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KELSO TECHNOLOGIES INC.
CONSOLIDATED FINANCIAL STATEMENTS
February 28, 2005

(unaudited — see Notice to Reader)

Steingarten Schechter & Co.




UNAUDITED INTERIM FINANCIAL STATEMENTS

In accordance with National Instrument 51 — 102, the company-discloses that ifs auditors have
not reviewed the accompanying unaudited interim financial statements for the three’ and §ix
months ended February 28,2005, =+ o5 oo e 0w T e
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Steingarten Schechter & Co.

An [ndependent Member Of Baker Tilly Inlernational

Chartered Accountants

800 - 650 West Georgia Street, P.O. Box 11588, Vancouver, British Columbia V6B 4NB  Phone: (604) 606-1588 Fax: (604) 633-1606
1600 - 220 Portage Avenue, Winnipeg, Manitoba R3C 0AS Phone: (204) 956-1011 Fax:(204) 949-1411

" 'NOTICE TO READER

We have compiled the; Consolidated Balance Sheet of KELSO: TECHNOLOGIES INC. as. at
February 28, 2005 and the Consolidated Statements -of Operations and: Equity (Deficit) and Cash: :
Flows for the three and six months then ended from information provideéd’by management. We have .
not audited, reviewed or otherwise attempted to verify the accuracy or completeness of such
information. Readers are cautioned that these financial statements may not be appropriate for their

purposes.

Steingarten Schechter & Co.
Chartered Accountants

April 7, 2005
Vancouver, British Columbia




KELSO TECHNOLOGIES INC. :
CONSOLIDATED BALANCE SHEETS

(unaudited — see Notice to Reader)

February 28, August 31,
2005 2004
" ASSETS
Current: - a ; .
Cash $ 56,131 $ 76,345
Goods and Services Tax receivable 3,181 -
Prepaid expenses 22.152 -
$ 81,464 A 76,345
Equipment, at cost less accumulated amortization )
of $9,532 (August 31, 2004 - $23,781) B 4,422 11.585
$ 85,886 $ 87,930
_‘f"LIABILIT“I“ES
Current: T . e T D T
* Accounts payable and accrued l1ab1htles AT 8§ 17,7590 8 - 40,508
‘Funds advancedtfor“share subscription R - .. 58290
- . S 177597 S 98.798
SHAREHOLDERS® EQUITY (DEFICIT) ;
1 By : o
Sharg€ Capital: '
-Authorized: =~ T T » o
100,000,000 common shares w1th0ut par value o
100,000,000 Class "A" preference shares, without par
s value, non-cumulative, of ‘which 5,000,000'are
demgnated Class "A" convemble votmg, )
preferéence shares, Series | ’
Issued and fully paid:
" 44,609,265 common shares’” - R _
(August 31,2004 - 41,597,932) . $ 7 072 410 $ 6 662 600
+25,000 Class A" convertible preference shares, i ’
Series | (Auoust 31, 2004 62 650) L 25 OOO 62 650
T T T8 7,097,410 S 6,725,350
Contributed surplus " ‘ 119,100 . 97,852
Deficit (page4) - ) S N _(7.148.383) (6 833 970)
3 68,127 N (10 868)
[P S . ST ' . .8 - 85886 §_ 87930

Steingarten Schechter & Co.



KELSO TECHNOLOGIES INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited — see Notice to Reader)

Three Months ~ Three Months Six Months  Six Months
Ended Ended Ended Ended
February 28, February 29, February 28, February 29,
2005 2004 2005 2004
Revenue,, - $ - 3 - - $ -
Expenses: :
Accounting and legal $ 7,457 $ 32,147 § 20,750 § 70,045
Advertising 212 164 393 352
Amortization- e B TL0 518 1,507 1,037
Automobile 2 039 1,950 4,141 3,931
Bank charges and interest 454 534 665 693
“Consulting’and Irivestor Relations 40,478 v 18,5451 vy 53,478 - 51,720
.Licénse and fees - 11,429 11,254 5 - 19,981 . 13,493
. Management fees . 33,000 33,000 66,000 66,000
-Office - - e 3,570 4,637 9,718 15,283
Rent W 22528 02,528 . 5,055 5,055
Telephone S 5 PES3L T 2,625 2,970
Travel and promotion 2,230 457 4,422 9. 975
$ 104 955 $ 107,265 $ 188.735 & 240 554

R Sl TT' BREE I

Loss before the undernoted S (104.955)%$ . (107 265) S (188,735) $ (24D,554)
Loss on disposal of equipment (s, 656) I - ‘, o o (5/,656)1 .
Interest and other i income 3,635 359, . 3,831 ' 486
Research and development costs (29.469) .. (57.686)". .. (71,585 * (87,089)
Stock based compensatlon (57.290) P (52268)' -
Net loss for the per1od $ (193.735) § (164,592) § (314413) 3§ (327,157)
Basic arid difuted loss”be{-"fshare» $_ (000) $__ (000) $ __ (0.0) $ (00D °
Weighted average number of shares' __ 43,481,936 40,311,463 43,047,127 39,184,394

Steingarten Schechter & Co.-




KELSO TECHNOLOGIES INC.
CONSOLIDATED STATEMENTS OF DEFICIT

(unaudited — see Notice to Reader) -

Three Months ~ Three Months  Six Months Six Months

Ended Ended Ended Ended
February 28, February 29, February 28,  February 29,
2005 2004 2005 2004
Deficit, beginning of period, S
as previously reported $ (6,954,648) § (6,264,295) $ (6,833,970) $ (6,101,730)
Retroactive adjustment for L o - B
stock-based compensation - (49.037) -   (49,037)
Deficit, beginning of -+~ .. .. . . halo CR L
. period, as restated -+ » § -(6:954,648) (;‘B‘) {ﬁ’%§1’3,33‘2) $ (6,833,970) $ (6,150,767)
Net loss for the period (page 3) (193,73%) (164,592) (314,4.1‘3) . ‘(‘327,1.57)

Deficit, end of period 5 (7.148383) $ (6477.924) $(7.148383) §'(6477.924)

ot
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KELSO TECHNOLOGIES INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited - see Notice to Reader)

Three Months  Three Months ~ Six Months ~ Six Months
‘Ended Ended: Ended Ended
February 28,  February 29, February 28, February 29,
Cash flows from (used in)
operating activities
Net loss for the
period (page 3) § (193,735) § (164,592) § (314,413) § (327,157)
Add: items not
affecting cash | ) ‘ _ L L
- amottization” = S - 518 1,507 1,037
- loss on disposal of ) A
equipment - 5,656 - 5,656° - -
“-stock-based . S L . D ;
compensation 57,290 - 52,268 . -
T T T g H(130/789) Y§TU(164,074) § 0 (254,982) $ 1 (326,120)
‘ 'Cha'ng'eS"in oth’ér e S S SR U A SRRE EANR PN HE
. non-cash working capital ‘ o ,
- 'Goods and Services - T st W oL L L SR
Tax receivable (3,18D) 857 (3,181 453
Prepaid expenses (16,677) - (22,152) -
Accounts payable and
accrued labilities (1,362) 2974 (22,749) (29.188)

$ (152,009) § (160,243) § (303.064) § (354.855)

Cash flows from financing

activities
Funds advanced for
share subscription $ -8 (24277 % (58,290) § (117,465)
Issuance of common shares 150,732 112,461 341,140 491.138

$ 150732 § 88,184 § 282850 § 373,673

Increase (decrease) in

cash during the period A (1,277) '§  (72,059) § (20,214) § 18,818
Cash, beginning of period 57,408 219,504 76.345 128,627
Cash, end of period $ 56,131 § 147445 3 56,131 § 147,445

Steingarten Schechter & Co.




1.

. ,‘,EQUJPM.ENT_,

KELSO TECHNOLOGIES INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
. February 28, 2005

(unaudited — see Notice to Reader)

NATURE OF OPERATIONS .

The company is in-the process of researching and developing various types of pressure relief
valves. The company has completed the two year Service Trial of the JS75 SRV Pressure Relief
Valve required by the Association of American Railroads and is in the final stages towards
commercmllzatlon :

The JS75 SRV. Pressure Relief Va ve 18 a patented product whose appllcanon is in the
transportatlon and storage of hazardous and non- hazardous materials.

These mterlm financial statements should be read in conjunction with the financial statements of
the company’s most recently completed year ended August 31, 2004. These statements do not
include all disclosures required in annual financial statements but rather are’ prepared in
accordance with recommendations for interim financial statements in conformity with Canadian
generally accepted’accounting principles. These statements-follow the'same accountmg policies

and methods of their application as those followed in the August 31} 2004 financial statements.
pondts Cunntnie e oo e o

BASIS OF VALUATION

TR ,r"~-, : -
i N R ‘A;,Y.,l

These consohdated financial statements have been prepared on a going concern basis, which

.contemplates the realization of assets and the satlsfactlon of liabilities in the normal course of

busineéss for the foreséeable futire. The company’ s ability to meet its obligations as they fall due

.-and to continue to operate as a going concern is.dependent on the continued financial support of

the creditors and the shareholders and ultlmately, the attainment of profitable operations.

Net Carrying Amount
Accumulated February 28, . August 31,

Cost Amortization 2005 2004

Office equipment $ 10,956 $ . 8,335 S 2621" ) 3 2,930
Computer eqmpment . 2.998 SR Y 1801« .. 8,655

“:L 13954 8 953 S 4420 § 11585

continued. . .
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4. SHARE CAPITAL
Issued and fully paid:

a) Common shares:

Balance, beginning of period
Issued during per1od
-forcash = "

- - for exercise of preference x

- shares
- for exercise of share
purchase warrants

- for exercise of stock optlons

Balance, end of period

b) Escrcu/:ed shares '

February 28, 2005 August 31, 2004

‘Number of Number of

Shares Amount Shares Amount
41,597,932 $6,662,600 - 35853,925  $6,014,168
© 749,000 © “108,605. 2,608,997 289,025

CIM1731 ¢ 37650 . .

1,118,030 129,278 2,221,010 229,101

1‘032572 134277 _-914000 _ 130306
44609265 87 072,410 41,597,932  $6,662,600

UL ¢

FN

. ; :,‘618 750 common shares 1ssued at $0. 01 per share are held in escrow subject to release upon

,_'Aapproval by regulatory; authormes

s ‘,; L D A I

¢) Class "A" convertible, voting, preference shares, Series I:

L T I FY L U T S S S N
EEEE P S DEEST RN AR

.,',\irj .

Balance begmnmg of perrod

COI’IVGISIOH to common shares

Balance, end of period

R

'Ad) -Stock Optrons e

3/

‘As at February 28 2005 the followmg stock optrons are outstandmo

Number of I
Options

278,100
98,257
410,875
206,071
238,500
1,271,422
1,935,775

FebruarQS, 2005 August ’317, 2004
Number of_ ' Number of o
Shares ( Amount Shares -+ iAmount
; R T e ST
62 65}\”_” 5 16 650 o _vez,eso $°7 62,650
(37 650) (37 650) - -
25000 $_ 25,000 62,650 S 62,650 -
Exercrse ) _ S
. Price | ) Expiry
$0.10 ' October 6, 2005
$0.10 November 22,2006
$0.10 September 4, 2007
$0.10 November 4, 2007
$0.10 March 28, 2008
$0.10 December 29, 2009
§0.11 February 24, 2010
continued. . .

Steingarten Schechter & Co:




4. SHARE CAPITAL, continued

d)

Stock Options, continued

Stock ioption transactions and the number of share options outstanding are summarized as

- follows:
Weighted
Number of Average
Options Exercise Price
Balance, August 31, 2004 3,735,797 S 0.10
Options granted 1,935,775 0.11
Options exercised (1,032,572) (0.10)
Options cancelled .___(200.000) - 0.10

Balance, February 28, 2005 : ‘ - 4,439,000 ) 0.11

Stock-Based Compensation: o
The company applies the fair value method of accounting for stock- based cémﬁensation
awards. During the period, stock-based compensation expense and contributed surplus were
reduced by $5,022 for cancellation of stock options, and mcreased by §57, 290 for grantmg
and adjusting of stock opt;ons

The fair value- ofthe optlons granted was estimated on the date of grant using the Black-
Scholes option, prlcmg model with the following assumptlons

s

February 28,2005 . August31 200’4.

RISk free’ Hhiérest’ rét)e ,J ' J, (3.5 RN 3.72%
* Estimated volatility " " 30% ST 30%
Expected life ) oo 2 5 years ) 2 5 years

Expected dividendyield =" 0% = 0%
Sharé Purchase Warrants: e

The following share purchase warrants are outstanding at February 28, 2005:

Number of o Exerc1se o ;

* Shares Coer "Prlce o Ex pgDat
38,750 $0.23 April 3, 2005
804,088 $0.15 May 21, 2005

1,283,301 $0.11 September4 2005
75,000 $0.11 September 28, 2005
797,728 $0.14 December 23, 2005
29,166 $0.30 January 5, 2006
402,968 $0.20 June 4, 2006
749,000 $0.17 September 9, 2006

During the period, 778,166 share purchase warrants were granted, 1,118,030 share purchase
warrants were exercised and 244,775 share purchase warrants were forfeited or expired.

continued. . .
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6. STATEMENT OF CASH FLOWS
Non-cash transactions are as follows:

Three Months Three Months Six Months  Six Months

Ended Ended Ended Ended
February 28, February 29, February 28, February 29,
2005 2004 2005 2004
Conversion of preference
shares to common shares § 37,650 $ - § 37650 § -

7. RELATED PARTY TRANSACTIONS

Related parties are directors and officers, companies controlled by the directors and officers, a
company whose principal is an officer of the company.

The following summarizes the company’s related party transactions for the six months ended
February 28, 2005:_.- . S

3900_' "

. Autorobile . U S

Consulting and investor relatmns e ' $ 20 000

Legal g 3 488

, Management fees , . e et [ S oo 66,000

Rent ’ B . -,, oy :,_'$ 5055 . ‘ ;
Research and development costs e e g s 000 0

These transactjons are in the normal ¢ourse of operatlons and are measured at the exchange
amount, which is the amount of con51derat10n established and agreed to by the related parties.

Included in prepaxd expenses are $]4,‘993 pald to related pa,rtl,,es. , MR

Included in accounts payable and accrued liabilities are $11,000 due to related parties. . =

8. SUBSEQUENT EVENTS'

Subsequent to February 28, 2005, the compiiny“ié"'arranging a private p’lacement of up to
$700,000, subject to approval by regulatory authorities.

oyt

Steingarten Schechter & Co."
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KELSO TECHNOLOGIES INC.
MANAGEMENT DISCUSSION AND ANALYSIS

Six Months Ended February 28, 2005

The following Management Discussion and Analysis, prepared as of April 21,:2005, should be read together
with the unaudited consolidated financial statements for the six month period ended February 28, 2005 and
related notes attached thcreto wh1c1 are prepared in accordanee with Canad1an generally accepted accountmg
principles.

Description of Business

The Company is in the process of developing various types of pressure relief valves that are initially designed to
be installed on railroad tank cars. The Kelso JS75 SRV is Kelso’s first patented pressure relief valve that is an
external valve whrch has specific advantages over the current class ofmternal pressure relref valves

The 1875 SRV falls under the regulations of the Association of American Railroads (“AAR”). The AAR is the
self-governing body for the railroad industry in North America, which requires certain-products including the
JS75 SRV to be installed on railroad tank cars and satlsfactorlly complete a two year service trral prior to
commercialization. S . ‘. :

In order to enter the service trial, the Company had to install.a:JS75 SRV on thirty: tank cars. Under, a.signed ,,.

Agreement dated September 5, 2001, with Terra International, Inc., Kelso concluded installing all thirty Kelso

JS75 SRV valves on their leased Union Tank cars as of March 15, 2002. Those cars traveled throughoot all':ovfr o

North Amerlca

On November 14, 2003 Kclso cdmpleted the fnal ycar of the tWo years requrred AAR Servrce Trnl The -
Company is pleased to report that over the‘two years; the service tridlcars-accumulated approximately'4 million
miles. The AAR required mileage for the service trial cars was only 275,000 miles. Thereby Kelso
substantially exceeded the AAR requirements, Th January ‘of 2004, Kelso met with an ‘AAR Observer at an
independent AAR certified railroad repair facrlrty and conducted the required AAR teardowr of five Kelso JS75
SRV valves that were in the service trial. Once the successful teardown was completed Kelso submitted a
package to the Director of the AAR Tank Car Commlttee for the committee’s review and dpproval. On
February 23, 2004, Kelso announced that the AAR 'had glven approval for the Kelso'JS75 SRV Pressure Relief
Valve to be used on 75 pound general purpose tank cars carrying hazardous commodities. Kelso now has the
ability to sell its valve on all 75 pound general purpose tank cars traveling throughout North America carrying
both hazardous and nen-hazardous commodities. The approval also ended the two years AAR Service-Tridl.

On May 27, 2004, Kelso announced that 1twas rlolv"c‘n;gaged insi‘g‘niﬁc’ant in- -depth discussions with a major
company (s) that will assist Kelso in entering the commercial phase of its JS75 SRV Pressure Rehef Valve in
regards to the rail industry. , .

T [T

December 29, 2004 Kelso announced it antrctpated a final Agreement to be signed during early January A
major step towards the process of commercralrzmg its J875 SRV Pressure Relief Valve.

On January 10, 2005 Kelso announced it had signed a Marketing and Development Agreement with one of the
world’s largest tank car Lessors and manufacturers. Kelso had signed an Agreement with-Union Tank Car
Company and McKenzie Valve and Machining Company. Union along with their wholly owned Canadian
affiliate,- Procor  Limited, leases approximately: 85,000 . cdrs throughout North, America. . Union. also

manufacturers tank cars for the rail industry. Both Union and Procor own several: railroad repair and . -

maintenance facilities in North America. All of Union and Procor clients are potential customers for Kelso
when it comes to selling the Kelso JS SRV line of pressure relief valves.

(1



McKenzie will be the exclusive North Amencan manufacturer of the Kelso IS SRV line of pressure relief
valves. ‘

The Agreement is the second biggest event next to the invention of the JS75 SRV valve. With Union’s 110 plus
years of being in the rail industry, their marketing expertise shall be a major asset in assisting Kelso as Kelso
enters sales. Kelso anticipates sales shall begm this coming summer once McKenzie has their tooling in place
and their castings from China. - :

On February 14, 2005 Kelso announced it was working on a Business Plan that would lay the foundation for
raising the necessary funds to finance Kelso in order to enter commercialization. The news release went onto
mention that our manufacturer, McKenzie Valve and Machining Company was in the process of costing the
components to manufacture the Kelso JS75 SRV. Finally Kelso announced it had sent to McKenzie various
drawings of other pressure size valves in order to begin prototype production by this summer.

On February 28, 2005 Ke $0O announced that its shareholders had adopted the 2005 Stock Optlon Plan for

Kelso’s employees, officers and directors. The plan was no different than previous Option Plans prior to the
2005 Plan. Itis a securities requirement that each year the shareholders of a public company has the right to
vote on whether their Company can offer a Stock Optlon Plan for those working for the Company

)

PN

As of the date ofthxs dxscussmn 44 609 265 common shares are outstandmg

Discussion of Operatlons, Fmanmal Condmons and Mllestones Ceon i

[ N R TR B TR L0 A S L VAT A EL"'<'| : T

Liguidity’ and Solvencv

"L‘u s R ST

During the six months ended February 28, 2005, the company had no revenues and incurred $188, 735 in
general and administrative: expenses: (2004:-.$240,554). Research and development.costs during the same penod
last year was 387 089 Thc maJor expendnures durmgfth,e pe,rlod were as follows: . .., » ..
T AR R T IR TATRELS. Lo
Accountmg and legal . : :

[y

.. Coasulting and Investor Relatlons 53 478 ]
~Managementfees .. s 66 000,

, Research and developmcnt costs " 71,585 L ’
. .Stock- based compensation 52 268

L P R 2 T B U TR SRS D P

N S

Related Party Transactions =
The following summarizes the company’s related party transactions for the period:

R

" “Automobild”

$ T3,900 7
Consulting and Investor Relations $ 20,000
Legal T 3,488
Management fees Lo e § 6,000 e et e
Rent : o S T A ¢ R R AT
Research and dcvelopment costs $

50,000

Includedin prcpaid expenscs are $14 993 pald tor related partxes o

I NS .o

Included in accotints payable ard accrued habllmes is $11 000 owmg to.a related party These transactlons are
in the normal course of operations.. - - = - I .

(2)




Selected Quarterly Information:

N

Feb28, | Nov30, | Aug3l. | May3l. | Feb29, | Nov30, | Aug3l, | May3l. | Feb2s,
2005 2004 2004 2004 2004 2003 2003 - 2003. 2003
Revenues Nil Nil Nil Nit Nil Nil Nil Nil Nil
Expenses 104,955 120,678 - | 169,078 140,051 164,592 162,565 | 144,515 |- 135317 194,254
Netloss for | 154955 | 120678 | 169,078 | 140,051 | 164,592 | 162,565 | 144515 | 135317 | 194.254
the period - : M : ; ,
Number of . .
common
shares 44,609,265 | 43,164,962 | 41,597,932 | 41,019,974 | 40,568,974 | 39,558,246 | 35,853,925 | 34,543,670 | 31,975,308
outstanding
Net loss per
common 0024 0028 .0041 .0034 .0041 0041 0040 .0039 .0061
share
Selected Annual Information:
Aug 31, Aug 31, Aug 31,
2004 2003 2002

Revenues: Nil Nil Nil
Expenses: 636,286 656,450 422,789
Net loss for the period 636,286 656,450 422,789
Number of common shares outstanding 41,597,932 35,853,925 28,579,423
Net loss per common share .0153 0183 .0148
Total Assets 87,930 137,847 101,814
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Subsequent Events

March 2, 2005 Kelso announced if funded properly it will launch an investor’s awareness program so that the
public will be informed as to Kelso and why its JS SRV valve line is so important to the rail industry and
eventually into additional industries. In that release, Kelso announced it was going to arrange a private
placement in hopes of securing up to $500,000. ‘

Kelso announced on April 22, 2005 the closing of its private placement it announced on March 2, 2005 and
raised $469,900.00 t_b'- be use for various projects taking place in the Company along with using the funds for
general working capital. o

If you have any quéstiohs, pleasé feel free to contact Kelso at 1-604-878-7600 or 1-866-535-7685 (Toll Free)..

Kelso thanks you...

Stephen L. Grossman, President and CEO
Kelso Technologies Inc. -

(4)




