revenue and business activity levels for the Engineered Systems
product line. Bookings are recorded in the period when a firm commitment or order is received from customers. Bookings increase
backlog in the period that they are received. Revenue recognized on Engineered Systems products decreases backlog in the period that
the revenue is recognized. As a result, backlog is an indication of revenue to be recognized in future periods using percentage-of-
completion accounting.

4
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The following table sets forth the bookings and backlog by reporting segment for the following periods:

Three months ended Twelve months ended
December 31, December 31,
($ Canadian thousands) 2018 2017 2018 2017
Bookings
Canada $ 218,839 $ 30,902 $ 484,018 $ 347,944
USA 451,132 160,560 1,354,745 638,165
Rest of World 6,985 32,128 141,600 154,923
Total bookings $ 676,956 $ 223,590 $ 1,980,363 $ 1,141,032
Backlog
December 31, December 31,
($ Canadian thousands) 2018 2017
Backlog
Canada $ 414816 $ 172,918
USA 930,595 394,861
Rest of World 75,210 103,020
Total backlog $ 1,420,621 $ 670,799

Bookings for the fourth quarter of 2018 represent the highest quarterly bookings in the Company’s history, exceeding the previous
record set in the third quarter of 2018. Bookings were higher in the fourth quarter and twelve months of 2018 compared to the same
period of 2017, driven by several major project bookings in the USA and Canada segments. The USA segment continues to benefit from
large international bookings for projects to be built in the Company’s Houston fabrication facility. The Rest of World segment was also
successful in booking a large project in Latin America during the first quarter of 2018.

Backlog improved from December 31, 2017 due to record bookings outpacing Engineered Systems revenue recognized in the period.
The balance at December 31, 2018 represents the highest quarterly backlog in the Company’s history, exceeding the record from the
previous quarter. The trend of strengthening backlog over the past two years is reflected in a 324.2 percent increase from $334.9 million
for the first quarter of 2016 to $1,420.6 million for the fourth quarter of 2018.

The movement in exchange rates resulted in an increase of $45.3 million and $56.0 million during the fourth quarter and twelve months
of 2018 on foreign currency denominated bookings, compared to an increase of $2.2 million in fourth quarter of 2017 and a decrease of
$31.5 million during twelve months of 2017.

SEGMENTED RESULTS

Enerflex has identified three reportable operating segments as outlined below, each supported by the Corporate head office. Corporate
overheads are allocated to the operating segments based on revenue. In assessing its operating segments, the Company considered
economic characteristics, the nature of products and services provided, the nature of production processes, the type of customer for its
products and services, and distribution methods used.

The following summary describes the operations of each of the Company’s reportable segments:

° USA generates revenue from manufacturing natural gas compression and processing equipment in addition to generating
revenue from product support services and contract compression rentals;

. Rest of World generates revenue from manufacturing (focusing on large-scale process equipment), service, and rentals. In
addition, the Rest of World segment has been successful in securing build-own-operate-maintain and integrated turnkey
projects; and

. Canada generates revenue from manufacturing, service, and rentals.
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USA SEGMENT RESULTS

Three months ended Twelve months ended

December 31, December 31,

($ Canadian thousands) 2018 2017 2018 2017
Engineered Systems Bookings $ 451,132 $ 160,560 $ 1,354,745 $ 638,165
Engineered Systems Backlog 930,595 394,861 930,595 394,861
Segment revenue $ 300,149 $ 208,336 $ 1,004,676 $ 796,807
Intersegment revenue (3,641) (3,476) (24,137) (17,772)
Revenue $ 296,508 $ 204,860 $ 980,539 $ 779,035
Revenue - Engineered Systems $ 239,778 $ 155,892 $ 783,114 $ 633,703
Revenue - Service $ 41,865 $ 36,426 $ 145,358 $ 119,398
Revenue - Rental $ 14,865 $ 12,542 $ 52,067 $ 25,934
Operating income $ 24,413 $ 22291 % 85,224 % 73,221
EBIT $ 24,394 % 22282 $ 87,638 % 73,195
EBITDA $ 30,969 $ 27,105 $ 111,033 % 87,731
Segment revenue as a % of total revenue 63.5% 45.5% 57.6% 50.2%
Recurring revenue as a % of segment revenue 19.1% 23.9% 20.1% 18.7%
Operating income as a % of segment revenue 8.2% 10.9% 8.7% 9.4%
EBIT as a % of segment revenue 8.2% 10.9% 8.9% 9.4%
EBITDA as a % of segment revenue 10.4% 13.2% 11.3% 11.3%

In the fourth quarter of 2018, bookings increased by $290.6 million or 181.0 percent compared to the same period in the prior year,
driven by major project wins and international projects to be built in the Company’s Houston fabrication facility. Backlog in the USA
segment is $930.6 million, which represents the highest level of backlog for this segment since the Company re-segmented to create the
USA segment in 2014, exceeding the record set in the previous quarter. With consistently high activity levels in the region, the Company
continues to see a strong bid pipeline for project work in the USA segment.

Revenue increased by $91.6 million and $201.5 million in the fourth quarter and the twelve months of 2018 compared to the same
periods of 2017. Engineered Systems revenue increased over the prior year as a result of the realization of strong bookings seen in prior
quarters and continued progress of certain large projects, as well as the impact of the stronger U.S. dollar in 2018 versus the comparative
period. Service revenues increased over the same period from the prior year due to higher activity. Rental revenues increased as a result
of the acquisition of the contract compression business from Mesa and the organic growth of the contract compression fleet.

Operating income was higher in the fourth quarter and twelve months of 2018 compared to the prior year by $2.1 million and $12.0
million respectively, due to higher revenues across all product lines and warranty provision releases due to improving warranty
experience rates, partially offset by higher than projected costs impacting gross margin on certain projects as well as higher SG&A costs.
Increases in SG&A were driven by increased compensation on a larger workforce and increased profit share on improved operational
results.

Included in EBIT in the twelve months of 2018 is a gain on sale of an idle facility of $2.2 million.
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REST OF WORLD SEGMENT RESULTS

Three months ended Twelve months ended

December 31, December 31,

($ Canadian thousands) 2018 2017 2018 2017
Engineered Systems Bookings $ 6,985 $ 32,128 $ 141,600 $ 154,923
Engineered Systems Backlog 75,210 103,020 75,210 103,020
Segment revenue $ 102,678 $ 86,238 $ 425435 $ 356,932
Intersegment revenue (450) (582) (2,603) (1,202)
Revenue $ 102,228 $ 85,656 $ 422832 $ 355,730
Revenue - Engineered Systems $ 34,255 $ 23,189 $ 169,410 $ 115,641
Revenue - Service $ 36,794 $ 32,147 $ 139,015 $ 124,336
Revenue - Rental $ 31,179 $ 30,320 $ 114,407 % 115,753
Operating income $ 17,822 $ 12,854 $ 50,005 $ 34,614
EBIT $ 17,577 $ 12915 $ 49,698 $ 34,631
EBITDA $ 35,994 $ 25,128 $ 107,542 % 87,362
Segment revenue as a % of total revenue 21.9% 19.0% 24.8% 22.9%
Recurring revenue as a % of segment revenue 66.5% 72.9% 59.9% 67.5%
Operating income as a % of segment revenue 17.4% 15.0% 11.8% 9.7%
EBIT as a % of segment revenue 17.2% 15.1% 11.8% 9.7%
EBITDA as a % of segment revenue 35.2% 29.3% 25.4% 24.6%

Bookings in the Rest of World segment are typically larger in nature and scope and as a result are less frequent. Bookings in the quarter
related to projects in Australia, MEA, and Colombia.

Rest of World revenue increased by $16.6 million and $67.1 million in the fourth quarter and twelve months of 2018 compared to the
same periods in the prior year, driven by higher Engineered Systems and Service revenues. Engineered Systems revenue in the quarter
was higher due to projects in MEA, while Service revenues increased as a result of higher activity levels in Australia.

Operating income increased by $5.0 million and $15.4 million in the fourth quarter and twelve months of 2018 compared to the same
periods of 2017. The current quarter increase is driven by the increase in revenues for the segment and a reduction in SG&A costs,
partially offset by lower project margins in MEA resulting from higher estimated costs to complete certain projects. Year-to-date results
are also impacted by margin erosion from the first and third quarters of 2018. SG&A costs have decreased from the prior year due to
cost recoveries related to the OOCEP arbitration, totaling $13.0 million and $22.4 million for the fourth quarter and twelve months of
2018, respectively, and lower third-party costs associated with the arbitration. Decreased SG&A resulting from OOCEP proceedings
was partially offset by some negative foreign exchange impacts, primarily in Mexico, and higher compensation costs for the twelve
months of 2018 compared to 2017. Year-to-date results are also partially offset by the effects of restructuring activities in Australia
recognized in the first quarter of 2018.
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CANADA SEGMENT RESULTS

Three months ended Twelve months ended

December 31, December 31,

($ Canadian thousands) 2018 2017 2018 2017
Engineered Systems Bookings $ 218,839 $ 30,902 $ 484,018 $ 347,944
Engineered Systems Backlog 414,816 172,918 414,816 172,918
Segment revenue $ 82,621 $ 159,996 $ 319,223 $ 421,077
Intersegment revenue (14,515) (447) (19,321) (2,487)
Revenue $ 68,106 $ 159,549 $ 299,902 $ 418,590
Revenue - Engineered Systems $ 47,406 $ 141,575 $ 229,646 $ 342,286
Revenue - Service $ 17,942 $ 15,163 $ 60,725 $ 64,451
Revenue - Rental $ 2,758 $ 2811 $ 9531 $ 11,853
Operating income $ 5353 % 11,262 $ 9,735 % 14,439
EBIT $ 6,269 $ 12,018 $ 14,343 % 37,969
EBITDA $ 8255 $ 15202 $ 22878 % 51,280
Segment revenue as a % of total revenue 14.6% 35.5% 17.6% 26.9%
Recurring revenue as a % of segment revenue 30.4% 11.3% 23.4% 18.2%
Operating income as a % of segment revenue 7.9% 7.1% 3.2% 3.4%
EBIT as a % of segment revenue 9.2% 7.5% 4.8% 9.1%
EBITDA as a % of segment revenue 12.1% 9.5% 7.6% 12.3%

Bookings have increased to $218.8 million from $30.9 million a year ago, driven by several project wins in the quarter.

Revenue decreased by $91.4 million and $118.7 million for the fourth quarter and twelve months of 2018 compared to the same periods
of 2017. This decrease was driven by lower Engineered Systems revenue as a result of weaker bookings seen in the first half of 2018.
Service revenue increased by $2.8 million in the fourth quarter due to parts sales, however this product line decreased by $3.7 million
for twelve months of 2018 due to lower activity levels. Rental revenue decreased due to lower associated equipment sales.

The Canadian segment recorded an operating income of $5.4 million and $9.7 million for the fourth quarter and twelve months of 2018
compared to $11.3 million and $14.4 million over the same periods in 2017. The decrease in operating income is due to lower gross
margins from reduced revenue, partially offset by improved project margins. For the fourth quarter and twelve months of 2018, SG&A
costs were consistent with the comparable periods in 2017. The Company continues to closely monitor SG&A costs in response to a
challenging Canadian business environment.

Included in EBIT for the twelve months of 2018 is a gain on sale of an idle facility of $3.7 million compared to a gain on sale of $22.5
million for the same period in 2017.
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INCOME TAXES

Income tax expense totaled $11.2 million or 25.6 percent and $31.1 million or 23.5 percent of earnings before tax for the three and
twelve months ended December 31,2018 compared to $16.8 million or 38.6 percent and $35.3 million or 26.5 percent of earnings before
tax in the same periods of 2017. Income tax expense for the fourth quarter of 2018 was lower primarily due to the exchange rate effects
on tax bases, partially offset by the effect of earnings taxed in foreign jurisdictions. Income tax expense for the twelve months of 2018
was lower primarily due to the effect of earnings taxed in foreign jurisdictions and exchange rate effects on tax bases, partially offset by
the inclusion of withholding tax on dividends received from foreign subsidiaries. The change in the effective tax rate is primarily due to
the mix of earnings taxed in foreign jurisdictions, as well as the effect of the exchange rate fluctuations on tax bases in foreign
jurisdictions.

OUTLOOK

The Company’s products and services remain dependent on strength and stability in commodity prices. Stability and improvement in
commodity prices are required to allow customers to continue to increase investment, which should translate to further demand for the
Company’s products and services. Record bookings and backlog in the second half of 2018 provide visibility for Engineered Systems
revenue through 2019 and early 2020, however the Company has no assurances that bookings in future quarters will continue the strong
trend seen in 2018. Bidding activity for Engineered Systems remains strong, particularly in the USA, and the Company continues to see
interest for Rentals and BOOM solutions in the USA and ROW segments. Despite a healthy near-term bid pipeline in all regions, the
conversion of those opportunities into bookings and backlog has moderated to start 2019. The third and fourth quarters of 2018
benefitted from numerous multi-million dollar equipment orders, which may not recur in future quarters. As a result, the Company
expects quarterly bookings in 2019 to be more in line with historical activity.

Enerflex’s financial performance continues to benefit from strategic decisions to diversify product offerings for Engineered Systems, to
focus on increasing the recurring revenue streams derived from new and existing long-term BOOM, rental, and service contracts, and to
develop a geographically diversified business. However, in Canada and Mexico these product lines will remain under pressure until the
market sees a return to more profitable commodity pricing and producers are incentivized to invest in these regions.

The Company will continue to aggressively manage SG&A expenses. Steps taken in prior years have allowed a greater focus on key
market opportunities and resulted in a lower headcount, which led to ongoing material savings. The Company has begun to increase
headcount in response to increased operational levels, particularly in the USA segment, but remains disciplined in keeping the
appropriate levels of staffing.

In the near term, Enerflex has a positive outlook supported by the record backlog and continued high enquiry levels across all regions. In
the longer term, the Company continues to monitor the impacts of volatility in realized commodity prices, political uncertainty, egress
issues in the Permian, as well as the lack of consistent access to market causing pricing differentials to widen in Canada. Enerflex
continues to assess the effects of these contributing factors and the corresponding impact on our customers’ activity levels, which could
reduce demand for the Company’s products and services in future periods.

OUTLOOK BY SEGMENT
USA

The recent performance of the USA segment has been largely driven by investment in, and production from, shale oil and gas. Stronger
commodity prices throughout 2018, along with lower corporate tax rates, has led to increased activity. The Company has seen significant
demand for both compression and processing equipment in 2018, required to provide takeaway capacity in underserved resource plays
and maximize the value of extracted gas. The Company continues to monitor the impact of egress issues that could impact activity levels
in the Permian. Enerflex anticipates these issues will be resolved in the latter half of 2019. Continued development in these resource
plays should translate to further demand for Engineered Systems products, as well as contract compression solutions to improve
performance in maturing fields. The Company’s contract compression fleet consists of approximately 210,000 horsepower, providing a
valuable recurring revenue source that the Company will continue to grow and invest in through 2019. Given the current and anticipated
future project requirements, the Company is currently expanding its Houston fabrication facility to provide additional manufacturing
capacity to meet demand in the USA and ROW segments.
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Rest of World

In the Rest of World segment, the Company has seen project successes in both the MEA region and in Latin America. MEA continues to
provide stable rental earnings with a rental fleet of approximately 100,000 horsepower. The Company continues to explore new markets
and opportunities within this region in order to enhance recurring revenues, focusing on BOOM projects, and was awarded two 10-year
BOOM projects in the fourth quarter of 2018, in addition to commencing operations on a previously awarded 10-year BOOM project in
Latin America and being awarded an additional 10-year BOOM contract in Latin America.

Enerflex remains cautiously optimistic about the outlook in the Latin America region as customers recover from the crash in commodity
prices. The Company believes that there are near-term prospects within Argentina, Brazil, and Colombia and mid- to longer-term
prospects in Mexico. The Company was awarded a 10-year BOOM contract in Argentina in the fourth quarter of 2018, and signed
additional long-term service and rental contracts with producers in the country. In Brazil, Enerflex agreed to a 10-year contract to
provide a natural gas treatment facility in the third quarter of 2018. In Colombia, during the first quarter of 2018, Enerflex booked an
Engineered Systems project and commenced operations on a previously awarded BOOM project. In Mexico, there continues to be
limited investment; however, Enerflex booked a rental contract with an independent producer during the first quarter. A portion of the
contracts for the Company’s fleet in Mexico will expire in June 2019 and the Company elected not to participate in the bid process to
replace those contracts. Enerflex expects to be able to redeploy those assets to potential projects in other regions with more project
certainty and for stronger returns. With the Mexican presidential elections completed during the third quarter, there is some uncertainty
onthe impact to Energy Reform and capital investment, however the new President has expressed his desire to make Mexico productive
again, which may be positive for the market since compression service is necessary for the oil and gas sector. Enerflex intends to continue
to aggressively pursue opportunities with either Pemex or independent producers.

In Australia, Enerflex is well positioned to capitalize on the need for increased production due to the supply imbalance driven by higher
liguefied natural gas exports and increased domestic natural gas demand. The Company believes that maintenance and service
opportunities will continue to increase as producers return to the minimum maintenance requirements for their assets, which may result
in further growth for the Australian Service product line. The Company restructured the Australian operations in the first quarter in
order to focus on these opportunities and enhance profitability in the region.

Canada

The Canadian market remains constrained by negative sentiment and the lack of consistent access to market that is causing uncertain
pricing and limiting development potential in Canada. However, recent major project wins provide visibility on near-term Engineered
Systems revenue, and the midstream sector continues to maximize the value of Canadian production, where possible. While recent
liquified natural gas (“LNG”) project approval has offered some future relief to the Canadian gas industry, management still expects
activity to be largely subdued through 2019.

ENERFLEX STRATEGY

Enerflex’s global vision is “Transforming natural gas to meet the world’s energy needs”. The Company’s strategy to support this vision
centres on being an operationally focused, diversified, financially strong, dividend-paying company that delivers profitable growth by
serving an expanding industry in seven gas producing regions worldwide. Enerflex believes that worldwide diversification and growth
enhances shareholder value.

Across the Company, Enerflex looks to leverage its diversified international positioning to provide exposure to projects in growing
natural gas markets, to offer integrated solutions spanning all phases of a project’s life-cycle from engineering and design through to
after-market service, and to leverage its Enterprise-wide collaborative approach to deploy key expertise worldwide and generate repeat
business from internationally active customers. Enerflex has developed regional strategies to support its Company-wide goals.

Inthe USA segment, Enerflex has concentrated its efforts on consolidating its business in certain regions, driven by the U.S.’s increasingly
complex natural gas sector. The Company has looked to build on successes for gas processing solutions for liquids-rich plays in the region,
and expand the development of LNG infrastructure. In addition, the focus has been on optimizing the Service business across the region
while responding to higher activity levels in all locations. The acquisition of the contract compression business from Mesa has allowed
Enerflex to expand recurring revenues from the Rental product line, as well as provides a platform for future growth in the segment.

Enerflex Ltd. | 2018 Annual Report



Enerflex has focused its efforts in the ROW segment on growing primarily in the MEA and Latin America regions, through the sales, rental,
and service of its products. In these regions, the Company has targeted integrated turnkey projects and BOOM solutions of varying size
and scope, including projects requiring construction and installation support at site. Early successes have been experienced in Bahrain,
Kuwait, and Oman in MEA, and in Argentina, Brazil, and Colombia in Latin America. The Company continues to look at opportunities
throughout these regions. In Mexico, the Company holds a large rental fleet which can be deployed as opportunities arise in Mexico and
other countries.

Enerflex has aimed its efforts in Canada on leveraging its capabilities and expertise to continue to preserve market share in the traditional
natural gas sector, particularly in liquids-rich reservoirs, and to support the development of LNG infrastructure. In addition, the Company
has looked to build on its successes in the electric power market given the sustained low natural gas prices and the resulting increase in
demand for natural gas-fired power generation. Lastly, there has been a focus on signing long-term service contracts with customers in
order to secure recurring revenues.

Enerflex seeks to continue to diversify its revenue streams from multiple markets, to grow its backlog, and to ensure profitable margins
globally by aggressively managing costs, with a medium-term goal of achieving a 10 percent EBIT margin. In addition, the Company is
focused on expanding the diversification of its product lines, with a goal to achieve 35-40 percent recurring revenue.

DEFINITIONS

The success of the Company and its business unit strategies is measured using a number of key financial performance indicators, some
of which are outlined below. Some of these indicators do not have a standardized meaning as prescribed by GAAP and are therefore
unlikely to be comparable to similar measures presented by other companies. These non-GAAP measures are bookings, backlog,
recurring revenue as a percentage of revenue, EBITDA, net debt to EBITDA ratio, and return on capital employed (“ROCE"). Further
information on these non-GAAP measures is provided in the section, Non-GAAP Measures.

Bookings and Backlog

Bookings and backlog are monitored by Enerflex as an indicator of future revenue and business activity levels for the Engineered Systems
product line. Bookings are recorded in the period when a firm commitment or order is received from customers. Bookings increase
backlog in the period that they are received. Revenue recognized on Engineered Systems products decreases backlog in the period that
the revenue is recognized. As a result, backlog is an indication of revenue to be recognized in future periods using percentage-of-
completion accounting.

Recurring Revenue

Recurring revenue is defined as revenue from the Service and Rental product lines. These revenue streams are contracted and extend
into the future, rather than being recognized as a single transaction. Service revenues are derived from the ongoing maintenance of
equipment that produces gas over the life of a field. Rental revenues relate to compression, processing, and electric power equipment.
This classification is to contrast revenue from these product lines with the Company’s Engineered Systems revenues, which are for the
manufacturing and delivery of equipment and do not have any recurring aspect once the goods are delivered. While the contracts are
subject to cancellation or have varying lengths, the Company does not believe that these characteristics preclude them from being
considered recurring in nature.

Operating Income

Operating income assists the reader in understanding the net contributions made from the Company’s core businesses after considering
all SG&A expenses. Each operating segment assumes responsibility for its operating results as measured by, amongst other factors,
operating income, which is defined as income before income taxes, interest (or finance) costs (net of interest income), equity earnings or
loss, and gain or loss on sale of assets. Financing and related charges cannot be attributed to business segments on a meaningful basis
that is comparable to other companies. Business segments and income tax jurisdictions are not synonymous, and it is believed that the
allocation of income taxes distorts the historical comparability of the operating performance of business segments.

EBIT

EBIT provides the results generated by the Company’s primary business activities prior to consideration of how those activities are
financed or taxed in the various jurisdictions that the Company operates in.
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EBITDA

EBITDA provides the results generated by the Company’s primary business activities prior to consideration of how those activities are
financed, how assets are amortized, or how the results are taxed in various jurisdictions.

Net Debt to EBITDA

Net debt is defined as short- and long-term debt less cash and cash equivalents at the end of the period which is then divided by the
annualized EBITDA.

ROCE

ROCE is a measure to analyze operating performance and efficiency of the Company’s capital allocation process. The ratio is calculated
by taking EBIT for the 12-month trailing period divided by capital employed. Capital employed is debt and equity less cash for the trailing
four quarters.
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NON-GAAP MEASURES

The success of the Company and its business unit strategies is measured using a number of key performance indicators, some of which
do not have a standardized meaning as prescribed by GAAP and are therefore unlikely to be comparable to similar measures presented
by other companies. These non-GAAP measures are also used by management in its assessment of relative investments in operations
and include bookings and backlog, recurring revenue as a percentage of revenue, EBITDA, net debt to EBITDA ratio, and ROCE. They
should not be considered as an alternative to net earnings or any other measure of performance under GAAP. The reconciliation of these
non-GAAP measures to the most directly comparable measure calculated in accordance with GAAP is provided below where

appropriate. Bookings and backlog do not have a directly comparable GAAP measure.

Three months ended

Twelve months ended

December 31, December 31,
($ Canadian thousands) 2018 2017 2018 2017
EBITDA
EBIT $ 48240 $ 47,215 151,679 $ 145,795
Depreciation and amortization 26,978 20,220 89,774 80,578
EBITDA $ 75,218 $ 67,435 241,453 $ 226,373
Recurring Revenue
Service $ 96,601 $ 83,736 345,098 $ 308,185
Rental 48,802 45,673 176,005 153,540
Total Recurring Revenue $ 145,403 $ 129,409 521,103 $ 461,725
ROCE
Trailing 12-month EBIT $ 151,679 $ 145,795 151,679 $ 145,795
Capital Employed - beginning of period
Net debt $ 159,149 $ 202,758 232,726 $ 226,402
Shareholders' equity 1,199,800 1,115,155 1,134,472 1,117,627
$ 1,358,949 $ 1,317,913 1,367,198 $ 1,344,029
Capital Employed - end of period
Net debt $ 117,848 $ 232,726 117,848 $ 232,726
Shareholders' equity 1,282,519 1,134,472 1,282,519 1,134,472
$ 1,400,367 $ 1,367,198 1,400,367 $ 1,367,198
Average Capital Employed? $ 1,386,863 $ 1,342,871 1,386,863 $ 1,342,871
Return on Capital Employed 10.9% 10.9% 10.9% 10.9%

Based on a trailing four-quarter average.
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FREE CASH FLOW

Three months ended

Twelve months ended

December 31, December 31,
($ Canadian thousands) 2018 2017 2018 2017
Cash provided by operating activities 108,434 $ 12,485 $ 242,868 $ 179,251
Net change in non-cash working capital and other 37,983 (47,972) 38,208 9,736
70451 $ 60,457 $ 204,660 $ 169,515

Add-back:
Net finance costs 4,574 3,740 19,145 12,727
Current income tax expense 2,075 2,007 20,871 27,525

Deduct:
Net interest paid (8,331) (3,927) (18,373) (11,957)
Net cash taxes paid (2,013) (125) (2,273) (31,580)
Dividends paid (8,435) (7,526) (33,676) (30,066)
Net capital spending (63,766) (35,386) (102,457) (13,159)
Free cash flow (5,445) $ 19,240 $ 87,897 $ 123,005
QUARTERLY SUMMARY
($ Canadian thousands, Earnings per Earnings per
except per share amounts) Revenue! Net earnings? share - basic!  share - diluted*
December 31,2018 466,842 $ 32,480 $ 037 $ 0.36
September 30,2018 445,803 37,696 0.43 0.42
June 30,2018 404,848 20,367 0.23 0.23
March 31,2018 385,780 10,873 0.12 0.12
December 31,2017 450,065 26,702 0.30 0.30
September 30,2017 315,019 25,188 0.28 0.28
June 30,2017 433,484 21,346 0.24 0.23
March 31,2017 354,787 24,517 0.28 0.28
December 31,2016 343,385 (45,488) (0.54) (0.54)
September 30,2016 262,449 17,596 0.23 0.23
1 Amounts presented are from continuing operations.

($ Canadian thousands, Total Total Non-Current Cash Dividends
except per share amounts) Assets Financial Liabilities Declared Per Share
December 31,2018 $ 2482859 $ 444712 $ 0.39
December 31,2017 2,130,602 460,010 0.35
December 31,2016 1,881,943 393,963 0.34
December 31,2015 2,209,264 528,140 0.34
December 31,2014 2,144,988 505,076 0.31
December 31,2013 1,416,079 92,935 0.28
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FINANCIAL POSITION

The following table outlines significant changes in the Statements of Financial Position as at December 31, 2018 compared to December
31,2017:

Increase
($ Canadian millions) (Decrease) Explanation
The increase in current assets and liabilities is due to higher cash and accounts
receivable balances, as well as lower accounts payable balances, partially offset by
Current assets and $85.1 higher deferred revenues. Accounts receivable increased due to higher activity
liabilities ' levels, as well as amounts owing from OOCEP, which were reclassified to accounts
receivable from other assets in the year. Deferred revenues increased due to higher
activity levels.
The decrease in property, plant and equipment is due to the sale of idle facilities in
Property, plant and L.
i ¢ $(8.5) the Canada and USA segments, as well as depreciation of property, plant and
equipmen
auip equipment assets, partially offset by additions in the year.
The increase in rental assets is due to continued investment in the contract
Rental equipment $78.6 compression rental fleet in the USA segment and the strengthening of the U.S. dollar
relative to the Canadian dollar, offset by depreciation of rental equipment.
The increase in total assets is primarily related to the increase in cash, accounts
receivable, and rental equipment and the impact of the strengthening U.S. dollar
Total assets $352.3 . . . . .
relative to the Canadian dollar, partially offset by the decrease in inventories,
property, plant and equipment, and other assets.
The decrease in long-term debt is due to repayments made on the Bank Facility,
Long-term debt $(15.3) partially offset by the strengthening U.S. dollar that impacts the revaluation of U.S.
dollar denominated debt.
, . Shareholders’ equity before non-controlling interest increased due to net earnings
Shareholders’ equity . . L - . .
; of $101.0 million, $8.7 million of stock option impacts, $2.7 million opening retained
before non-controlling $147.9 . R . - . .
interest earnings adjustment on adoption of IFRS 15 and $70.1 million unrealized gain on
i
translation of foreign operations, partially offset by dividends of $34.6 million.

During the fourth quarter, the Company received the final ruling of the OOCEP arbitration, with the tribunal awarding Enerflex an
amount of $12.5 million for costs, fees, taxes and expenses incurred as part of the proceedings. In addition, interest of $0.5 million was
recognized on previously awarded amounts. The tribunal also dismissed the respondent’s claim for costs. The earnings impact, net of
tax, of $11.1 million has been recognized in the fourth quarter results. At December 31, 2018, the amount owing for all awards was $54.7
million and interest on the outstanding amounts totaled $4.8 million.

LIQUIDITY

The Company expects that continued cash flows from operations in 2018, together with cash and cash equivalents on hand and currently
available credit facilities, will be more than sufficient to fund its requirements for investments in working capital and capital assets. As at
December 31,2018, the Company held cash and cash equivalents of $326.9 million and had cash drawings of $124.9 million against the
amended and restated syndicated revolving credit facility (the “Bank Facility”), leaving it with access to $571.9 million for future
drawings. The Company continues to meet the covenant requirements of its funded debt, including the Bank Facility and the Company’s
unsecured notes (the “Senior Notes”), with a bank-adjusted net debt to EBITDA ratio of 0.5:1 compared to a maximum ratio of 3:1, and
an interest coverage ratio of greater than 12:1 compared to a minimum ratio of 3:1. The interest coverage ratio is calculated by dividing
the trailing 12-month bank-adjusted EBITDA, as defined by the Company’s lenders, by interest expense over the same timeframe.
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SUMMARIZED STATEMENTS OF CASH FLOW

Three months ended Twelve months ended

December 31, December 31,

($ Canadian thousands) 2018 2017 2018 2017

Cash, beginning of period $ 267,121 $ 260,371 $ 227,284 $ 167,561
Cash provided by (used in):

Operating activities 108,434 12,485 242,868 179,251

Investing activities (62,434) (34,392) (100,410) (154,838)

Financing activities 12,502 (11,075) (44,450) 37,455

Exchange rate changes on foreign currency cash 1,241 (105) 1,572 (2,145)

Cash, end of period $ 326,864 $ 227,284 % 326,864 $ 227,284

Operating Activities
For the three and twelve months ended December 31, 2018, as compared with the same period in 2017, cash provided by operating
activities increased primarily due to changes in non-cash working capital and improved net earnings.

Investing Activities

For the three months ended December 31, 2018 cash used in investing activities increased due to additions to rental equipment. For the
twelve months ended December 31, 2018 cash used in investing activities decreased due to the Mesa acquisition in the third quarter of
2017, partially offset by continued investment in rental equipment.

Financing Activities

For the three months ended December 31, 2018, cash provided by financing activit