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ENCOMPASS HOLDINGS, INC.
1005 Terminal Way, Suite 110
Reno, NV 89502

July 5, 2007

To the Stockholders of Encompass Holdings, Inc:

You are invited to attend the Annual Meeting of Stockholders of Encompass Holdings, Inc.
which will be held at The River Forum, 4380 SW Macadam, Portland, OR in the Main Floor
conference room on July 25, 2007 at 10:00 am, Pacific Daylight Savings Time. We look forward
to greeting as many of our stockholders as possible.

Enclosed you will find the Notice of Annual Meeting and the Information Statement. The
Information Statement describes the business to be conducted at the Annual Meeting and
provides other information concerning the Company of which you should be aware when you
vote your shares at the meeting.

WE ARE NOT ASKING YOU FOR A PROXY AND YOU ARE REQUESTED NOT TO
SEND US A PROXY.

Sincerely,

Leslie I. Handler
President



ENCOMPASS HOLDINGS, INC.

NOTICE OF 2007 ANNUAL MEETING OF STOCKHOLDERS
' TO BE HELD ON JULY 25, 2007

Notice 1s hereby given that the Annual Meeting of Stockholders of Encompass Holdings, Inc.
(“Company”’) will be held at the River Forum, 4380 SW Macadam, Portiand, OR in the Main
Floor conference room on July 25, 2007 at 10:00 am, Pacific Daylight Savings Time for the
following purposes:

1. To elect four directors to serve until the next Annual Meeting of Stockholders.
The following person have been nominated for election as directors:

Leslie I. Handler

1. Scott Webber
Larry Cooper
Murray Goldenberg

2, To ratify the appointment of Timothy L. Steers, CPA, LLC as the Company’s
independent registered public accounting firm for the year ending June 30, 2008.

3. To transact such other business as may property come before the meeting or any
adjournment or postponement thereof.

The Board of Directors has fixed the close of business on June 25, 2007 as the record date for the
Meeting. Only stockholders of record at that time are entitled to notice of, and to vote at, the
Meeting and any adjournment or postponement thereof. A list of stockholders entitled to vote at
the Meeting will be available for examination by any stockholder, for any purpose germane to
the Meeting, at the Meeting, and for ten days prior to the Meeting during ordinary business hours
at 1005 Terminal Way, Suite 105, Reno, NV.

Dated: July 5, 2007
Leslie 1. Handler
President



ENCOMPASS HOLDINGS, INC.

Information Statement
Procedural Matters
General

This Information Statement is being furnished to holders of Common Stock and the holder of the
Series B Preferred Stock of Encompass Holdings, Inc., a Nevada corporation (“Company”) in
connection with the Annual Meeting of Stockholders (“‘Annual Meeting”’) to be held on
Wednesday, July 25, 2007 at 10:00 am local time and at any adjournment or postponement
thereof, for the purpose of considering and acting upon the matters set forth herein. The Annual
Meeting will be held at the River Form, 4380 SW Macadam in the Main Floor conference. The
telephone number for the purposes of the meeting is (775) 324-8531.

This Information Statement and the accompanying Annual Report on form 10-KSB for the fiscal
year ended June 30, 2006 are first being mailed on or about July 5, 2007 to all hoiders of
Common Stock and the holders of the Company’s Preferred Stock entitled to vote at the meeting.

THE COMPANY IS NOT ASKING YOU FOR A PROXY AND YOU ARE REQUESTED
NOT TO SEND US A PROXY.

Stockholder Entitled to Vote; Record Date

Only holders of record of the Company’s Common Stock and the holders of record of the
Company’s Series B Preferred Stock at the close of business on June 25, 2007 (“Record Date ")
are entitled to notice of and to vote at the Annual Meeting. The holders of the Company’s
Common Stock are entitled to cast one vote for each share of Common Stock held as of the
Record Date and the holder of the Company’s Series B Preferred Stock is entitled to cast 250
votes for each share such Preferred Stock held as of the Record Date, as a single class on all
matters properly submitted for the vote of the stockholders at the Annual Meeting. As of the
Record Date, there were 269,834,750 shares of Common Stock, 100,000 shares of Series A
Convertible Preferred Stock and 100,000 shares of Series B Preferred Stock outstanding and
entitled to vote at the Annual Meeting,

Quorum; Required Vote

The presence of the holders of the majority of the shares entitled to vote generally at the Annual
Meeting 1s necessary to constitute a quorum at the Annual Meeting. Such holders are counted as
present at the meeting if they are present in person. A plurality of the votes duly cast is required
for the election of directors. A majority of the votes cast in person is required to approve any
other action taken at the Annual Meeting.



Voting

A stockholder may vote his or her shares in person at the Annual Meeting. A stockholder
planning to attend the Annual Meeting should bring proof of identification for entrance to the
meeting. If the stockholder’s shares are held in the name of a broker, bank or other nominee, he
or she may be asked to present proof of identification and a statement from the broker, bank or
other nominee, reflecting such stockholider’s beneficial ownership of the Company’s Common
Stock as of the Record Date.

Proposal No. 1

Election of Directors
General

The Company’s Board of Directors is currently comprised of five members A director serves in
office for a term of one year and until his or her respective successor is duly elected and qualified
or until his or her earlier death or resignation.

Unless appointed by the Board of Directors to fill an existing vacancy, a director serves in office
for a term of one year and until his or her respective successor is duly elected and qualified or
unti] his or her earlier death or resignation. There are no family relationships among the directors
or executive officers of the Company.

Nominees for Directors

The Board of Directors has proposed a slate of four directors to be presented to the stockholders
for election at the Annual Meeting. These are Leslie 1. Handler; I. Scott Webber; Larry Cooper;
and Murray Goldenberg. Each nominee has stated his willingness to accept such nomination.
Required Vote

The four nominees receiving the highest number of affirmative votes of the share present and

entitled to vote for them shall be elected as directors, whether or not such affirmative votes
constitute a majority of the shares voted.



Information Regarding Nominees

The following table sets forth the name or and certain information concerning each nominee as of
July 5, 2007.

Name Age Current Position Director Since
Leslie I. Handler 69 President and Director 1991

J. Scott Webber 56 Director 2007
Larry Cooper 58

Murray Goldenberg 67

Leslie I. Handler has been a director since August 1991 and has also served as Corporate
Secretary until January 2005. From 1988 1o 1992, Mr. Handler was president of Far West
Commercial Finance, a subsidiary of Far West Federal Bank, Portland, Oregon. Since 1993, Mr.
Handler has been a consultant to the banking industry.

J. Scott Webber was appointed to the Board of Directors in January 2007. He is a director of
Rotary Engine Technologies, Inc., a second-tier subsidiary of Encompass Holdings, Inc. Mr.
Webber is also the president of Cryofire Golf, Co., a golf club manufacturing company. Mr.
Webber has been involved in the development and manufacture of rotary engines since 1998.

Larry Cooper is also director of the Rotary Engine Technologies, Inc. From 2003 to 2006, Mr.
Cooper was President of Rotary Engines, Inc. Mr. Cooper has been involved in the business of
designing, developing and marketing rotary engines since 1995.

Murray Goldenberg has been a corporate financial consultant since 1980. Since 1992, Mr.
Goldenberg has provided his consulting services through Palaut Management, Inc. Since 2002,
he has been the acting Chief Financial Officer for Nacio Systems, Inc., a wholly-owned
subsidiary of Encompass Holdings, Inc. and he has acted as a financial and accounting
consultant to Encompass Holdings, Inc. since 1999, Mr. Goldenberg has also been a senior
partner of a public accounting firm.

None of the directors or nominees for directors were selected pursuant to an arrangement or
understanding. There are no family relationships among directors or nominees for director of the
Company.



Corporate Governance
Board Committees

At the present time, the Board of Directors does not have an Audit Commitiee, Compensation
Committee or Nominating Committee.

Independence of Directors

At this time, the Company 1s not subject to the requirements of a national securities exchange or
an inter-dealer quotation system with respect to the need to have a majority of its directors be
independent. In the absence of such requirements, the Company has elected to use the definition
established by the NASDAQ independence rule which defines an “independent director” as “a
person other than an officer or employee of the company or its subsidiaries or any other
individual having a relationship, which in the opinion of the company’s board of directors, would
interfere with the exercise of independent judgment in carrying out the responsibilities of a
director.” The definition further provides that the following relationships are considered bars to
independent regardless of the board’s determination:

. Employment by the company. Employment of the director or a family
member by the company or any parent or subsidiary of the company at any time thereof during
the past three years, other than family members in non-executive officer positions.

. 560,000 compensation. Acceptance by the director or a family member of
any compensation from the company or any parent or subsidiary in excess of $60,000 during any
twelve month period within three years of the independence determination.

. Auditor affiliation. A director or a family member of the director, being a
partner of the company’s outside auditor or having been an partner or employee of the company’s
outside auditor who worked on the company’s audit, during the past three years.

Based on the foregoing definition, the Board of Directors has determined none of the current
directors and nominees are “independent directors”.

Attendance at Board Meetings

From January 2007 to the date of this Information Statement, the Board of Directors held two
meetings. At both meetings, all directors were in attendance. In addition to the two meetings, the
Board of Directors took various actions by written consent in lieu of a meeting in accordance
with the Nevada Business Corporation Act.



Executive and Directors Compensation

None of the Company’s directors are paid any compensation for their services on the Board of
Directors. Mr. Handler was not paid any compensation for his services as the Company’s
President.

Mr. Arthur N. Robins, the Company’s current Chief Executive Officer, was not paid any cash
compensation by the Company during the fiscal year ended June 30, 2007. Mr. Robins has
accrued unpaid cash compensation of $60,000 through March 31, 2007. Upon the election of the
nominees for directors, the Board of Directors will terminate Mr. Robins as the Company’s Chief
Executive Officer. Mr. Robins is a current director of the Company, but has not been nominated
for re-election to the Board of Directors.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 (“Section 16(a)”) requires the Company’s
executive officers and directors and those persons who own more than 10% of the Common
Stock of the Company (/0% Stockholder”) to file reports of ownership on Form 3 and changes
in ownership on Form 4 or 5 with the SEC. Such executive officers, directors and 10%
Stockholders are also required by SEC rules to furnish the Company with copies of all Section
16(a) forms they file.

Based solely on its review of copies of such forms received, the Company believes that during
the fiscal year ended June 30, 2007, its executive officers, directors and 10% Stockholders
complied with all applicable Section 16(a) filing requirements.

Proposal No. 2

Ratification of Appointment of
Independent Auditors

Timothy L. Steers, CPA, LLC (“Steers”) has served as the Company’s independent auditors
since 1998. .In connection with the audits for the two most recent fiscal years and through the
date of this Information Statement, there were no disagreements with Steers on any matter of
accounting principals or practices, financial statement disclosure or auditing scope or procedure
which disagreements, if not resolved to the satisfaction of Steers, would have caused it to make
reference to the subject matter of such disagreements in connection with its reports.

A representative of Steers will be present at the Annual Meeting and will be available to respond
to appropriate questions.



Principal Accounting Fees and Services

The following table shows the fees for the audit and other services provided by Steers for fiscal
years ended 2005 and 2006:

Year
2005 2006

Audit Fees $35,032 112,126

These fees were for professional services performed by Steers for the audit of the Company’s
annual financial statements, review of financial statements included in the Company’s quarterty
reports on Form 10-QSB and for SEC filings duning those vears.

Other Matters

As of the date of this Information Statement, there are no other matters that the Company intends
to present or has reason to believe others will present at the Annual Meeting.

Annual Report

The Company’s amended Annual Report for the fiscal year ended June 30, 2006 accompanies
this Information Statement. The Annual Report contains the consolidated financial statements of
the Company and its subsidiaries and the report thereon by Timothy L. Steers, CPA, LLC, the
Company’s independent registered public accounting firm.
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This report includes “forward-looking statement™ with the meaning of the federal securities (mws. In some cases, forward-looking statements can be identified by the use
of rerminology such as “may". *will", “would”, “could™, “should”, “expects™, “plans", “anticipates”, or the negative thereof or other comparable terminology. Although
we believe that the expectations reflected in the forward-looking statements contained in this report are reasonabie, these expectations or any of the forward-looking
statements could prove to be incorrect and actual results could differ materialty from those projected er assumed in the forward-inoking statements. Our future
financgial congition 2ng results of operations, as well as any forward-looking statements, are subject to risks and uncertainties. All forward-looking statements included
in this report are made as of the date of this report and we assume no obligation to update any such forward-tooking statements.




PARTI
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW

Encompass Holdings, Inc. is in the business of Acquiring ownership interests in developing companies across a wide range of industries and providing financial and managerial
assisuance to those companies. We seck 1o acquire growth companies that, in our opinien. have reasonable potential for long term expansion. At the current time, we have two
wholly-owned subsidiaries; Aqua Xtremes, lnc. which in turn owns 1009 of Xtreme Engines, Inc. which in tum owns 51% of Ratary Engine Technologies, inc; and Nacio
Systems, Inc, which awns 100% of Interactive Holding Group, Inc. Qur straiegy emphasizes vertical and horizontal diversification, innovative product development, and averall
market penctration. Our gaal is long-term valye creation with atractive retums (o our shareholders.

All references to our busi include our subsidiaries, on a consolidated basis. Information regarding our business is available at www.encompassholdings com.
BUSINESS STRATEGY
AQUA XTREMES, INC./ XTREME ENGINES, INC./ ROTARY ENGINE TECHNOLOGIES, [NC.

Agua Xwemes, Inc., a Nevada corporation, is the designer, manufacurer, and marketing company for revolutionary water sports equipment. One of its most notable products is the
XBoard(TM) a jet-powered personal watercraft that redefines extreme water sports. XHoards(TM) allow riders of all skill levels the ultimate experience and exhilaration of riding
a personal watercraft, The XBoard(TM) design team has created a revolutionary watercraft that combines an innovazive hull design and a powerful EPA conforming rotary engine.
Aqua Xtremes 15 currently recruiting dismibutors and dealers.

Xmeme Engines. Inc.. a Nevada Corporation and a wholly-owned subsidiary of Aqua Xtremes, inc., is refining the rotary ¢enginc, utilized in the XBoards{TM), to bring it into fuil
compliance with today's EPA standards, while at the same time creating an cngine that wilt utilize a variety of altemative futls. The engine has been detigned 10 power the XBoard
{TM). Tt will also be scld separately to different manufacnerers which will utilize it in the areas of water, sca and air applications, including co-generation.

Rotary Engine Technologies, Inc., a Nevada Corporation and a 51% owned subsidiary of Xtreme Engines. o'wns considerable rotary engine intellectual property as well as
prototypes of various power sizes. It is focusing on bringing these various engincs, that run on a variety of fucls, to market.

NACIO SYSTEMS, INC.

Nacio Systems, Inc., 3 Nevada corporatien, provides centralized information technology solutions 1o corporste clients, supporting their business operations with applications such
45 e-ComImerce, content management, software suditing and customer relationship management (CRM). Companies need no longer install, maintain and suppart compiex 1T
applications; Nacio Systems. Lnc. hasts, manages and delivers mission critical IT infrastructure from its secure, high-availability Tier 1 network/data operating center in Northern
California--reducing costs. miugating risk, compressing deployment tmes and increasing reliability.




Nacic Systems, Inc.'s Professiona! Services and Application Development groups provide customization services to ensure that the applications Nacio delivers are wilored 1o
specific business nezds and are successfully deployed across the customer's enterprise. In the face of increasing costs and the compiexities of today's corporate applications, Nacto
System's hosted application services helps companies siay focused on their core business by providing them cosi-effective, low- maintenance ways to apdate their websites,
manage their data and documents, leverage rapid application development and increase operational efficiency.

Naeio Systems, Inc. sells forensic software under the name "ATTEST Systems " Attest Systems has developed GASP, a software product that enables companies 10 discover the
software and hardware assets deployed across their enterprise. Using GASP, companies can remotely andit every computer on the corporate network. and, using G ASP's extensive
reporting capabilities compare the results against their owned licenses. This allows companies to contro! sofrware license and maintenance costs, stay complant with sofrware
license terms, inventory for disaster recovery planning and make informed IT purchasing decisions. Attest released the latest version of GASP, GASP V7.0 in the 4th quarter of
2005.

Nacio Systems, Inc. alse developed a Government Services Division which is focusing on all ievels of municipal, state and government RFP's associated with hosting. applicauons
software, disaster recovery and business conzinuisy. To facilitate this business, a number of new parmerships and teaming agreements have been catered into with minority owned,
disabled vereran, and other like entitics.

intematicnal Holding Group, inc. ne longer has any operations. 1ts previous cperations are now being conducied by Nacio Systems, Inc.
ITEM 2. DESCRIPTION OF PROPERTY

Our principal executive and administrative offices are located at 1005 Terminal Way, Suite 110, Reno, Nevada. We have contracted with Nacio Systems, Inc. wo have it provide
servaces such as computing power, website maintenance 2nd other professional services on an as-needed basis. This arrangement has allowed both companies to minimize
overhead cxpeases and has enabled their respective executives and consultants access, in real tme, to the engineering and administrative data that they requirs te carry out ther
respective responsibilities.

Our 51% owned subsidiary, Rotary Engine Technologies. [nc., conducts its business from a 7,000 square fool facility at 3705 Shares Place in Riviera Beach, Florida,

Nacio conducts its business from 55 Leveroni Court, Novaso, California, a 28,804 square foot, highly specialzed, raised floor facility constructed 1o provide N-2 Fault Tolerance
for electricity as well as redundant band width. An additional 7,000 square foot network operating center is located in a separate building.

ITEM 3. LEGAL PROCEEDINGS
We are & panty to the following legal proceedings:

Nacia Systems, Inc. v. Nacio lnvestment Group, LLC ("NIG*"); Frank Ehret; David Lyons; and Does 1-10; NIG v. Nacio Systems, Inc., a California corparation and Nacio
Systems, Ioc.. a Nevada corporation: and Nova Communications Ltd. Case # CV 052533 pending in the Calitornia Superior Count, County of Marin. Relief sought in cross-
complaint against Nova Communications Ltd. involves rescission of any transaction by which Nova acquires or acquired any assets from Nacio Systems, Inc. and recovery of any
procecds from the disposition of those assers. N1G alleges that Nova has engaged in 2 fraudulent conveyance with Nacio Systems, Inc. in vielation of Califotma Civil Code
3439.04. NIG claims it is entitled 10 rescisston of the conveyance and recovery of any proceeds received by Nova from any disposition of those assets.




Case Number OSCC4761 berween Nova Commaunications, Ltd. Ané Arthur Robins v. Powerski international, Robert Montgomery, and does 1-10, pending in the Califomni
Superior Court; County of Orange was resolved on June 9. 2006 a1t mediation.

Easton Corporation, (a Nacio Systems, Inc. vendor) obtained a judgment for $29,353.99 on May 22, 2006. Nicio did not defend against the action and anticipates sentling the
matter by payment of the judgment amount.

Golden Gate lovestors. inc. v. Encompass Holdings. Inc. Case number GC865836, Superior Court. and Counry of San Diego is for the recovery of $45,000 cash advances and
penalties, We expect to reach a settlernent of this mater in the near term.,

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We did not submit any matters to a vote of our security holders during the fourth quarter of the fiscal year covered by this report.

PARTI
ITEM 5. MARKET FOR COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND SMALL BUSINESS ISSUER PURCHASES OF EQUITY SECURITIES
MARKET INFORMATION

Qur commaon $tock is guoted on the OTC Bualictin Board under the symbol ECHM. The followmg able sets forth the ranpe of high and low bid prices during each quarter for the
vears ended June 30, 2006 and June 30, 2005. The over-the- counter markes quotations may reflect inter-dealzr prices, without retail market-up. markdown ar commission and may
not represent actual transactions. The market information was obtained from Alistock.com (BigCharts) and from Standard & Poors Comstock.

LOW HIGH
Q 1-2005 H 0.01 5 0.01
Q 2-2005 0.50 335
Q 3-2005 098 L.55

Q 4200 0.46 115




Q 1-2006 $ ¢.24 1 1.37

Q2-2006 015 0.25
Q3-2006 0.19 0.38
Q 42006 Q.15 4.27
RECORD HOLDERS

We kave only one class of common stock. As of June 30, 20006 there were 105! shareholders of record for gur common stock and a toat of 28,820,035 shares of common stock
issued and outstanding.

The holders of common stock are entitled 1o one vote per share of common stock on all matters to be voted or. by the stockholders. There are no cumuistive voting rights. Subject
10 preferences that may be applicable to any owistanding preferred stock, the holders of common stock are entitled to receive dividends, if any, as may be declared by the board of
direciors out of funds

legally available for dividends. In the event of a liquidation, dissolution or winding up. the bolders of comman stock are entitied to share ratably in the net assers remaining after
payment in full of all liabilities, subject to the prior rights of preferred stock, if any, then outstanding. There are no redernption or sinking fund provisions applicable to the
common stock.

DIVIDENDS

The Company has never paid cash dividends on its comman stock. The declaration and payment of dividends is within the discretion of the Company’s board of directors and will
depend, among other factors, on exrnings and debt service requirements as well as the operating and financial condition of the Company. At the present time. the Company’s
anticipated working capital

requirements are such that it imends 1o follow a policy of retaining eanings in order to finance the developreat of its business. Accordingly, the Company docs not expect to pay a
cash dividend within the foreseeable future.

RECENT SALES OF UNREGISTERED SECURITIES
The following is a description of unregistered sccurities sald within the last three vears including the date sold, the utle of the securities. the amount sold, the identiry of the person
who purchased the securities, the price or other consideration paid for the securities, and the section af the Sceurities Act of 1933 under which the sale was exempt from

registration as well &5 the factual basis for claiming such exemption.

On July 8, 2005, the Company issued 500,000 share of its common stock in exchange for consalting services Management of the Company valued the shares issued at 3.70 pes
share, the closing bid price of the Company’s common stock on the date of issuance. and recorded consulting expenses of $350.000 as a resuh of the ssuance.

On July 27, 2005, the Company issued 630,700 share of its common stock in exchange for consulting services. Management of the Company valued the shares issued at $.80 per
share, the closing bid price of the Company's common stock on the date of issuance. and recorded consulting expenses of $504,560 a5 a result of the issuances.




On Aupust 18, 2005, the Company tssued 550,000 share of its common stock in exchange for consulting services. Management of the Company vaiued the shares issued at 5.60
per share, the closing bid price of the Company’s common stock on the date of issuance, and recorded consuliing expenses of $330,000 as a result of the issuances,

On September 23, 2005, the Company issued 60.000 share of its comman stock i exchange for consulting services. Management of the Company valued the shares issued at §.31
per share, the ¢losing bid price of the Company’s common stock on the date of issuance. and recorded consulting expenses of $18.600 as a resuit of the issuances,

On October 4, 2005, the Company issued 50.000 share of its cornman stock as partial payment for a saftware license for a product sofd by NACIO. Management of the Company
valued the shares issued at §.17 per share, the closing bid price of the Company's common $tock on the date of issuance, and capitalized software costs of 8,500 as a result of the
1ssuance.

Op October 21, 2005, the Company issued 163,100 share of its common stock in exchange for accrued lepal fees apgrepating $30,.989. Management of the Company valued the
shares issued at §.19 per share. the closing bid price of the Company's commoa stock on the date of issuance.

Ou November 7. 2005, the Company issued 1,600,000 share of its common stock in exch for leéng services. Management of the Company valued the shares issued at
5.25 per share, the closing bid price of the Company'’s common stock on the date of issuance, and recorded ¢onsulting expenses of $399,000 as a result of the issuances.

On December 1, 2005, the Company issued 500,000 share of its common stock in exchange for accrucd compensation to an officer of the Company aggrepatng $100,000.
Management of the Company vaiued the sheres issued at §.20 per share, the closiag bid price of the Company's common stock on the date of issuance.

Also on December 1, 2005, the Company issued 200,000 share of its common stock in exchange for accrued legal fees aggregating $40,000. Management of the Company valued
the shares issued at §.20 per share, the closing bid pricc of the Company’s comman stock on the date of issuance.

On Apri) 11. 2006, the Company issued 434,783 share of its common stock in exchange for consubting services. Management of the Company vaiued the shares issued at $.23 per
share, the closing bid price of the Company's commen stock on the date of issusice, and recorded consulting ¢xpenses of $100,000 as a result of the tssuance.

On May 9. 2006, the Company issued 162.278 share of its common stock in exchange for consulting services. Management of the Company valued the shares issued a1 $.235 per
share, the closing bid price of the Company's common stock on the datc of issuance, and recorded consulting expenses of 338,135 as a result of the issuances.

On May 17. 2006, the Company tssued 1.100,000 share of its common stock in exchange for consuhing services. Management of the Company valued the shares issued at 5.20 per
share, the closing bid price of the Company's common stock an the date of issuance, and recorded consulting expenses of $220,000 as a result of the issuances.




On June 7, 2006, the Company issued 350,000 share of its common stock in exchange for consultnp services. Management of the Company valued the shares issuved at $.13 per
share, the closing bid price of the Company's common stock on the date of issuance, and recorded consulting expenses of $45,605 as a result of the issuances.

On June 27, 2000, the Company issued 4,102,140 share of its common stock in éxchange for $820,430 of debt of NACIO, Management of the Company valued the shares issued ar
§.20 per share, the closing bid price of the Company's commeon stock on the date of issuance.

During the fiscal vear ended June 30, 2006, pursuant to an Asset Acquisition Agreement, the Company issued 6,897,000 shares of common stock 10 Nacio Systerns. Inc. (a
Californis corporation) to comprlete the acquisition of Nacio's asse1s and fiabilitics by Encompass’ wholly owned subsidiary Nacio Systems, Inc. (a Nevada Corporation). The
Company also issued 400,000 shares of common siock to one investor for 34,400 cash.

Ln April and June 2005, we wssued an aggregaze of 340,000 shares of common stock to three individuals. Of that amount, 240,000 were issued in connection with the conversion of
certain non- ncgotiable convertible promissory notcs in the principal amount of §100.000. Each of the notes allowed the holder o convert all or any portion of the principal amount
and accrued interest inte our common stock based upon a conversion price of 70% of the closing bid price on the daie of conversion. At this time, all of these notes have been
converted uito common shares.

In April and May 2005, we issued non-negotiable convertible promissory notes in the aggregase principal amount of $35,000. Each note carried interest at 20% per annum. The
principal amount of each note, plus accrued interest, is convertible into our common stock at & conversion price egual 1o 90% of the closing bid price on the date of conversion,
depending on the length of time the notes have been outstanding. At this time, none of the holders of these notes have exercised their respective conversion rights.

Between January 1, 2004 and October 29, 2004, we igsued an aggregate of $260.000 of non- negotisbic convertibls promissory notes 10 a seiect group of seven investors. Each
note caied interest at 10% per annum. The principal amount of e2ch note, plus accrued interest, is convertible into our common stock at a conversion price of 70% of the closing
bid price on the date of conversion. depending oa the leagth of time the notes have been outstanding.

During fiscal year ended December 31, 2004, we issued 32,000,000, pre reverse split, common shares of our :ommon stack to our then current President and CEQ. Kenneth D.
Owen as long term compensation,

Berween August 20, 2003 and December 29, 2003, we issued an aggregate of $490,000 of Convertibie Promissory Notes 10 a select group of investors totaling 15 persans. As of
this date ail of these convertible promissory notes have been converted into common shares.

On December 2. 2003, we issued 4.000.000, pre reverse split, common shares of our common stock 1o Kenneth D, Owen. our then current President and CEO.




Each of tHesc transactions was considered exemnpt from the registration requirements of the Securities Act of 1933 1o reliance upon the exemptions at Section 4(2) and/or 4{6) of
said Act. Each mansaction was privaicly negotiated with sophisticated persons or persons oz entities qualified as accredited investors with whorn we had an existing business or
personal relationship, without the use of advertising or general solicitation.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION ANE RESULTS OF OPERATIONS,

Management's discussion and analysis contains various forward-looking statements within the meaning of the Securities and Exchange Act of 1934. These statements consist ef
any statement ather than a recitation of historical fact and can be identificd by the use of forward looking terminology such as "may", "expect”, "anticipate”, "estimates”, or
“continue” or use of negative or other variations of comparable terminology. We caution that these stasements are further qualified by important factors that could cause actal
resuits to differ materially from those contained in our forward looking statements, that these forward looking statements are necessarily speculative, and there are certain risks and
uncerairties that could cause actual events or results to differ materially from those referred to in our forward Jooking staterments.

Management's discussion and analysis should be read in conjunction with the fmancial statements and the notss thereto.
EXECUTIVE LEVEL OVERVIEW

The Company's operating siraregies focus on the development of recreational water sports products and the management of its high speed Internet access and enterprisc scrver
facilities. The Company has begun selling diswibutorships for its recreational water sports products and expects te begin manufacwring and selling those products in 2006,
Revenues for Nacio Sysiems, inc. consist of dedicated Internel access fees; hosting, co-location and enterprise service facility fees; sales of third party hardware and sofiware; fees
for systems and technical integration and administration; fecs for power and server connection and connectivity services; and the saie of computer software compliance manitoring
services and products.

Revenues for Aqua Xtremes. Inc. to date consist of the sale of dealerships.

We presently have executive offices at 1005 Termimal Way, Suite 110, Renc,

Nevada 89502-2179 Nacio Systems, [ne.'s enterprise server facilities arc located at, 55 Leveroni Court, Novato, California 94949, Agua Xtreme's and its wholly owned and
panially ewned subsidiaries, carry out their enterprise wilizing facilities iocated at 3750 Shares Place. Riviera Beach, Florida 33404, Currentiy, the ondy sigrificant bustness risk of
Macio Systems, loc.’s operations is that the clectricity to power the enterprise service facility is obtained from a single-source supplier, Pacific Gas & Electric. Nacio Sysiems, lne.
has availeble back-up power generators sufficient to continue 1o power their enterprise server facilities in the event of shor-term power losses. However, if the supply of power 10
Nacio Systems, lac. by Pacific Gas & Electric were delayed or curailed, tbe abitity of Nacio Systems. Inc. to provide services to its customers could be adverscly affected.

Apua Extremes and its subsidiaries bave not vet achicved commercial production and are dependent oo the rasing of additional capital to achieve commezcial defivery of their
products, Substantial purchase orders have been obtained for the defivery of these products and are awaiting the commencement of commercial deiivery from Aqua's vendors.
Management is continuing its quest for the additional capital required 1o achieve cormmereial delivery.




RESULTS OF OPERATIONS

Years ended June 30
2006 2005 Increase 4,

Sales 54,372,317 $1.316.697 § 3,055 620 237 %

The increase in sales during the year ended June 30, 2006 over 2005 was atiributable 1o the purchase of all of the operating assets and liabilities of Nacio Systems, Inc., a
California corporation effective April 1. 2005. Sales as a result of the purchase of the Nacio Systems, Inc. assets effective as of April 1, 2005 2ggregaced $4,372,317 for the 12
moenths ended June 30, 2006 and 977,478 for the 3 months ended June 30, 2003,

Years ended June 30
2006 2005 Increase %

Cost of sales $1,125.998 $295.013 $826,985 a7,

The increase in the cost of sales during the year ended June 30, 2006 over 2305
was also atrributable 1o the purchase of Nacio effective April 1, 2005. Cost of
sales is related aimost entirely to Nacio's products. Nacio's cost of sales for the 12 months ended June 30, 2006 was $1.121,706.

Years ended June 30:

2006 2005 Increase %
Seiling, peneral and administrative costs:
Aqua Xrremes, Inc. and Encompass Holdings, Inc. $3,642.341 $4.201.365 $(619,024) 6%
Nacio Sysierns. Inc. 3,431,025 1.135,459 2,295,566 209 %
Interactive Holding Group, inc. - 208,963 (208,965} (100Y%
$7.073.3¢6 £5.605,78% $1,467.577

The decrease in selling, general & administrative expenses of Encompass consisted primarily of the write-off of advances during the year ended June 30, 2005 agpregating
$723,506. The increase in selling, general & administrative expenses of Nacio Systems, inc. & Interactive Helding Group, Inc. resulted from their acquisition effective April 1.
2005.

Years ended June 1):
2006 2003 Decrease %

Research & develepment expenses 3615044 §744.677 $129,633 17 %

Research & development expenses related entirely io the development of the Agua Xwemes, Inc.'s recreationz] water sports products. The Company began developing those
products in August 2004, Research and development activities decreased because the company is closer 10 completion of and production of the export.




FINANCIAL POSITION & LIQUIDITY AND CAPITAL RESOURCES
As of June 30, 2006 compared to June 30, 2005:

Years ended June 30:

2006 2005 Increase Y
Total assets:
Aquz Xmemes, inc. and Encompass Heldings, lnc. 58.773.180 $401.114 $£8.372 066 2087%
Nacio Systems, Inc. 10,378,669 10,763,652 (384.980) {4)%
Interactive Holding Growp, Inc. - 342.063 (342.063) (100%
319,151,849 $11,506.829 $7.645.020

The Company's chanpe in assets is primarily the result of the acquisition on April 3, 2006 of Rotary Engin: Technology which consistcd of machinery, cquipmen: and partems
having a fair market value of §3,940,000 and intellectual properties with a fair market value of $4.477.000,

ITEM 7. FINANCIAL STATEMENTS

Gur consolidated, audited firancial statements including a balance sheet as of the fiscal year ended June 30, 2006 and audited statements of operations, cash flows and changes in
shareholders' equity up to the date of such balance sheet and the comparable period of the preceding year are attached hereto as Pages F-1 through F-29 and arc incomporated herein
by this reference.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURES
in its Two most recent fiscal years or any later interim pariod, we have had no disagreements with our centifying accountants on accounting and financial disclosures.
ITEM BA. CONTROLS AND PROCEDURES

As reguired by Rule 13a-15 under the Exchange Act, within the ninety days prior to the filing date of this tepert, we carried out an evaluation of the effcctiveness of the design and
operatior: of our disclosure controls and procedures. This evaluation was carried cut under the supervision and with the participation of our management, including our President
angd Chief Executive Officer. Based 1pon that evaluation, we concluded that our disclosure controls and procedures are effective in ensuring thai material information related 10 us,
required to be disclosed by us in the reports we file or submit under the Exchange Act 1s recorded, processed, summarized and reported within the time periads specified by the
Tuies and repulations of the SEC. There have been no significant changes m our internal controis subsequent to the date we carried out our evaluation. .

Disclosure controls and precedures are controls and other procedures that are designed to ensure that information required to be disciosed in our reports filed or submitted under
the Exchange Act is recorded, processed, summarized and reported, within the time perieds specified in the Securities and Exchange Commission's rules and forms. Disclosure
controls and procedures include, without liritation. controls and procedures designed to ensure that information required to be disclosed in our reports fited under the Exchange
Act is accumulated and communicated te management, inciuding the Company's Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosure.




PART ili

ITEM 5. DIRECTORS. EXECUTIVE OFFICERS. PROMOTERS AND CONTROL PERSONS; COMPLIANCE WITH THE SECTION 16 (2) OF THE EXCHANGE
ACT,

The fellowing persons constizne all of the Company's Executive Officers and Directors:

NAME AGE POSITION

Lesiie I. Handler 68 President, Director

Arthue N. Robins 58 7 Chief Exceutive Officer, Direetor
lames F. Abel I 45 Corporate Secretary, Director
Greg K. Hoggant 48 Directar

Leslie |, Handler has beer a director since August 1991 and has served as Corporate Secretary. From 1988 to 1992, Mr. Handler was president of Far West Commercial Finance, a
subsidiary of Far West Federal Bank, Portland, Oregon. Since 1993, Mr, Handler has been a consultant to the banking industry.

Arthur N. Robins has been retired since 2000. He came of out of retirement to become Chicf Executive Offiter. Prior to his retiretnent, Mz. Robins was Chief Executive Officer 1o
Fastrap, inc., a manufacturer of trailer tops for the transportation industry.

James F. Abel, 11 is presently employed as the Director of Operations for Mane Incorporated with the responsibility of oversight of several production facitities. He previously
was President of The Hines Group, Inc., 2 precision custom metal samping company with headquarters in Queenshoro, Kentucky.

Greg K. Hoggatt is presently an intermational caprain for Delta Airlines and resides in Pensacoia, Florida. Greg is also President and CEO of Millenium Wellness, Enc., a
worldwide holisric medical company aimed at bealth and wellness technologies. Previous to joining Delta, Greg was an officcr and fighter pilot in the United States Navy Flying
the F-16 and taining navy fighter pilots in elecronic counter measurcs and air combat maacuvers.

The Company's Byiaws currently suthorize up to seven dirtctors. Each direcsor is elected for one year at the unnual meeting of stockholders and serves until the next annual
meeting or untjl 4 successor is duly elected and qualified. Exccutive officers serve at the discretion of our board of directors. There aic oo family relationships among any of the
directors and exccutive officers.

CODE OF ETHICS,
Effective January 1, 2004, the Board of Directots adopted a Code of Ethics for Senior Financial Officers. The: Code of Ethi¢s was adopted pursuan! to the requiremenss of the

Sarbznes- Oxley Act of 2002 and the rales 2nd regulations of the Sceurities and Exchange Commission thercunder. A copy of the Code of Ethics will be made availzble upon
request at no charge. Requests should be directed in writing to the Company st 1005 Terminal Way. Suite 110, Rene, Nevada 89502-2179.




ITEM 10. EXECUTIVE COMPENSATION

SUMMARY COMPENSATION TABLE

NAME AND PRINCIPAL POSITION YEAR ANNUAL COMPENSATION LONG TERM COMPENSATION
Arthur N. Robins 2006 $240,000 (a} -0-
CEC

Mr. Rebins' annual cash compensation is unpaid at this time and is being accrued. We issued to Mr. Robins 500,000 of our cormmon shares valued at $100,000 in lieu of the cash
equivalent.

ITEM |1, SECURITY OWNERSHIF OF CERTAIN BENEFICIAL OWNERS & MANAGEMENT AND RELATED STOCKHOLDER MATTERS.

The following wble sets forth, as of June 30, 2006, the aumber and percentage of outstanding shares of common stock which. according to the information supplied 10 us, were
beneficially owned by (1) sach current director, (i) each curremt executive officer, (iii) ali eurrent directors and executive officers as a group. and (iv} each person who. to our
knowledge. is the beneficial owner of more than 5% of our outstanding common stock. Except as otherwise indicated. the persons named in the table below have sole voting and
dispositive power with respect to all shares beneficially owned, subject 1o commumity property laws (where applicable).

TITLE OF CLASS NAME AND ADDRESS OF AMOUNT OF PERCENT OF
BENEFICIAL OWNER BENEFICIAL QWNERSHIP CLASS
Common Stock Leslie I. Handler -0-{a) %

382 Runniag Springs Dr.
Palm Desert, CA 92276

Common Stock Arthur N. Robins 502,000 *
1005 Terminal Way, Suite 10,
Reng, Nevada 89502-2179

Commeon Swck James F. Abel, I 0. 0%
1005 Terminal Way. Suite 110,
Reno, Nevada 895(2-2179

Common Stock Greg K. Hogpan -0- 0%
333 Panferio Dr.
Pensacola, FL 32561

Common Stock (al) officers and 502.000 *
directors as & group-3 persons)
* Less then one percent .
(a)  Mr. Handler's holdings do not include 31,319 shares held by Mr. Handler's wife, as to which he has neither voting nor invesonent contrel and for which he disclaims
beneficial owaership.




ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Effective May $. 2005, we acquired the remaining 49% of the issued and outstinding common stack of Agua Xtremes, In¢., which we did oot own, resulting in the laner becoming:
our wholly-owned subsidiary. The shares were acquired from Arthur N. Robins, our Chief Executive Officer and » director. In consideration of the transier by Mr. Robins, we
issued o Mr. Robins 100,000 shavts of our Series "B" Preferred Siock, which constinued the majorivy voting,

power of the registrant. In addition. we issued to Mr. Robins a Subordinared Convertible Non-Negotiable Promissory Note in the principal amount of §100,000. The termns of the
Note provided that the principal amount and accrued interest balance of the Note must be converted by Mr. Kobins into 40 million shares of the Company's common stock over a
peciod of thirty-six {36) moaths from the date of the Note. As of the date of this Report. nane of the principal or interest has been converted by Mr. Robins and no shares have been
issued 1o him under the Note, ’

ITEM 13. EXHIBITS
Exhibits required to be attached by Item 601 of Regulation S-B are Listed in the Index to Exhibits and are incorporated herein by this reference.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The following tabie discloses the aggregate fees billed for each of the jast two years for audit services rendeted by our Principal Accountant for the audic of our of our annual
financial statements and review of financial sratements included in our Form 1008B reperts.

6/30/05 6/30/06

Audit fees billed §35,032 $122.126
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SIGNATURES

In aceordance with the requirements of the Exchange Act. the registrant caused this report to be signed on its behalf by (he undersigned, hereunto duly authorized, this 28th day of
Sepiember, 2006.

ENCOMPASS HOLDINGS, INC.
By:/s/ LESLIE | HANDLER

President

In accordance with the Exchange Act, this report has been signed below by the foliowing persons on behalf of the registrant and in the capacitics and on the dates indicated.

Signarare Title Date

s/ LESLIE LHANDLER Presiden:: Director September 28, 2006
Leslie |. Handler

fsf ARTHUR N. ROBINS Chief Executive Qfficer; September 24, 2004
Arthur N. Robins Director

st JAMES F. ABEL.I) Corporate Secretary; September 28, 2006
James F. Abel,il] Drirector

Is' GREG K. i Director September 28, 2006

Greg K. Hopgatt




INDEX TO EXHIBITS

EXHIBIT
NO. DESCRIPTION
PLAN OF REORGANIZATION
23 * Anicles and Agreement of Merger dated July 21, 1999
ARTICLES OF INCORPORATION AND BY-LAWS
3(i) . Articles of Incorporation of First Colonist Venrures Lid. dated March 25, 1585.
3(iny * Centificate of Amendment of First Colonial Venrures Lid. dated August 12, 1985,
3¢iif} . Cenificate of Amendment of First Colonial Ventures Lid. dated September 3. 1985
Aiv) - Certificate of Amendment of First Colonial Ventures Lid. dated February 3, 1992,
3(v) . Articles of Incorporation of Nova Communications Etd. dated Juky 21, 1995
3vi) - Articies of Amendmen of Nova Communications Lid. effective June 30, 2005.
3(vii) . Articles of Amendment of Nova Communications Ltd. effective lanuary 27, 2006,
3(viii) * Bylaws
10.1 hd Asscl Aquisition Agreement dated March 28, 2006 with Rowary Engines, inc.
10.2 . Asset Purchase Agreement dated April 1, 2005 t:y and among Nacio Systems, Inc., a Nevada corporation: Nova Communications Ltd., a Nevada
corporation; and Nacio Systems. Inc., a California corposation.
10.3 . Agreement with Wankel AG effective December 31, 2005,
21 SUBSIDIARIES
CERTIFICATIONS
311 Rule 15d-14{a} certifications
312 Rule 154-14(a) cenifications
321 Section 1350 certifications
322 Section 1350 cenifications

b Incorporated herein by reference from filings previously made by the Company
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ENCOMPASS HOLDINGS, INC.
{(FORMERLY NOVA COMMUNICATIONS LTD)

Table of Contents
Years ended June 30, 2006 ang 2805

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders
Encompass Holdings. Inc.

We have audited the accompanying consolidated balance sheets of Encompass Holdings, Inc. (formerly Nova Coremunicarions Ltd) as of Jupe 30, 2006 and 2005, and the related
consolidated statements of operations, stockhalders' equity (deficit), and cash flows for each of the two years in the period ended June 30, 2006, These consolidated financial
statements are the responsibility of the Company’s mansgement. Cur responsibility is to express an opinion on these consolidated financial statements based ot our audits.

We condueted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform
the audits to obtain reasorable assurance about whether the financial statements are free of material missmtement. An sudit includes examining, on 4 tesi basis, cvidence
supporting the emounts and disciosures in the financial statements. An audit also includes assessing the accounting principles used and significan: estimates made by manzgement,
as well 25 evaluating the overal] financial statement presentation. We believe that our audits provide a reasonsble basis for our opinion.

In our opinior, the consolidated financial statements referred to above present fairly, in aJl material respects, the financial position of the Company as of Junc 30, 2006 and 2005
and the results of its operations and its cash flows for each of the two years in the period ended June 30, 2006, in confarmity with U.S. generally accepted accountisig principles.

The accompanying consolidated finzncial statements have been prepared assuming that the Company witl cortinue as a going concem. As described in Note 2 to the consolidatsd
financial statemenss, the Company's significant operating losses and working capital deficit raise substantial doubt about its ability 1o continue as a going toncern. Management's
plans regarding those matters also are described in Now 2. The consolidated financial statements do nol include any adjustments that might result from the outcome of this
uncertainty.

/s TIMOTHY L. STEERS, CPA.LLC

September 22, 2006
Portland, Oregon

F-2




Current assets:
Cash
Accounts receivable, less allowance for uncolleciible
accounts of $87.458 in 2006 ($140.025 in 2005)
Other receivabies
Receivable from relazed party
Prepaid expenses

Total current assets

Property & equipment:
Equipment
Computer software & licenses
Furnitzre
Website
Leasehold improvements

Less accumulated depreciation & amortization

Rotary engine paterns not vet used on operations
Equipment not yet assigaed to customers

Net property & tquipment

Other assets:
Demorstration rorary engines not held for sale
Rotary enpine intellectual assets
Patents & trademarks
Deposits & other
Note recervable

Total other assets

ENCOMPASS HOLDINGS. INC,
{FORMERLY NOVA COMMUNICATIONS LTI}

Consolidated Balance Sheets

June 30
2000 2005
ASSETS
1Y 146,935 46.296
405,545 420,175
. 21570
- 67,603
335,083 324,284
887.543 885,928
7.665.637 6919688
695.237 281510
228,595 229,873
72223 50637
7,143,454 7,142,345
15,805,146 14,624,052
(5,712.316) {4.514.441)
10.092.830 10,109,611
1,240,000 .
31,084 44020
13,363,914 10,153,631
2,310,000 -
2,167,000 )
20,308 3479
403.084 326.251
- 137.500
4,900,392 467,270
5 19,151.849 11,506,829

Ceatitiued on next page.
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ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Consolidated Balance Sheets (continued)

June 30
2006 2005
Current liabilities:
Accounts payable 5 2.019.3% 1,552,138
Acerued payroll & payroll selated liabilities 537,166 215,097
Income taxes payabic S 400 4,000
Payable to reiated party 35,578 -
Accrued interest 457 846 297.027
Other accrued liabilities 819,290 1,668,400
Uneamed revenue 286,318 288,093
Loans pavable G24,1%1 829,191
Noses payable & accrued imierest subject to conversion
into an indeterminable number of shares of commeon stock 71.660 163,459
Derivative liabilities 6,37 117,749
Loag-1erm obligasions due within one vear 1.773.660 563915
Long-term debr to related parties due within one year 30,000 30,000
Total current, lizhilities 8990 880 5.739.069
Long-term debt to related paries B4.464 241,152
Long-term obligations 1.911,313 1.376.417
Accnied interest 71,847 - |
Minority interest 5,306,746 - |
Stockholders’ eguity.
Preferred stock; $.081 par value; authorized 200,000 shares:
Series A - 100,000 shares designated, issued & outstanding 100 100
Series B - 100,000 shares designated. issucd & outstanding 100 100
Common stock; 5.00! par value; authorized 500,000,000
shares; outstanding —28.820,035 shares in 2006
(6,001,332 shares 1n 2005) . 28,820 6.001
Comumeon stack to be issued - 8,703,927
Convertible promissory note & accrued interest 107,140 101,140
Additional paid-in capital 34,810,660 22,809 499
Retained deficit (32,160,221} {27.470,516}
Total stockholders” equity 2,786,599 4,150,191
$ 19,151,845 § 11,506,829

Sec accompanyinp notes.
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Sales

Cost of sales

QGross profn

Operating cxpenses:
Seliing, peneral & administrative
Research & development

Total operating expenses

Net operating loss
Other Inceme {expenses):
Change in fair value of derivarive tiabilities

Loss on disposal of propeny & cquipment
Inrerest expense

Tota! other expenses

Net less from continuing cperations before minority interest in
net loss & provision for income taxes(4,834,461)

Mincrity in net Joss

Provision for income 1axes

Net loss from continuing operations

Discontinued operations- net gain on disposal,
net of provision for income taxes

Net loss

Net loss per common share:
Certincing operations

Discontinued operasions

ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Consolidated Statements of Comprehensive Loss

Years ended June 30

2006 2005
$ 4372317 8§ 1.316,697
1,125,998 299,013
3246319 1,017,684
7,073,366 551851
615,044 744,677
7,688,410 6,263,188
(4,442,091 (5,245,504)
{24,471} 1,951
(1,277 -
{366,622) (288,454)
(392,370) (286,503)
{5,532,007)
150,216 .
{5.400) (2400}
(4.689.645) (553407
- 139,517
3 (4,689.645) 3 {5.354.390)
$ (36) § (127
5 - 03

Sec accompanying notes.
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ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Consolidaied Statements of Stackholders' Equity (Deficit)
Jily 1, 2004 through Junc 30, 2006

Preferred stock Commaon stock
Shares Amount Shares Amount
H

Baiance at July 1, 2004 - - 3439815 3440
Cemmon stock issued - - 50,000 50
Common stock issusd for cash - - 68,965 &9
Common stock issued upon

conversion of notes payable & accrued interest . - 1,110,000 110
Common stock issued in cxchange

for accrued payroil . - 50,600 60
Commor siock issued in exchange for services - . 1.272.552 1272
Series "“A" Preferred stock issued

m cxchange for payable to related party 100,000 100 - -
Common stock to be issued in exchange

for subsidiary . - - - .
Series "B" Preferred stock and convertible

promissory note issued in exchange for subsidiary 100,00C 100 - -
Accrued interest on convertible promissory note - - - -
Net loss - - . .
Balance at June 30, 2005 .- 200,000 200 6,001,332 6,001
Common stock issued - . 9,896,613 9.897
Common stock issued for cash - - 400,000 400
Common stock issued upon conversion

of notes payable & aecrucd interest - - 2.119,089 219
Common steck issued in exchange for

aserued liabilities - - 363,100 363
Common stock issued in exchange for

accrued payroll 1o officer - - 560,000 500
Common stock issued in exchange for

services - - 5.387.761 5388
Common stock issved in exchange for

debt & accrued interest of subsidizry . - 4,102,140 4,102
Common stock issued for purchase of sofrware - - 50,000 50
Aceraed interest on tonvertible promissary note - - - -
Net ioss R - - R

s
Bzlance at Junc 30. 2006 200.000 200 28,820,035 $28.820

Continued on next page.
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Convertible

promissory Foual
Common note & Additional stackholders®
stock to accreed paid-in Rewined equity
be issucd interest capital deficit {deficity
§753.927 - 520602385 §622.075.686) $(715934)
{50.000) 48,950 - .
- - 49631 - 50,000
- - 587.090 - 588.200
- - 175,940 - 180,000
- - 977.002 - 978,274
- - 363,05t - 363,15y
8,000,000 - - 8,000,000
- 100,000 150 - 100.250
- 1.140 - - 1,140
- - - {5.394,890) (5,394.890)
8.703,927 101,140 22,809,499 (27.470,576) 4,150,191
(8.703.927) - 8,694,030 - -
- - 4.000 - 4.400
- - 107,715 - 309834
- - 70.626 - 70.989
- - 99.500 - 130.000
- - 2,000,512 - 2,005,900
- - 816.328 - 820.430
- - 3,450 - 8,500
- 6,000 - - 6,000
. - . (4,689 645) (4.689,645)
$- $107,140 $34,810,660 $(32.160.221) $2.786.599

See accompanying notes.
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ENCOMPASS HOLDINGS, INC.

{FORMERLY NOVA COMMUNICATIONS LTD)

Cash flows from operating activities:
Net loss
Adjusments to reconcile net 1oss to net cash
provide by (used in) operating activities:
Net gain on disposal of assets of discontinued operations
Depreciarion & amortization
Provision for uncollectible receivables
Common stock issued for services
Uneamed revenue
Write-ofT of excess purchase price of subsidiaries
Change in fair value of derivative liabilities
Loss on disposal of property & equipment
Provision for income taxes
Minority interest in net loss

Consolidated Suttments of Cash Flows

Changes in assets & liabilities, net of purchase of subsidiaries in 2005:

Accounts receivable
Prepaid expenses
Deposits & other assels
Accounts payabie
Accrued liabilitics

Cash flows from investing activities:
Net advances received frem {paid on behalf of) rclated parties
Purchase of subsidiaries. net of cash acquired
Capital expenditures
Patenis & wademarks expenditures

Cash flows from financing activities:
Borrowing under loans payable
Bormowings under convertible notes payablc
Borrowings under notes payable to related parties
Principal repayment of notes payabic 10 related parties
Bormowings from long-term obligations
Principal repayment of long-term obligations
Proceeds from sale of common stock

Net increase in cash
Cash at beginning of year

Cash at end of year

See accompanying notes.
F-§

Years ended June 30

2006 2005
(4.689.645) § (5,394,890}
- (139.517)
1.200.298 330,407
57.722 737,590
2,005,900 978274
(1.775) : 13,604
- 2,896,666
24,47 (1951
1277 .
5.400 2400
(150.216) -
(43,092} 78616
{10.779) (88.073)
{49,223} (408)
467,217 164,637
{11,387} 615618
(1,193.8323 132973
95181 (67.603)
- £.136
{325,858) (427.617)
{16.329) (3.000)
(247.506) (490,084)
95,000 -
40,000 295,000
- 106,152
(148.688) .
1.700.000 -
(148.735) -
4,400 .
1.541.977 401,152
100,639 44,041
46,296 2.255
146,935 § 46,296




ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Notes to Consolidated Financia! Statements
June 30, 2006

Business & summary of significant accounting policies
Business: Encompass Holdings. inc. {formerly Nova Cormunications Lid) (the “Company™ or “Encompass™) is incorporated under the laws of the State of Nevada.

Business_combinations & basis of consolidation: The 2006 consolidated financial statements include the accounts of Encompass and its wholly-owned subsidiaries
AgquaXmemes, Inc.; Xreme Engnes, Inc. and its 51% owned subsidiary Rotary Engmes Technology, [nc. since its acquisition; and NACIO Systems, In¢. and its wholly-
owned subsidiary inweractive Holding Group, Inc. The 2005 consalidated financial staternents inslude the accounts of Encompass and its wholly-owned subsidiaries
AquaXiremes, Inc.; Xtreme Engines, lnc. since its acquisition; and NACIC Systems, Inc., and its whelly-owned subsidiary-Interactive Holding Group, Inc. since their
acquisition. All inter-company accounts and transacticas have been ¢liminated.

Om August 30, 2004, the Company acquired 51% of Reatized Develepment, Inc. Realized Development, ine. changed its name 1o AquaXtoemes, Inc. {“Agqua™ in
December 2004. On May 9, 2005, the Company acquired the remaining 49% of Agua. Agua is developing recreational water spons products.

In December 2004, Aqua formed Xteme Engines, Inc. (“Engines™) and owns 100% of its commor. stock. Engines” is developing a marine engine for use in recreational
water sports progucts.

Effective April 1. 2005, the Company acquired 100% of NACIO Systems, lac. (“NACIO™. NACIO is an integrated communications provider (“1CP™) of high speed
Internet access 10 businesses and provides enterprise server facilities ("ESF™), offering a fully serviced managed server nrogram. NACIO aiso provides computer sofiware
compliance monitoring services and products. {ts' customers are generally business customers Jocated throughout the United Stases. NACIO owns 100% af Interactive
Holding Group, Inc. ("IHG"). IHG is dormant.

Effective April 1, 2006, Engines formed Rowary Engines Technology, Inc. (“Rotary™). On April 3, 2006, Rotary issued 49% of i1s common stock in exchange for rotary
cquipment, paneyns, demonstration rotary engines. and rotary engine intellectual assets. Rotary will manufacture and distribute rotary engines primarily for commergial
use.

Cash & cash concentrations: For purposes of the statement of cash flows, the Company and its” subsidiaries consider cash equivalents to be hiphly liquid instruments if,
when purchased. their origmal due dares were within three months.

The Company deposits their cash in financial institutions. At various times throughout the year, cash beld in these accounts exceeded Federal Deposi
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ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Notes to Consolidated Financial Statements
June 30, 2006

Busmess & summary of significant accounting policies (continued)

Cash & cash concentrations (continued): lnsurance Corporatien limits. The Company has nat experienced any losses as a result of these cash concentrations.

Eroperty & equipment: Property & squipment are carried at cost. Equipment & fumiture is depreciatzd using the straight-line methed over the estimated useful lives of the
deprecinble assets, which range from five to fifteen yoars. Leasehold improvements are depreciated using the straight-lime method over the lesser of the term of the lease
or the estimated useful lives of the assers, which range from five to fifteen vears. Website development costs are amortized using the straight-line method over the
estimated usedul life of five vears,

Computer software & licenses acquired or developed are capialized in accordance with American Institute of Centified Public Accounuanss Staternent of Position (“S0P")
No. 98-1, “Accounting far the Cost of Computer Sofrware Developed for internal Use™. Amortization is computed vsing the straight-tine method over the estimated useful
Hives of the software, which range from three to five years.

The Company accounts for website development costs under the Financial Accounting Standards Board's (“FASB™) Emerging Issues Task Foree (“EiTF") lssue No. 00-
2, "Aceounting for Web Site Development Costs*. Under EITF No. 00-2, costs that involve design of the web page that do not change the content are capitalized and
amortized over the estimated usefu! life. The Company accounts for costs incurred in operating their website under SOP No. 98-1. Under SOP No. 93-1, cosis that have a
funure benefit are capitalized and amertized over the estimated future periods that are expected 1o benefit from website changes. Costs incurred in aperating the web site
that have ne future benefits are expensed in the current period.

lmpairment of long-fived assets: The Company assesses the recoverability of long-lived assets by determining whether the depreciation and amortization of the asset's
baiance over its remaining life can be recovered through projected undiscounted future cash flows. The amount of impainnent. if any. is measured based on fair vatue and
charged to operations in the period in which the impairment is determined by management.

Derivative Insruments: In connection with the issuance of convertible notes payable, the terms of cerain notes payable provide for principal and interest to be convened
into an indeterminable number of shares of the Company’s common stock. This variable conversion feanre is determined to be an embedded derivative instrument and
the Company has accounted for these derivatives pursuant to Statement of Financial Accounting Standards {*SFAS™ No. 133, “Accounting for Derivative Lnstruments
and Hedging, Activities,” as amended, and EITF No. 00-19, “Accounting for Derivative Financial instruments indexed to and Potentially Settled in
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ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIDNS LTD)

Notes 10 Censolidated Financial Statements
June 30, 2006

.

Business & summary of significant accounting policies (continued)

Denvative Instuments (continued): a Cempany's Own Swck™. Under EITF No. 00-19, the estimated far valuc of the embedded derivative instrument is reporied separate
from the notes payable on the date of issuance as derivative habilities. Derivative linbilities are reported at fair value as of the balance sheet date end any change in fair
value during the periad 15 reported as other inceme or expense in the statement of operations.

Revepue recognition: Revenues for NACIO consist of dedicated lnternet aceess fees: hosting, co-location and ESF fees: sales of third party hardware and sofrware; fees
for systems and technical integration and administration; fecs for power and server connection and connectivity services: and fees for computer software compliance
monitoring services and products. Monthly service revenus related to Intemet access; hosting, co-location and ESF; and power and server conmection and conneetivity is
recognized over the period services arc provided. Computer software compliance monitoring services and products are generally billed annually and recognized ratably
over the period services are provided. Hardware and software ssles and system and technica! :wtegration and administration fees are recognized ar completion of
installation and upon commencement of services. Paviments received in advance of providing services are deferred until the period such services are provided, excepl in
the case of non-refundable payments including last-month deposits, which are recognized when service is mitiated.

Revenues for Aqua consist of the sale of dealerships and arc recognized when dealership agreement: are signed.
Adventising: The Company expenses advertising costs as they are incurred. There were no advertising expenses for the vear ended June 38, 2006 ar 2005

Share-based payments: The Company uses a fair vatue based method of accounting for share-based payments under SFAS No. 123, as amended, "Share-Based Pavmeat,
an amendment of SFAS Nos. 123 and 85”. Under this standard, share-based payment transacrions in which the Company receives services from cmployees and non-
employees, in exchange for either equity mstruments of the Company or biabilities that may be settled by the issuance of such equity instruments, are valued ar the fair
value of the Company’s equity instruments and expensed in the consolidated stavement of operatians at the tise of issuance.

Reporting comprehensive income: The Company reports and displays comprebensive income ernd its components as separste amounts in the consolidated finanesal
statertents. Comprehensive jncome includes all changes in cquity during a period that results from recognized transactions and other economic cvents otber than
transactions with owners. There were no comprehensive income or expense items for the year ended June 30, 2006 or 2005,




ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Notes to Consolidated Financial Stutements
June 30. 2006

Business & summary of significant accounting poircies {continied)

Income taxes: Income taxes are provided for on the lability method whereby deferred tax assets and liabilities are recognized for the expeeted tax consequences af
temporary differences between the 1ax bases and reported amounts of assets and liabilities, Deferred tax assets and liabilities are computed using enactzd tax rates
expectzd to apply 1o taxable income in the perieds in which iemporary differences are expecied to be recovered or settied. The effect on deferred tax assets and Habilities
from a change in tax rates is recognized in income in the period that includes the enactment date. The Company prevides a valuation allowance for certuin defered tax
assets if it is more likely than not that the Company will ot realize tx assers through future operations,

Net Joss per common share: Net loss per commen share is computed by dividing net loss by the weighted average number of common shares outstanding during the
period. The weighted average number of common stock shares owistanding was 13,051,281 for the year ended June 30, 2006 (4.341.266 for 2005). Convertible notes
payable 2nd comman stock 10 be issued are not considered 10 be comsmon sleck equivalents as the effect on net Joss per commen share would be anti-ditutive.

Segment Reponing: The Company reports information about operating segments and related disclosures about prodicts and services and major cusiomers in accordance
with §FAS 131, “Disclosures about Segments of an Enterprise and Reiated Information™. The Company views ils operations and manages its business in principally four
segments: (1) the development of recreational water sports products; (2} the provider of high speed interoet access and enterprise server facilities; (3) the provider of
computer software complisnce monitoring services, and (4) the design. manufacture, and marketing of rotery engine products.

Sigpificant rigks & uncerainties: The process of preparing financial statements in conformity with generatly accepted accounting principies requires the use of estimates
and assumptions regarding certain types of assets, liabilities, revenues and expenses. Such estimates and assumptions primarily reiate to unsettled ransactions and events
as of the dite of the financial starements. Aecordingly, upan settlement, actual results may differ from estimated amounts.

Reclassifications: Certain amounts for 2005 have been reclassified in the accompanving consolidated financial statements to conform to the 2006 presentation.

Qperanons

Aqua continued to develop its recreational water sparts products during fiscal 2006 and has begun marketing one of its products known as the XBoard™. The
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ENCOMPASS HOLDINGS, INC.
{FORMERLY NOVA COMMUNICATIONS LTD)

Nates 1o Cansolidawd Financial Sunements
June 30, 2006
Operations (continyed)

XBoard™ s a jet powered personal watercraft. On July 6, 2006, Aqua received an order to purchase 5,000 XBoards™ towling $25.650.000. Aqua has not yet begun
manufacturing the XBoard™, nor have they received the initial deposit required by the purchase erder. Aqua expects te begin manufacturing the XBoard™ in the first
quarter of fiscal 2007

Engines also purchased Rotary effective Aprif 3. 2006. Rotary is expected io manufactiiic & rotary engine for Aqua’s Tecreational water spofts produdts. including the
XBoard™. Management of Aqua believes that a rotary engine will provide a competitive advantage for their XBoard™ product.

Ratary is aiso beginning to market other rotary engine products primarity for commercial usc,
Aqua has beep able to continuc the development of its recreational water sporis products through debt and equity financing. Encompass received an aggrepar of
51,839,400 during fiseal 2006 in equity and debt financing, However, Aqua will continue to be dependent upon debt and tquity financial 1o continue the development of

its products and begin manufacturing the XBoard™. Rotary will aiso be dependent upon debt and equity financing to design, manufacture and maziet its rotary enginc
products.

Menagement of NACIO continued pursuing aggressive cost cutting programs and eliminating unprotitable products and customers in fiscal 2006
There can be no assurances that the Company will be able 10 continue (o raise additional capital and debs financing.

Menagement believes these actions will coable it to continue in existence until &t achieves profiuble operations. The consolidated financial starements do not reflect
adjusonents relating to the recorded asset amoums, or the amounts of liabilities that would be necessary should the Company not be able to continue in existence.

Effective April 3, 2006, Engines entered into an assel acquisition agreement with Rotary Engines, inc. for the purchase of rotary engine manufacruring equipment,
patterns, demonstration engines, and intzllectual asse:s. Under the agser acquisition agreement, Encompass 1ssued a convertible note payabie for 32,960,000 end engines
issued 490 shares of its common stock, which represented 49% of Engines. The assets acquired were valued by outside appraisers aggregating $8.417.000. Accordingly,

the common stock of Engincs issued was valued at §5,457,000 in aceordance with SFAS 153, “Exchanges of Nonmonetary Assets - an amendment of APB Opinton No.
29",




ENCOMPASS HOLDINGS, INC.

{FORMERLY NOVA COMMUNICATIONS LTBH)

Notes to Consolidated Financial Statements

4. Cash flow informartion

Supplemental disc¢losure of cash flow information is as follows for the years ended june 30:

Cash paid during the vear for Imerest

Supplemental sehedule of non-cash investing & financing activities arc as follows for the years ended June 30:

‘Equipment, rotary engin® patierns not yel used in operations,
demonsiation rotary engines not held for sale, and intellecrual
assets acquired in exchange for comman stock of subsidiary

Cornrnan stock issued upon conversion of notes pavahle
& accrued interest

Common steck issued 1n exchange for accrued lizhilities

Common stock issued in cxchange for accrued payroll to officer

Common stock issued in exchange for long-tetm debt

& accrued interest of subsidiary

Common stock issued & note receivable exchanged for computer software
Preferred stack issued in exchange for payable to related party

C’.ommon stock to be issued in exchange for subsidiary

Preferred siock and convertible note payable issued
w exchange for subsidiary

5, Qther accrued Jizbilities

Other accrued liabilities consisted of the following at June 30:

Professional fees
Mainienance contracis
Local & sales 1axes
Marketing costs
Guarantee of indebtedness of others

Other accrued liabifities

June 30, 2006

2006 2005
$38.13¢ 359,651

2006 2005
$ 8.417,000 5 -
3 309,834 h) 352,617
$ 70,989 1 -
3 104,000 ] 180,000
5 820,430 5 -
5 146,000 5 -
5 - 5 363,151
3 - 5 8,006,000
5 - $ 100.250

2006 2005

b3 558,500 279,612
162,47} 229,272
108.877 111.260
§.442 318.607
- 738,649
$ 839,290 1,668,400




ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD}

Notes to Conselidated Fianeja! Statemerts
June 3G, 2006

0. Loans payable

Loans payable consisted of the following as of june 30:

2006 2005

Payable to Macio investment Group, LLC; interest acerucs at 8%
per annum; secured by al! leasehold improvements and other
assets. 5 £29.191 % £29,191

Advances on a $155.000 promissory note payable to Eavision

Capital, LL.C; interest accrues at 6% per annum; principal and

micrest are due on the earlier of the date of the first additional

funding placed by Envision Capital, LLC or December 31, 2006;

unsecured. 95,060

Loans pavable $ 924,181 § 829.191

On August 3, 2006 under the terms of the promissory nate payable. Envision Capital, LLC was pranted warranis to purchase up to 750,000 shares of common stock of the
Company at a price of £.25 per share. Also, subsequent to June 30, 2006, the Company was advanced additional proceeds of $60,000under the promissosy nate payable to
Envision Capital, LLC.

NACIO and Encompass are engaged in a cross-complaint lawsuit with Nacio Investment Group, LLC whereby Nacio Investment Group, LLC alleges that Encompiss
engaged in a fraudulent conveyance when it acquired certain assets of NACIO. Nacio Investment Group, LLC claims it is entitled 1o rescission of the acquisition of
certain assets of NACIO and 1o proceeds from the dispasition of any of those assets. Encompass deaies any wrongdoing and has been vigorously defending itself against
the claims in this action. No provision for losses bas been provided in the accompanying consolidated financial statements as the outcome of this lawswit 15 uncertain.

7. Notes payable & acerued interest subject 19 conversion into an indeterminable number of shares of common stock

Notes payable and accrued interest subject to conversion inta an indeterminable number of shares of common stock consisted of the following as of June 30:
2006 2005

$20.000 notes payable and accrued interest to an individual;
interest accrues 4t 20% per annum; principal and inserest are :
due on April 19, 2007; unsecured b} 24800 § 20316
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7. Notes pavadle & acerued intcrest subject to conversion intg an indetenninable number_of shares of common stock {continucd}

55,000 note payable and accrued interest to an individual:
interest acerues at 20% per aanum; principa! and interest
are duz on April 27, 2007; unsecured

510,000 note payabie and accrued inierest (o an individual;
interest accrues at 20% per annum; principal and interest
are due on May 20, 2007; unsecured

510,000 note payable and accrued interest to an individual;
interest accrues at 20% per annum; principat and intcrest
arc due on August 17, 2007; unsecured

$30.000 note payable and $15,000 penalties to Galden Gate
Investors, toc.; interest accrues at 634% per annum; principal
and interest are due on June !5, 2008; unsecured

Notes payable & accrued interest

ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Notes to Consolidated Financial Statemenis
June 30, 2006

Less derivative value of embedded variable conversion feature

on date of issuance of noie

Motes pavable & acerued interest subjeet to conversion into
an indeterminable nember of shares of common stock

2006 2005
6.178 5,070
12.214 10,082
11,753 -
45,000 .
- 245.656
281,124 95,945
(28.285) {117,665)
71.660 163.459

The above notes payable to individuals are convertible in whele into sharés of common s10ck of the Company at the option of the holder, or the Company, at a conversion
price equal o 90% of the closing bid price of the Company’s common stock on the date of conversion. The notes must be converted by the Company into its shares of
common stock at the time of a0y pablic offering by the Company in an aggregate amount of no iess than 510,000,000, or upon any merger or acquisition 16 which the

Company is a party.

The above note pavable to Golden Gate investors, Inc. is convertible in whole or in pant into shares of common stock of the Company at the option of the holder at a
conversion price equal to the lesser of $1.00 per share or B0% of the average closing bid price of the Company’s common stock of the three lowest volume weighted
average prices during the 20 mading days prior to the date of conversion.




ENCOMPASS HOLDINGS, INC.
(FORMERLY NOVA COMMUNICATIONS LTD)

Notes to Consalidated Financial Staiements

June 30, 2006
Notes pavable & accruced interest subiect to conversipn into an indetcrminable number of shares of. common stock (continued)

There is na timit on the number of shares of common stock thar would be required 10 by issued upon canversion of the notes payable and the number of shares required to
be issued could exceed the number of shares of the Company's common stock currently suthorized. The Company would have been required to issue 837,859 shares of its
common stock if the prineipal and accrued interest of the notes were convertad as of June 30, 2006.

During the year ended Junz 30, 2006, helders converted $309,834 of notes pavable and accrued interest into 2,119,089 shares of the Company’s common sicck. During
the year ended Junc 30. 2005, holders converted $588.200 of notes pavable and sccrued imterest into 1,110,000 shares of the Company’s common stock.

The Company estimated the fair value of the conversion feature of its notes pavable to be $6,371 as of June 30, 2006 ($117,749 as of June 30, 2005) which is reporied as
derivative liabilities in the sccompany consolidated bajance sheet. The Company recognized ather expenses of $24.471 for the change in far valus of the derivative
hability for the year ended lune 30, 2006 (other income of $1,951 for the year ended June 30, 2005). Derivative liabilities were valued using the Black-Scholes Oprion
Pricing Model with the foliowing assumptions: dividend yield of 0%; average annaal volatility of 166,43%: and average risk free intcrest rate of 4.08% during the year
ended June 30, 2006 {dividend yield of 0%; average annua} volaility of 172.77%; and average risk free interest rate of 3.45% during she year ended June 30, 2005).

The Company is currently negotiating a settlement of the $45,000 due to Golden Gate Investors, Inc. Under a proposed semiement apreement, the amount will be fully
satisfied by issuance of 2,500,000 shares of the Company's common stock to Gotden Gate lnvestars, Inc.

Long-term obligatons
Long-term abligations consisted of the following as of June 3¢:

- 2006 2005

Convertible note payable to AW Offshore, Lid.;
interest accrues at 8% per annum; principal and
interest due November 29, 2008; unsecured.

Cenvertible note payable 10 AJW Partners, LLC;
mterest accrues at 8% per annum; principal and
interest due November 29, 2008; unsecured.

Convertibie note payable to AJW Qualified Partners, LLC;
interest accrues at 8% per annum; principal and interest
due Novernber 29, 2008; unsecured.

1 340,000

1 19,040

326,000
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ENCOMPASS HOLDINGS, INC,
(FORMERLY NOVA COMMUNICATEIONS LTD)

Notes o Consolidated Financial Sutements

June 30, 2006

8. Long-term ebligmions (continued)

2006 2005

Convertible note payable 10 New Millennium Capital Parmers If, LLC;
mrerest acerucs at 8% per annun; principal and interest due
November 29, 2008: vnsecured. 15,000 -

Convertible note payable 10 ATW Offshore, Lid; interest accrues
at 8% per annum; principal and interest due Janvary 17, 2009;
unsecured. 378.000 -

Convertible note payable wo AJW Partmers, LLC; interest accrues
at 8% per annum; principal and imerest due January 17, 2009;
unsecured. 83,300 -

Convertible note payable to AJW Qualified Pamners. LLC;
interest acerues at 8% per annum; prineipal and interest due
Janvary 17. 2009; unsecured. 228,200 -

Convertible note payable to New Millennium Capiat Parmers [1, LLC;
interest acerues at 8% per annurn; principal and interest due
January {7, 2009; unsecured. 10,500 -

MNote payable to Rotary Engine, Inc.; due March 28, 2607; bearing

interest at 3% per annum; secured by rotary engine pamnerns,

demonstration rotary engines, rotary engine micllectual assets,

and certain equipment; convertible at the option of the holder

into 11,840,004 shares of common stock of the Company (which

represents §.25 per share, the closing bid price of the Company's

common stock on the date of the note); convertibie by the

Company at the time of any public offering in an aggregate

amount of no less than $10,000,000, or upon any merger or

acquisition 10 which the Company is a party. 2,960,000 -

Claims allowed under Plan of Reorganization of NACIOQ:
Priority wx ¢latm; dug in sixty equal monthiy payments, plus interest

as allowed by law; with final payment due on May (5, 2008, . 828,490 966.680

Impaired claims due in sixty equal monthly payments plus interest
at 5% per annum. 160,075 926.693
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ENCOMPASS HOLDINGS, INC.
(FORMERLY NQVA COMMUNICATIONS LTD)

Notes to Consolidated Financial Statements
June 30, 2066

Long-term cbligations {continued)

2006 2005

Capital lease obligation payable to Direct Capital Corporation;
monthly payments of 31,651 through April 2008; secured by
ceruain equipment. 30.831 41,370
Capital iease obligation payable 10 Genena] Eiectric Capital
Corporation; monthly payments of $109 throuph July 2009,
secured by certain office equipment. 5.583 5.583

5.684.979 1,940,332
Less long-term cblipations within one year (3,773.666} {563,915)
Long-tesm obligations S 1911313 1376417

The notes payable and accrued interest 1o AJW Offshore, Ltd; AJW Parmers, LLC; AIW Qualified Partners, LLC: and New Millennium Capital Partmers 11, LLC are
convertible in whole or m part into sharcs of common stock of the Company at the optien of the holder at a conversion price equal to the average of the three iowest
closing bid prices of the Company's commen stock during the 20 wading days prior to the date of conversion.

The Company also granted AJW Offshore, Ltd; AJW Parmers, LLC; AJW Qualified Parmers, LL.C; and New Millennism Capital Partners 11, LLC warrants for the
purchase of an aggregate of 2.379.380 share of common stock of the Company a1 an exercise price equal to $.50 per share. The warrants are exercisable in whote ar n
part and warrants for the purchase of up to 1,400,000 shares expire on November 29, 2009 and wairants for the purchase of up to 979,380 shares cxpire on January 17,
2010 if not exercised. The Company has reserved 3,500,000 shares of its common for issuance to these warrant holders.

Subsequent to June 30, 2006, the Company bamowed an additional $800.000 under convenible note payable to ATW Offshore. Lid: AW Parmers, LLC; AIW Qualified
Parmers. LLC: and New Millennium Capital Partners 11, LLC and 1ssued 1o them warrants for the purchase of an additional 1,120,620 shares of common stock of the
Company.

Also subsequent to June 30, 2006, AJW Offshore, Ltd: AJW Parmers. LLC; AJW Qualified Parmers, LLC; and New Millennium Capital Parmers [1, LL.C converied an
agpregate of $19,134 of principal of their convertible notes payabie into 750,000 shares of the Company’s common stock.
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8. Long-1erm chhgations {continued
Future maturities of Jong-tcrm obligations are as follows for the vears ending subsequent to June 30, 2007:

Years ¢eoding June 30:

2008 3 209,752
2009 L701.341
2010 220
3 1,911.313
Aggregate minimum future lease pavnents under capitalized lcases are as follows for the years endicg subsequent to June 30, 2006:
Years ending June 30:
2007 5 29,388
2008 12,868
2009 1,313
2010 220
Total minmmum lease payments 44 089
Less amount representing interest (7.67%)
Presemt vaiue of minimum lease payments § 36.414
Long-term debt 1o related parties consisted of the following at June 30:
2006 20035
Notes payabie 10 a former employee: due $2,500 per manth
with interest at 6% per anoum: unsecured. 1 64,464 8 E11.642
Note pavable to director, unsecured, and due on demand.
This individual has agreed not to demand repayment before
September 2007, 50,000 50,000
Notes payable to major sharcholder & another retated party. . 109,510
Less lonp-term debt to refated parties duc within one year 114,464 271,152
Long-term debt 1o related paries (30,000) {10,000}
3 84,464 § 241,152
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Long-term obligations (¢ontinued

Fumre mamwrities of long-term debt to retated parties are &s follows for the years ending subsequent to June 30, 2007:

Years ending June 30:

2008 $ 30,000
2009 54 464
s §4 4064
L e ———

The conventible promissory note & accrued interest reporied as a component of stockholders' equity bears interest at 8% per annum and is duc quanerly over thiny-six
months from the date of the note. Payment of principal and interest of the note will be made soiely by the issuance of 40,000,000 sharcs of the common stock of
Encompass.

Qther related party ransactions

The Company occasionally pays for expenses on behalf of Palaut Managemen:, Inc. (“Palaut™). Palaut provides the Company with management consuiting services, Clase
family members of & stockholder of Encompass control Palaut Management, Inc.

Lease commigmenis

The Company leases its office and enterprise server facilities under a ron-cancclable agreement that expires in July 2010. Minimum lease paymenis under the apreement
are approximately 538,000 per month including a provision for annuaj inereases based on the consamer price inden. The Company is also assessed common area costs
under the lrase agreement. The lesse apresment contains renewal provisions for up to ten additional vears,

Minitnumn Jease paytments are as follows:

Years ending June 30:

2007 $4356.000
2008 456,000
2009 456,000
2010 456,000
2011 38,000
51.862.000

Lease expense for the year ended June 30, 2006 was approximately 469,700 (3117,400 for 2005).
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Prefened stock
The Company's prefered stock may be vating ot have other rights and preferences us determined from time to time by the Boasd of Directors.
In December 2004, the Company designated 100,000 shares of its' preferved stock as Series “A”.

On December 31, 2004, the Board of Directors of the Company agreed to exchange payables 1o # related party aggregating §363,151 far 100,000 shares of its” Series "A"
prefemed stock.

On Janvary 17, 2005, the Board of Directors amended the rights of its™ 100,000 Series “A” preferred stack to be convertible, at the option of the Company. into 1.000,000
shares of its common stock. The Company has reserved 1,000.000 sharcs of its common stock 1o be issued in the eveat of conversion. Also on January 17, 2006, the
Board of Dircetors of the Company increased the authorized preferred shares to 200.000.

On May 5, 2005, in connection with the Company’s acquisition of 49% of Aqua, Encompass issued 100,000 shares of Series “B™ preferved stock of the Company. The
Series “B" preferred stock was valued at $.0025 per share or $250. Management of the Company estimated the vilue of the preferted shares exchanged based on the value
of its commen stock after considening its historical trend of the trading prices. volatility. and limited trading volume.

10 June 2005, the Board of Directors designated 100,000 shares of its preferred stock as Series “B”. They further resolved that the Series “B" preferred stock be entitled 10
dividends in the same manner as bolders of common stock, be entitled 10 vote on all matters at 250 votes per share as a single class of shareholder, and be entitled to
lIiguidation preferences in the same manner as holders of common $tock.

Commog stock

On July &, 2005, the Company issued 500,000 shases of its common stock in exchange for consulting services. Management of the Company vaiued the shares issued at
$.70 per share, the closing bid price of the Company's common stock on the date of issuznce. and recorded consuhing expenses of $350,000 as a result of the issuance.

On July 27, 2005, the Company issued 630,700 shares of its common stock in exchange for consulting services. Managemen: of the Company valued the shares issued at
$.80 per share, the closing bid price of the Company’s common siock on the date of issuance. and recorded consulting expenses of $504,560 as a result of the issuances.
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Common stock (continued)

On Augus 18. 2005, the Company issutd $50.000 sbures of its cornmon stock in exchange for consolting scrvices, Manapement of the Company valucd the shares issued
a1 5.50 per share, the closing bid price of the Company's commen stock on the date of issuance, and recorded consulting expenses af $330,000 as a result of the issuances,

On September 23, 2005, the Company issued 60,000 shares of its common stock in exchange for consulting services. Management of the Company valued the shares
issued at $.31 per share, the closing bid price of the Company's common stock on the date of issuance, and recorded consulting expenses of $18,600 as a result of the
issuances.

On October 4, 2005. the Company issued 50,000 shares of 115 common stock as partial pavment for a software license for a product sold by NACIC. Managemeni of the
Company valugd the sheres issued at $.17 per share, the closing bid price of the Company's commen stock on the date of issvance, and capitalized software cosis of
$8.500 as & result of the ssuance.

On October 21, 2005, the Company issued 163,100 shares of its common stock in exchange for accrued Iegal fees aggregating $30,989. Management of the Company -
valued the shares issued at 5.19 per share, the closing bid price of the Company’s common stock on the date of issuance.

On November 7, 2005, the Company issucd 1.600,000 shares of its common stock in exchange for consuliing services, Management of the Company valued the shares
issued at $.25 per share, the ciosing bid price of the Company's conmunon stock on the date of issuance. and recorded consuliing expenses of 3399.000 as a result of the
issuances.

On December 1. 2005, the Company issued 500,000 shares of its commen stock i exchange for accrued compensation to an officer of the Company aggpregating
$100,000. Management of the Company vaiued the shares issued at §.20 per share, the closing bid price of the Campany's common stock on the date of issuance.

Also on December 1, 2005, the Company issued 200.000 shares of its conunon stock in exchange for sccrued legal fees agyregating $40,000. Management of the
Company valued the shares issued at 5.20 per share, the closing bid price of the Company’s common stock on the date of issuance.

Om April 11, 2006, the Company isswed 434 783 shares of its comman stock in exchange for consulting services. Management of the Company valusd the shares issued 2t
5.23 per share, the closing bid price of the Company's commen stock on
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Common stock {continued}
the daie of issuance, and recorded consulting expenses of $100,000 as a result of the 1ssuance.

On May 5. 2006, the Company issucd 162,278 shares of its common stock in exchange for consulting services. Management of the Corpany valued the shares issued ar
$.235 per share, the closing bid price of the Company's coemmon stock on the date of issuance, and secorded consulting expenses of $38,135 as a result of the issuances.

On May 17, 2006, the Company issued 1,100,000 shares of its common stock in exchange for consulting services. Management cf the Company valued the shares issued
at $.20 per share. the closing bid price of the Company’s common stock on the date of issuance, and recorded consulting expenses of $220,000 as a result of the issuances.

On June 7, 2006, the Company issued 350,000 shares of its common stock in exchange for consulting services. Management of the Company valued the shares issued at
$.13 per share, the closing bid price of the Company’s common stock on the date of issuance, and 1ecorded consulting expenses of $43,605 as a result of the issuances.

On June 27, 2006, the Company issued 4,102,140 sharcs of its comumon stock in exchange for $820,430 of debt of NACIO. Management of the Company valued the
shares issued at §.20 per share, the closing bid price of the Company’s common stock on the date ¢f issuance,

During the fiscal year ended June 30, 2005, the Company issued an aggregate of 1,272,552 shares of its common stock in exchange for legal and consulting services.
Management of the Company valued the shares issued at the closing bid price of the Compary’s common stock on the date of issuance. The Company recorded legal and
consulting fees aggregating $978,274 during the year ended June 30, 2006 as a result of the issuances.

Subsequent to June 30, 2006, the Company issued an additional 750,000 shares of its common stock in exchange for consuling services.
Income taxes

Deferred income taxes consisted of the following at June 30:

2006 2005
Deferred tax assets:
Net operating loss carrvovers f 8058306 & 6,736.998
Allownnce for uncollectible accounts 29,736 47,608
Deferred tax assets M 8,088,042 § 6,784.606
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13. Income taxes {copnnued
2006 2005
Deferred 1ax assets 5 8,088,042 % 6,784,606
Valuation allowance for deferred 1ax asseis ) (8.088,042) {65,784.606)
Met deferred income taxes 3 - & -

A valuanion aliowance is provided when it is more likely than not that some portion or all of the deferred tax assets will not be realized. As a result of the Company's
continued iosses and uncertainties sumeunding the realization of the net operating loss carryovers, management has determined that the realization of deferred tax assets is
uncertain. Accordingly, a vaiuation allowance equal to the net deferred tax assel 2mount has been recorded as of June 30, 2006 and 2005,

The components of the provision for income taxes are as follows for the years ended June 30:

2006 2005

Stare of California -

Currently payabie ] 5400 % 2400

The pravision for income taxes is included in the accompanying consolidated statement of operations under the following captions for the vears ended June 30-

2006 005
Contipuing operations $ 5400 8
Discontinued cperations

2,400

s 5400 § 2400

Reconciliation of income taxes computed at the Federal statutory rate of 34% o the provision for income taxes is a5 follows for the years ended June 30

2006 2005
Tax at statutofy rates $ (1,643.717) § (1,842,236)
Differences resulting from: )
State 1ax. net of Federal tax benefit 3,564 1.584
Non-deductible and other ittms AT 34,352
Change in deferred tax valuation allowance 1,303,436 1,758,700
Provision for income taxes 11 5400 % 2400

The Comparny has approximately $23,700,900 in Federal nel operating losses which, if not utilized, expire through 2024,
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13, income taxes {continued)

Utilization of the net aperating #oss carryforwards could be limited due 1o testrictions imposed under Federal laws upon a chagge i awnership, The amount of the
lumitarion, if any, has net been determined at this time.

14. Segment information
The Company considers its’ operations 1o be in three segments, each of which are strategie businesses that are managed separately becausc cach business selis or provides
distinet products and services. The segments are as follows: (1) the development of recreational water sports products (“‘recreational water sports products™); (2} the
provider of high specd Internet aceess and ESF (*high speed internet access and ESF”); (3) the provider of camputer software comptiance monitoring services { “software

compliance and monitoring™); and {4) the design, manufacture and marketing of rotary engine praclucts ("rotary engine products™.

Financial information by business segment is as follows for the year ended june 30:

2006 2005
Sales:
Recreational water sports products H -3 210040
High speed intemet access and ESF 3,749,141 977478
Software compliance and monitoring 623,176 129,179
Rotary engine produgts - -
3 4372317 % 1,316,697
Gross profit:
Recreational water sports products 3 {4.293) % 210,440
High speed internet access and ESF 2,736,222 678,065
Safrware compliance and monitoring 514,350 129,179
Rotary engine products R R
s 3246315 3 1,617,684
Net operating income {loss):
Recreational water sports products M {4,335.355) % 1,898.936)
High speed intener access and ESF {443.078) {370,116}
Software compliance and monitoring 100,358 (75,786}
Rotary engine preducts {156,386} -
5 {4334 461) § (2.348,838)
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14, Segment information {continued)
‘ 2006 2005
Identifiable assets:

Recreational water sports products 3 294,121 § 401,114
High speed internet access and ESF §0,220,345 10,763,652
Software compliance and monitoring 158.323 342,063
Rotary engine products 8.479.060 -

§ 19,151,849 3§ 11,506,829

Depreeiation & amortization:

Recreational water Sports products % - % -
High speed internet access and ESF 1101494 330,407
Software compiiance and monitoring 98.304 -
Rotary engine products - -

3 1,200,298 § 330,407

Reconciliaugn of the segment infermation to consolidated net operating, loss 1s as follows for the vears ended June 30:
2006 2005

Segment net operating loss 3 (4.834.461) § (2.348.338)
Write-off of excess purchase price of subsidiaries - {2,896.666)
Consolidated net operating loss $ (4,834.461} § (5,245.504)

15, Concentration risk

NACIO grants credit 10 its customers, generally businesses located throughout the United States. NACIO detcrmines the credit worthiness of its customers after reviewing
cath potential borrower's eredit application and gencrally does ot require collateral. Trade receivabies are generally due within 30 days; approximateiy $322,600 of rade
receivables as of June 30, 2006 were past 30 days. The ability of NACIO to collect irs accounts receivable is affecied by the economic fluctuations of the indusirics of the
Cornpany's customers. &nd interest-rate changes. Due to the large number and diversity of NACIQ's ¢ base. conc ton of credit risk with respeet to wade
receivables are iimited,

NACIO's emterprise server facilities are located in Novato, California and electricity to power the facilities is obtained from 2 sinple-sowrce supplier, Pacific Gas &
Electric. NACIQ has availabie back-up power generators sufficiens to continue (0 power their enterprise server facilities in the event of short-term power losscs. However,
if the supply of power to NACIO by Pacific Gas & Electric were delayed or curailed, the ability of NACIO to pravide services 1o its customers could be adversely
affected.
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G issu 1H]

In July 2006, FASB issucd Lnterpretation (“FIN™) No, 48, “Accounting for Uncertainty in Incamne Taxes. an interpreration of FASB Sutement No. 109" which secks to
reduce the diversity in practice associated with the accounting and reporting for uncenainty in income iax positions. FIN 48 prescribes a comprehensive model for the
financial statement recognition, mexsurement, presentation and discleswre of uncertain tax pesitions taken or expected (o be taken th incorme tax retumns. This
interpretation ts effective for fiscal years begoming after December 135, 2006. The Company will adopt the requirements of FIN 48 in its first fiscal quener of 2008, The
cumulative effects. if any, of adopting FIN 48 wifl be recorded as an adjusument to retained deficit as of the beginning of the period of adoption. The Company has
determined that the impact of adopting FIN 48 will not have an effect on its consolidated financial statemenis.

In Scptember 2005, the FASR sevised its December 2003 Exposure Drafi o SFAS No. 128R, “Eaming per share + an amendment of FASE Suiement No. 128"
addressing contingetitly convertible debt and several other issues. This siatement was enticipaied to be effective for fiscal years ending afier June 135, 2006. The Company
does not expect SFAS Na. 128R 10 have an impact on its computation of eamings per share when SFAS No. 128R is required to become effective.

ln May 2005, the FASB issued SFAS No 154, “Accounting Changes and Error Corrections - a replacement of APB Opinion No. 20 and SFAS No. 3. SFAS No. 154
changes the rquiremen: for accounting and rcporing of 2 voluntary ¢hange in sccounting principke and changes required by an sccounting pronouncement when the
specific ransition provisions are absent, This stakement requires retrospective application 10 prior periods' financial statements of changes in accounting principle. I 11 s
impracticgble to derermine either the period-specific effects or the cumulative effect of the change. this sisement requires thar the pew sccounting princeple be adopted
prospectively from the earliest practicable date. SFAS No. 154 is effective for fiscal years beginning after Decernber 15, 2005. The Company has derermined that the
impact of adopting SFAS No. 154 will not have an effect on its consolidated financial statements.

In December 2004, the FASB issucd Staff Position {'FSP™} No. 109-1, “Application of the Tax Deduction on Qualified Production Activities within the American Jobs
Creation Act of 2004 (the "Act™). The Act provided for a tax deduction on gualificd production activities. The Company bas determined that the impact of applying FSP
No. 109.] will not have an effect on its consalidated financial statements.

fn September 2004, the FASB's Emerging lssues Task Force finatized EITF No. 04-08, “The Effect of Contingently Convertible Deb1 on Diluted Eamnings per Share™ that
would require the dilutive effcct of shares from contingently convertible debt to be included in the diluted eamings per share calculation regardiess of whether the

F-28




ENCOMPASS HOLDINGS, INC,
{(FORMERLY NOVA COMMUNICATIONS LTD)

Notzs 10 Consolidated Financizl Statements
Junc 30, 2006

16. Recenily issucd pronouncements (continued)

contingency has been met. The application of EITF No. 04-08 did not have an impaci on the Company’s accompanying consolidated financial statements because the
effeer was anti-dilutive.
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