Aeroquest International Limited

Unaudited Interim Consolidated Financial Statements
For the three months ended July 31, 2006 and 2005

In accordance with Nationat Instrument 51-102 released by the Canadian Securities Administrators,

the Company discloses that i{s auditors have not reviewed the unaudited financial statements for the
period ended July 31, 2006.



Aeroquest International Limited
Consolidated Balance Sheets
Unaudited — Prepared by Management

Unaudited Audited
As at July 31, 2006 April 30, 2006
Assets
Current:
Cash and cash equivalents $ 3,048,531 $ 2,510,679
Accounts receivable 2,209,622 1,807,319
Prepaid expenses 32,659 58,681
Income taxes receivable 313,387 480,000
Contracts in process 425,000 165,749
Loans receivable (note 1) 60,528 60,528
6,089,727 5,182,956
Long term:
L.ong-term invesiments (note 2) 126,001 126,001
Capital assets (note 3) 2,905,398 2,607,618
intellectual property {note 4) 62,504 93,757
Future income taxes 62,792 62,792
3,156,695 2,890,168
Total Assets $ 9,246,422 $8.073,124
Liabilities and Shareholders’ Equity
Current:
Accounts payable and accrued liabilities $1,783,970 $ 1,584,042
Deferred revenue 1,356,890 802,825
3,140,860 2,386,967
Sharehoiders’ equity
Share capitai (note 5) 5,836,176 5,836,176
Contributed surplus 1,110,271 986,771
Retained earnings (deficit) {840,885) (1,136,790}
Total Shareholders’ Equity 6,105,562 5,686,157
Total Liabilities and Shareholders’ Equity $ 9,246,422 $8,073,124

The accompanying summary of significant accounting policies and notes are an integral part of these interim financial

statements,
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Aeroquest International Limited
Consolidated Statements of Operations and Retained Earnings
Unaudited — Prepared by Management

Unaudited Unaudited
For the three months ended July 31 2006 2005
Revenue $ 4,227,245 $ 2,763,964
Cost of sales 2,530,588 2,060,938
Gross margin 1,696,659 703,026
Expenses and Other items:

Develppment expenses 164,485 300,813

General and administrative expenses 758,410 628,111

Amortization expense 188,790 245185

Stock option expense 123,500 36,650

1,245,185 1,210,769
Operating profit (loss} 451,474 (507,743)

Other costs (income) {11,045) (15,182)
income (loss) before income taxes 462,519 (492,561)
Income taxes:

Current (recovery) 166,614 {164,128)
Net income (loss} for the period 295,905 {328,433)
Retained earnings (deficit}, beginning of (1,136,790) 111,438
period
Dividends - -
Retained earnings (deficit), end of period $ (840,885) $ (216,995)
Earnings {loss) per share:

Basic and fully diluted (note 9} $0.02 $(0.02)

The accompanying summary of significant accounting policies and noles are an integral part of these Interim financial
statemenis.
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For the three months ended July 31

Aeroquest International Limited
Consolidated Statements of Cash Flows
Unaudited — Prepared by Management

Unaudited Unaudited
2006 2005

Cash provided by {used in)

Operating activities
Net income {loss)
Operating items rnot requiring cash:
Amortization
Stock option expense

Operating cash flow before changes in non-cash
working capital

Accounts receivable

Prepaid expenses

Contracts in process

Accounts payable and accrued liabilities
Deferred revenue

income taxes

Cash flow from operating activities

Investing activities

Capital asset purchases
Loan receivable
Cash flow from investing activities

Financing activities
Repayment of long term debt

Net change in cash and cash equivalents for
the period

Cash and cash equivalents, beginning of the
period

Cash and cash equivalents, end of the period

$ 295905 § (328.433)

198,790 245,195
123,500 36,650
618,195 (46,588)
(302,303) 382,802
26,022 (6,875)
{259,251) 513,433

199,928 (377,778)
553,965 {717,249)
166,613 (164,128)
384,974 (3689,795)

{(465,317) (341,527)
- {14,564}
(465,317} (356,001)

. (2,475)

537,852 (774,949)

2,510,679 3,034,338

$ 3,048,531 § 2,250,389

The accompanying summary of significant accounting policies and notes are an integral part of these interim financial

statements.




July 31, 2006 and 2005

Aeroquest International Limited
Summary of Significant Accounting Policies

Nature of Business

Principles of Consolidation

Use of Estimates

Revenue Recognition

Financial Instruments

Aeroguest International Limited (formerly PlCorp.}) was
incorporated by Certificate of incorporation issued pursuant to
the provisions of the General Corporation Law of the State of
Delaware on September 21, 2001. On April 29, 2004, the
Company was continued under the ABCA and on Qctober 27,
2004 continued under the OBCA in conjunction with the
Qualifying Transaction. The Company is a public company
trading on the TSX Venture Exchange.

The Company's wholly owned subsidiary, Aerogquest Limited is
incorporated under the laws of Ontario. The Company's wholly
owned subsidiary, Aeroquest {(UK) Limited is incorporated
under the faws of England and Wales. Both are engaged in the
operation of providing airborne geophysical services fo the
mining, oil & gas, environmental and geologic engineering
industries as well as government agencies worldwide.

The consolidated financial statements include the accounts of
the Company and its wholly owned subsidiaries, Aeroquest
Ltimited and Aeroquest (UK) Limited. Al significant inter
company transactions and balances have been eliminated on
consotidation.

These financial statements have been prepared in accordance
with generally accepted accounting principles in Canada. The
preparation of financial statements in conformity with generally
accepted accounting principles requires management to make
estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual
results could differ from those estimates as additiona
information becomes available in the future. The financial
statements have, in management's opinion, been properly
prepared using careful judgment within reasonable limits of
materiality and within the framework of the accounting policies
summarized below.

Revenue is recognized when fieldwork is substantially
complete, the contract revenue is fixed and determinable and
collectibility is reasonably assured. Coniracis range for less
than a one year period. Costs related to contracts for which
fleld work is incomplete at year end are classified as contracis
in process whereas customer deposits received in advance for
these contracts in process are ciassified as deferred revenue.

Revenue on sale of eguipment is recognized when the
equipment is delivered to the customer, the amount is fixed and
determinable and collectibility is reasonably assured. The
related cost of the equipment is recognized in cost of sales.

Unless otherwise noted, it is management's opinion that the
Company is not exposed fo significant interest, currency or
credit risks arising from its financial instruments. The fair value
of financial instruments approximate their carrying valuss,
unless otherwise noted.
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July 31, 2006 and 2005

Aeroquest International Limited
Summary of Significant Accounting Policies

Foreign Currency Translation

Cash and Cash Equivalents

Long-term Investments

Capital Assets

Intellectual Property

Foreign currency accounts are translated into Canadian dollars
as follows:

» Al the transaction date, each asset, lability, revenue
and expense is translated into Canadian doliars by the
use of the exchange rate in effect at that date.

» At the pericd end date, monetary assets and liabilities
are franslated into Canadian doliars by using the
exchange rate in effect at that date.

The resulting foreign exchange gains and losses are included
in income in the current period,

Cash and cash equivalenis consist of cash on hand and
short-term investments readily convertible to cash with original
maturities of 90 days or less.

Long-term investments are carried at cost unless an
impairment in value exists that is other than temporary, in which
case the fong-term investment is written down to fair market
value.

Capital assets are stated at cost less accumulated
amaortization. Cost is net of related investment tax credits and
government grants. Amortization based on the estimated
useful life of the asset is calculated as follows:

Airborne and geophysical equipment- 30% diminishing balance

Automotive equipment - 30% diminishing balance

Data processing equipment - 30% diminishing balance

Office equipment - 20% diminishing balance

Leasehold improvements - shorter of estimated
economic life or lease
term

Intellectual property is recorded at cost and amortized on a
straight line basis over 3 years. The value of the intellectual
property is reguiarly evaluated by reviewing the returns of the
related business, taking into account the risk assaciated with
the investment. Any impairment of permanent nature in the
value of the intellectual property is written off against earnings.
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July 31, 2006 and 2005

Aeroquest International Limited
Summary of Significant Accounting Policies

l.ong-lived Assets

Research and Development

income Taxes

Stock-based Compensation

Long-lived assels are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by comparison of the
carrying amount of an asset to future net cash flows expected
to be generated by the asset. if such assets are considered fo
be impaired, the impairment o be recognized is measured by
the amount by which carrying amounts of the assets exceed
the fair value of the assets. Assets to be disposed of are
reported at the lower of the carrying amount or fair value less
cost to sell.

All research costs are charged to operalions in the year of
expenditure, Development costs are only capitalized if they
meet the criteria for capitalization and are amortized over the
period of the expected life. Development costs are written off
when there is no longer expectation of future benefits.

The Company follows the Hability method of tax allocation in
accounting for income taxes. Under this method, future income
tax assets and liabilities are determined based on differences
between the financial reporting and tax bases of assets and
liabiliies, and measured using the substantively enacted tax
rates and laws expected to be in effect when the differences
are realized.

The Company has adopied the recommendations of the CICA
with respect to stock-based compensation and other
stock-based payments. These standards require that direct
awards of stock, liabilittes incurred or other compensation
arrangements that are based on the price of common stock, be
measured at fair value at each reporting date, with the change
in fair value reported in the statement of operations.

The Company uses the fair value based method of accounting
for all its stock-based compensation. Accordingly, the fair value
method of accounting is applied for stock options granted to
directors, officers, employees and consuliants whereby the
weighted average fair value of options granted is measured as
of the earlier of the period the options are vested or the
performance is complete and are recognized in the financial
statements in accordance with the naiure of the services or the
assets received. When the awards are exercised, share capital
is credited by the sum of the consideration paid together with
the related portion previously credited to contributed surplus.
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Aeroquest International Limited

Summary of Significant Accounting Policies
July 31, 2006 and 2005

1. Loan Receivable

The loan receivable is due from a shareholder, is non-interest bearing and due on demand.

MR 5, B YN S

2. Long-term Investments
(Unaudited) {Pudited)

July 31, Apiit 30,
2006 2006 {
Convertible Debenture $ 110,000 § 110,000
Public Company Shares 16,001 16,001

$ 126,001 § 126.001

The convertible debenture was received in exchange for cancelling an accounts receivable
batance. The convertible debenture is non-interest bearing to the maturity date and bears
interest at 15% p.a accrued daily, compounded monthly beyond the maturity date {o the date of
payment. Once final approval has been received for a listing for frading on the CNQ, the issuer
has agreed to pay 40% of the principal balance concurrentty with the closing of the first
issuance of securities, The balance of 60% is to be repaid in three payments of 20% each,
every 90 days thereafter, with any remaining amounts to be paid in full by the maturity date.
This debenture is convertible in whole or in part at any time up o and including the maturity
date at the conversion price of $0.05 or for 2,200,000 common shares. The maturity date is 12
months after the closing of the first issuance of securities to the public. Aeroguest also holds
2,200,000 warrants to purchase 2,200,000 common shares of the issuer at $0.07 per share
expiring on May 11, 2007,

The Company owns shares in several Canadian public companies. The market value of these
shares at July 31, 2006 was $92.000 ($142,000 at April 30, 2008).

3. Capital Assets

{(Unaudited) {Audited)
3M-Jul-d6 30-Apr-06 :
Cost Accum, Net Book Net Book
Amortization Vahie Value

Airbome and geophysical equipment $ 3,282,599 § 1522881 $ 1,759,718 $ 1735511

Automotive equipment 427,070 220,398 206,672 223429

Data processing equipment 311,597 151,277 160,320 113,520

Leasehold improvements 87,993 82,707 25,286 32,618 i

Office equipment 176,541 45,013 131,528 95,402 :
4,285,800 2,002,276 2,283,524 2,200,480

Equipment in process 621,874 - 621,874 407,138

$ 4907674 $ 2002276 $ 2,905,398 $ 2,807.618

Equipment in process relates to work in process on airborne equipment that was not ready for use
at period end.



Aeroquest International Limited
Summary of Significant Accounting Policies

July 31, 2006 and 2005

4. intellectual Property {Unaudited) {Audited)
July 31, April 30,
2006 2006
Intellectual property $ 375,032 § 375,032
Accumulated amortization (312,528) (281,275)
$ 62.504 3 93.757
5. Share Capital
{a) Autherized:
Unlimited number of voting common shares.
{b} tssued and outstanding:
Pre-reverse take-over issued common shares of PICorp.
No. of Common Shares  Share Capital
PiCorp Capital Ltd. - balance at May 1, 2003 3,166,665 $ 280,040
Consolidation of common shares on a 3 for 1 basis (2,111,110) -
Pre-reverse take-over issued common shares of PiCorp. 1,065,555 $ 280,040
Aeroquest Limited - halance at May 1, 2003 100 $ 100
Shares issued for stock dividends 4,863,310 5
Stock options granted- - 123,260
Shares issued on stock options granted 1,369,565 138
Shares issued in exchange for intellectual property 4,167,025 375,032
Pre-reverse take-over issued common shares
of Aeroquest Limited 10,400,000 § 498,535
Opening share capital (comprised of the number of
issued and outstanding common shares of PICorp and
the stated capital of Aeroquest Limited) 1,055,555 $ 43,307
Common shares issued on the RTO 10,400,000 498,535
Debentures converted to Aerogquest International
Limited shares, net of issue costs 2,373,607 2,017,423
Shares issued upon exercise of options in
Aeroquest International Limited 11,111 5,000
Public offering of Aeroquest International Limited shares 2,000,000 4,000,000
Costs relating to share issue net of income tax effect - (782,089)
15,840,273 $ 5,836,176
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Aeroquest International Limited

Summary of Significant Accounting Policies
July 31, 2006 and 2005

5. Share Capital (continued)

(c) Stock Options

The Company has a Stock Option plan under which the directors of the Company may
grant options to acquire shares of the Company to qualified directors, officers, employees
and persons providing ongoing services to the Company. The strike price of these options
will not be less than the market price of the commeon shares at the time of the grant. The
options vest upon grant and have a term of five years.

In addition, the Company had granted 300,000 options in fiscal 2005 to certain brokers as
partial consideration for services rendered in respect of the RTO.

The following table reflects the continuity of options granted under the stock option plan for
the period ended July 31, 2006.

Number of options Average exercise price

Quistanding, beginning of year 897,500 $ 0.71
Granted 650,000 .60
Outstanding, end of period 1,347,500 $ 66
Options granted 1o brokers 300,000 3 2.00
Total Options Qutstanding and Exercisable 1,647,500 $ 0.90

The following table summarizes information about stock options outstanding at July 31, 2006.

Weighted Average Weighted

Number outstanding, remaining contractual average

Exercise Price July 31, 2006 life (years) exercise price
$ 0.5010 $2.00 1,647,500 3.70 $ .80

The fair value of stock options granted during the 2006 fiscal year was estimated using the
Black-Scholes option pricing model on the date of the grant with the foliowing weighted
average assumplions

Stock price at grant date $0.36 - $1.35
Exercise price $0.50 - $2.00
Expected life of options 3 years
Expected stock price volatility 40%
Expected dividend yield -

Risk-free interest rate 3.0% - 4.0%
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July 31, 2006 and 2005

Aeroquest International Limited
Summary of Significant Accounting Policies

5. Share Capital {continued)

{d.) Contributed Surplus

Contributed surplus, beginning-of year
Stock option expense

Adjustment on consdlidation
Contributed surpius, end of year

(Unaudited) (Audited)
July 31,2006 Apri 30, 2006

$ 986,771 925,950
123,500 61,510

" (869)

$ 1110271 § 986771

6. Related Party Transactions

During the period, the Company paid $30,000 ($130,000 in 2005) to companies owned by
certain directors for management consulting services. These transactions are in the normal
course of operations and are measured at the exchange value {the amount of consideration
established and agreed to by the related parties), which approximates the arm's length
equivalent value for services performed.

7. Commitments

The Company has operating leases for its two premises. The lease for one location is for
$4,958 per month, under a lease expiring in February 2007. The other lease calls for
payments of $3,437 per month untit April 2007 and $3,646 per month thereafter until April

2010.

The minimurn annual lease payments for the next four years are as follows:

2007
2008
2008
2010

& 76,600
43,750
43,750
32,800

3 196,900
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Aeroquest International Limited

Summary of Significant Accounting Policies
July 31, 2006 and 2005

8. Segmented Information
The Company has no distinct reportable business segments.

In the 1% quarter of 2007, no one customer individually represented more than 10% of
revenue.

9. FEarnings {Loss) per Share

Basic loss per share has been caiculated by dividing the net loss by the weighted average
number of shares outstanding during the year. The fully diluted loss per share is simifar to the
hasic loss per share, except the denominator is increased to include the number of additional
common shares that would have been outstanding if the dilutive potential common shares had

been issued.
July 31, 2006 July 31, 2005
Numerator:

Net income {loss) for the period $ 295905 $ (328,433)
Denominator:

Average common shares outstanding 15,840,273 15,840,273
Fully diluted common shares outstanding 17,487,773 17,655,273
Basic income (loss) per share $ 002 % {0.02)
Fully diluted income (loss) per share $ 0.02 § {0.02)

The weighted average number of shares used in computing the earnings per share for 2006
was calculated based on the average number of shares outstanding for the year. The weighted
average number of shares used in computing the earnings per share for 2005 was calculated
based on the number of shares outstanding for the period from the beginning of the fiscal year
to the date of the reverse take-over, deemed to be the number of shares issued by Aeroquest
international Limited (formerly PiCorp.) (the legal parent) to the shareholders of Aeroquest
Limited {the legal subsidiary) and for the period from the date of the reverse take-over to the
end of the fiscal year based on the number of shares issued by the Company.

H
H
H
P
3
H
£
3
i
!
H
i

As the Company experienced a loss for 2005, all potential common shares outstanding from
dilutive securities are considered anti-dilutive and are excluded from the calculation of loss per
share,
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Aeroquest International Limited

Summary of Significant Accounting Policies
July 31, 2006 and 2005

10. Credit Facility

The Company has operating facilities totaling $250,000 available for its use, bearing interest at
prime pius 0.75%, and secured by a general security agreement. At July 31, 2006 no amounts
have been drawn on this facility.

11. Comparative Figures

The comparative figures have been reclassified o conform io the financial statement
presentation of the current quarter.
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