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WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.

(formerly New M edia Systems|inc.)
Consolidated Balance Sheets

AsAt AsAt
May 31, 2005 August 31, 2004
(Unaudited) (Restated - Note 4)
ASSETS
CURRENT
Cash $ 47,769 $ 45,973
Accounts receivable 129,227 568,334
Prepaid expenses 7,745 4,835
Inventory 26,331 259,555
211,072 878,697
CAPITAL ASSETS 688,155 622,209
INTANGIBLE ASSETS 66,207 39,929
MINERAL PROPERTY INTERESTS 32,687 -
DEPOSITS 5,790 11,007
$ 1,003,911 $ 1,551,842
LIABILITIES
CURRENT
Bank indebtedness $ 228,880 $ 182,591
Accounts payable and accrued liabilities 751,317 766,484
Unearned revenue 117,701 214,198
Notes payable (Note 6) 75,686 100,333
Current portion of obligation under capital leases 10,826 13,979
1,184,410 1,277,585
OBLIGATION UNDER CAPITAL LEASES 4,812 14,481
DUE TO SHAREHOLDERS (Note 7) 34,189 529,704
1,223,411 1,821,770
CAPITAL DEFICIENCY
Capital stock (Note 9) 6,354,595 5,220,000
Contributed Surplus (Notes 4 and 9) 167,816 89,878
Deficit (Note 4) (6,741,911) (5,579,806)
(219,500) (269,928)
$ 1,003,911 $ 1,551,842

APPROVED BY THE BOARD

"Brett C. Davidson" (signed) Director

"D. Brad Paterson” (signed) Director




WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.

(formerly New Media Sygersinc)

Consolidated Satements o Lassand Deiat (Unaudited)

ThreeMaonth Period Nine Month Period Ended
May 31, May 31, 2004 May 31, May 31, 204
2005 Restated Note4) 206 Restated Note4)
REVENUE
Hes $ 40556 $ 24317 $  LIN90 $ 3BLEG
Cther incoe 61 35,156 15948 78221
459616 279460 1,210897 400807
COST OF GOODSSOLD 399,931 189,207 8729418 237,606
GROSSPROFIT 69,65 0262 3RB7,99 1222
OPERATING EXPENES
Weges, erployeebendfits and contract erployess 215238 177,338 506,49 530,072
Office 68,150 60,907 200079 23181
Ressarch and devel opmert 26,798 4567 123198 123477
Conauitants 54510 24770 12158 83427
Travd and pramation 2402 49526 8,935 95,658
Depredaion and anortization 26,943 35,308 7585 1004%&
Vehide 233 25190 67,197 5490
Professiond fees 4365 29200 60,75 165,625
Listing and public conpeny fees 5144 14,882 57,735 97,49
Interest expanse 6419 13684 43707 B34
Repeirsand meirtenance 514 6778 998 23
MiscellaneLe (4457) 218 196 2:2%9
Bad Delx - 1,000 62 1,000
Reseerch and devel opert tax recovery (3450 - (11,657) -
461,94 4865%5 1445 154,337
LOSSFROM OPERATIONS (32,249 (396,33 (1,094,486) (1,372,115
WRI TEDOWN OF INVENTORY - (59,125) -
LOSSON DISPOSAL OF CAPITAL ASETS (6687 (830 (40
FOREIGN EXCHANGE LOSS (1269 131 (185) (2969
LOSSBEFORE |NCOME TAXES (400202) (3%%5) (1,162,108) (1,375,573
FUTURE |NCOME TAX RECOVERY 2243 6728
NET LOSS (400202) (392,79 (1,162,106) (1,368845)
DEFICIT, BEGINNING OF PERIOD (as previoudy reported) (6,341,709 (4933462 (5500612 (4633606)
Ad usiment for retroective adoption of gock besed compensdtion (Nate 4) - (22,376 (79,204 (53383
DEFICI T, BEGINNING OF PERIOD (asretated) (641,79 (495683 (55M,800) (4736989
Aoquistiondf FETECH Inc. (Nate5) - - - 757,286
DEFICIT, END OF PERIOD $ (6740911 $ (5348547 $  (6741911) $ (5:348547)
LOSSPER COMMON SHARE
Basic and Diluted $ 0® $ 00 $ (00 $ (007)




WAVEHRONT ENERGY AND ENVIRONMIENTAL SERVICESINC,

(forme'ly NevMediaS/gersinc)

Condidated Satarantsa Cash How (Unaudited)

ThreeMarth Periad NneMath Periad
May 31, May 31, 2004 May 3, May 31, 2004
NET INFLOW (OQUTALOW) OF CASHRALATED 003 (Restated Nate4) 003 (Resteted Noted)
TOTHEFOLLOMNGACTIVITIES
OPERATING
Nt loss $ A0 $ R $ (11210 $ (136384
ltarsnat dfetingceh
Dgreddionadanortizaion 26943 3B "85 1004%
Witedoand invertary - - 015 -
Lossondgos o cqoitd essts 6687 831 40
Sack besed companstion (Nae9) 3,88 - 77938 -
FUtLreinoometax recovay - 23 - 6728
(34 (B G088 (L2745
Cengsinnncashwaorkingcatd 26650 51,32 2521 108854
(682D (102.281) (B3 (216089
ANANCING
Proosadsfrom(repeyment ) berk inddtedness 64172 146608 26209 2543
RrooesdsfraomRivate Heoaret (e of Sereissianoe oy - ] 5300%6 B X1
Sweissaecdsrdaedto firadngs& saesfar dat - (BX) ) (B0
ook fromnatespayedle (5630 533 (=63 100333
Proosasfromaptiosexerdsad - - - -
Proosdsframwarartsexadssd - - - -
Repaynrent of adiggtion urdkr capitel lesses (24%) (669 (1282 (19319
(1401 105678 4655 1236801
INVESTING
Rurdnesedf cyiitd asts 4% (155075 (B (244289
Rurdhesed Mingrd Roparty Interests (2687 - (32687) -
Promsacsandigoosd of ciitd asses a0 - 6100 230
Inangeocsts (4%) 358 (1678 8314
(3L831) (152,4817) 163 (03X
NET CAH INFLOW (114151) 770910 1,7% TIM5
CAH, BEANNINGOF PERICD 161,90 17,7%6 45973 18220
CAH, ENDOFPERIOD $ 470 $ 78656 $ 470 $ 73865
SUPPLEMBENTAL DI SOLOSURE OF CAH HLOWINFORMATION
Amout o ineret pedduingthepaiad $ 843 $ 583 $ 3723 $ nmz

Duingthefird quarte, sherecqatd inthearourt o $656848wesissedinthesatleneant of $496515inanounts"duetosheréddas' ad

$100333in"nespaydde’ (Nae9).




WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.
(formerly New Media Systems Inc.)

Notes to the Consolidated Financial Statements (Unaudited)

Nine Month Period Ended May 31, 2005

1.

DESCRIPTION OF BUSINESS

Wavefront Energy and Environmental Services Inc. (the “Corporation™) is incorporated under the
Canada Business Corporations Act. The Corporation’s principal business activities are the
improvement of oil recovery, produced water disposal, and environmental groundwater remediation
using its patented DeepWave Stimulation Process (formerly trade named Pressure Pulse Technology).
During a previous fiscal year New Media Systems Inc. changed its name to Wavefront Energy and
Environmental Services Inc.

Effective September 30, 2003, the Corporation acquired PE-TECH Inc. (“PE-TECH” or the
“Acquisition”). The Acquisition constituted a reverse takeover under TSX Venture Exchange policies
(Note 5). As aresult of the reverse takeover, the PE-TECH group of companies adopted an August
31 year-end, consistent with the Corporation.

These consolidated financial statements include the accounts of the Corporation and its wholly owned
subsidiaries for the period ended May 31, 2005.

BASISOF PRESENTATION

These interim consolidated financial statements should be read in conjunction with the financial
statements of the Corporation for the year ended August 31, 2004. These interim consolidated
financial statements have been prepared in accordance with Canadian generally accepted accounting
principles, using the same accounting policies as set out in the financial statements of the Corporation
for the year ended August 31, 2004, except as reported in Notes 4 and 11. The interim consolidated
financial statements have not been audited or reviewed by the Corporation’s auditors.

CONTINUATION OF BUSINESS

These consolidated financial statements have been prepared on the basis of accounting principles
applicable to a going concern; that is, assets can be realized and liabilities discharged in the normal
course of business.

The Corporation has experienced considerable losses as a result of operations and is in a significant
working capital deficiency. The Corporation’s continued existence is dependent on its ability to
achieve operational profitability and to raise additional capital in order to finance future operations.

If the going concern assumption was not appropriate for these consolidated financial statements, then
adjustments would be necessary in the carrying values of assets and liabilities, the reported net loss,
and the consolidated balance sheet classifications used.

CHANGE IN ACCOUNTING POLICY

Prior to September 1, 2004, the Corporation applied the fair value based method of accounting
prescribed by Section 3870 of the Handbook of the Canadian Institute of Chartered Accountants (the
“CICA”), “Stock-Based Compensation and Other Stock-Based Payments”, and applied the settlement
method of accounting to employee stock options. Under the settlement method, any consideration
paid by employees on the exercise of stock options or purchase of stock is credited to share capital
and compensation expense was recognized.



WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.
(formerly New Media Systems Inc.)

Notes to the Consolidated Financial Statements (Unaudited)

Nine Month Period Ended May 31, 2005

4.

CHANGE IN ACCOUNTING POLICY (continued)

The revised Section 3870 requires that a fair value method of accounting be applied to all stock-based
compensation payments to both employees and non-employees. Under the fair value based method,
compensation cost is measured at fair value at the date of grant and is expensed over the award’s
vesting period. In accordance with the revised provisions of Section 3870, the Corporation has
retroactively applied the fair value method of accounting for employee stock-based compensation for
awards granted on or after September 1, 2002, and has restated prior periods. An amount of $79,204
has been recorded as an adjustment to the opening deficit as at September 1, 2004 and an equal
amount recorded as contributed surplus on the restatement.

ACQUISITION OF PE-TECH INC.

Effective September 30, 2003, the Corporation received TSX Venture Exchange acceptance of its
Acquisition of PE-TECH, a reverse take-over and acquisition by the Corporation of all the issued and
outstanding common shares of PE-TECH.

In consideration for the Acquisition of the PE-TECH issued and outstanding common shares, the
Corporation issued 14,140,432 Wavefront Energy and Environmental Service’s common shares to the
shareholders of PE-TECH, and in consideration for the PE-TECH issued and outstanding share
purchase warrants, the Corporation issued 2,081,983 Wavefront Energy and Environmental Service’s
share purchase warrants, each share purchase warrant exercisable at a price of $1 per share, on or
before December 31, 2003. All 2,081,983 share purchase warrants expired and none were exercised.

In this transaction, the Corporation, a non-operating publicly listed enterprise, was acquired for
accounting purposes. The Corporation did not meet the definition of a business under generally
accepted accounting principles, as such, the reverse takeover transaction did not constitute a business
combination and is instead considered to be a capital transaction. Canadian generally accepted
accounting principles requires that any net liability of the public enterprise (Wavefront Energy and
Environmental Services) be treated as a charge to the retained earnings or deficit of the consolidated
enterprise.

As at September 30, 2003, the financial position of the Corporation resulted in a charge to the deficit
of the consolidated enterprise of $757,286, as follows:

As At
September 30, 2003

Current assets (no cash) $ 1,059,153
Total Assets 1,059,153
Current liabilities 241,643
Due to a shareholder 60,224
Total liahilities 301,867
Shar eholder s equity 757,286
$ 1,059,153

NOTESPAYABLE

Notes payable represents advances of funds from directors and a related party of a director of the
Corporation. The advances are unsecured, bear 14% interest and are repayable upon 30 days notice.
Interest expensed as at May 31, 2005 is $494 (2004 — $897), of which $64 has been paid and $431 is
included in Accounts Payable and Accrued Liabilities (2004 - $897).

5



WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.
(formerly New Media Systems Inc.)

Notes to the Consolidated Financial Statements (Unaudited)

Nine Month Period Ended May 31, 2005

7.

DUE TO SHAREHOLDERS

In connection with the Acquisition, certain directors and shareholders of the Corporation and a
company controlled by a director of the Corporation entered into a Debt Repayment Agreement.
Under the terms of the Debt Repayment Agreement, the creditors agreed to postpone their ability to
demand repayment of the notes, totaling $34,189 (2004 - $482,486) and certain accounts payable,
totaling nil (2004 - $47,218) until September 30, 2004, after which principal repayment is restricted to
twenty percent (20%) of consolidated cash flows from operations. (See Note 9, for a shares-for-debt
transaction.)

Interest expense recorded in the period totaled $727 (2004 - $26,550). Accrued interest payable at
May 31, 2005 is $47,820 (2004 - $52,416) and isincluded in accounts payable and accrued liabilities.

RELATED PARTY TRANSACTIONS

During the nine month period ended May 31, 2005, the Corporation incurred charges for wages,
employee benefits, contract employees, and consultants totaling $218,778 (2004 - $211,896) that were
paid to directors, significant shareholders, or a corporation controlled by a shareholder of the
Corporation. As at May 31, 2005, $7,855 (2004 - $6,051) was included in accounts payable and
accrued liabilities. These transactions are in the normal course of business and took place at normal
commercia rates and terms.

SHARE CAPITAL

Capital stock

The Corporation’s authorized and issued share capital is asfollows:

Authorized
unlimited common shares without par value

Number Stated Capital
I ssued

Balance, August 31, 2004 23562421 $ 5,175,287
Sharesfor Debt (a) 2,090,694 595,527
Private Placement (d) 2,345,225 516,934
Baance, May 31, 2005 27,998,340 6,287,748

Warrants
Balance, August 31, 2004 2,528,089 44,713
Private Placement warrants (d) 2,345,225 22,134
Baance, May 31, 2005 4,873,314 66,847
$ 6,354,595




WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.

(formerly New Media Systems Inc.)
Notes to the Consolidated Financial Statements (Unaudited)
Nine Month Period Ended May 31, 2005

Warrants

The Corporation’s issued share purchase warrants is as follows:

Weighted
Number of Average
Shares Exercise Price Expiry Date
Balance, August 31, 2004 2,528,089 $0.54 May '05 - May '06
Private Placement (d) 2,345,225 $0.40 February '06
Balance, May 31, 2005 4,873,314
Stock Options
The Corporation’s issued stock options is as follows:
Number of Weighted Average
Shares Exercise Price Expiry Date
Balance, August 31, 2004 1,547,955 $0.48 Sep'08- Apr'09
Granted (b) 470,000 $0.45 Oct '09
Cancelled (40,000) $0.55 Nov '08
Cancelled (75,000) $0.44 Apr'09
Cancelled (50,000) $0.50 Sep '08
Cancelled (35,000) Sep '08 - Nov '08
Balance, May 31, 2005 1,817,955 $ 0.47
Options Outstanding Options Exercisable
W eighted average W eighted average
Exercise Number remaining Number remaining
Price Outstanding contractual life Exercisable contractual life
$0.44 495,455 3.9 324,621 3.9
$0.45 470,000 4.4 156,667 4.4
$0.50 727,500 3.4 717,917 3.4
$0.55 125,000 3.5 125,000 3.5
1,817,955 3.8 1,324,205 3.8
@ During the first quarter the Corporation completed a shares for debt transaction. This

transaction settled $595,848 in gross amounts “Due to shareholders™ and “Notes payable”
for 2,090,694 shares at a price of $0.285 per share. Of the tota liabilities settled,

$458,430 represents amounts owing to related parties.

(b) During the first quarter 470,000 options were issued to insiders of the Corporation. All
Stock Options issued under the plan vest, at a minimum, equally over an eighteen (18)

month period.



WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.
(formerly New Media Systems Inc.)

Notes to the Consolidated Financial Statements (Unaudited)

Nine Month Period Ended May 31, 2005

9. SHARE CAPITAL (continued)

(© During the period ended May 31, 2005 the TSX Venture Exchange approved a reduction
in the exercise price of 1,238,171 warrants to $0.40 with no change to the exercise price
of the remaining 132,330 warrants. In addition, the TSX Venture Exchange approved an
extension of the expiry dates of all 1,370,501 warrants to August 31, 2005. The warrants
were originally issued in connection with a Short Form Offering Financing and concurrent
non-brokered private placement. Directors of the Corporation hold all of the warrants

with no changein price and 137,050 warrants that had a price reduction.

(d) On February 28, 2005, the Corporation closed a non-brokered private placement of
2,345,225 units (the “Private Placement Units”), each unit comprised of one common
share and one non-transferable share purchase warrant in the capital stock of the
Corporation at a price of $0.23 per unit to net the treasury an aggregate of $539,416.
Each share purchase warrant was exercisable at a price of $0.40 per share for the 12
months ending February 28, 2006. Directors of the Corporation subscribed 637,104 units

of this non-brokered private placement.

Escrow Shares

In connection with the Acquisition of PE-TECH, effective September 30, 2003, 499,380 escrow shares
(624,225 pre-consolidation escrow shares) were cancelled for nominal value and 8,351,486 escrow shares
were issued in connection with the PE-TECH acquisition. The balance of shares held in escrow as at

May 31, 2005 was 4,355,199 (2004 — 7,258,665).

Stock-based Compensation

The fair value for the compensation costs of stock options issued to both employees and non-
employees were calculated using the Black-Scholes option pricing model resulting in an additional
charge to wage and to consultant expense with a corresponding increase in contributed surplus.

During the quarter $31,808 in compensation expense was recorded relating to employee stock options
outstanding. The Corporation also retroactively recorded $79,204 for compensation expense relating

to employee stock options outstanding since September 1, 2002.

The fair value of each set of options granted by the Corporation was estimated using the Black —

Scholes option pricing model assuming the following:

Ranging from

Dividend Yield -

Risk-free Rate 3.52% 3.88%
Average Life 5 yrs
V olatility Rate 59.41% 68.85%
M arketability Discount 60%

W eighted Fair V alue of Options Granted $0.11 $0.07

The amounts computed according to the Black-Scholes pricing model may not be indicative of the

actual values realized upon the exercise of the options by the holders.



WAVEFRONT ENERGY AND ENVIRONMENTAL SERVICESINC.
(formerly New Media Systems Inc.)

Notes to the Consolidated Financial Statements (Unaudited)

Nine Month Period Ended May 31, 2005

10.

11.

LOSS PER SHARE

The Corporation uses the treasury stock method to calculate diluted earnings per share. Under the
treasury stock method, the numerator remains unchanged from the basic earnings per share
calculation, as the assumed exercise of the Corporation’s share purchase warrants and stock options
do not result in an adjustment to income. The denominator also remains unchanged as all dilutive
securities, the outstanding share purchase warrants and stock options, are out-of-the-money and anti-
dilutive. The weighted average number of common shares outstanding at the end of the quarter was
25,005,307 (2004 — 19,704,608).

SEGMENTED INFORMATION
The Corporation no longer manages its operations using operating segments.

In the period ended May 31, 2005, the Corporation recorded revenue from four customers. Salesfrom
the top three customers amounted to $828,210, $129,756 and $119,450, which represent 68.4%,
10.7% and 9.9% respectively of total revenue. In the comparative period for 2004, the Corporation
recorded revenue from top two customers in the amount of $45,691 and $30,516, which represents
35.1%, and 23.4% of total revenue respectively.

The Corporation has generated revenue from products sold and services provided within Canada of
$1,122,459. The remaining revenue of $66,493 was generated from the United States and $21,945
was generated from Venezuela.



