


Disclaimer

Certain statements contained in this report constitute forward-looking statements. These
statements relate to future events or the Company’s future performance. All statements
other than statements of historical fact may be forward-looking statements. These
statements involve known and unknown risks, uncertainties and other factors that may
cause actual results or events to differ materially from those anticipated in such forward-
looking statements. The Company believes that the expectations reflected in those
forward-looking statements are reasonable but no assurance can be given that these
expectations will prove to be correct and such forward-looking statements included in
this report should not be unduly relied upon.

Corporate Profile

Zedi is an oil and gas service company specializing in production operations
management. By delivering systems and services that help oil and gas producers to
better manage people, assets and information, we help our customers increase earnings
from production, decrease operating costs, better utilize human, physical and fiscal
assets and mitigate compliance risk.
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President’s Message

August 13, 2008

2008 continues to be an exciting year for Zedi and Q2 was no exception. Throughout the
second quarter, Zedi was able to leverage our full suite of products, including our
newest offering Zedi Vital™, our advanced field data capture solution. With the
continued evolution of our products and services Zedi consistently delivers the right
solutions at the right time to help producers manage oil and gas production operations
from the field through to production accounting.

Historically the second quarter is Zedi’s slowest quarter. This year however, Q2 saw the
acquisition of Universal Measurement Solutions and the launch of Zedi Vital, both
contributing to our best Q2 results ever — with revenue of $10,033,000. We exceeded
the 2007 Q2 revenues revenue by over $5 million, an increase of approximately 106%.
The success of this quarter can be attributed to a mix of continued organic growth as
well as the recognition of revenue from our UMS and J&J acquisitions. In addition to
strong revenue results, we also continue to generate positive cash flow with cash on
hand at the end of the Q2 2008 of $11,313,000 and working capital of $16,365,000,
despite spending $3,258,000 to purchase shares under the Company’s normal course
issuer bid and the acquisition of Universal Measurement Solutions. Our second quarter
results are proof that our discipline and continued focus on our strategy and execution
delivers results.

For the remainder of 2008, Zedi expects to continue advancement on many fronts
including a continued focus on maintaining and building core markets, diversifying
market reach through an international strategy, and increasing our Tier 1 customer
base. It is this strategy and our exceptional people that will move Zedi towards
becoming a global leader in production operations management.

/:{-W 7%’

Matthew Heffernan
President & Chief Executive Officer
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Management’s Discussion and Analysis

The following Management’s Discussion and Analysis ("MD&A”) provides discussion and
analysis of the three months ended June 30, 2008 and 2007, and should be read in
conjunction with the unaudited consolidated financial statements as at and for the three
months ended June 30, 2008 and should also be read in conjunction with the audited
consolidated financial statements as at and for the year ended December 31, 2007.

The annual consolidated financial statements have been prepared in accordance with
Canadian generally accepted accounting principles ("GAAP”). The Company reports on
certain non-GAAP measures that are used by management to evaluate performance of
the business. Because non-GAAP measures do not have a standardized meaning,
securities regulators require that non-GAAP measures be clearly defined and qualified,
reconciled to their nearest GAAP measure and be given no more prominence than the
closest GAAP measure. For the reader’s reference, the definition, calculation and
reconciliation of non-GAAP measures is provided in section 12: Reconciliation of Non-
GAAP Measures.

Additional information is available on the Company’s website (www.zedi.ca) and all
previous public filings, including the annual information form (AIF), are available through
SEDAR (www.sedar.com).

Section Contents
1 Business Overview A description of the business of the Company.
A description of the corporate vision and strategy
and comment on recent activities furthering its
2 Corporate Vision and Strategy vision and strategy.
A description of the Company’s key performance
indicators and their relationship to corporate
3 Key Performance Indicators strategy.
A summary of the Q2 2008 consolidated results
Overall Performance and key events during the quarter.
A summary of selected annual and quarterly
Selected Annual & Quarterly financial information and comments on trends of
Information the information.
6 Results of Operations A detailed discussion of operating results.
A discussion of significant changes in the balance
Financial Condition sheet from the end of the last reported period.
A discussion of cash flow, liquidity, credit facilities
Liquidity and Capital Resources and other disclosures.
A description of accounting estimates, which are
. } ) critical to determining financial results.
9 Critical Accounting Estimates
A discussion of the outlook for the Company’s
10 Outlook performance over the next year.
. . . A discussion of risks and uncertainties that ma
11 Business Risks and Uncertainty affect the business of the Company. Y
A description, calculation and reconciliation of
12 Reconciliation of Non-GAAP Measures | certain non-GAAP measures used by
management.
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1 Business Overview

Zedi Inc. (the “Company” or “Zedi”) specializes in production operations management,
delivering systems and services that help oil and gas producers to better manage
people, assets and information. Zedi helps customers increase earnings and decrease
operating costs, through improved utilization of human, physical and fiscal assets. In
addition, Zedi solutions and services help customers mitigate compliance risk.

Established in 1987, Zedi™ has over 300 upstream, midstream and oilfield services
customers who are primarily located in Western Canada. Zedi monitors over 10,000
sites and manages approximately 200,000 assets with its solutions that are delivered
through four lines of business:

e Zedi Surveillance™ - the business of monitoring, collecting, and digitizing high
quality data at the source.

e Zedi Optimization™ - the business of analyzing the data collected and taking
action to impact operations in order to improve hydrocarbon production.

e Zedi Production Applications™ - the business of web-based, on demand,
applications purpose built for the oil and gas industry that manage production,
data, assets and revenue.

e Zedi Field Operations™ - the business of providing trained field personnel to
operate and manage oil and gas field operations.
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Discussion of Performance Results Excluding the Stock-based Compensation Expense

Significant historical share price volatility has impacted the valuation of stock options for
the purpose of recording of a stock-based compensation expense. A humber of options
that have already been expensed have in fact expired without being exercised and a
large number of options that were expensed in 2008 remain significantly out of the
money. The expensed options do not impact cash flow or the operations of the
Company. From the table above the reader can assess the specific options that the
expense relates to, with approximately 84% of the expense being for options that are
significantly out of the money and some of which having already expired. Therefore, the
Company will at times discuss the performance of the Company with this expense
excluded (a reconciliation to the nearest GAAP measure is provided in section 13).

The cost of Stock-based compensation is primarily associated with its dilutive effect on
share value and therefore the Company believes that “earnings per share fully diluted” is
a reliable method of measuring value with the impact of stock-based compensation
taken into account. Where the Company discusses a result with stock-based
compensation not included it also discusses the result including stock-based
compensation so that the reader can accurately assess the performance of the
Company.

4.4 Consolidated Highlights

($ in thousands except per-share amounts) Three Months ended June 30
2008 | 2007 | Change %o

9 Change
Revenue 10,033 4,870 5,163 106%
Gross Profit 4,956 2,400 2,556 106%
EBITDAM 1,201 (583) 1,784 N/A
Net Income (loss) before income taxes 424 (1,145) 1,569 N/A
Net income (loss) 141 (989) 1,130 N/A
Net income (loss) per share, basic 0.00 (0.01) 0.01 N/A
Net Income (loss) per share, diluted 0.00 (0.01) 0.01 N/A
Cash from operations 4,254 4,703 (449) (10%)
Free cash flow® 383 (932) 1,315 N/A
(1) Earnings before interest, taxes, depreciation and amortization is a non-GAAP measure. See Section 12.1 Earnings before interest, taxes,
depreciation and amortization (EBITDA)
(2) Free cash flow is a non-GAAP measure. See Section 12.2 Free cash flow.
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The following table reviews some results excluding stock-based compensation (please
see section 4.3 above for a full explanation of the stock-based compensation expense).

($ in thousands except per-share amounts) Three Months ended June 30

2008 | 2007 | Change | % Change |

EBITDAM 1,659 (83) 1,742 N/A
Net Income (loss) before income taxes(*) 882  (645) 1,527 N/A
E:'Sckl:?gome (loss) per share before taxes, 0.01 (0.01) 0.02 N/A
yii‘jtlendc(%me (loss) per share before taxes, 0.01 (0.01) 0.02 N/A

(1) This is a non-GAAP measure. See Section 12 for reconciliation to the nearest GAAP measure.

For specific comments on trends and financial performance please see sections 5.3 and
6 below.
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5 Selected Annual and Quarterly Information

5.1 Quarterly Results Summary
The following table sets forth certain financial information on a consolidated basis for the
last eight financial quarters:

2008 2007 2006

(expressed in $000's except | Second First Fourth Third Second First Fourth Third
per share and % amounts) Quarter Quarter Quarter Quarter Quarter Quarter | Quarter | Quarter
Total Revenues 10,033 11,377 8,619 7,197 4,870 8,435 10,760 6,793
Recurring Revenue® 4,935 4,633 2,795 2,531 2,381 2,123 2,220 1,764

H (1) o,
Recurring Revenue ™ as a % 150% 140% 107% 111% 96% 94% |  90%® 93%
of Operation Expenses
Recurring Revenue® as a %
of Total Cash 106% 106% 76% 76% 69% 66% 65%" 68%
Expenditures®®
Percent Gross Margin 49% 51% 57% 54% 49% 52% 49% 44%
Income (Loss) 141 877 1,798 321 (989) 316 1,759 (850)
Income (Loss) (per share)
- basic and diluted 0.00 0.01 0.02 0.00 (0.01) 0.00 0.02 (0.01)
Income (loss) before taxes
excluding the stock-based 882 1,819 1,702 1,005 (645) 1,528 3,827 504
compensation expense®
Income (loss) per share
before taxes excluding
stock-based compensation 0.01 0.02 0.02 0.01 (0.01) 0.01 0.04 0.01
expense - basic and
diluted™
Note:

M Recurring Revenue includes all fees that are billed to customers on a recurring basis.
@ Operational Expenses includes all expenses except for Stock based compensation.
® Total Cash Expenditures includes all Operational Expenses plus the amount of R&D deferred in the period and all amounts for

the acquisition of capital assets
) This is a non-GAAP measure. See Section 12 for reconciliation to the nearest GAAP measure.
®) The$1,656,000 reduction in R&D expense in Q4 2006 as described in section 6.5 of the 2006 annual MD&A is not included in

Operational Expenses for this percentage calculation.
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5.2 Comments on Corporate Performance Trends

Consistent with past experience, revenue for Q2 was lower than Q1 revenue which
reflects the cyclical nature of the business. Revenue in Q2, 2008 was higher than in Q2,
2007 in keeping with the year over year positive revenue growth trend the Company
had established over the past seven years. The Company anticipates activity in the
industry to continue to improve throughout the balance of 2008; with the result that
there could continue to be some volatility in revenues until the market fully strengthens.
Part of the revenue growth can be attributed to the acquisition of J&J Qilfield at the start
of the year and UMS in Q2, who contributed revenue of $2,310,000 and $278,000
respectively in Q2. The revenue of $7,445,000 from historical Zedi operations reflects
strong positive growth over Q2 2007.

The Company continues to grow its recurring revenue providing a solid foundation to
weather poor market conditions. As a result of the acquisition of J&J Oilfield and UMS
the recurring revenue percentages of operation expenses and total cash expenditures
are significantly higher in 2008 and are expected to continue at the Company’s historical
growth trend.

Recurring revenue increased from $2,381,000 in Q2 2007 to $4,935,000 for Q2 of 2008,
of which $1,600,000 was contributed by the J&J operations and $143,000 from UMS
operations. The amount of recurring revenue in 2007 was $9,830,000 compared to
$7,060,000 in 2006 and $4,434,000 for 2005. For 2007 the percent of recurring revenue
to operating expenses was 102%, growing from 77% in 2006, 66% in 2005, 51% in
2004 and 27% in 2003. This trend is expected to continue. The Company expects there
may be some fluctuation in this percentage quarter to quarter but tracks the year over
year trend to be sure the Company is continuing to take advantage of the scalability of
its business model.

The Company also tracks recurring revenue as a percentage of total cash requirements,
which is calculated by combining the investment in R&D and capital assets with the
operating expenses. The trend tracks relatively close to the prior measure, looking solely
at operation expenses. For 2007 the percent of recurring revenue to total cash
expenditures was 72%, growing from 57% in 2006, 49% in 2005, 46% in 2004 and
25% in 2003.

Percent gross margin grew throughout 2006 and 2007. With the acquisition of J&J
Oilfield, which has lower margins on its service model, the overall margins are down.
The Company expects there to be some volatility in the percentage gross margin on a
quarterly basis as a result of fluctuations in revenue mix. There is a significant margin
difference between hardware, software and recurring fees and therefore, if the revenue
mix changes between periods the total gross margin percentage can vary. The Company
expects that margins will continue to be lower in 2008 compared to 2007 due to the
influence of the J&J Qilfield margins.

The net income trend follows the revenue trend fairly closely.
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6 Results of Operations - Second Quarter 2008

6.1 Revenue

The Company generated revenues of $10,033,000 for the three months ended June 30,
2008 compared to $4,870,000 for the three months ended June 30, 2007. This
represents an increase of 106% for the second quarter. The increase in revenue is
mostly attributable to an increase in sales of Zedi’s traditional product line and the
acquisition of J&J Qilfield. The revenue from historical Zedi operations was $7,445,000 in
Q2, which represents an increase of approximately 53% over Q2 2007.

6.2 Cost of Sales

The cost of sales for the three months ended June 30, 2008 was $5,077,000 resulting in
a 49% margin compared to a 49% margin on cost of sales of $2,470,000 for the same
period in 2007.

6.3 Operating Expenses

Operating expenses include compensation and benefits of the information technology,
customer support, purchasing, shipping, quality assurance and operations departments,
facility cost for Edmonton, Alberta and all related expenditures for these departments,
excluding those costs charged to cost of sales. Operating expenses for the second
quarter ended June 30, 2008 were $650,000, which is higher than the same period for
2007 by $265,000 or 69%. The increase is primarily attributed to the acquisition of J&J
Oilfield and UMS. Operating expense, as a percentage of revenue was 6.5% for the
second quarter ended June 30, 2008, as compared to 7.9% for the same quarter in
2007.

6.4 Sales, General and Administrative Expenses

Sales, general and administrative (SG&A) expenses include compensation and benefits
of sales, marketing, executives, financial, legal, human resources and administrative
staff, lease obligations, advertising, trade shows, travel, marketing materials and
general supplies.

The SG&A expense was $2,284,000 for the second quarter ended June 30, 2008. This
expense was $450,000 more than during the quarter ended June 30, 2007. The increase
in the SG&A expense for the year is primarily due to the addition of SG&A from the J&J
Oilfield and UMS operations, additional sales and marketing staff and increased costs for
expanded international marketing efforts. SG&A expense as a percentage of revenue
was 22.7% for the quarter ended June 30, 2008 as compared to 37.7% for the same
quarter in 2007.
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6.5 Research & Development

The Company is engaged in research and development work. 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.

The Company defers a portion of development costs, to be amortized over a five-year
period. The five-year period is consistent with the historical lifecycle of prior product
versions and appropriately matches the product revenue stream with its development
costs.

Research and Development (R&D) expenses include compensation and benefits of all the
development teams working on the continuing development of products as well as
testing activities. These expenses also include the cost to retain independent
contractors and consultants, software licensing expenses, and all related administrative
expenses and supplies.

The total R&D cost was $1,494,000 in the second quarter 2008 up from $1,038,000 in
the second quarter of the prior year. The Company capitalized $1,131,000 of
development costs in the second quarter and expensed $363,000 of the costs. The
overall increase in R&D activity primarily reflects the additional development activity
related to the integration of new technology from the acquisitions of Roughneck and
PetroNet and the development of new products to continue to fill out a full operations
management optimization solution suite.

6.6 Stock-based Compensation

Effective January 1, 2004, Canadian accounting standards require recognition of
compensation costs arising out of stock-based compensation plans under the fair value
based method. Under the fair value based method, compensation cost is measured at
fair value at the date of the grant and expensed over the stock option’s vesting period.

The Company’s non-cash stock-based compensation expense was $458,000 for the
quarter ended June 30, 2008, compared with $500,000 for the quarter ended June 30,
2007 (please refer to section 4.3 for a full discussion of the stock-based compensation
expense).

6.7 Net Income

The net income for the second quarter, 2008 was $141,000 compared to ($989,000) for
the same period in 2007 for an overall increase of $1,130,000. A future income tax
recovery amount of $283,000 was recognized in the quarter. With stock-based
compensation factored out, net income before taxes was $882,000 in the second quarter
compared to ($489,000) in Q2 of 2007.
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6.8 Amortization of Capital and Intangible Assets

In the second quarter the amortization of capital and intangible assets was $858,000, of
which $180,000 related to intangible assets acquired in the purchase of Menex,
Roughneck, PetroNet, J&J OQilfield, and UMS which are non-recurring capital
expenditures. Amortization of deferred development costs accounted for $497,000 and
patents accounted for $3,000. The balance of $178,000 is for the amortization of other
capital assets that are required for the day-to-day operations of the Company.

6.9 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 future tax liabilities,
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
three months ended June 30, 2008, 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 29.5% (2007 - 32%).

6.10 Acquisition of Universal Measurement Solutions Ltd.

The Company completed the acquisition of all issued and outstanding shares of Universal
Measurement Solutions Ltd. (UMS) effective May 1, 2008, paid for in cash. UMS is a
private corporation based in Calgary, Alberta providing measurement and control
services to the oil and gas industry. The total purchase price of $1,519,226, is
comprised of an upfront payment, a working capital adjustment, closing costs and
employee closing obligations.
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7Z_Quarterly Change in Financial Condition

The following are the significant changes in the consolidated balance sheets between
June 30, 2008 and March 31, 2008.

June 30, March 31, Change Explanation
($ thousands) 2008 2008
Current Assets
Cash and cash equivalents 11,313 13,239 (1,926) The reduction in cash is primarily

related to the purchase of shares
under the Normal Course issuer
Bid and the acquisition of UMS.

Accounts receivable 8,414 11,017 (2,603) The decrease in receivables is
mainly due to the payment of a
higher portion of contracts
renewed and invoiced in Q1.

Inventories 6,012 5,674 338 The increase in inventory levels is
primarily due to preparations for
increased manufacturing for the

fall.
Current Liabilities
Accounts payable 2,264 1,786 478 In line with expectations
Accrued liabilities 2,311 3,630 (1,319) The decrease is mainly due to the

payment of the accrual of the
working capital adjustment
payable for the J&J acquisition.

Deferred revenue 4,939 5,819 (880) Invoicing of contracts are yearly,
but revenue is deferred and
recognized monthly. This amount
fluctuates depending upon the
timing of contract renewals.

Working Capital® 16,365 20,759 (4,394) The decrease is primarily due to
the purchase of shares under the
Normal Course issuer Bid and the
acquisition of UMS.

Capital Assets 1,897 1,552 345 Increase is in line with
expectations and additions from
the UMS acquisition.

Other Assets

Intangibles 3,751 3,534 217 Increase is due to the acquisition
of UMS.

Goodwill 14,493 13,951 542 Increase is due to the acquisition
of UMS.

1Current Assets minus current liabilities is an indicator of the ability to finance current operations and meet
obligations as they fall due.
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8 Liquidity and Capital Resources

The Company’s cash balance at June 30, 2008 was $11,313,000, a decrease of
$2,164,000 from the June 30, 2007 balance. None of the Company’s cash or cash
equivalents is invested in asset-backed commercial paper. The Company’s cash flows
from operating, financing and investing activities, as reflected in the Consolidated
Statements of Cash Flow, are summarized below:

Three months ended
June 30

($ thousands) 2008 2007
Opening cash 13,239 11,656
Cash provided by operations 4,254 4,703
Cash (used) in financing (1,850) (1,637)
Cash (used) in investing (4,330) (1,245)
Closing cash 11,313 13,477

The decrease in cash from operations reflects the growth in receivables. The cash used
in financing is related to the repurchase of shares pursuant to the Normal Course Issuer
Bid. The cash used in investing is related to normal course capital purchases throughout
the year, which are more fully described in a later section and the acquisition of UMS.

The following table presents summarized working capital information.

Three months ended
June 30,
($ thousands) 2008 2007
Current assets 25,879 25,983
Current liabilities 9,514 5,576
Working capital 16,365 20,407
Current ratio 2.72 4.66

The Company has historically experienced two normal trends that impact liquidity
throughout the year. Inventory build up and annual fee billing. The Company’s inventory
typically peaks through the winter months reflecting the buildup for the peak activity
period. The Company bills network fees on an annual basis and in the past, renewals
were all timed on a calendar year. This resulted in a growth in cash in the second
quarter as these billings were received. This as well resulted in an increase in the
deferred revenue as the revenue is recognized on a monthly basis for network fees, and
the unrecognized revenue appears in the deferred revenue until it is earned. In 2005 the
Company changed its contract renewal policy and began to renew contracts on their
anniversaries. This will minimize the peaks and gradually level the receipts and deferred
revenue throughout the year.
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Capital expenditures were $1,357,000 during the second quarter 2008, funded from
cash flow from operations. Capital expenditures were:

Computer Hardware
Computer Software
Vehicles 5,000
Furniture & Equipment 30,000

$ 40,000

$

$

$
Manufacturing Tools & Equipment $ 3,000

$

$

$

83,000

Leasehold Improvements 58,000
Patents and Trademarks 7,000
Deferred Development Costs 1,131,000

Credit Facilities

The Company has credit facilities of $1,000,000 to cover increased cash needs during
peak demand periods. The interest rate is at Royal Bank Prime plus .65%. Security
consists of a general security agreement creating a security interest in all of the
Company’s personal property. The credit facility contains customary covenants covering
working capital. Zedi is currently not using any of the credit facility available.

Financial Instruments
The Company does not currently have any outstanding financial instrument contracts.

Cash Requirements

The following aggregated information about our contractual obligations and other
commitments is to provide insight into the Company’s short and long term liquidity and
capital resource requirements. The information does not include obligations that have
original maturities of less than one year or planned capital expenditures.

($ thousands) Total Within 1 2to 3 3to5
year years years
Long-term debt 59 1 2 3
Operating leases 2,655 745 1,438 472
Total 2,714 746 1,440 475

Long-term Debt

The long-term debt is a loan payable to Natural Resources Canada under an Industry
Energy Research and Development (IERD) program. The loan is repayable at the rate of
1.5% of gross revenues from the sale of product developed under the program.
Payments are due semi-annually, no more than 30 days after the end of June and
December. The loans bears no interest except for over due payments, which bear
interest at Bank of Canada prime plus 2%. The loan is unsecured.

Operating Leases

The Company has various operating leases for office premises in Edmonton and Calgary
and vehicles.
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Capital Expenditures

Capital expenditures are funded from cash flow from operations. The Company may
adjust opportunity capital spending throughout the year depending on results. The most
significant capital spending will be for development costs.

Based on current projections the Company has sufficient working capital required to
meet capital spending requirements and achieve projected increasing sales and
production levels.

QOutstanding Share Information
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:

Six Months Ended Year Ended
June 30, 2008 December 31, 2007
Number Amount Number Amount
Balance outstanding,
beginning of period 98,254,427 $53,309,883 101,853,849 55,260,565
Shares issued:
Issued from treasury - - 1,000 1,060
Issued from Treasury pursuant to
earnout provision of Petronet 259,996 137,798 - -
Stock options exercised 265,345 189,927 232,678 162,297
Repurchased shares (2,794,100) (1,535,285) (3,833,100) (2,114,039)
Balance outstanding,
end of period 95,985,668 $52,102,323 98,254,427 $53,309,883
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9 Critical Accounting Estimates

9.1 Critical Accounting Estimates

Zedi’'s significant accounting policies are described in Note 3 of its annual 2007
consolidated financial statements and the 2007 annual MD&A.
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10 Outlook

For the remainder of 2008, Zedi expects to continue advancement on many fronts
including:

e A continued focus on maintaining and building core markets; diversifying market
reach through an international strategy; and increasing its Tier 1 customer base.

e The introduction of an expanded suite of solutions that will enhance the
company'’s ability to increase market penetration, with a particular focus on the
acceleration of activity related to oil targeted solutions. The continued investment
in research and development and the integration of acquired products, services
and technology will contribute to the expanded solution set.

e Further our mergers & acquisitions, government relations and educational
activities and complete the integration of J&J and UMS.
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11 Business Risks and Uncertainty

The Company is exposed to a number of risks in the normal course of business that have
the potential to affect its performance. The Company seeks to avoid unnecessary risk
and initiates policies and processes to limit any significant risk as much as practical.

Fair values

The carrying values of cash and cash equivalents, accounts receivable, accounts
payable, IERD loan payable and accrued liabilities approximate their fair values due to
the relatively short periods to maturity of the instruments.

Risk Disclosure
The main risks the Company’s financial instruments are exposed to are foreign exchange
risk, credit risk, liquidity risk and interest rate risk.

(a) Credit risk

Credit risk arises from the potential that a counter party will fail to perform its
obligations. Financial instruments that potentially subject the Company to
concentrations of credit risk consist of cash and cash equivalents and accounts
receivable. None of the Company’s cash is invested in asset-backed commercial paper.
The Company maintains cash and cash equivalents at a Canadian Schedule I bank with a
nominal amount being covered by the Canada Deposit Insurance Corporation. The
Company's accounts receivable are primarily from customers operating in the oil and
natural gas industry in Alberta and are subject to the credit and political risks that would
be considered normal in this industry. Credit risk concentration with respect to trade
receivables is limited by following a program of credit evaluation and by limiting the
amount of customer credit where deemed necessary. The Company does not obtain
collateral or other security to support accounts receivable. The maximum credit risk to
which the Company is exposed is the carrying value of cash and equivalents and
accounts receivable at the balance sheet date. At June 30, 2008 no single customer
represented a significant percentage of total accounts receivable.
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Financial assets past due

At June 30, 2008, the Company does not consider any of its financial assets to be
impaired. The following table provides information regarding the ageing of financial
assets that are past due but which are not impaired.

At June 30, 2008
Financial assets that are past due but not impaired

Neither past Carrying value

due nor 31 -60days 61 -90 days 91 days+ $
impaired
Accounts 64% 16% 9% 11% 8,414
Receivable

The definition of items that are past due is determined by reference to terms agreed
with individual customers. None of the amounts outstanding have been challenged by
the respective customer(s) and the Company continues to conduct business with them
on an ongoing basis. Accordingly, management has no reason to believe that this
balance is not fully collectable in the future.

The Company reviews financial assets past due on an ongoing basis with the objective of
identifying potential matters which could delay the collection of funds at an early stage.
Once items are identified as being past due, contact is made with the respective
company to determine the reason for the delay in payment and to establish an
agreement to rectify the breach of contractual terms.

The Company’s policy requires customers to pay in accordance with agreed payment
terms. Depending on the customer segment, our settlement terms are generally 15 to
30 days from date of invoice. All credit and recovery risk associated with trade
receivables has been provided for in the balance sheet.

Trade receivables have been aged according to their original due date in the above aging
analysis.

Movement in the allowance for Doubtful Debts

As at June 30
In 000's 2008 2007
Opening Balance $270 | $270
Additional Provision 295
Amounts used (112)
Closing Balance $453 | $270

The Company has used the following basis to assess the allowance loss for trade
receivables:

e A statistical approach to determine the historical allowance rate for each debt
tranche, and applying this allowance rate to the debt tranches at the end of the
reporting period.

An individual account by account assessment based on past credit history, and
Any prior knowledge of debtor insolvency or other credit risk.

When receivables are assessed as uncollectible the impaired asset is derecognized.
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(b) Foreign exchange risk

The Company earns revenue and records accounts receivable and sales leases receivable
in foreign currency and translates these amounts to Canadian dollars at the time of
these transactions. The Company does not use derivative instruments to mitigate the
effects of foreign exchange changes between the recording date of the accounts
receivable or sales leases receivable and the receipt of cash. The accounts receivable
are short-term in nature. The sales leases receivable are of a longer term and are
subject to fluctuations in the exchange rate of the US dollar. The effect of the foreign
exchange changes have not been significant and foreign exchange gains and losses are
included in income as they occur.

(c) Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial
obligations as they become due. The Company’s approach to managing liquidity is to
ensure that it will have sufficient liquidity to meet its liabilities when due. The Company
continuously monitors forecast and actual cash flows and actively maintains credit
facilities to ensure it has sufficient available funds to meet current and foreseeable
financial requirements at a reasonable cost.

Liquidity risks associated with the Company’s practice of growth through acquisition of
complimentary businesses are managed by structuring portions of the purchase price to
be determined by post acquisition results of the acquired business. Based on the
achievement of performance targets over the next five years, the shareholders of J & ]
have an opportunity to earn an additional amount up to a maximum of $2 million,
payable in 25% cash and 75% Zedi shares, the ratio can change at the discretion of
Zedi. The earnout performance targets have been set based on expected future growth
from the performance level of J & J at the time of the acquisition.

Management believes that future cash flows from operations and availability under
existing banking arrangements will be adequate to support these financial liabilities.

The existing banking arrangements include an operating line of credit in the form of a
revolving credit facility, with a total authorized amount of $1,000,000.

(d) Interest rate risk

The Company is exposed to interest rate risk with regard to the cash and cash
equivalents and the credit facilities when utilized. The Company's current policy is to
invest available cash in excess of balances required to conduct day to day operations in
short term investment certificates / money market funds. The investments earn interest
at market rates. Fluctuations in market rates do not have a significant impact on the
Company's results of operations due to the short term to maturity of the investments
held.

(e) Sensitivity analysis

Based on historic movements and volatilities in the above market variables, and
management’s current assessment of the financial markets, the Company believes the
following variations are reasonably possible over a 12 month period, net of income taxes
using an estimated effective tax rate of 29.5%:

e Proportional foreign exchange rate variation of -4% (depreciation of Canadian
dollar (CAD)) and +4% (appreciation of CAD) against the US dollar (USD), from a
period-end rate of 1.0197

e Proportional variation of +1%/-1% in the prime interest rates.
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If these were to occur, the impact on consolidated net earnings and equity for each
category of financial instruments held at the balance sheet date would be as follows:

Carrying Interest Rate Risk Foreign exchange Rate Risk
Financial Amount -1% +1% -10% +10%
Assets 000’s Equity Earnings Equity Earnings Equity Earnings Equity Earnings
Cash and
Cash
Equivalents?! 11,313  (113) (113) 113 113 (2) (2) 6 6
Accounts
Receivable? 8,414 - - - - (2) (2) 4 4
Financial
Liabilities
Accounts
Payable3 2,264 - - - - (12) (12) 17 17
Accrued
Liabilities 2,311 - - - - - - - -
Deferred
Revenue 4,939 - - - - - - - -
Long Term
Debt 59 - - - - - - - -

Total
Increase
(decrease) (113) (113) 113 113 (16) (16) 27 27

1 Cash and cash equivalents include deposits that bear interest at variable rates:
e Sensitivity to a +1% movement in interest rates =$11,313 X 1%=$113
e Similarly for a -1% movement in interest rates =$11,313 X 1%=%$(113)
e Cash and cash equivalents include $29 of USD denominated cash and cash equivalents. USD amount of
foreign-denominated cash and cash equivalents as at June 30, 2008 = $30/1.0197=US$29
e Sensitivity to a +10% variation in this foreign exchange =(US$29 X 1.1197)-$29=$6
e Similarly for a -10% variation in this foreign exchange =(US$29 X 0.9197)-$29=($2)

2 Accounts receivable include $32 of USD denominated receivables. USD amount of foreign -denominated
debtors as at June 30, 2008 = $32/1.0197=US$31
e Sensitivity to a +10% variation in this foreign exchange =(US$31 X 1.1197)-$31=%$4
e Similarly for a -10% variation in this foreign exchange =(US$31 X 0.9197)-$31=($2)

3 Accounts payable include $149 of USD denominated receivables. USD amount of foreign -denominated debtors
as at June 30, 2008 = $149/1.0197=US$146
e Sensitivity to a +10% variation in this foreign exchange =(US$146 X 1.1197)-$146=$17
. Similarly for a -10% variation in this foreign exchange =(US$146 X 0.9197)-$146=($12)

(f) Items of income, expense, gains or losses

Interest income recognized primarily consists of interest earned on cash and cash
equivalents and there were no net gains or net losses recognized in respect of these
assets that are classified as held for trading. No interest income or expense has been
recognized in regards to financial assets and liabilities measured at amortized cost. No
net gains or losses were recognized on financial liabilities measured at amortized cost.

The Company is exposed to a number of risks in the normal course of business that have

the potential to affect its performance. The Company seeks to avoid unnecessary risk
and initiates policies and processes to limit any significant risk as much as practical.
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Regulatory Risks

The Company is subject to various laws, regulations, regulatory actions and court
decisions that may have negative effects on the Company. The Company may also be
subject to regulation in foreign countries in connection with certain of its business
activities. Changes in the regulatory environment could adversely affect the ability of
the Company to attain its corporate objectives. There can be no assurance that foreign
countries will not adopt laws or regulatory requirements that could adversely affect the
Company.

Competition
The markets for remote production operations management will remain highly

competitive. While the Company believes that it currently has unique products and has
patents that protect its technology, there can be no assurance that competitors will not
emerge in the near to medium term with comparable products. There are several very
large companies involved in remote data management processes. Such companies have
more established and larger sales and marketing organizations, larger technical staff and
significantly greater financial resources than the Company. It is the Company's
intention to establish marketing and distribution alliances with several of these
companies but there can be no assurance that such alliances will be formed.

Dependence on a Market that has Historic Volatility

The Company's products are sold into the oil & gas industry, which historically has had
significant shifts in activity and spending due to fluctuations in commodity prices. The
Company's revenues are primarily dependant upon spending by oil & gas producers. A
reduction in spending by producers could have a material adverse effect on the
Company's business, results of operations and financial condition.

Reliance Upon the Internet

A portion of the Company's revenue is dependent on the continued use and expansion of
the Internet. Use of the Internet has grown dramatically, but no assurance can be given
of the continued use and expansion of the Internet as a medium of communication and
commerce. A decrease in the demand for Internet services or a reduction in the
currently anticipated growth for such services could have a material adverse effect on
the Company's business, financial condition and results of operations.
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Liability Risks

The Company is subject to a variety of potential liabilities connected with its business
operations, including potential liabilities and expenses associated with possible product
defects. These risks could expose the Company to substantial liability for personal
injury, wrongful death, property damage and other damages.

Although the Company has obtained insurance against certain of these risks, no
assurance can be given that such insurance will be adequate to cover the Company's
liabilities or will be generally available in the future or, if available, that premiums will be
commercially justifiable. If the Company were to incur substantial liability and such
damages were not covered by insurance or were in excess of policy limits, or if the
Company were to incur such liability at a time when it is not able to obtain liability
insurance, its business, results of operations and financial condition could be materially
adversely affected.

Dependence on Key Personnel

The success of the Company is dependent on management and the performance of key
personnel in the areas of finance, product development, marketing and sales. There is
intense competition for qualified personnel and there can be no assurance that the
Company will be able to attract and retain qualified personnel. The failure to attract or
loss of any such personnel could adversely affect the success of the business for the
period of time required to recruit a replacement.

Management of Growth

The Company's rapid growth places a significant strain on its financial, operational and
managerial resources. While the Company engages in strategic and operational
planning to adequately manage anticipated growth, there can be no assurance that the
Company will be able to implement and subsequently improve its operations and
financial systems successfully and in a timely manner in order to fully manage its
growth. There can be no assurance that the Company will be able to manage its growth
successfully. Any inability of the Company to manage its growth successfully could have
a material adverse effect on the Company's business, financial condition and results of
operations.

Convergence with International Financial Reporting Standards

In January 2006, the AcSB adopted a strategic plan for the direction of accounting
standards in Canada. On February 13, 2008, the AcSB has confirmed that effective for
interim and annual financial statements related to fiscal years beginning on or after
January 1, 2011, International Financial Reporting Standards will replace Canada’s
current Generally Accepted Accounting Principles ("GAAP”) for all publicly accountable
profit-oriented enterprises. The Company is currently evaluating the impact of this
changeover on its Consolidated Financial Statements.
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12 Reconciliation of Non-GAAP Measures

12.1 Earnings Before Interest, Taxes, Depreciation and Amortization (EBITDA)

The Company reports EBITDA because it is a key measure used by management to
evaluate the performance of the business. The Company also believes EBITDA is a
measure commonly reported and widely used by investors as an indicator of a
company’s operating performance and ability to incur and service debt, and as a
valuation metric. The Company believes EBITDA assists investors in comparing a
company’s performance on a consistent basis without regard to depreciation and
amortization, which are non-cash in nature and can vary significantly depending upon
accounting methods or non-operating factors such as historical cost.

EBITDA is not a calculation based on GAAP and should not be considered an alternative
to Net Income in measuring the Company’s performance or used as an exclusive
measure of cash flow because it does not consider the impact of working capital growth,
capital expenditures, debt reductions and other sources and uses of cash, which are
disclosed in the consolidated financial statements. Investors should carefully consider
the specific items included in the Company’s calculation of EBITDA. While EBITDA has
been disclosed herein to permit a more complete comparative analysis of the Company’s
operating performance and debt servicing ability relative to other companies, investors
should be cautioned that EBITDA as reported by Zedi may not be comparable in all
instances to EBITDA reported by other companies.

The following is a reconciliation of EBITDA with Net Income.

Three Months ended
June 30

($ thousands) 2008 2007
Net Income (loss) 141 (989)
Amortization of capital assets and intangibles 858 696
Gain on disposal of capital assets - (1)
Future income taxes 283 (156)
Interest (81) (135)
EBITDA 1,201 (583)
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12.2 Free Cash Flow

The Company reports free cash flow because it is a key measure used by management
to evaluate the performance of consolidated operations. Free cash flow excludes certain
working capital changes and other sources and uses of cash, which are disclosed in the
consolidated statement of cash flows. Free cash flow is not a calculation based on GAAP
and should not be considered an alternative to the consolidated statement of cash flows.
Free cash flow is a measure that can be used to gauge the Company’s performance over
time. Investors should be cautioned that free cash flow as reported by Zedi may not be
comparable in all instances to free cash flow as reported by other companies. While the
closest GAAP measure is cash provided by operating activities less cash used for
acquisition of capital assets, free cash flow is relevant because it provides an indication
of how much cash generated by operations is available after capital expenditures, but
before proceeds from divested assets and changes in certain working capital items (such
as trade receivables and trade payables).

The following shows management’s calculation of free cash flow:

Three Months ended
June 30
($ thousands) 2008 2007
EBITDA 1,201 (583)
Stock-based compensation 458 500
Cash interest (paid) 81 135
Cash a\{allable for discretionary spending and capital 1,740 55
expenditures
Capital expenditures
Deferred development (1,131) (778)
Purchase of other capital assets (226) (206)
Free Cash Flow 383 (932)
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12.3 Net Income before Taxes with Stock-based Compensation Excluded

The Company reports net income before taxes with stock-based compensation excluded
because it is a key measure used by management to evaluate the performance of the
business. The Company believes this measure assists investors in comparing a
company’s performance on a consistent basis without regard to stock-based
compensation, which is non-cash in nature and can vary significantly depending upon
non-operating factors such as historical share price volatility. Please reference section
4.3 for further information on the stock-based compensation expense.

Net income before taxes with stock-based compensation excluded is not a calculation
based on GAAP and should not be considered an alternative to net income before taxes.

The following shows management’s calculation of net income before taxes with stock-
based compensation excluded:

Three Months ended
June 30
($ thousands) 2008 2007
Net Income (loss) before Taxes 424 (1,145)
Stock-based compensation 458 500
Net Income (loss) before Taxes Excluding
Stock-based Compensation 882 (645)
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12.4 Income per Share before Taxes with Stock-based Compensation Excluded,
basic and diluted

The Company reports income per share before taxes with stock-based compensation
excluded because it is a key measure used by management to evaluate the performance
of the business. The Company believes this measure assists investors in comparing a
company’s performance on a consistent basis without regard to stock-based
compensation, which is non-cash in nature and can vary significantly depending upon
non-operating factors such as historical share price volatility. Please reference section
4.3 for further information on the stock-based compensation expense.

Income per share before taxes with stock-based compensation excluded, basic and
diluted is not a calculation based on GAAP and should not be considered an alternative
to income per share before taxes, basic and diluted.

The following shows management’s calculation of income per share before taxes with
stock-based compensation excluded, basic and diluted:

Three Months ended
June 30
($) 2008 2007
Income (loss) per Share, basic and diluted 0.00 (0.01)
Future Income Tax per Share 0.00 (0.00)
Income (loss) per Share before Taxes, basic and 0.00 (0.01)
diluted
Stock-based compensation per share 0.00 0.00
Income (loss) per Share Before Taxes Excluding
Stock-based Compensation, Basic and Diluted 0.00 (0.01)
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Corporate Governance

The Zedi Board of Directors is committed to the application of the best corporate
governance practices regardless of the size of the corporation. The corporation’s
corporate governance policies are intended to ensure the Board is able to effectively
supervise management and the strategic direction of the corporation to enhance
shareholder value. As a Canadian reporting issuer with securities listed on the TSX
Venture Exchange, our corporate governance practices meet, and in some cases exceed,
applicable rules adopted by the Canadian Securities Administrators. We continue to
monitor regulatory changes and best practices in corporate governance and will consider
amendments to our practices as appropriate.

The Board has an active governance committee, tasked with monitoring and making
recommendations to the Board on governance issues to improve corporate performance
and Board effectiveness. In addition to regular quarterly and special meetings of the
Board of Directors, directors are involved in the management’s quarterly strategic
planning and assessment meetings. Some directors are included in specific marketing or
product planning discussions, where their expertise enables them to assess corporate
direction.

To assist with its governance oversight, the Board receives monthly reports that provide

an overview of the sales and financial performance of the corporation as well as
forecasts and projections.
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Management’s Report

Management has the responsibility for preparing the accompanying financial statements.
This responsibility includes selecting appropriate principles and making objective
judgments and estimates in accordance with Canadian generally accepted accounting
principles.

In discharging its responsibilities for the integrity and fairness of the financial
statements, management designs and maintains the necessary accounting systems and
related internal controls to provide reasonable assurance that transactions are
authorized, assets are safeguarded and proper records are maintained.

The Company’s Board of Directors has approved the information contained in the
financial statements. The Audit Committee is appointed by the Board to review the
consolidated financial statements in detail with management and to report to the Board
prior to their approval of the financial statements for publication. The Audit Committee is
composed entirely of Directors who are neither management nor employees of the
Company.

External auditors have full and free access to, and meet periodically and separately with,
both management and the Audit Committee to discuss their audit findings.

Matthew Heffernan Robert Gordon
President and Chief Executive Officer Chief Financial Officer
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Consolidated Financial Statements
For the six months ended June 30, 2008 and 2007
(Zedi Inc. formerly zed.i solutions inc.)

Consolidated Balance Sheets

As at June 30, December 31,
2008 2007
(In thousands) (Unaudited) (Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 11,313 $ 12,539
Accounts receivable 8,414 6,579
Inventories (Note 11) 6,012 6,480
Prepaid expenses and deposits 140 179
25,879 25,777
Capital assets 1,897 1,552
Deferred development costs 4,837 3,715
Intangible assets 3,751 3,538
Goodwill 14,493 11,140
Future income tax assets (Note 7) 1,528 2,508
$ 52,385 $ 48,230

Liabilities and Shareholders’ Equity

Current liabilities:

Accounts payable $ 2,264 $ 797
Accrued liabilities 2,311 1,344
Deferred revenue 4,939 2,877
9,514 5,018
Long-term debt 59 59
9,573 5,077

Shareholders’ equity:
Share capital (Note 4) 52,102 53,310
Contributed surplus (Note 5) 5,104 5,255
Deficit (14,394) (15,412)
42,812 43,153
$ 52,385 48,230

*See accompanying notes to consolidated financial statements.

Approved op behalf of the Board:

Martin A. Lambert, Director Douglas G. Marlin, Director
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Consolidated Statements

and Deficit

Three Months Ended

of Operations, Comprehensive Income (Loss)

Six Months Ended

(In thousands, except share and per share June 30, June 30, June 30, June 30,
amounts) 2008 2007 2008 2007
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Sales 10,033 4,870 21,410 13,305
Cost of sales 5,077 2,470 10,635 6,558
Gross profit 4,956 2,400 10,775 6,747
Expenses
Operations 650 385 1,301 819
Sales, general and administrative 2,284 1,838 4,665 3,414
Research and development 363 260 641 505
3,297 2,483 6,607 4,738
1,659 (83) 4,168 2,009
Amortization of capital assets and intangibles 858 696 1,648 1,344
Stock based compensation 458 500 871 1,141
Loss on disposal of assets - 1 3 1
Interest (81) (135) (184) (219)
1,235 1,062 2,338 2,267
Net Income (loss) before income taxes 424 (1,145) 1,830 (258)
Income tax provision (Note 7) (283) 156 (812) (415)
Net Income (loss) 141 (989) 1,018 (673)
Other comprehensive income (Note 2) - - - -
Comprehensive income (loss) (Note 2) 141 (989) 1,018 (673)
Deficit, beginning of period (14,535) (16,542) (15,412) (16,858)
Deficit, end of period (14,394) (17,531) (14,394) (17,531)
Net Income (loss) per common share - Basic
and Diluted (Note 6) 0.00 (0.01) 0.01 (0.01)
Weighted average number of common
shares - Basic 97,576,054 102,075,128 98,053,212 102,030,761
Weighted average number of common
shares - Diluted 97,741,955 102,075,128 98,094,299 102,030,761

*See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Three Months Ended Six Months Ended
(In thousands) Jun§03°08, Jun§°3°07, Jun§o3008, Jun§o3007,
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Cash Provided by (used in)
Operations
Net income (loss) $ 141 $ (989) $ 1,018 $ (673)
Items not affecting cash:
Amortization 858 696 1,648 1,344
Loss on disposal of assets - 1 3 1
Stock-based compensation 458 500 871 1,141
Income tax provision (recovery) 283 (156) 812 415
Changes in non-cash operating working
capital 2,514 4,651 4,593 5,281
4,254 4,703 8,945 7,509
Financing
Proceeds from shares issued - 23 111 97
Repurchase of shares (1,850) (1,660) (2,475) (1,660)
Repayment of long-term debt - - (1) (1)
(1,850) (1,637) (2,365) (1,564)
Investing
Acquisitions of capital assets (1,357) (984) (2,428) (1,960)
Earnout Petronet Systems Inc. = (265) (28) (265)
Acquisition of J&J Qilfield, net of cash
acquired = - (4,085) -
Acquisition of Universal Measurement
Solutions Ltd., net of cash acquired (Note
15) (1,408) - (1,408) -
Proceeds on disposal of capital assets - 4 7 4
Changes in non-cash working capital (1,565) - 136 -
(4,330) (1,245) (7,806) (2,221)
Increase (decrease) in cash and cash
equivalents (1,926) 1,821 (1,226) 3,724
Cash and cash equivalents, beginning of period 13,239 11,656 12,539 9,753
Cash and cash equivalents, end of period $ 11,313 $ 13,477 $ 11,313 $ 13,477
Components of cash and cash equivalents
Cash 1,157 1,216 1,157 1,216
Cash equivalents 10,156 12,261 10,156 12,261

*See accompanying notes to consolidated financial statements.
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Notes To Consolidated Financial Statements
For the six months ended June 30, 2008 and 2007

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, 2008 the Company adopted CICA Handbook Sections 3862 - Financial
instruments - disclosures, and 3863 - Financial instruments - presentation and has
enhanced its disclosures about the significance of financial instruments for its financial
position and performance as well as management’s objectives, policies and processes for
managing such risks.

Section 3862 requires entities to provide disclosures in their financial statements that
enable users to evaluate the significance of financial instruments on the entity’s financial
position and its performance and the nature and extent of risks arising from financial
instruments to which the entity is exposed during the period and at the balance sheet
date, and how the entity manages those risks.

Section 3863 establishes standards for presentation of financial instruments and non-
financial derivatives. It deals with the classification of financial instruments, from the
perspective of the issuer, between liabilities and equities, the classification of related
interest, dividends, losses and gains, and circumstances in which financial assets and
financial liabilities are offset.

The additional disclosures have been included in Note 8.
For the six months ended June 30, 2008 the Company did not recognize any items of
other comprehensive income (loss) or accumulated other comprehensive income.

The Company’s financial assets and financial liabilities are classified and measured as
follows:

e Cash and cash equivalents are classified as held for trading and are measured
at fair value. Gains and losses related to periodic revaluation are recorded in
net income.

e Accounts receivable are classified as loans and receivables and are initially
measured at fair value and subsequently at amortized cost using the effective
interest rate method.

e Accounts payable, accrued liabilities and IERD loan payable are classified as
other liabilities and are initially measured at fair value and subsequently at
amortized cost using the effective interest rate method.
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2. Changes in accounting policies, continued:

(b) Capital Disclosures

Effective January 1, 2008, the Company adopted the new recommendations of the CICA
Handbook Section 1535, Capital Disclosures. This new Handbook Section establishes
standards for disclosing information about an entity’s capital and how it is managed. It
requires the disclosure of information about an entity’s capital and objectives, policies
and processes for managing capital. The new disclosures are included in Note 10.

(c) Financial Statement Presentation

Effective January 1, 2008, the Company adopted the revised recommendations of the
CICA Handbook Section 1400, General Standards of Financial Statement Presentation.
Section 1400 was amended to include requirements to assess and disclose an entity's
ability to continue as a going concern. Currently, the amended requirements have no
impact on the financial statements or disclosures of the Company.

(d) Inventories

Effective January 1, 2008, the Company adopted the recommendations of the CICA
Handbook Section 3031, Inventories, which replaces Section 3030. The new section is
harmonized with International Accounting Standards and provides additional guidance
on the measurement and disclosure requirements for inventories. The standard requires
inventory to be measured at the lower of cost and net realizable value. Cost of
inventories shall be composed of all costs of purchase, costs of conversion and other
costs incurred in bringing the inventories to their present location and condition. Net
realizable value is the estimated selling price in the ordinary course of business less the
estimated costs of completion and the estimated costs necessary to make the sale.
When inventories are sold, the carrying amounts of those inventories shall be recognized
as an expense in the period in which the related revenue is recognized. The amount of
any write-down of inventories to net realizable value and all losses of inventories shall
be recognized as an expense in the period the write-down or loss occurs. The amount of
any reversal of any write-down of inventories, arising from an increase in net realizable
value, shall be recognized as a reduction in the amount of inventories recognized as and
expense in the period in which the reversal occurs. The new disclosures are included in
Note 11.

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. All
significant inter-company accounts and transactions have been eliminated.

The financial statements have been prepared using the same accounting policies and

methods of application as in the prior year, except for the adoption of new accounting
requirements as described in Note 2.
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3. Significant accounting policies, continued:

(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, stock-based
compensation, acquisition earnout provision and the recoverable amounts for
receivables, inventories, capital assets, intangible assets, deferred development costs,
future income taxes, and goodwill are the more significant items subject to estimates in
these consolidated financial statements.

(c) Cash and cash equivalents
The Company considers all balances with banks and highly liquid investments with
original maturities of three months or less to be cash equivalents.

(d) Revenue recognition

Revenues from the Company’s product lines are recognized as follows and when the
ability to collect is reasonably assured. Revenue from the well-test product-line is
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.

Revenue from the PetroNet fees are recorded in the month in which the services are
provided and revenue for the Roughneck software product is recorded in two parts: the
software license fee is recorded at the time the software module is delivered and the
software maintenance fees are recorded in the month in which the services are
provided.

(e) Foreign exchange

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. At each balance sheet date foreign
denominated accounts payable and accounts receivable are revalued at the foreign
exchange rate in effect at such date.

(f) 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.
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3. Significant accounting policies, continued:

(g) 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 ("SRED”) 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.

(h) Guarantees
Management of the Company believes there are no material guarantees that require
disclosure.

(i) 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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3. Significant accounting policies, continued:

(j) 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. Deferred share unit and restricted share unit plans for employees: The Company
has deferred share unit plan (*"DSU”) and restricted share unit plan ("RSU") which
allow for settlements in cash or shares at the holder’s option, and are 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
accounted for in the period when they occur.

3. Deferred share unit and restricted share unit plans for executive: The Company
has a DSU plan and a RSU plan which allow for settlements in cash or shares at the
holder’s option, and are accounted for using the market value of the underlying stock
at the grant date. The Company’s compensation expense is recognized when the
related executive services are rendered. Adjustments to compensation expense for
employment vesting requirements are accounted for in the period when they occur.

4. Deferred share unit plan for non-employee directors: The Company has a DSU
plan 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.

(k) Capital assets
Capital assets are recorded at acquisition cost less related investment tax credits, with
amortization calculated using the following methods and annual rates:

Asset Basis Rate
Office furniture and fixtures Declining balance 20%
Equipment Declining balance 30%
Computer hardware Declining balance 30%
Computer software Declining balance 100%
Automotive Declining balance 10% - 30%
Leasehold Improvements Straight-line 7 years
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3. Significant accounting policies, continued:

(1) 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 that the development for
the new products occurs. 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.

(m) 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., PetroNet Systems Inc., J&J Oilfield Ltd., Little Princess Ventures
Ltd. And Universal Measurement Solutions Ltd. are being amortized as follows:

Intangibles - Purchased software (5 years)
Intangibles - Employment Contracts (2 years)
Intangibles - Employment Contracts Menex and Roughneck (3 years)
Intangibles - Employment Contracts J&J Qilfield Ltd. (5 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)

(n) Goodwill

Goodwill represents the excess of the purchase price over the value attributed to net
tangible assets acquired. Goodwill is assessed for impairment at least annually or when
circumstances change. The impairment is based on management’s best estimate of the
fair value of the reporting unit’s goodwill compared with its carrying value.

(o) Earnings per Share

Basic earnings per share is determined by dividing the net income by the weighted
average number of ordinary shares outstanding during the financial period. Diluted
earnings per share is calculated using the treasury stock method to determine the
dilutive effect of stock options and other dilutive instruments.
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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:

Six Months Ended Year Ended
June 30, 2008 December 31, 2007
Number Amount Number Amount
Balance outstanding,
beginning of period 98,254,427 $53,309,883 101,853,849 55,260,565
Shares issued:
Issued from treasury - - 1,000 1,060
Issued from Treasury pursuant to
earnout provision of Petronet
(note 4(c)) 259,996 137,798 - -
Stock options exercised
(note 4(b)) 265,345 189,927 232,678 162,297
Repurchased shares
(note 4(e)) (2,794,100) (1,535,285) (3,833,100) (2,114,039)
Balance outstanding,
end of period 95,985,668 $52,102,323 98,254,427 $53,309,883

(b) Stock options exercised:

During the six months ended June 30, 2008, 265,345 stock options were exercised for
proceeds of $189,927 (2007-232,678 stock options were exercised for proceeds of
$162,297).

(c) Petronet Systems Inc. earnout

On January 31, 2008 the Company paid out the remaining earnout of $720,757
($367,336 from 2007 and $353,421 from 2008) which was paid by cash of $395,757
and 259,996 shares.
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4. Share capital, continued:

(d) Acquisition of J&J Oilfield Ltd.

On January 8, 2008 the Company completed the acquisition of all issued and
outstanding shares of J & J Oilfield Ltd. (*J & J”) by the wholly owned subsidiary, Zedi
Canada Inc. effective January 1, 2008. The purchase price is comprised of an upfront
payment and an earnout to a maximum aggregate payout of $5 million. The amount of
the upfront payment at closing was $2.9 million, which was paid in cash. Based on the
achievement of performance targets over the next five years, the shareholders of J & ]
have an opportunity to earn an additional amount up to a maximum of $2 million,
payable in cash and/or Zedi shares. The earnout performance targets have been set
based on expected future growth from the performance level of J & J at the time of the
acquisition. On an annual basis, following each fiscal year, a calculation will be
completed based on a normalized EBITDA (Earnings Before Income Taxes Depreciation
and Amortization) for the ] & J operations and the growth over the prior year’s
performance. The maximum earnout will be achieved when EBITDA growth averages
about 15% per year over the five year period.

The fair value of the net assets acquired were:

Net assets acquired: $
Working capital 1,663,593
Property, plant and equipment 134,940
Future income tax liability (46,250)
Intangibles 195,000
Goodwill 2,644,492

4,591,775

Financed by: $
Cash 4,591,775
Total purchase consideration 4,591,775

(e) Repurchase of shares

The Company completed a normal course issuer bid on May 17, 2008 and commenced a
second normal course issuer bid on May 22, 2008, pursuant to which up to 4,875,559
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. In the six months ending
June 30, 2008 the Company acquired a total of 2,794,100 common shares for
$2,475,281 of which $939,996 was recorded in contributed surplus and $1,535,285 in
share capital. As of June 30, 2008 the Company has acquired 6,627,200 common
shares for $4,243,274 pursuant to the current and the prior normal course issuer bid,
which have been cancelled. The Company allocates 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 three months ended June 30, 2008, a total of 361,268 options were granted.

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

June 30, 2008 December 31, 2007
Options Weighted Options Weighted
Average Average
Exercise Exercise
Price Price
Outstanding, beginning of
period 8,932,186 $ 1.20 10,222,763 $ 133
Granted 361,268 0.71 1,469,739 0.62
Exercised (265,345) 0.42 (232,678) 0.41
Expired/Cancelled (918,025) 1.63 (2,527,638) 1.38
Outstanding, end of period 8,110,084 $ 113 8,932,186 $ 1.20
Options exercisable, end of 2,999,145 3,705,209
period
Options Outstanding Options Exercisable
Exercise Price Number Weighted Weighted Number Weighted
Outstanding Average Average Exercisable Average
Remaining Exercise Exercise
Contractual Price Price
Life
$0.21-$0.49 6,000 3.3 yrs $0.47 - $0.00
$0.50-$1.00 4,750,824 2.9yrs $0.78 1,010,335 $0.91
$1.01-$2.00 2,771,132 1.3 yrs $1.46 1,406,682 $1.46
$2.01-$2.88 582,128 0.5yrs $2.31 582,128 $2.31
$0.21- $2.88 8,110,084 2.2 years $1.13 2,999,145 $1.44
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4. Share capital, continued:

(g) 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.

2008 2007
Risk free interest 3.11% 4.32%
rate
Expected life in 3.0 3.0
years
Expected Volatility 59% 51%

Weighted average
fair value of options $0.29 $0.22
granted

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

The Company maintains a 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
redeemable, 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 year, the Company did not issue any DSUs (2006 -
$7,601) in director fee compensation. The Company has an obligation under the DSU
plan at June 30, 2008 of $7,525 (2007 - $6,157).

(i) Deferred share unit and Restricted share unit plans for employees

On August 3, 2007 the Company adopted an employee DSU and RSU. The restricted
share plan provides that RSUs may be granted to employees, officers, directors and
consultants of the Company. An RSU 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 six months ended June 30, 2008, the Company issued 99,640 (2007
- 548,758) RSUs.
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5. Contributed Surplus:

June 30, 2008

December 31, 2007

Balance, beginning of period

$5,255,000 $4,063,000
Stock-based compensation expense
796,000 1,832,000
Fair value of options exercised
(78,000) (67,000)
Restricted Share Unit Plan
71,000 21,000
Repurchase of shares
(940,000) (594,000)
Balance, end of the period
$5,104,000 $5,255,000

6. Reconciliation of earnings per share amounts:

The following table sets forth the reconciliation of basic and diluted earnings per share

for the three and six months ended June 30:

Three Months Six Months
2008 2007 2008 2007
Net Income (loss) $ 141,000 ¢$ (989,000) $ 1,018,000 $ (673,000)
Weighted average number of common
shares outstanding - basic 97,576,054 102,075,128 98,053,212 102,030,761
Net Shares assumed issued V) 165,901 ) 41,087 )
Weighted average number of common
shares outstanding - diluted 97,741,955 102,075,128 98,094,299 102,030,761
Earnings per share:
Basic $0.00 $(0.01) $0.01 $(0.01)
Diluted $0.00 $(0.01) $0.01 $(0.01)

(1) The net effect of shares assumed issued in the three and six month periods of 2007 were anti-dilutive as a loss was reported for

those periods.
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7. 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 future tax liabilities,
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
six months ended June 30, 2008, 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 29.5% (2007 - 32%).

8. Financial instruments:

The Company is exposed to a number of risks in the normal course of business that have
the potential to affect its performance. The Company seeks to avoid unnecessary risk
and initiates policies and processes to limit any significant risk as much as practical.

Fair values

The carrying values of cash and cash equivalents, accounts receivable, accounts
payable, IERD loan payable and accrued liabilities approximate their fair values due to
the relatively short periods to maturity of the instruments.

Risk Disclosure
The main risks the Company’s financial instruments are exposed to are foreign exchange
risk, credit risk, liquidity risk and interest rate risk.

(a) Credit risk

Credit risk arises from the potential that a counter party will fail to perform its
obligations. Financial instruments that potentially subject the Company to
concentrations of credit risk consist of cash and cash equivalents and accounts
receivable. The Company maintains cash and cash equivalents at a Canadian Schedule I
bank with a nominal amount being covered by the Canada Deposit Insurance
Corporation. The Company's accounts receivable are primarily from customers operating
in the oil and natural gas industry in Alberta and are subject to the credit and political
risks that would be considered normal in this industry. Credit risk concentration with
respect to trade receivables is limited by following a program of credit evaluation and by
limiting the amount of customer credit where deemed necessary. The Company does not
obtain collateral or other security to support accounts receivable. The maximum credit
risk to which the Company is exposed is the carrying value of cash and equivalents and
accounts receivable at the balance sheet date. At June 30, 2008 no customer
represented a significant percentage of total accounts receivable.
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8. Financial instruments, continued:

Financial assets past due

At June 30, 2008, the Company does not consider any of its financial assets to be
impaired. The following table provides information regarding the ageing of financial
assets that are past due but which are not impaired.

At June 30, 2008
Financial assets that are past due but not impaired

Neither past Carrying value

due nor 31 - 60 days 61 - 90 days 91 days+ $
impaired
Accounts 64% 16% 9% 11% 8,414
Receivable

The definition of items that are past due is determined by reference to terms agreed
with individual customers. None of the amounts outstanding have been challenged by
the respective customer(s) and the Company continues to conduct business with them
on an ongoing basis. Accordingly, management has no reason to believe that this
balance is not fully collectable in the future.

The Company reviews financial assets past due on an ongoing basis with the objective of
identifying potential matters which could delay the collection of funds at an early stage.
Once items are identified as being past due, contact is made with the respective
company to determine the reason for the delay in payment and to establish an
agreement to rectify the breach of contractual terms.

The Company’s policy requires customers to pay in accordance with agreed payment
terms. Depending on the customer segment, our settlement terms are generally 15 to
30 days from date of invoice. All credit and recovery risk associated with trade
receivables has been provided for in the balance sheet.

Trade receivables have been aged according to their original due date in the above aging
analysis.

Movement in the allowance for Doubtful Debts

As at June 30
In 000's 2008 2007
Opening Balance $270 | $270
Additional Provision 295
Amounts used (112)
Closing Balance $453 | $270

The Company has used the following basis to assess the allowance loss for trade
receivables:

e A statistical approach to determine the historical allowance rate for each debt
tranche, and applying this allowance rate to the debt tranches at the end of the
reporting period.

¢ An individual account by account assessment based on past credit history, and

e Any prior knowledge of debtor insolvency or other credit risk.

When receivables are assessed as uncollectible the impaired asset is derecognized.
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8. Financial instruments, continued:

(b) Foreign exchange risk

The Company earns revenue and records accounts receivable and sales leases receivable
in foreign currency and translates these amounts to Canadian dollars at the time of
these transactions. The Company does not use derivative instruments to mitigate the
effects of foreign exchange changes between the recording date of the accounts
receivable or sales leases receivable and the receipt of cash. The accounts receivable
are short-term in nature. The sales leases receivable are of a longer term and are
subject to fluctuations in the exchange rate of the US dollar. The effect of the foreign
exchange changes have not been significant and foreign exchange gains and losses are
included in income as they occur.

(c) Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial
obligations as they become due. The Company’s approach to managing liquidity is to
ensure that it will have sufficient liquidity to meet its liabilities when due. The Company
continuously monitors forecast and actual cash flows and actively maintains credit
facilities to ensure it has sufficient available funds to meet current and foreseeable
financial requirements at a reasonable cost.

Liquidity risks associated with the Company’s practice of growth through acquisition of
complimentary businesses are managed by structuring portions of the purchase price to
be determined by post acquisition results of the acquired business. Based on the
achievement of 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,
payable in 25% cash and 75% Zedi shares, the ratio can change at the discretion of
Zedi and the shareholders. The earnout performance targets have been set based on
expected future growth from the performance level of J & J at the time of the
acquisition.

Management believes that future cash flows from operations and availability under
existing banking arrangements will be adequate to support these financial liabilities.

The existing banking arrangements include an operating line of credit in the form of a
revolving credit facility, with a total authorized amount of $1,000,000.

(d) Interest rate risk

The Company is exposed to interest rate risk with regard to the cash and cash
equivalents and the credit facilities when utilized. The Company's current policy is to
invest available cash in excess of balances required to conduct day to day operations in
short term investment certificates / money market funds. The investments earn interest
at market rates. Fluctuations in market rates do not have a significant impact on the
Company's results of operations due to the short term to maturity of the investments
held.

(e) Sensitivity analysis

Based on historic movements and volatilities in the above market variables, and
management’s current assessment of the financial markets, the Company believes the
following variations are reasonably possible over a 12 month period, net of income taxes
using an estimated effective tax rate of 29.5%:

e Proportional foreign exchange rate variation of -4% (depreciation of Canadian
dollar (CAD)) and +4% (appreciation of CAD) against the US dollar (USD), from a
period-end rate of 1.0197
e Proportional variation of +1%/-1% in the prime interest rates.
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8. Financial instruments, continued:

If these were to occur, the impact on consolidated net earnings and equity for each
category of financial instruments held at the balance sheet date would be as follows:

Carrying Interest Rate Risk Foreign exchange Rate Risk
Financial Amount -1% +1% -10% +10%
Assets 000’s Equity Earnings Equity Earnings Equity Earnings Equity Earnings
Cash and
Cash
Equivalents?! 11,313  (113) (113) 113 113 (2) (2) 6 6
Accounts
Receivable? 8,414 - - - - (2) (2) 4 4
Financial
Liabilities
Accounts
Payable3 2,264 - - - - (12) (12) 17 17
Accrued
Liabilities 2,311 - - - - - - - -
Deferred
Revenue 4,939 - - - - - - - -
Long Term
Debt 59 - - - - - - - -

Total
Increase
(decrease) (113) (113) 113 113 (16) (16) 27 27

N

Cash and cash equivalents include deposits that bear interest at variable rates:

e Sensitivity to a +1% movement in interest rates =$11,313 X 1%=$113

e Similarly for a -1% movement in interest rates =$11,313 X 1%=%$(113)

e Cash and cash equivalents include $29 of USD denominated cash and cash equivalents. USD amount of
foreign-denominated cash and cash equivalents as at June 30, 2008 = $30/1.0197=US$29

e Sensitivity to a +10% variation in this foreign exchange =(US$29 X 1.1197)-$29=$6

e Similarly for a -10% variation in this foreign exchange =(US$29 X 0.9197)-$29=($2)

vl

Accounts receivable include $32 of USD denominated receivables. USD amount of foreign -denominated
debtors as at June 30, 2008 = $32/1.0197=US$31

e Sensitivity to a +10% variation in this foreign exchange =(US$31 X 1.1197)-$31=%$4

e Similarly for a -10% variation in this foreign exchange =(US$31 X 0.9197)-$31=($2)

Accounts payable include $149 of USD denominated receivables. USD amount of foreign -denominated debtors
as at June 30, 2008 = $149/1.0197=US$146

e Sensitivity to a +10% variation in this foreign exchange =(US$146 X 1.1197)-$146=$17

. Similarly for a -10% variation in this foreign exchange =(US$146 X 0.9197)-$146=($12)

(o)}

(f) Items of income, expense, gains or losses

Interest income recognized primarily consists of interest earned on cash and cash
equivalents and there were no net gains or net losses recognized in respect of these
assets that are classified as held for trading. No interest income or expense has been
recognized in regards to financial assets and liabilities measured at amortized cost. No
net gains or losses were recognized on financial liabilities measured at amortized cost.
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9. Credit Facilities

The Company has credit facilities of $1,000,000 to cover the possibility of its cash needs
during peak demand periods. The interest rate is at Royal Bank Prime plus 0.65%.
Security consists of a general security agreement creating a security interest in all of the
Company’s personal property. The credit facility contains customary covenants covering
working capital. Zedi is currently not using any of the credit facility available.

10. Capital Management

On January 1, 2008, the Company adopted the Canadian Institute of Chartered
Accountants (the “"CICA”) Handbook Section -1535 - Capital disclosures.

The Company's objectives in managing capital are to safeguard its ability to operate as a
going concern while pursuing opportunities for growth through acquisitions of
complementary businesses. The Company has no debt and does not expect to enter into
debt financing.

The Company defines capital as the Company's shareholders' equity excluding
contributed surplus. The Company sets the amount of capital in proportion to risk and
corporate growth objectives. The Company manages the capital structure and makes
adjustments to it in the light of changes in economic conditions and the risk
characteristics of the underlying assets. In order to maintain or adjust the capital
structure, the Company may purchase shares for cancellation pursuant to normal course
issuer bids or issue new shares. The Company is not subject to any externally imposed
capital requirements. The Board of Directors does not establish quantitative return on
capital criteria for management; but rather promotes year over year sustainable
profitable growth. The Company does not have a policy of paying regular dividends to
shareholders. This policy will be reviewed from time to time by the Board of Directors in
the context of operational results, objectives for corporate growth, financial condition
and other relevant factors.

The Corporation is meeting its objective of managing capital through its detailed review
and performance of due diligence on all potential acquisitions, preparing short-term and
long-term cash flow analysis to ensure an adequate amount of liquidity and monthly
review of financial results.

(In Thousands) June 30, 2008 December 31, 2007

Share Capital $52,102 $53,310
Deficit (14,394) (15,412)
Total $37,708 $37,898
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11. Inventories

On January 1, 2008 the Company adopted the CICA Handbook Section 3031 -
Inventories.

Management has reviewed the new guidelines for inventory, implemented on January 1,
2008 and the reversal of previous write-downs to net realizable value when there is a
subsequent increase in the value of inventories.

The Company utilizes the FIFO method to value its inventory.

Management has reviewed the Company policies regarding the measurement of
inventories at the lower of cost and net realizable value, with guidance on the
determination of cost, including allocation of overheads and other costs to inventory.
The Company’s Inventories of raw materials and consumable supplies are valued at the
lower of cost and net realizable value. Inventories of work-in-progress and finished
goods are valued at the lower of cost and net realizable value.

Zedi currently reclasses overheads and labour from various departments to cost of sales
on a monthly basis. Zedi does not have sufficient information to allocate labour and
overheads to individual items at this time. It is our intention to develop the necessary
systems before the end of 2008 so that direct labour and overheads can be applied to
individual items beginning January 2009 in a manner consistent with section 3031 of the
CICA handbook.

Management has reviewed inventory and determined that no major spares or standby
equipment is contained in inventory therefore no reclassification to Property, Plant and
Equipment is required.

(In Thousands) June 30, 2008 December 31, 2007
Raw Materials $2,491 $2,071
Work in Progress 207 188
Finished Goods 3,314 4,221
$6,012 $6,480

During the six months ended June 30, 2008 there were no inventory write-downs and no
reversals of any previous writedowns. Finished Goods inventories are pledged as
collateral for the companys credit facility.
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12. Future Accounting Changes

(a) Convergence with International Financial Reporting Standards

In January 2006, the AcSB adopted a strategic plan for the direction of accounting
standards in Canada. On February 13, 2008, the AcSB has confirmed that effective for
interim and annual financial statements related to fiscal years beginning on or after
January 1, 2011, International Financial Reporting Standards will replace Canada’s
current Generally Accepted Accounting Principles (*GAAP") for all publicly accountable
profit-oriented enterprises. The Company is currently evaluating the impact of this
changeover on its Consolidated Financial Statements.

(b) Goodwill and intangible assets

In February 2008, the Canadian Institute of Chartered Accountants ("CICA") issued
Section 3064, Goodwill and intangible assets, replacing Section 3062, Goodwill and other
intangible assets and Section 3450, Research and development costs. Various changes
have been made to other sections of the CICA Handbook for consistency purposes. The
new Section will be applicable to financial statements relating to fiscal years beginning
on or after October 1, 2008. Accordingly, the Company will adopt the new standards for
its fiscal year beginning January 1, 2009. It establishes standards for the recognition,
measurement, presentation and disclosure of goodwill subsequent to its initial
recognition and of intangible assets by profit-oriented enterprises. Standards concerning
goodwill are unchanged from the standards included in the previous Section 3062. The
Company is currently evaluating the impact of the adoption of this new Section on its
consolidated financial statements.

13. Segmented Information

The Company determines its reportable segments based on the structure of its
operations, which are focused in two principal business segments - productions
operations management and well operations management. The focus of these segments
are as follows:

e Productions operations management segment delivers systems and services
that help oil and gas producers to efficiently manage people, assets and
information. These services give operations insight right to the well using
hardware, web-based applications and professional services. On their own or
in combination, these products are the basis for Zedi's end-to-end solutions
that address all aspects of production operations and the operations of
Universal Measurement Solutions Ltd.

e Well operations management segment provides 3rd party well operations
management to over 400 wells in NE B.C. and NW Alberta, with the primary
services including contract well operations, inspection and supervision.

The accounting policies followed by these business segments are the same as those
described in summary of significant accounting policies.
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13. Segmented Information, continued:

The following information is selected financial information for the production operations
management and well operations management for the three and six months ended June
30, 2008.

For the three months ended

Production Well Adjustments

June 30, 2008 -

management operations and
In 000Q’s operations management eliminations Total
Revenue $8,173 $2,310 $(450) $10,033
Income (loss) before stock
based compensation,
depreciation and
amortization, disposal of
assets, interest and income
taxes 1,530 129 1,659
Income (loss) before income
taxes 308 116 424
Net income(loss) 68 73 141
Total Assets 51,666 2,527 (1,808) 52,385
Capital Expenditures 1,345 12 1,357
As at and for the six months Production Well Adjustments
ended June 30, 2008 .

management operations and
In 000’s operations management eliminations Total
Revenue $17,776 $4,534 $(900) $21,410
Income (loss) before stock
based compensation,
depreciation and
amortization, disposal of
assets, interest and income
taxes 4,188 (20) 4,168
Income (loss) before income
taxes 1,874 (44) 1,830
Net income(loss) 1,059 (41) 1,018
Total Assets 51,666 2,527 (1,808) 52,385
Capital Expenditures 2,379 49 2,428
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J&J OQilfield Operations, the well operations management segment, was purchased
effective January 1, 2008 therefore production operations management was the single
reportable segment in the prior year.

14. Acquisition of Universal Measurement Solutions Ltd.

On May 6, 2008, the Company completed the acquisition of all issued and outstanding
shares of Universal Measurement Solutions Ltd. (UMS) by the wholly owned subsidiary,
Zedi Canada Inc. effective May 1, 2008, paid for in cash. UMS is a private corporation
based in Calgary, Alberta providing measurement and control services to the oil and gas
industry. The operations of UMS are included in these consolidated statements from
May 1, 2008 through June 30, 2008.

The fair value of the net assets acquired were:

Net assets acquired: $
Working capital 520,654
Property, plant and equipment 187,156
Future income tax liability (121,942)
Intangibles 391,748
Goodwill 541,610

1,519,226

Financed by: $
Cash 999,226
Settlement of UMS debenture payable 520,000
Total purchase consideration 1,519,226

15. Subsequent Event
On July 3, 2008 the Company’s wholly owned subsidiary, Zedi Canada Inc., paid the

remaining working capital adjustment for the purchase of all issued and outstanding
shares of Universal Measurement Solutions Ltd. (UMS) for a cash payment of $112,132.
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Board of Directors

Current as at May 14, 2008

1.

Keith T. Smith
Alberta, Canada

Director Since: 2001
Chairman of the Board
Non-Independent®

Committees:
Compensation
Committee

Martin A. Lambert
Alberta, Canada

Director Since: 2000
Independent

Committees:
Compensation
Committee
Governance and
Nominating Committee

Daryl Gilbert
Alberta, Canada

Director Since: 2006
Independent

Committees:
Audit Committee
Technology Committee

Matthew Heffernan
Alberta, Canada

Director Since: 2002
President and CEO
Non-Independent

Committees:
Nil

Alan E. Winter
British Columbia,
Canada

Director Since: 2000
Lead Director
Independent

Committees:
Technology Committee
Governance and
Nominating Committee

Pierre Lebel
British Columbia,
Canada

Director Since: 2001
Independent

Committees:
Audit Committee
Technology Committee

Doug Marlin
Alberta, Canada

Director Since: 2000
Independent

Committees:
Compensation
Committee

Audit Committee
Technology Committee

In the transition of leadership of the Corporation to Matthew Heffernan as the new President and CEO, Mr. Smith has continued with the
execution of some projects, which will be completed in 2008, therefore, Mr. Smith is identified as non-independent at this time.
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Executive Leadership Team

Current as at August 13, 2008
Corporate Officers

Matthew Heffernan
President & CEO

Debra Deane
Vice President Marketing &
Investor Relations

James Freeman
Vice President Technical
Development

Clement Gaudet
Chief Information Officer & Vice
President Operations

Leadership Team
(includes Corporate Officers plus)

Kathy Pavelich
Director, Human Resources & General
Service

Office Listings

Corporate Head Office — Calgary
500, 600 - 6 Avenue SW

Calgary, Alberta, Canada

T2P 0S6

Tel. 403.444.1100
Fax. 403.444.1101

Calgary - North East Office
Unit 90, 2150 - 29 Street NE
Calgary, Alberta, Canada

T1Y 7G4

Tel. 403.250.3949
Fax. 403.398.1552

Edmonton Office
101-1855 94 Street NW
Edmonton, Alberta, Canada
T6N 1E6

Tel. 780.701.3000
Fax. 780.701.3001
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Robert Gordon
Chief Financial Officer

Tony Hilbert
Vice President Finance

Roderick Heard
Vice President
International

Toku Ito
Chief Technology Officer

Tory Nudd
Vice President Customer
Service

Joe Ollenberger

Vice President & General
Manager Northern
Operations

Jeffrey G. Sundquist
Vice President Corporate Development

Fort St. John Office

1, 8527-100 Street

Fort St. John, British Columbia, Canada
V1] 3W7

Tel. 250.785.7892
Fax. 250.785.7458

Grande Prairie Office

8618 - 99 Street

Grande Prairie, Alberta, Canada
T8V 2G3

Tel. 780.897.1648
Fax. 780.701.3001



Shareholder Information

Corporate Head Office

500, 600 - 6 Avenue SW
Calgary, Alberta, Canada T2P 0S6
Tel. (403) 444-1101

Toll-free 1 (866) 732-6967

Fax. (403) 444-1101

Web Site www.zedi.ca

Annual and Special Meeting
Thursday, June 4, 2009

3:00 p.m. - 4:30 p.m.
Calgary, Alberta, Canada

* exact location TDB

Stock Exchange Listing

Zedi Inc.’'s common shares are listed on

The Toronto Stock Exchange (ZED)

Investor Relations

Common Shares Outstanding
95,985,668 as at June 30, 2008

Voting Rights
Shareholders are entitled to one vote for
each common share held.

Shareholder Services

Please contact our transfer agent Valiant
Trust Company to access the following
services:

Direct deposit for dividend payments
Account consolidation (consolidate
account registrations to eliminate
costly duplicate mailings)

Address changes and share transfers

Register and Transfer Agent
Valiant Trust Company
310, 606 4th Street SW

Institutional investors, brokers, security
analysts and other investors requiring
financial information may contact our
Investor Relations Department or access

Calgary, Alberta, Canada T2P 1T1
Tel. (403) 233-2801 (in Calgary or
outside North America)

Toll-free 1-866-313-1872 (toll free in

our Web site at www.zedi.ca.
Fax: (403) 444-1101
E-mail:investor@zedi.ca

North America)
Fax. (403) 233-2857
E-mail: inquiries@valianttrust.com

Auditor
Deloitte and Touche LLP
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