zedi

CONSOLIDATED FINANCIAL STATEMENTS
For the Three Months Ended September 30, 2007 and

2006

Consolidated Balance Sheets

As at September 30, December 31,
2007 2006
(In thousands) (Unaudited) (Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 11,899 §$ 9,753
Accounts receivable 5,432 9,757
Inventories 7,590 7,164
Prepaid expenses and deposits 189 157
25,110 26,831
Capital assets 1,582 1,441
Deferred development costs 3,189 2,140
Intangible assets 3,716 4,227
Goodwill 9,059 8,480
Future income tax assets (Note 6) 3,702 4,275
$ 46,358 $ 47,394
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable $ 1,001 $ 2,020
Accrued liabilities 655 1,169
Deferred revenue 3,226 1,680
4,882 4,869
Long-term debt 59 59
4,941 4,928
Shareholders’ equity:
Share capital (Note 4(a)) 53,858 55,261
Contributed surplus (Note 4(i)) 4,769 4,063
Deficit (17,210) (16,858)
41,417 42,466
$ 46,358 $ 47,394

*See accompanying notes to consolidated financial statements.

Approved on behalf of the Board:
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Martin A. Lambert, Director
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Douglas G. Marlin, Director




Consolidated Statements of Operations, Comprehensive Income (Loss) and Deficit

Three Months Ended Nine Months Ended

(In thousands, except share and per share September 30, September 30, September 30, September
amounts) 30,
2007 2006 2007 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
$
Sales $ 7,197 $ 6,793 $ 20,502 26,377
Cost of sales 3,302 3,800 9,860 14,607
Gross profit 3,895 2,993 10,642 11,770
Expenses
Operations 430 403 1,249 1,183
Sales, general and administrative 1,604 1,238 5,018 4,712
Stock-based compensation 286 1,333 1,427 2,420
Research and development 240 257 745 762
2,560 3,231 8,439 9,077
1,335 (238) 2,203 2,693
Amortization of capital assets and intangibles 747 669 2,091 1,732
Loss on disposal of assets - - 1 -
Interest (131) (78) (350) (145)
616 591 1,742 1,587
Net Income (loss) before income taxes 719 (829) 461 1,106
Future income tax recovery (provision) (398) (21) (813) 1,154
Net Income (loss) 321 (850) (352) 2,260
Other comprehensive income (loss) (Note 2) - - - -
Comprehensive income (loss) (Note 2) 321 (850) (352) 2,260
Deficit, beginning of period (17,531) (17,767) (16,858) (20,877)
Deficit, end of period $ (17,210) $ (18,617) $ (17,210) $ (18,617)
Net Income (loss) per common share — Basic
and Diluted (Note 5) 0.00 (0.01) 0.00 0.02
Weighted average number of common shares
— Basic 99,936,188 100,475,282 101,324,898 99,979,354

Weighted average number of common shares
— Diluted 99,936,188 100,475,282 101,324,898 101,314,131

*See accompanying notes to consolidated financial statements.

2 2007 Q3 Consolidated Financial Statements - Zedi



Consolidated Statements of Cash Flows

Three Months Ended

Nine Months Ended

September 30, September 30, September 30, September 30,
(In thousands) 007 2006 D007 2006
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Cash Provided by (used in)
Operations
Net income (loss) $ 321 $ (850) $ (352) $ 2,260
ltems not affecting cash:
Amortization 747 669 2,091 1,732
Loss on disposal of assets - - 1 -
Stock-based compensation 286 1,333 1,427 2,420
Future income taxes 398 21 813 (1,154)
Changes in non-cash operating working capital (1,398) 654 3,883 963
354 1,827 7,863 6,221
Financing
Proceeds from shares issued - 3 97 258
Repurchase of shares (563) - (2,223) -
Repayment of long-term debt (1) (2) (2) (2)
(564) 1 (2,128) 256
Investing
Acquisitions of capital assets (1,054) (727) (3,014) (2,257)
Acquisition of PetroNet Systems Inc., net of cash acquired - - - 106
Changes in non-cash working capital - - - (550)
Earnout PetroNet Systems Inc. (314) - (579) -
Proceeds on disposal of capital assets - 17 4 17
(1,368) (710) (3,589) (2,684)
Increase (decrease) in cash and cash equivalents (1,578) 1,118 2,146 3,793
Cash and cash equivalents, beginning of period 13,477 9,043 9,753 6,368
Cash and cash equivalents, end of period $ 11,899 $ 10,161 $ 11,899 $ 10,161
Components of cash and cash equivalents
Cash 509 1,871 509 1,871
Cash equivalents 11,390 8,290 11,390 8,290
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the nine months ended September 30, 2007 and 2006

1. Nature of operations:

Zedi Inc. (the "Company") is engaged in the development, production and sale of high technology
products primarily for the energy sector. Activities are directed from the Company's head office in
Calgary, Canada with additional sales and service offices in Edmonton and Grande Prairie,
Canada.

Zedi Inc. is a leading provider of innovative optimization technologies for the management of
production operations in the energy sector. The Company’s solutions focus on well site
infrastructure (flow measurement, metering shacks, optimization, well bore manipulation, plunger
lift control, booster compression) and the business information needs that link the field with head
office and throughout the enterprise.

2. Changes in accounting policies

(a) Financial Instruments and Hedging Activities

On January 1, 2007, the Company adopted the following new accounting standards issued by the
Canadian Institute of Chartered Accountants; Comprehensive Income, Financial Instruments —
Recognition and Measurement, and Hedges. The standards require the classification of all
financial instruments by category; loans and receivables, held-to maturity investments, available
for sale financial assets, held for trading, or other liabilities. The standards prescribe the
measurement bases; either amortized cost or fair value, of the specified classes of financial
instruments subsequent to their initial recognition; the timing and recognition of realized and
unrealized gains and losses on financial instruments; and disclosures, including a new category
of shareholders’ equity — accumulated other comprehensive income. These accounting policies
were adopted on a prospective basis with no restatement of prior period financial statements.

For the nine months ended September 30, 2007 the Company did not recognize any items of
other comprehensive income (loss) or accumulated other comprehensive income.

(b) Accounting Changes

On January 1, 2007, the Company adopted the revised recommendations of CICA section 1506,
“Accounting Changes.”

The new recommendations permit voluntary changes in accounting policy only if they result in
financial statements which provide more reliable and relevant information. Accounting policy
changes are applied retrospectively unless it is impractical to determine the period or cumulative
impact of the change. Corrections of prior period errors are applied retrospectively and changes
in accounting estimates are applied prospectively by including these changes in earnings. The
guidance was effective for all changes in accounting polices, changes in accounting estimates
and corrections of prior period errors initiated in periods beginning on or after January 1, 2007.
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3. Significant accounting policies:
(a) Basis of presentation

The consolidated financial statements have been prepared by management and include the
accounts of the Company and the Company's wholly owned subsidiaries, Zedi® (Canada)
Inc., zed.i solutions® (USA) inc., and Quail Hill Mining Corporation.  All significant inter-
company accounts and transactions have been eliminated. Quail Hill Mining Corporation is
dormant and has no operations. These consolidated financial statements do not include all of
the disclosures applicable to annual financial statements; therefore, they should be read in
conjunction with the December 31, 2006 audited consolidated financial statements.

The interim financial statements have been prepared using the same accounting policies and
methods of application as the most recent annual financial statements, except for the
adoption of new accounting requirements; Comprehensive Income, Financial Instruments —
Recognition and Measurement, and Hedges.

(b) Use of estimates

The preparation of financial statements in conformity with Canadian Generally Accepted
Accounting Principles (“GAAP”) requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities
at the date of the financial statements and the reported amounts of revenues and expenses
during the period. Actual results could differ from those reported. Scientific research tax
credits recoverable, amortization rates and the recoverable amounts for receivables,
inventories, capital assets, intangible assets, deferred development costs, future income
taxes, stock-based compensation, acquisition earnout provision and goodwill are the more
significant items subject to estimates in these consolidated financial statements.

(c) Revenue recognition

Revenues from the Company’s well-test product-line are recorded when the goods are
shipped and services are rendered. Revenue from the sale of the Company’s Smart-Alek®
product-line is recorded for the unit when it is shipped and installation fees are recognized
when the installation of the Smart-Alek unit is completed.

Revenue from monthly network service fees is recorded in the month in which the services
are provided.

(d) Foreign exchange risk

The cost of certain components in sales, cost of sales and the associated accounts payable
and accounts receivable that are received in a foreign currency are translated into Canadian
dollars at the time of the transactions.
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3. Significant accounting policies, continued:
(e) Seasonality

The Company sells its products to the Oil and Gas Industry, primarily in Canada, which is
subject to seasonal variations in activity. Traditionally, Canadian drilling activities increase
during winter months and tend to slow during the spring, which may result in fluctuations in
revenue throughout the year.

(f) Future income tax assets and income taxes

The Company follows the asset and liability method for accounting for income taxes. Under
this method, future income taxes are recognized for the future income tax consequences
attributable to differences between the financial statement carrying values of existing assets
and liabilities and their respective income tax bases (temporary differences). Changes in the
net future tax asset or liability are included in the statement of operations.

Future tax assets and liabilities are measured using enacted or substantively enacted tax
rates expected to apply to taxable income in the years in which temporary differences are
expected to be recovered or settled. The effect on future income tax assets and liabilities of
a change in tax rates is included in income in the period of the substantive enactment date.
Future income tax assets are evaluated and if realization is not considered more likely than
not, a valuation allowance is provided for all or a portion of the future income tax assets.

The investment tax credits receivable are recoverable from the Government of Canada under
the Scientific Research and Experimental Development Incentive Program as a reduction in
income taxes otherwise payable. The amounts claimed under the program represent
management’s best estimate based on research and development costs incurred.
Realization is subject to government approval. Any adjustment to the amounts claimed will
be recognized in the year in which the adjustment occurs.

(g) Guarantees

Management of the Company believes there are no material guarantees that require
disclosure.

(h) Research and development costs

The Company is engaged in research and development. Research costs are expensed as
incurred. Development costs are expensed in the period incurred, unless they meet the
criteria for deferral established by GAAP. Further, in accordance with GAAP, development
costs are deferred only to the extent that their recovery can reasonably be regarded as
assured. Management reviews the applicable criteria on a regular basis and if the criteria are
no longer met, any remaining unamortized balance is written off as a charge to income.
Research and development costs are reduced by any scientific research tax credits.
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(i)

()

Significant accounting policies, continued:

Stock-based compensation

The Company has the following stock-based compensation plans:

1. Stock option plan: The Company accounts for stock options using the fair-value based
method. Under the fair-value based method, compensation expense for stock options is
measured at fair value at the date of grant and is amortized over the stock option vesting
period

2. Restricted share unit plan: The Company has a restricted share unit plan (“RSU”) which
allows for settlements in cash or shares at the holder’s option, and is accounted for using the
market value of the underlying stock at the grant date. The Company’s compensation
expense is recognized on a straight-line basis over the vesting period. Adjustments to
compensation expense for employment vesting requirements are account for in the period
when they occur.

3. Deferred share unit plan: The Company has a deferred share unit plan (“DSU”) for non-
employee directors which allows for settlements in cash or shares at the holder’s option, and
is accounted for as a liability award. The value of the liability is re-measured each period
based on the current market value of the underlying stock at period end and any changes in
the liability are recorded as compensation expense each period.

The Company’s obligations are measured at each reporting period on a mark to market basis
with any required adjustments reflected in sales, general and administrative expense.

Deferred development costs

Deferred development costs incurred on new product development projects, which, in the
Company’s view, have clearly defined market prospects, are deferred and amortized on a
straight-line basis over 5 years, commencing in the year in which the new products begin
generating revenue. Prior to 2007, deferred development costs were capitalized and
expensed over 3 years, management revised its assessment based on new information with
respect to its operation, the new development costs will be expensed over 5 years. The
timeframe over which the deferred expense is amortized is determined based on an historical
life cycle of the company’s primary product. The ability to recover the carrying value of
deferred development costs is based on estimated future cash flow models, which by their
nature, are subject to measurement uncertainty and the effect on the financial statements of
changes in such estimates in future periods could be significant. The net carrying amount of
these costs are reviewed at least annually or when circumstances change to determine
whether there has been impairment in value.
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(k) Purchased intangible assets

Purchased intangible assets are recorded at cost and amortized on a straight-line basis over
their expected useful lives. The net carrying amount of purchased intangible assets is
reviewed at least annually or when circumstances change to determine whether there has
been impairment in value. The review methodology is comprised of an assessment of the
continuing contribution of the applicable product contribution to operations and an
assessment of expected future cash flows. Intangibles acquired on the acquisition of
WebTech 2000 Inc., D.G. Wehrhahn Company Ltd.,, Menex Technologies Inc.,
Roughneck.ca® Inc., and PetroNet Systems Inc. are being amortized as follows:

Intangibles — Purchased software (5 years)
Intangibles — Employment Contracts (2 years)
Intangibles — Employment Contracts Menex and Roughneck (3 years)
Intangibles — Intellectual property Menex (12 years)
Intangibles — Customer relationships Roughneck (3 years)
Intangibles — Customer relationships PetroNet (1 year)
Intangibles — Developed software and Patent Roughneck (5 years)
Intangibles — Developed software PetroNet (3 years)
Patents and Trademarks (17 Years)
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4. Share capital
(a) Authorized and issued shares:

The Company is authorized to issue an unlimited number of common voting shares without
nominal or par value. The following is a summary of the Company’s issued and outstanding
common shares:

Nine Months Ended Year Ended
September 30, 2007 December 31, 2006
Number Amount Number Amount

Balance outstanding,

beginning of period 101,853,849 $55,260,565 97,862,341 $49,960,802
Shares issued:

Issued from treasury 1,000 1,060 - -

Issued from Treasury pursuant to

earnout provision of Roughneck

(note 4(c)) - - 1,467,361 2,201,042

Stock options exercised

(note 4(b)) 232,678 162,297 1,804,147 1,314,318

Issued pursuant to acquisition of

PetroNet, net of share issuance

costs (note 4(d)) - - 720,000 1,030,403

Issuance of RSU and DSU - - - 754,000

Repurchased shares

(note 4(e)) (2,826,600) (1,565,497) - -
Balance outstanding,

end of period 99,260,927 53,858,425 101,853,849 $55,260,565

(b) Stock options exercised:

During the nine months ended September 30, 2007, 232,678 stock options were exercised
for $162,297.

(c) The board of directors approved the calculation of the earnout as part of the purchase price in
the acquisition of Roughneck.ca Inc., the payment of the earnout was made on January 26,
2006. The total earnout approved for payment was $2,751,302, which was paid as provided
in the purchase and sale agreement as to 20% cash ($550,260) and 80% common shares in
zed.i solutions inc.
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4. Share capital, continued:
(d) Acquisition of PetroNet Systems Inc.

On April 1, 2006 the Company completed the acquisition of all the issued and outstanding
shares of PetroNet Systems Inc. (“PetroNet”). The acquisition of PetroNet was accounted for
using the purchase method and the results of operations of PetroNet are included in the
consolidated financial statements from April 1, 2006. PetroNet shareholders received 25% of
the consideration paid on closing in cash and 75% in common shares of zed.i. Based on the
achievement of revenue performance targets over the next two years, the former
shareholders of PetroNet have an opportunity to earn an additional amount up to a maximum
of approximately $1.3 million. The earnout is payable as to 25% in zed.i common shares and
75% in cash, with the portion paid in zed.i common shares valued at $1.25 per share. The
maximum payout is calculated on the basis of a multiple of approximately 3.1 times 2007
earnings from PetroNet Systems Inc. The issuance of 720,000 shares of zed.i solutions inc.
are accounted for at a weighted average market value of $1.44 per share for a total value of
$1,036,800. The fair value of the net assets acquired were:

Net assets acquired: $
Working capital (265,050)
Property, plant and equipment 8,488
Future income tax asset 82,670
Intangibles 740,691
Goodwill 547,948

1,114,747

Financed by: $
Cash 77,947
Shares issued 1,036,800
Total purchase consideration 1,114,747

The board of directors approved the calculation of the earnout as part of the purchase price in
the acquisition of PetroNet, the payments of the earnout were made on June 27, 2007 and
September 24, 2007. The total earnout approved for payment was $579,243, which was
paid as cash.

(e) Repurchase of shares

The Company commenced a normal course issuer bid on May 17, 2007, pursuant to which
up to 5,101,676 common shares in the capital of the Company (5% of the issued and
outstanding common shares at the time of commencement of the bid) can be repurchased by
the Company and cancelled over a maximum one year period. To date the Company has
acquired 2,826,600 common shares pursuant to the normal course issuer bid, which have
been cancelled. The Company reallocates the cost of repurchasing these shares to share
capital in the amount equal to its assigned value and any excess is recorded in contributed
surplus.
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4. Share capital, continued:
(f) Stock options outstanding:

On May 30, 2000, the Company established a stock option plan for directors, officers,
employees and consultants, which permits the granting of options to purchase up to a
maximum of 10% of the Company’s issued and outstanding common shares. The number of
options and exercise price thereof is set by the Board of Directors at the time of grant
provided that such exercise price shall not be less than that from time to time permitted under
the rules of any stock exchange or exchanges on which the Company’s shares may be listed.
The maximum number of options that may be granted to any one individual shall not exceed
5% of the Company’s issued and outstanding common shares. The options granted under
the plan may be exercisable for a period not exceeding five years and may vest at such
times, as the Board of Directors may determine at the time of grant.

During the nine months ended September 30, 2007, a total of 95,725 options were granted.

The number of shares reserved for stock options is 10% of the total issued shares.

A summary of the status of the plan, is presented below:

September 30, 2007 December 31, 2006
Weighted Weighted
Average Average
Exercise Exercise
Options Price Options Price
Outstanding, beginning of
period 10,222,763 $ 1.33 9,143,357 $ 1.41
Granted 95,725 0.62 4,306,496 1.02
Exercised (232,678) 0.41 (1,804,147) 0.44
Expired/Cancelled (924,893) 1.48 (1,422,943) 1.92
Outstanding, end of period 9,160,917 $ 1.35 10,222,763 $ 1.33
Options exercisable, end of 2,895,039 2,471,986

Eeﬁod

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise
Exercise Prices Outstanding Life Price Exercisable Price
$0.00-$0.20 - - $0.00 - $0.00
$0.21-$0.49 277,691 0.3 yrs $0.42 277,691 $0.42
$0.50-$1.00 3,240,556 3.2yrs $0.90 3,334 $0.62
$1.01-%$2.00 4,428,106 2.0yrs $1.46 1,592,968 $1.47
$2.01-$2.88 1,214,564 1.3 yrs $2.31 1,021,046 $2.31
$0.20 - $2.88 9,160,917 2.3 yrs $1.35 2,895,039 $1.66
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(f) Stock options outstanding, continued:

The fair-value of each option grant by the Company was estimated on the date of grant using
the Black-Scholes option-pricing model with weighted-average assumptions for grants
assuming no dividends are paid on common shares. The amounts computed according to
the Black-Scholes pricing model may not be indicative of the actual values realized upon the
exercise of these options by the holders.

2007 2006

Risk free interest rate 419%  4.08%
Expected life in years 3.0 3.0
Expected Volatility 50% 62%

Weighted average fair
value of options

granted $0.23 $0.63

(g) Deferred share unit plan for non-employee directors

The Company maintains a deferred share unit (DSU) plan to provide directors with the option
to elect to receive DSUs in lieu of cash payment for all or a portion of their director fees.
When such an election is made, the Company credits to the account of each director a
number of DSUs equal to the amount of fees divided by the fair market value of the common
shares. DSUs vest immediately and are equivalent in value to common shares. The directors’
accounts shall be credited with dividend equivalents in the form of additional DSUs if and
when the Company pays dividends on the common shares. Units are redeemabile, in cash or
Common shares only following termination of the director’s services and must be redeemed
by December 31 of the following year or in certain cases a shorter time period. During the
period, the Company did not issue any DSUs (2006 — 2,143) in director fee compensation.
The Company has an obligation under the DSU plan at September 30, 2007 of $3,953 (2006
- $6,986).

(h) Deferred share unit and Restricted share unit plan

On August 3, 2007 the Company adopted an employee deferred share unit and restricted
share unit plan (RSU). The restricted share plan provides that restricted share units may be
granted to employees, officers, directors and consultants of the Company. A restricted share
unit is exercisable into one common share entitling the holder to acquire the common share
for no additional consideration or to receive the equivalent amount in cash. Restricted share
units vest over a period of up to three years. During the period, the Company issued 34,400
(2006 — nil) restricted share units.

In September 2006 the Company issued an aggregate of 250,000 DSUs and 400,000 RSUs

in respect of signing bonus compensation. The Company has recorded under the DSU plan
nil (2006-$290,000) and recorded under the RSU plan nil (2006-$464,000).
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(i) Contributed Surplus

Balance at December 31, 2006 $ 4,063
Stock-based compensation expense 1,429
Restricted Share Unit Plan 2
Fair value of options exercised (67)
Repurchase of shares (658)
Balance at September 30, 2007 $ 4769
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5. Reconciliation of earnings per share amounts:

The following table sets forth the reconciliation of basic and diluted earnings per share for the
nine months ended September 30:

2007 2006

Net Income (loss) $ (352,000) $2,260,000
Weighted average number of common shares

outstanding — basic 101,324,898 99,979,354
Net Shares assumed issued - 1,334,777
Weighted average number of common shares

outstanding — diluted 101,324,898 101,314,131
Earnings per share:

Basic $0.00 $0.02

Diluted - $0.02

™ The net effect of shares assumed issued in the nine month period of 2007 were anti-
dilutive as a loss was reported for that period.

6. Income taxes:
Future Income Tax Assets

In assessing the realizability of future tax assets, management considers whether it is more
likely than not that some portion or all of the future tax assets will not be realized. The
ultimate realization of future tax assets is dependent upon the generation of future taxable
income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of temporary differences, projected future
taxable income, and tax planning strategies in making this assessment. The amount of the
future tax asset considered realizable could change materially in the near term based on
future taxable income during the carry forward period. During the nine months ended
September 30, 2007, the estimate of current tax expense is nil due to the availability of tax
losses carrying forward. As the Company has expenses that are non-deductible for tax
purposes, the provision for taxes is higher than the expense based on the expected tax rate
of 32%.

7. Comparative Figures

Certain comparative figures have been reclassified to conform to the presentation adopted in the
current year.
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8. Subsequent Events

The Company has signed a letter of intent for the acquisition of all issued and outstanding
shares of J & J Oilfield Ltd. (“J & J”) by the wholly owned subsidiary, Zedi Canada Inc. The
purchase price is comprised of an upfront payment and an earnout portion to a maximum payout
of $5 million. The amount of the upfront payment at closing will be $3 million, which will be paid in
cash. Based on the achievement of revenue performance targets over the next five years, the
shareholders of J & J have an opportunity to earn an additional amount up to a maximum of $2
million. The transaction is conditional upon the completion of due diligence and obtaining the
necessary board and regulatory approvals.

The Company also granted 1,380,917 options to employees, officers and directors of the
corporation. The exercise price of the options is $0.53, which is the closing price at the time the
options were granted by the Board of Directors on November 13, 2007. All of the options vest
equally in thirds over a three year period and expire in equal amounts on the second, third and
fourth anniversaries from the date of grant. The Company also granted 517,844 Restricted Stock
Units to employees, officers and directors of the corporation vesting two years from the date of
grant.
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