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KELSO

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL REPORT

The accompanying unaudited consolidated interim financial report of the Company has been prepared
by and is the responsibility of the Company’s management. The Company’s independent auditor has
not performed a review or audit of this financial report.



Kelso Technologies Inc.

Consolidated Interim Statements of Financial KELSO
Position
at June 30, 2024 and December 31, 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)
June 30, December 31,
2024 2023
Assets
Current
Cash (Note 5) 386,655 $ 1,433,838
Accounts receivable (Note 5) 1,007,529 1,065,411
Prepaid expenses 101,565 134,349
Inventory (Note 6) 4,269,871 3,376,005
5,765,620 6,009,603
Property, plant and equipment (Note 7) 4,044,514 3,155,176
Deposit (Note 8) 67,181 67,181
Intangible assets (Note 8) 471,311 471,311
10,348,626 $ 9,703,271
Liabilities
Current
Accounts payable and accrued liabilities (Note 11) 2,389,039 $ 933,410
Income tax payable 68,024 10,024
Current portion of lease liability (Note 9) 139,470 16,636
RSU liability (Note 10) 22,953 22,953
2,619,486 983,023
Long term portion of lease liability (Note 9) 252,578 -
2,872,064 983,023
Shareholders’ Equity
Capital Stock (Note 10) 27,183,439 27,183,439
Reserves (Note 10) 4,820,145 4,820,145
Deficit (24,527,022) (23,283,336)
7,476,562 8,720,248
10,348,626 $ 9,703,271

Approved on behalf of the Board:

“Jesse Crews” (signed)

Jesse Crews, Director

“Paul Cass” (signed”)

Paul Cass, Director

See notes to consolidated interim financial statements



Kelso Technologies Inc. E - am
Consolidated Interim Statements of Changes in Equity KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

Capital Stock

| Number |  Obligation to
of shares Amount issue shares Reserve Deficit Total
Balance December 31, 2022 54,320,086 $ 27,123,039 $ - $ 4,840,083 $ (21,181,450) $ 10,781,672
Shares issued - - - - - -
Share-based expense - - - - - -
Net loss for the period - - - - (1,833,796) (1,833,796)
Balance, June 30, 2023 54,320,086 $ 27,123,039 $ - $ 4,840,083 $ (23,015,246) $ 8,947,876
Balance, December 31, 2023 54,443422 $ 27,183,439 $ - $ 4,820,145 $ (23,283,336) $ 8,720,248
Net loss for the period - - - - (1,243,686) (1,243,686)
Balance, June 30, 2024 54,443422 $ 27,183,439 $ - $ 4,820,145 $ (24,527,022) $ 7,476,562

See notes to consolidated interim financial statements



Kelso Technologies Inc.

Consolidated Interim Statements of Operations and

Comprehensive Income (Loss)

For the six months ended June 30, 2024 and 2023

(Unaudited — Prepared by Management)
(Expressed in US Dollars)

KELSO

Three months ended

Six months ended

June 30, June 30,
2024 2023 2024 2023
Revenues $ 2,891,591 $ 2,152,462 $ 5,544,195 $ 4,612,420
Cost of Goods Sold 1,531,820 1,359,908 3,074,598 2,733,298
Gross Profit 1,359,771 792,554 2,469,597 1,879,122
Expenses
Share-based expense - - - -
Management fees (Note 11) 180,000 180,000 360,000 360,000
Consulting and filing fees 122,512 96,021 214,961 218,863
Investor relations 21,000 21,000 42,000 42,000
Accounting and legal 329,316 88,213 426,665 154,211
Office and administration 712,707 703,028 1,386,211 1,279,873
Research 256,984 425,697 505,443 773,059
Travel 31,193 44,836 61,389 75,194
Marketing 120,813 94,820 226,838 155,789
Unrealized  foreign  exchange
loss (gain) 63,532 (29,852) 88,749 (51,436)
Amortization 56,910 23,984 102,496 48,079
1,894,967 1,647,747 3,414,752 3,055,632
Income (Loss) before the following (535,196) (855,193) (945,155) (1,176,510)
Write-off of inventory (61,608) (100,528) (61,608) (100,528)
Termination settlement - - - (465,360)
Net Income (Loss) before taxes (596,804) (955,721) (1,006,763) (1,742,398)
Income tax recovery (expense) 51,877 (91,398) (236,923) (91,398)
Net Income (Loss) and
Comprehensive Income (Loss) for
the Period $ (544,927) $ (1,047,119) $ (1,243,686) $ (1,833,796)
Basic and Diluted Earnings
(Loss) Per Share $ (0.01) $ (0.02) $ (0.02) $ (0.03)
Weighted Average Number of
Common Shares Outstanding
Basic 54,443,422 54,320,086 54,443,422 54,320,086
Diluted 54,443,422 54,320,086 54,443,422 54,320,086

See notes to consolidated interim financial statements



Kelso Technologies Inc.

Consolidated Interim Statements of Cash Flows KELSO
For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)
June 30, June 30,
2024 2023
Operating Activities
Net income (loss) (1,243,686) $ (1,833,796)
Items not involving cash
Amortization of equipment and patent 463,573 553,175
Share-based expense - -
Unrealized foreign exchange 88,749 (51,436)
Gain on sale of assets - -
Write-off of inventory 61,608 100,528
(629,756) (1,231,529)
Changes in non-cash working capital
Accounts receivable 57,882 432,660
Prepaid expenses and deposit 32,784 (70,123)
Inventory (955,474) 321,996
Accounts payable and accrued liabilities 1,455,629 (102,714)
Income tax payable 58,000 (8,102)
648,821 573,717
Cash Used in Operating Activities 19,065 (657,812)
Investing Activities
Acquisition of property, plant and equipment (929,865) (237,752)
Proceeds on sale of assets - -
Cash used in Investing Activities (929,865) (237,752)
Financing Activities
Issuance of common shares - -
Lease liability payments (47,634) (90,793)
Cash Used in Financing Activities (47,634) (90,793)
Foreign exchange effect on cash (88,749) 51,436
Inflow (Outflow) of Cash (1,047,183) (934,921)
Cash, Beginning of Period 1,433,838 2,712,446
Cash, End of Period 386,655 $ 1,777,525

Supplemental Cash Flow Information (Note 12)

See notes to consolidated interim financial statements



Kelso Technologies Inc. E s iaam
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

NATURE OF OPERATIONS

Kelso Technologies Inc. (the “Company”) was incorporated under the laws of British Columbia
on March 16, 1987. The Company designs, engineers, markets, produces and distributes
various proprietary pressure relief valves and manway securement systems designed to reduce
the risk of environmental harm due to non-accidental events in the transportation of hazardous
commodities via railroad tank cars. In addition, the Company is an engineering development
company specializing in proprietary service equipment used in transportation applications. The
Company trades on the Toronto Stock Exchange (“TSX”) under the symbol “KLS”, and used to
trade on the New York Stock Exchange (“NYSE”) under the trading symbol “KIQ”. The Company
listed on the TSX on May 22, 2014 and on the NYSE on October 14, 2014. The Company
delisted from the NYSE on March 26, 2024. The Company’s head office is located at 1132
Stevens Road, West Kelowna, British Columbia, V1Z 1G1.

BASIS OF PREPARATION
(a) Statement of compliance

These unaudited consolidated interim financial statements of the Company have been
prepared in accordance with International Financial Reporting Standards (“IFRS”), as issued
by the International Accounting Standards Board (“IASB”), applicable to the preparation of
interim financial statements, including International Accounting Standards (“IAS”) 34 Interim
Financial Reporting. The condensed unaudited interim financial statements do not include
all of the disclosures required for a complete set of annual financial statements and should
be read in conjunction with the audited annual consolidated financial statements for the year
ended December 31, 2022, which have been prepared in accordance with IFRS as issued
by the IASB.

These consolidated interim financial statements have been prepared under the historical
cost basis, except for financial instruments, which are stated at their fair values. These
consolidated interim financial statements have been prepared using the accrual basis of
accounting, except for cash flow information.

(b) Basis of presentation and consolidation

The consolidated interim financial statements include the accounts of the Company and its
integrated wholly owned subsidiaries, Kelso Technologies (USA) Inc., Kel-Flo Industries
Inc., KIQ X Industries Inc. and KXI Wildertec Industries Inc. which are all Nevada, USA
corporations except KIQ X Industries Inc., and KXI Wildertec Industries Inc., which were
incorporated in British Columbia. Intercompany transactions and balances have been
eliminated on consolidation. Subsidiaries are consolidated from the date upon which control
is acquired by the Company and all material intercompany transactions and balances have
been eliminated on consolidation.

Control is achieved when the Company is exposed, or has rights, to variable returns from
its involvement with the investee and has the ability to affect those returns through its power
over the investee.

(c) Functional and presentation currency

The functional and presentation currency of the Company and its subsidiaries is the US
dollar (“USD”).



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

2.

BASIS OF PREPARATION (Continued)

(d) Significant management judgments and estimation uncertainty

The preparation of consolidated interim financial statements in conformity with IFRS requires
the Company’s management to undertake a number of judgments, estimates and
assumptions that affect amounts reported in the consolidated interim financial statements
and notes thereto. Actual amounts may ultimately differ from these estimates and
assumptions. The Company reviews its estimates and underlying assumptions on an
ongoing basis. Revisions to accounting estimates are recognized in the period in which the
estimates are revised and may impact future periods.

Significant management judgments

The following are significant management judgments in applying the accounting policies of
the Company that have the most significant effect on recognition and measurement of
assets, liabilities, income and expenses:

(i) Income taxes

The extent to which deferred tax assets can be recognized is based on an assessment
of the probability of the Company generating future taxable income against which the
deferred tax assets can be utilized. In addition, significant judgment is required in
classifying transactions and assessing probable outcomes of tax positions taken, and in
assessing the impact of any legal or economic limits or uncertainties in various tax
jurisdictions.

(ii) Functional currency

The functional currency for the Company and its subsidiaries is the currency of the
primary economic environment in which the entity operates. The Company has
determined its functional currency and that of its subsidiaries is the USD. Determination
of functional currency may involve certain judgments to determine the primary economic
environment and the Company reconsiders the functional currency of its entities if there
is a change in events and conditions that determined the primary economic
environment.

(iii) Research and development expenditures

The application of the Company’s accounting policy for research and development
expenditures requires judgment in determining whether an activity is determined to be
research or development, and if deemed to be development, whether it is probable that
future economic benefits will flow to the Company, which may be based on assumptions
about future events or circumstances. Estimates and assumptions may change if new
information becomes available. If new information becomes available indicating that it
is unlikely that future economic benefits will flow to the Company, the amount capitalized
is written off to profit or loss in the period the new information becomes available.



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

2.

BASIS OF PREPARATION (Continued)

(d) Significant management judgments and estimation uncertainty (continued)

(iv) Treatment of restricted share units

The initial treatment of restricted share units (‘RSUs”) requires management to apply

judgment in assessing the terms and conditions of the grant to determine whether RSUs

will be equity-settled or cash-settled.

Estimation uncertainty

Information about estimates and assumptions that have the most significant effect on the
recognition and measurement of assets, liabilities, income and expenses is provided below.
Actual results may be substantially different.

(i)

Impairment of long-lived assets
Long-lived assets consist of intangible assets and property, plant and equipment.

At the end of each reporting period, the Company reviews the carrying amounts of its
long-lived assets to determine whether there is any indication that the carrying amount
is not recoverable. If any such indication exists, the recoverable amount of the asset is
estimated in order to determine the extent of the impairment loss (if any). Intangible
assets with indefinite useful lives and those not in use are tested for impairment
annually. When an individual asset does not generate independent cash flows, the
Company estimates the recoverable amount of the cash-generating unit to which the
asset belongs. Assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash
inflows of other assets or groups of assets. When a reasonable and consistent basis of
allocation can be identified, corporate assets are also allocated to individual cash-
generating units, or otherwise they are allocated to the smallest group of cash-
generating units for which a reasonable and consistent allocation basis can be identified.

Recoverable amount is the higher of fair value less costs of disposal and value in use.
Fair value is determined as the price that would be received to sell an asset in an orderly
transaction between market participants at the measurement date. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money
and the risks specific to the asset for which the estimates of future cash flows have not
been adjusted.

Useful lives of depreciable assets

The Company reviews its estimate of the useful lives of depreciable assets at each
reporting date, based on the expected utilization of the assets. Uncertainties in these
estimates relate to technical obsolescence that may change the utilization of certain
intangible assets and equipment.



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

2.

BASIS OF PREPARATION (Continued)
(d) Significant management judgments and estimation uncertainty (continued)
Estimation uncertainty (continued)

(iii) Inventories

The Company estimates the net realizable value of inventories, taking into account the
most reliable evidence available at each reporting date. The future realization of these
inventories may be affected by future technology or other market-driven changes that
may reduce future selling prices. A change to these assumptions could impact the
Company’s inventory valuation and impact gross margins.

(iv) Share-based expense

The Company grants share-based awards to certain officers, employees, directors and
other eligible persons. For equity settled awards, the fair value is charged to the
consolidated statements of operations and comprehensive income loss and credited to
reserves, over the vesting period using the graded vesting method, after adjusting for
the estimated number of awards that are expected to vest.

The Company measures the cost of equity-settled transactions by reference to the fair
value of the equity instruments at the date at which they are granted for share-based
payments made to employees or others providing similar services. Estimating fair value
for share-based payment transactions requires determining the most appropriate
valuation model, which is dependent on the terms and conditions of the grant. This
estimate also requires making assumptions to determine the most appropriate inputs to
the valuation model including the fair value of the underlying common shares, the
expected life of the share option or warrant, volatility, expected forfeiture rate and
dividend yield. Changes in these assumptions can materially affect the fair value
estimate, and therefore, the existing models do not necessarily provide a reliable
measure of the fair value of the Company’s share-based awards. Warrant liabilities are
accounted for as derivative liabilities as they are exercisable in Canadian dollars (note
10).

Restricted and deferred share units are measured using the fair value of the shares on
the grant date (Note 10).

(v) Allowance for credit losses

The Company provides for doubtful debts by analyzing the historical default experience
and current information available about a customer’s credit worthiness on an account-
by-account basis. Uncertainty relates to the actual collectability of customer balances
that can vary from the Company’s estimation.

10



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

2.

(d)

(e)

(f)

BASIS OF PREPARATION (Continued)

Significant management judgments and estimation uncertainty (continued)
Estimation uncertainty (continued)
(vi) Lease liability

The Company uses estimation in determining the incremental borrowing rate used to
measure the lease liability, specific to the asset, underlying currency, and geographic
location. Where the rate implicit in the lease is not readily determinable, the discount
rate of the lease obligations are estimated using a discount rate similar to the Company’s
specific borrowing rate. This rate represents the rate that the Company would incur to
obtain the funds necessary to purchase the asset of a similar value, with similar payment
terms and security in a similar environment. The Company applies judgement in
determining whether the contract contains an identified asset, whether they have the
right to control the asset, and the lease term.

Approval of the consolidated interim financial statements

The consolidated interim financial statements of the Company for six months ended June
30, 2024 were approved and authorized for issue by the Board of Directors on August 7,
2024.

New accounting standards issued but not yet effective

The Company has performed an assessment of new standards issued by the IASB that are

not yet effective. The Company has assessed that the impact of adopting these accounting
standards on its consolidated financial statements would not be significant.

MATERIAL ACCOUNTING POLICIES

The following is a summary of significant accounting policies:

(@)

Inventory

Inventory components include raw materials and supplies used to assemble valves and
manway covers, as well as finished valves and manway covers. All inventories are recorded
at the lower of cost on a weighted average basis and net realizable value. The stated value
of all inventories includes purchase and assembly costs of all raw materials and supplies,
and attributable overhead and amortization. A regular review is undertaken to determine
the extent of any provision for obsolescence. When a circumstance that previously caused
inventories to be written down below cost no longer exist or when there is clear evidence of
an increase in net realizable value because of changed economic circumstances, the
amount of the write-down is reversed. The amount of the reversal is limited to the amount
of the original write-down.

Intangible assets
Intangible assets acquired separately are measured on initial recognition at cost. Following
initial recognition, intangible assets are carried at cost less any accumulated amortization

and accumulated impairment losses, if any. The useful lives of intangible assets are
assessed as either finite or indefinite.

11



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

3. MATERIAL ACCOUNTING POLICIES (Continued)

(b)

Intangible assets (continued)

Intangible assets with finite lives are amortized over the useful economic life and assessed
for impairment whenever there is an indication that the intangible asset may be impaired.
The amortization period and the amortization method for an intangible asset with a finite
useful life are reviewed at least at the end of each reporting period. A change in the expected
useful life of the expected pattern of consumption of future economic benefits embodied in
the asset is accounted for by changing the amortization period or method, as appropriate,
and treated as changes in accounting estimates. The assessment of indefinite life is
reviewed annually to determine whether the indefinite life continues to be supportable. If
not, the change in useful life from indefinite to finite is made on a prospective basis.

The Company amortizes intangible assets with finite lives on a straight-line basis over their
estimated useful lives as follows:

Patents — 5 years
Rights — 2 years
Intellectual Property — 7 years

Amortization begins when the intangible asset is ready for use. Product and technology
development costs, which meet the criteria for deferral and are expected to provide future
economic benefits with reasonable certainty are deferred and amortized over the estimated
life of the products or technology once commercialization commences.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated amortization and
accumulated impairment losses, if any. Leasehold improvements and prototypes are
amortized on a straight-line basis over the lease term and estimated useful life respectively.
Amortization is calculated over the estimated useful life of the property, plant and equipment
at the following annual rates:

Building — 4% declining-balance
Production equipment — 20% declining-balance
Leasehold improvements — 5 year straight-line
Prototypes — 2 year straight-line

Revenue recognition

Revenues from the sale of pressure relief valves, manway securement systems and related
products is recognised when all the performance obligations identified in the customer
contract, typically consisting of a purchase order, are satisfied. The performance obligations
in a typical purchase order are the manufacture of the pressure relief valve, manway
securement system and related accessories and delivery of those items. The Company
recognizes revenue when collection is reasonably assured.

12



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

3. MATERIAL ACCOUNTING POLICIES (Continued)

(e) Impairment of long-lived assets

The Company’s tangible and intangible assets with definite useful lives are reviewed for any
indication of impairment at each statement of financial position date. If indication of
impairment exists, the asset’s recoverable amount is estimated. Intangible assets not yet
available for use or those with indefinite useful lives are tested annually for impairment. An
impairment loss is recognized when the carrying amount of an asset, or its cash-generating
unit, exceeds its recoverable amount. A cash-generating unit is the smallest identifiable
group of assets that generates cash inflows that are largely independent of cash inflow from
other assets or groups of assets.

The recoverable amount is the greater of the asset’s fair value less costs to sell and value
in use. In assessing value in use, the estimated future cash flows are discounted to present
value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the assets. For an asset that does not generate
largely independent cash inflows, the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

Income taxes
(i) Current and deferred income taxes

Income tax expense, consisting of current and deferred tax expense, is recognized in
the consolidated statements of operations and comprehensive loss.

Current tax expense is the expected tax payable on the taxable income for the year,
using tax rates enacted or substantively enacted at period-end, adjusted for
amendments to tax payable with regard to previous years.

Deferred tax assets and liabilities and the related deferred income tax expense or
recovery are recognized for deferred tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and
their respective tax basis.

Deferred tax assets and liabilities are measured using the enacted or substantively
enacted tax rates expected to apply when the asset is realized or the liability settled.
The effect on deferred tax assets and liabilities of a change in tax rates is recognized in
income (loss) in the period that substantive enactment occurs.

A deferred tax asset is recognized to the extent that it is probable that future taxable
profits will be available against which the asset can be utilized. To the extent that the
Company does not consider it probable that a deferred tax asset will be recovered, the
deferred tax asset is reduced. Deferred tax assets and liabilities are offset when there
is a legally enforceable right to set off current tax assets against current tax liabilities
and when they relate to income taxes levied by the same taxation authority and the
Company intends to settle its current tax assets and liabilities on a net basis.

13



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

3. MATERIAL ACCOUNTING POLICIES (Continued)

(f)

9

(h)

(i)

Income taxes (continued)
(i) Texas margin tax

Effective January 1, 2007, the state of Texas enacted an annual franchise tax known as
the Texas margin tax, which is equal to 1% of the lesser of: (a) 70% of a taxable entity’s
revenue; and (b) 100% of total revenue less, at the election of the taxpayer: (i) cost of
goods sold; or (ii) compensation. A provision for the margin tax owing has been recorded
in the consolidated statements of operations and comprehensive loss.

Foreign currency translation
The accounts of foreign balances and transactions are translated into USD as follows:

(i) Monetary assets and liabilities, at the rate of exchange in effect at the consolidated
statement of financial position date;

(i) Non-monetary assets and liabilities, at the exchange rates prevailing at the time of the
acquisition of the assets or assumption of the liabilities; and

(i) Revenue and expense items (excluding amortization, which is translated at the same
rate as the related asset), at the rate of exchange prevailing at the transaction date.

Gains and losses arising from translation of foreign currency are included in the
determination of net income (loss).

Earnings per share

The Company presents basic earnings per share data for its common shares, calculated by
dividing the earnings attributable to common shareholders of the Company by the weighted
average number of shares outstanding during the period. The Company uses the treasury
stock method for calculating diluted earnings per share. Under this method the dilutive effect
on earnings per share is calculated on the use of the proceeds that could be obtained upon
exercise of options, warrants and similar instruments. It assumes that the proceeds of such
exercise would be used to purchase common shares at the average market price during the
period. However, the calculation of diluted loss per share excludes the effects of various
conversions and exercise of options and warrants that would be anti-dilutive.

Share-based expense

The Company has a stock option plan, restricted share unit plan, and deferred share unit
plan, which are described in note 10. The Company grants equity-settled share-based
awards to directors, officers and employees, and consultants. Share-based expense to
employees is measured at the fair value of the equity instruments at the grant date. The fair
value of share options is measured using the Black-Scholes option pricing model. Restricted
and deferred share units are measured using the fair value of the shares on the grant date.
The share-based expense to employees is recognized over the vesting period using the
graded vesting method.

14



Kelso Technologies Inc. E o= 3
Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

3. MATERIAL ACCOUNTING POLICIES (Continued)

(i)

1)

Share-based expense (continued)

Fair value of share-based expenses for non-employees is recognized and measured at the
date the good or services are received based on the fair value of the goods or services
received. If it is determined that the fair value of goods and services received cannot be
reliably measured, the share-based expense is measured at the fair value of the equity
instrument issued.

For both employees and non-employees, the fair value of equity-settled share-based
expense is recognized on the consolidated statements of operations and comprehensive
loss, with a corresponding increase in reserves. The amount recognized as expense is
adjusted to reflect the number of awards expected to vest. Consideration received on the
exercise of stock options is recorded in capital stock and the related share-based expense
in reserves is transferred to capital stock. When restricted share units (“RSUs”) are settled
in shares, the recorded fair value is transferred from reserves to capital stock.

For both employees and non-employees, the fair value of cash-settled RSUs is recognized
as share-based expense, with a corresponding increase in RSU liability over the vesting
period. The amount recognized as an expense is based on the estimate of the number of
RSUs expected to vest. Cash-settled RSUs are measured at their fair value at each reporting
period on a mark-to-market basis. Upon vesting of the cash settled RSUs, the RSU liability
is reduced by the cash payout.

After the initial grant of RSUs, the Company may determine that equity-settled awards
should be treated as cash-settled going forward. In this instance, the change is accounted
for as a modification of the original awards. On the date of modification, a liability is
recognized based on the fair value of the vested awards to date. A corresponding reduction
in reserves is recognized only to the extent of the fair value of the original awards. Any
incremental fair value of the cash-settled award over the equity-settled award on
modification date is recognized immediately in share-based expense.

Capital stock

Proceeds from the exercise of stock options and warrants are recorded as capital stock in
the amount for which the option or warrant enabled the holder to purchase a share in the
Company. Any previously recorded share-based expense included in the share-based
expenses reserve is transferred to capital stock on exercise of options. Capital stock issued
for non-monetary consideration is valued at the closing market price at the date of issuance.
The proceeds from the issuance of units are allocated between common shares and
warrants based on the residual value method. Under this method, the proceeds are allocated
first to capital stock based on the fair value of the common shares at the time the units are
priced and any residual value is allocated to the warrants reserve. Consideration received
for the exercise of warrants is recorded in capital stock, and any related amount recorded in
warrants reserve is transferred to capital stock.

15
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Notes to Consolidated Interim Financial Statements KELSO

For the six months ended June 30, 2024 and 2023
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

3. MATERIAL ACCOUNTING POLICIES (Continued)

1)

Capital stock (continued)

Canadian dollar denominated share purchase warrants are classified as a derivative warrant
liability under the principles of IFRS 9 Financial Instruments (note 10). As the exercise price
of the share purchase warrant is fixed in Canadian dollars and the functional currency of the
Company is the USD, the share purchase warrants are considered a derivative liability in
accordance with IAS 32 Financial Instruments: Presentation as a variable amount of cash
in the Company’s functional currency will be received upon exercise. These types of share
purchase warrants are recognized at fair value using a option pricing model at the date of
issue. Share purchase warrants are initially recorded as a liability at fair value with any
subsequent changes in fair value recognized in profit or loss. Upon exercise of the share
purchase warrants with exercise prices in a currency other than the Company’s functional
currency, the share purchase warrants are revalued at the date of exercise and the total fair
value of the exercised share purchase warrants is reallocated to capital stock. The proceeds
generated from the payment of the exercise price are also allocated to equity.

Financial instruments
(i) Financial assets

Initial recognition and measurement

The Company recognizes a financial asset when it becomes a party to the contractual
provisions of the instrument. A financial asset is measured initially at fair value plus, for
an item not at fair value through profit or loss, transaction costs that are directly
attributable to its acquisition or issue. On initial recognition, a financial asset is classified
as measured at amortized cost or fair value through profit or loss. A financial asset is
measured at amortized cost if it meets the conditions that: i) the asset is held within a
business model whose objective is to hold assets to collect contractual cash flows, ii)
the contractual terms of the financial asset give rise on specified dates to cash flows
that are solely payments of principal and interest on the principal amount outstanding,
and iii) is not designated as fair value through profit or loss.
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3. MATERIAL ACCOUNTING POLICIES (Continued)

(k) Financial instruments (continued)

(i)

Financial assets (continued)

Subsequent measurement

The subsequent measurement of financial assets depends on their classification as
follows:

Financial assets at fair value through profit or loss

Financial assets measured at fair value through profit and loss are carried in the
consolidated statements of financial position at fair value with changes in fair value
therein, recognized in the consolidated statements of operations and comprehensive
loss. The Company classifies cash as measured at fair value through profit or loss.

Financial assets measured at amortized cost

A financial asset is subsequently measured at amortized cost, using the effective
interest method and net of any impairment allowance. The Company classifies accounts
receivable, prepaid expenses and deposits as measured at amortized cost.

Derecognition

A financial asset or, where applicable a part of a financial asset or part of a group of
similar financial assets is derecognized when:

« the contractual rights to receive cash flows from the asset have expired; or

» the Company has transferred its rights to receive cash flows from the asset or has
assumed an obligation to pay the received cash flows in full without material delay
to a third party under a ‘pass-through’ arrangement; and either (a) the Company has
transferred substantially all the risks and rewards of the asset, or (b) the Company
has neither transferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

Financial liabilities

Financial liabilities are recognized when the Company becomes a party to the
contractual provisions of the financial instrument. A financial liability is derecognized
when it is extinguished, discharged, cancelled or when it expires. Financial liabilities
are classified as either financial liabilities at fair value through profit or loss or financial
liabilities subsequently measured at amortized cost. All interest-related charges are
reported in profit or loss within interest expense, if applicable.

Amortized cost

A financial liability at amortized cost is initially measured at fair value less transaction
costs directly attributable to the issuance of the financial liability. Subsequently, the
financial liability is measured at amortized cost based on the effective interest rate
method. The Company classifies accounts payable and accrued liabilities, income tax
payable and lease liabilities as measured at amortized cost.
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3. MATERIAL ACCOUNTING POLICIES (Continued)

(k) Financial instruments (continued)

(ii)

(iif)

Financial liabilities (continued)
Fair value through profit or loss (“FVTPL”)

A financial liability measured at FVTPL is initially measured at fair value with any
associated transaction costs being recognized in profit or loss when incurred.
Subsequently, the financial liability is re-measured at fair value, and a gain or loss is
recognized in profit or loss in the reporting period in which it arises. The Company
classifies derivative warrant liability and RSU liability as measured at FVTPL.

Derecognition

The Company derecognizes a financial liability when the financial liability is discharged,
cancelled or expired. Generally, the difference between the carrying amount of the
financial liability derecognized and the consideration paid and payable, including any
non-cash assets transferred or liabilities assumed, is recognized in the consolidated
statements of loss and comprehensive loss.

Fair value hierarchy

The Company categorizes financial instruments measured at fair value at one of three
levels according to the reliability of the inputs used to estimate fair values. The fair value
of financial assets and financial liabilities included in Level 1 are determined by
reference to quoted prices in active markets for identical assets and liabilities. Financial
assets and liabilities in Level 2 are valued using inputs other than quoted prices for which
all significant inputs are based on observable market data. Level 3 valuations are based
on inputs that are not based on observable market data.

Leases

At inception, the Company assesses whether a contract contains an embedded lease. A
contract contains a lease when the contract conveys a right to control the use of an identified
asset for a period of time in exchange for consideration.

The Company, as lessee, is required to recognize a right-of-use asset (‘ROU asset”),
representing its right to use the underlying asset, and a lease liability, representing its
obligation to make lease payments.

IFRS 16 Leases, provides a single lessee accounting model, requiring lessees to recognize
assets and liabilities for all leases unless the lease term is 12 months or less or the
underlying asset has a low value.
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3. MATERIAL ACCOUNTING POLICIES (Continued)

() Leases (continued)

The Company recognizes a ROU asset and a lease liability at the commencement of the
lease. The ROU asset is initially measured based on the present value of lease payments,
plus initial direct cost, less any incentives received. It is subsequently measured at cost less
accumulated amortization, impairment losses and adjusted for certain remeasurements of
the lease liability. The ROU asset is amortized from the commencement date over the
shorter of the lease term or the useful life of the underlying asset. The ROU asset is subject
to testing for impairment if there is an indicator of impairment.

The lease liability is initially measured at the present value of the lease payments that are
not paid at the commencement date, discounted by the interest rate implicit in the lease, or
if that rate cannot be readily determined, the incremental borrowing rate. The incremental
borrowing rate is the rate which the operation would have to pay to borrow over a similar
term and with similar security, the funds necessary to obtain an asset of similar value to the
ROU asset in a similar economic environment.

Lease payments included in the measurement of the lease liability are comprised of:

« fixed payments, including in-substance fixed payments;

« variable lease payments that depend on an index or a rate, initially measured using the
index or rate as at the commencement date;

« amounts expected to be payable under a residual value guarantee;

» the exercise price under a purchase option that the Company is reasonably certain to
exercise;

» lease payments in an optional renewal period if the Company is reasonably certain to
exercise an extension option; and

« penalties for early termination of a lease unless the Company is reasonably certain not
to terminate early.

The lease liability is subsequently increased by the interest cost on the lease liability and
decreased by lease payments made. It is remeasured when there is a change in future lease
payments arising from a change in an index or a rate, a change in the estimate of the amount
expected to be payable under a residual value guarantee, or as appropriate, changes in the
assessment of whether a purchase or extension option is reasonably certain to be exercised
or a termination option is reasonably certain not to be exercised.

Variable lease payments that do not depend on an index or a rate not included in the initial
measurement of the ROU asset and lease liability are recognized as an expense in profit or
loss in the period in which they are incurred.

The ROU assets are presented within “Property, plant and equipment” and the lease

liabilities are presented in “Lease liability” on the consolidated interim statements of financial
position.
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3. MATERIAL ACCOUNTING POLICIES (Continued)
(m) Research and development

The Company incurs costs on activities that relate to research and development of new
products. Research and development costs are expensed, except in cases where
development costs meet certain identifiable criteria for deferral, including technical and
economic feasibility. Development costs are capitalized only if the expenditures can be
reassured reliably, the product or process is technically and commercial feasible, future
economic benefits are probable, and the Company intends to, and has sufficient resources
to, complete development and to use or sell the asset. Deferred development costs are
amortized over the life of related commercial production, or in the case of serviceable
property and equipment, are included in the appropriate property group and are depreciated
over the estimated useful life. As at June 30, 2024, the Company has capitalized $471,311
(2023 — $471,311) of research and development costs as part of intellectual property.

(n) Provisions and contingent liabilities

Provisions for losses arising from claims, litigation and other sources are recognized when
it is probable that an outflow of resources embodying economic benefits will be required to
settle the obligation and the amount can be reasonably estimated. Provisions are adjusted
as additional information becomes available or circumstances change.

Contingent liabilities are disclosed unless the possibility of an outflow of resources
embodying economic benefits is remote.

4. CAPITAL MANAGEMENT
The Company considers its capital to be comprised of shareholders’ equity.

The Company’s objectives in managing its capital are to maintain its ability to continue as a
going concern and to further develop its business. To effectively manage the Company’s capital
requirements, the Company has a planning and budgeting process in place to meet its strategic
goals.

In order to facilitate the management of its capital requirements, the Company prepares
expenditure budgets that are updated as necessary depending on various factors, including
successful capital deployment and general industry conditions. Management reviews the capital
structure on a regular basis to ensure the above objectives are met. There have been no
changes to the Company’s approach to capital management during the six months ended June
30, 2024. There are no externally imposed restrictions on the Company’s capital.

5. FINANCIAL INSTRUMENTS

Financial instruments are agreements between two parties that result in promises to pay or
receive cash or equity instruments. The Company’s financial instruments classified as level 1 in
the fair value hierarchy are cash, accounts receivable, prepaid expenses, deposits, and
accounts payable and accrued liabilities and income tax payable, as their carrying values
approximate their fair values due to their short-term nature. The RSU liability is classified as
level 1 as its value is based on the market price of the Company’s common shares. The lease
liability is classified as level 3.

5. FINANCIAL INSTRUMENTS (Continued)
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The Company has exposure to the following risks from its use of financial instruments:

(@)

(b)

Credit risk;
Liquidity risk; and
Market risk.

Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss for
the other party by failing to discharge an obligation. Cash is held with major Canadian and
US financial institutions and the Company’s concentration of credit risk for cash and
maximum exposure thereto is $386,655 (2023 — $1,433,838).

With respect to its accounts receivable, the Company assesses the credit rating of all
customers and maintains provisions for potential credit losses, and any such losses to date
have been within management’s expectations. The Company’s credit risk with respect to
accounts receivable and maximum exposure thereto is $935,920 (2023 — $972,680). The
Company’s concentration of credit risk for accounts receivable with respect to its significant
customers is as follows: Customer A is $108,878 (2023 — $106,531), Customer B is
$123,375(2023 — $57,800), Customer C is $Nil (2023 — $101,970) and Customer D is
$54,332 (2023 - $103,841)(Note 15).

To reduce the credit risk of accounts receivable, the Company regularly reviews the
collectability of the accounts receivable to ensure there is no indication that these amounts
will not be fully recoverable. The Company’s aging of accounts receivable, excluding goods
and services tax receivable, at June 30, 2024 and December 31, 2023 is as follows:

June 30, December 31,

2024 2023

Current $ 774,231 $ 748,493
1 -60 days 195,932 211,896
61 days and over (34,243) 12,291
$ 935,920 $ 972,680

Liquidity risk

Liquidity risk is the risk that the Company will be unable to meet its financial obligations as
they fall due. The Company’s approach to managing liquidity risk is to ensure, as far as
possible, that it will have sufficient liquid funds to meet its liabilities when due, under both
normal and stressed conditions, without incurring unacceptable losses or risking damage to
the Company’s reputation.
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5. FINANCIAL INSTRUMENTS (Continued)

(b) Liquidity risk (continued)

At June 30, 2024, the Company has $386,655 (2023 — $1,433,838) of cash to settle current
liabilities of $2,619,486 (2023 — $983,023) consisting of the following: accounts payable
and accrued liabilities of $2,389,039 (2023 — $933,410), income tax payable of $68,024
(2023 — $10,024) the current portion of lease liability of $139,470 (2023 — $16,636) and RSU
liability of $22,953 (2023 - $22,953). All payables classified as current liabilities are due
within a year. The amount of the Company’s remaining undiscounted contractual maturities
for the lease liabilities is approximately $456,447 (2023 — $17,352; due within one to three
years) which is due in less than one year (Note 9).

Market risk

The significant market risks to which the Company could be exposed are interest rate risk
and currency risk.

(i) Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows will fluctuate as a result
of changes in market interest rates. The Company is not exposed to significant interest
rate risk.

(ii) Currency risk

The Company is exposed to currency risk to the extent expenditures incurred or funds
received, and balances maintained by the Company are denominated in Canadian
dollars (“CAD”). The Company does not manage currency risk through hedging or other
currency management tools.

As at June 30, 2024 and December 31, 2023, the Company had the following net
monetary assets (liabilities) denominated in CAD (amounts presented in USD):

June 30, December 31,

2024 2023
Cash $ 9,902 $ 50,792
Accounts receivable 45,288 92,731

Accounts payable and accrued liabilities (640,938) (128,670)
$ (585,748) $ 14,853

Based on the above, assuming all other variables remain constant, a 2% (2023 — 2%)
weakening or strengthening of the USD against the CAD would result in approximately
$11,715 (2023 — $297) foreign exchange loss or gain in the consolidated statements of
operations and comprehensive loss.
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INVENTORY
June 30, December 31,
2024 2023
Finished goods $ 124,382 $ 100,613
Raw materials and supplies 4,145,489 3,275,392

$ 4269871 $§ 3,376,005

Included in cost of goods sold is $2,408,829, (2023 — $2,092,365) of direct material costs
recognized as expense.
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7. PROPERTY, PLANT AND EQUIPMENT
Leasehold Production

Cost Land Building Improvements  Equipment Prototypes ROU Asset Total
Balance, December 31, 2022 $ 12,558 $2,963,983 $ 43,715 $1,032,070 $ 3,338,889 $ 316,470 $7,707,685
Additions - - - - 665,496 - 665,496
Disposals - - - - (79,010) - (79,010)
Balance, December 31, 2023 $ 12,558 $2,963,983 $ 43,715 $1,032,070 $ 3,925,375 $ 316,470 $8,294,171
Additions - - - - 929,825 423,046 1,352,871
Balance, June 30, 2024 $ 12,558 $2,963,983 §$ 43,715 $1,032,070 $ 4,855,200 $ 739,516 $9,647,042
Accumulated Amortization
Balance, December 31, 2022 $ - $ 883171 §$ 43,715 $ 771,589 $ 2,498,589 $ 233,359 $4,430,423
Amortization - 81,992 - 48,317 590,784 66,489 787,582
Disposals - - - - (79,010) - (79,010)
Balance, December 31, 2023 $ - $ 965,163 $ 43,715 $ 819,906 $ 3,010,363 $ 299,848 $5,138,995
Additions - 39,381 - 25,592 328,052 70,508 463,533
Balance, June 30, 2024 $ - $1,004544 $ 43,715 $ 845498 $ 3,338,415 $ 370,356 $5,602,528
Carrying Value
December 31, 2023 $ 12,558 $1,998,820 $ - $ 212,164 $ 915012 $ 16,622 $3,155,176
June 30, 2024 $ 12,558 $1,959,439 § - $ 186,572 $ 1,516,785 $ 369,160 $4,044,514

Included in cost of goods sold is $47,325 (2023 — $59,334) of amortization related to property, plant and equipment.

Included in amortization expense is $102,496 (2023 — $48,079) of amortization related to property, plant and equipment.

Included in research expense is $313,750 (2023 — $445,762) of amortization related to property, plant and equipment.
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8.

INTANGIBLE ASSETS

Intellectual
Cost Patent Rights Property Total

Balance, December 31,2022 $ 40,840 $ 672959 $ 471,311 $ 1,185,110
Additions - - - -

Balance, December 31, 2023

and March 31, 2024 $ 40,840 $ 672959 $ 471311 $ 1,185,110
Accumulated Amortization

Balance, December 31,2022 $ 40,840 $ 672959 §$ - $ 713,799
Amortization - - - -
Balance, December 31, 2023

and June 30, 2024 $ 40,840 $ 672959 §$ - $ 713,799
Carrying Value

June 30, 2024 $ - $ - $ 471311 $ 471,311
December 31, 2023 $ - $ - $ 471311 $ 471,311

During the year ended December 31, 2010, the Company entered into an agreement to acquire
a patent related to their manway securement systems. The Company is obligated to pay a 5%
royalty in accordance with the agreement.

On November 10, 2016, the Company entered into a technology development agreement to
acquire all intellectual property rights (the “Products”) of G & J Technologies, Inc. (the “Vendor”)
for consideration of $217,946, consisting of $25,000 in cash and 250,000 common shares with
a fair value of $192,946. The shares were issued during the year ended December 31, 2017.
On November 10, 2016, the Vendor also entered into a consulting agreement with the Company
for a fee of $10,000 per month.

In addition, the Company will pay an additional $75,000 in cash and issue 750,000 common
shares of the Company to the Vendor based on the following milestones:

+ $25,000 cash and 250,000 common shares issuable on the filing of the first new patent
application related to the Products (the Company paid the cash and issued the shares with
a fair value of $208,486 during the year ended December 31, 2017);

» $25,000 cash and 250,000 common shares issuable on the successful completion of a
production prototype for the first Product (the Company accrued for the cash payment and
shares to be issued with a fair value of $131,527 at December 31, 2017); the cash and
shares were issued during the year ended December 31, 2018; and

+ $25,000 cash and 250,000 common shares issuable on the completion of the sale of the
first ten commercial vehicles incorporating the Products.

The Company is also required to pay a royalty to the Vendor of 2.5% of the net sales earned by
the Company, to be paid within 30 days of the end of each calendar quarter. As at December
31, 2023 the Company has not earned any revenue from the sale of the Products.

On March 3, 2021, the Company terminated the technology development agreement, including
the consulting agreement for $10,000 per month. The Company will still maintain all intellectual
property rights acquired under the agreement and will still be liable for the 2.5% royalty. This
termination was in the arbitration process and a judgement was rendered on April 25, 2023,
awarding G&J Technologies Inc. $465,360 for termination fees, asset payment issued and legal
fees. All amounts awarded have been paid as at December 31, 2023.
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INTANGIBLE ASSETS (Continued)

On October 25, 2021, the Company entered into a technology services agreement with a third-
party developer (the “Agreement”) to further develop its internal intellectual property related to
the active suspension control system for no road vehicles. The Agreement consists of total
payments of $663,419 ($810,000 CAD). Intellectual property developed under the Agreement
will be the property of the Company and certain background technology of the developer will be
licensed by the Company for the purpose of manufacturing and selling the related products. The
royalty payment for the license will be $27,000 CAD per year for a period of 10 years (the
“License Fee”) with the first year fee waived and the second year discounted 50%. If the
Company purchases a minimum of 10 control systems designed under the Agreement in any
year, the License Fee for that year will be waived. The Company may receive an unrestricted
license to use the background technology of the developer at any time by paying the cumulative
remaining License Fees plus a one-time payment of $50,000.

At June 30, 2024, the Company had a deposit of $67,181 (2023 — $67,181) to be applied over
the term of the Agreement.

LEASE LIABILITY

The Company has lease agreements for its warehouse space in Kelowna, British Columbia and
for vehicles used in the development of prototypes (Note 7).

The continuity of the lease liability for the period ended June 30, 2024 and December 31, 2023

is as follows:
Lease liability Warehouse Vehicles Total
Lease liability, December 31, 2022 $ 81,810 $ 64,907 $ 146,717
Lease payments (67,794) (65,845) (133,639)
Lease interest 2,620 938 3,558
Lease liability, December 31, 2023 $ 16,636 $ - $ 16,636
Additions 423,046 - 423,046
Lease payments (56,012) - (56,012)
Lease interest 8,378 - 8,378
Lease liability, June 30, 2024 $ 392,048 $ - % 392,048
Current portion $ 139470 $ - $ 139,470
Long-term portion 252,578 - 252,578

$ 392,048 $ - % 392,048

During the year ended December 31, 2023, the Company paid a total of $61,421 to buy out its
remaining vehicle leases, which is included in the lease payments above. The difference
between the lease liability and the buy out price was $196, which is included in lease interest
above.

During the six months ended June 30, 2024, the Company entered into a new lease,

commencing February 1, 2024, for a period of three years. The new lease is for a facility that is
9,035 square feet. The Company is required to pay $17,517 per month.
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10. CAPITAL STOCK

Authorized:

Unli

mited Class A non-cumulative, preferred shares without par value, of which 5,000,000 are

designated Class A, convertible, voting, preferred shares. No preferred shares have been

issued.

Unlimited common shares without par value.

a) Common shares
There were no share issuances during the six months ended June 30, 2024.
During the year ended December 31, 2023, the Company issued 123,336 common shares
valued at $60,400. These shares were issued pursuant to RSU agreements.
There were no share issuances during the year ended December 31, 2022.

(b) Stock options
The Company has a stock option plan (the “Plan”) available to employees, directors, officers
and consultants with grants under the Plan approved from time to time by the Board of
Directors. Under the Plan, the Company is authorized to issue options to purchase an
aggregate of up to 10% of the Company's issued and outstanding common shares. Each
option can be exercised to acquire one common share of the Company. The exercise price
for an option granted under the Plan may not be less than the market price at the date of
grant less a specified discount dependent on the market price.
Options to purchase common shares have been granted to directors, employees and
consultants as follows:

Exercise Expiry December 31, Forfeited/ December 31,
Price Date 2022 Granted Exercised Expired 2023
$0.57(USD) April 17, 2023 200,000 - - (200,000) -
$0.50(USD) August 20, 2023 700,000 - - (700,000) -
$1.45(USD) May 17, 2024 10,000 - - (10,000) -
$0.78(USD) August 19, 2024 700,000 - - - 700,000
$0.82(USD) November 8, 2024 10,000 - - 10,000
$0.76(USD) February 11, 2025 200,000 - - - 200,000
$0.75(USD) August 18, 2025 750,000 - - - 750,000
Total outstanding 2,570,000 - - (910,000) 1,660,000
Total exercisable 2,570,000 - - (910,000) 1,660,000
Exercise Expiry December 31, Forfeited/ June 30,
Price Date 2023 Granted Exercised Expired 2024
$0.78(USD) August 19, 2024 700,000 - - - 700,000
$0.82(USD) November 8, 2024 10,000 - - - 10,000
$0.76(USD) February 11, 2025 200,000 - - - 200,000
$0.75(USD) August 18, 2025 750,000 - - - 750,000
Total outstanding 1,660,000 - - - 1,660,000
Total exercisable 1,660,000 - - - 1,660,000
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10. CAPITAL STOCK (Continued)
(b) Stock options (continued)

A summary of the Company’s stock options as at June 30, 2024 and December 31, 2023,
and changes for the periods then ended are as follows:

Weighted
Average Exercise
Number Price
Outstanding, December 31, 2022 2,570,000 $0.68
Expired (910,000) $0.53
Outstanding and exercisable, December 31, 2023
and June 30, 2024 1,660,000 $0.76

The weighted average contractual life for the remaining options at June 30, 2024 is .65 years
(2023 — 1.15) years.

Share-based expense

Share-based expense of $Nil (2023 — $Nil) was recognized in the period ended June 30,
2024 for stock options.

(c) Restricted share units

On April 28, 2021, the Company implemented a Restricted Share Unit Plan, (the “RSU
Plan”). Pursuant to the RSU Plan, the Company will grant RSUs to directors, officers,
employees, and consultants for services as approved from time to time by the Board. The
maximum number of common shares made available for issuance pursuant to the RSU Plan
shall not exceed 5% of common shares issued and outstanding and shall not exceed 10%
of the common shares issued and outstanding less any common shares reserved for
issuance under all other share compensation arrangements. The vesting terms, settlement,
and method of settlement of the RSUs granted under the RSU Plan will be determined by
the Board of Directors.

A summary of the Company’s RSUs as at June 30, 2024 and December 31, 2023, and
changes for the periods then ended are as follows:

Outstanding, December 31, 2022 645,000
Settled (123,336)
Repurchased (130,850)
Granted 525,000
Outstanding, December 31, 2023 and June 30, 2024 915,814
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10. CAPITAL STOCK (Continued)

(c)

Restricted share units (continued)

During the year ended December 31, 2023, the Company approved a policy whereby RSUs
granted to US residents would be settled in cash. Following this amendment, the RSUs
previously granted to US residents were determined to be modified from equity-settled to
cash-settled. On the date of modification, a liability was recognized for the vested portion of
the previously granted RSUs of $22,955 with a corresponding reduction in reserves. At
December 31, 2023, the liability was revalued based on the fair market value of the
Company’s common shares, resulting in a gain which was included in share-based expense.

During the year ended December 31, 2023, the Company granted 525,000 (2022 —410,000;
2021 — 355,000) RSUs with an estimated fair value of $61,574 (2022 — $123,000), based
on the fair market value of one common share on the date of issuance. The fair value will
be recognized as an expense using the graded vesting method over the vesting period, with
33% vesting one year after grant and 33% every year thereafter. Upon vesting, the equity-
settled RSUs may be repurchased in cash at the discretion of the Company, with the cash
payment based on the closing share price of the RSUs on the date of vesting.

During the year ended December 31, 2023, the Company repurchased 130,850 (2022 —
117,500) equity-settled RSUs with a fair value of $66,073 (2022 — $81,075), through a cash
payment of $25,288 (2022 - $35,269; 2021 — $Nil), based on an average share price of
$0.19 (2022 — $0.30) on vesting date, and recorded a gain on repurchase of RSUs of
$40,785 (2022 — $45,806).

Deferred share units

On April 28, 2021, the Company implemented a Non-Employee Directors Deferred Share
Unit Plan (the “DSU Plan”). Pursuant to the DSU Plan, non-employee directors may elect
to receive deferred share units (“DSUs”) in lieu of a cash payment of up to 50% of their
annual base compensation determined by the Board. The maximum number of common
shares made available for issuance pursuant to the DSU Plan shall not exceed 2% of the
common shares issued and outstanding and shall not exceed 10% of the common shares
issued and outstanding less any common shares reserved for issuance under all other share
compensation agreements.

At June 30, 2024 and 2023, no DSUs have been granted to non-employee directors.
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11.

12,

13.

14.

RELATED PARTY TRANSACTIONS

Related party transactions not otherwise described in these consolidated financial statements
are shown below. The remuneration of the Company’s directors and other members of key
management, being the Chief Executive Officer, Chief Financial Officer, and Chief Operating
Officer who have the authority and responsibility for planning, directing and controlling the
activities of the Company, consist of the following amounts:

June 30, June 30,

2024 2023

Management compensation $ 360,000 $ 360,000
Directors’ fees 38,750 79,500

$ 398,750 $ 439,500

During the six months ended June 30, 2024, the Company paid consulting fees of $30,000 (2023
— $30,000) to a consulting company owned by the spouse of the Chief Executive Officer.

SUPPLEMENTAL CASH FLOW INFORMATION

June 30, June 30,
2024 2023
Interest paid $ 8378 % 25,109

SIGNIFICANT CUSTOMERS

The following table represents sales to the top five individual customers:

June 30, June 30,

2024 2023

Customer A $ 2,036,294 $ 1,993,455
Customer B $ 1,012,622 $ 81,615
Customer C $ 744,952 $ 734,287
Customer D $ 593,639 $ 180,769
Customer E $ 468,495 $ 756,091

The customers are major US corporations who have displayed a pattern of consistent timely
payment of amounts owing from sales.

EMPLOYEE BENEFITS
Total employee benefit expenses, including salary and wages, management compensation,

share-based expense and benefits for the six months ended June 30, 2024 amounted to
$1,969,740 (2023 — $1,866,615).
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15. SEGMENTED INFORMATION

The Company operates in two business segments with operations and long-term assets in the
United States and Canada. The two business segments include the design, production and
distribution of various proprietary products for the rail sector and the development of the KXI HD
control system for no road vehicles. At June 30, 2024, long-term assets of $2,424,437 (2023 —
$1,505,209) relates to the heavy-duty suspension control system located in Canada and
$2,158,569 (2023 — $2,187,082) relates to the rail sector located in the United States. There has
been no revenue related to the heavy-duty suspension control system to June 30, 2024 from the
inception of the project.

16. SUBSEQUENT EVENT
Subsequent to June 30, 2024,
1) Mr. James Bond retired as President and Chief Executive Officer effective July 9, 2024. Mr.

Frank Busch has been named interim President and Chief Executive Officer effective July
9, 2024.
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