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Message To Shareholders

| am pleased to announce revenue for the first quarter increased by 51.5% to a record $12.6
million from $8.3 million for the first quarter last year. With our expanding order backlog and
the strong start to the second quarter, we remain confident that we can achieve our target of
annual revenue growth of 15% to 20% coupled with a corresponding increase in earnings.

Net income for the first quarter increased to $957,000 from $244,000 last year. Basic and fully
diluted earnings per share for the first quarter were $0.05 and $0.04 respectively as compared
to $0.01 last year for both basic and fully diluted earnings per share.

As a result of our strong performance for March 31, 2006 fiscal year, we declared our third
annual dividend of $0.10 (2005 — $0.08) per common share during the first quarter this fiscal
period. The dividends of $2.1 million (2005 - $1.4 million) will be paid in the second quarter. This
dividend increase represents the confidence the board and management have in the current and
ongoing strength of our operations.

We were able to increase our selling prices late in the previous fiscal year and during the first
quarter of this fiscal period to offset the substantial increases in our raw material prices received
last year. As a result, our margins have improved over prior periods. The increased sales
combined with our increased margins, were the primary reasons for the profit improvement over
the first quarter of last year.

The lining program proceeded as planned as we completed the field tests and successfully
completed the evaluation and testing with respect to obtaining Underwriters’ Laboratories of
Canada ("ULC") and Underwriters' Laboratories (“UL") listings in accordance with recognized
industry standards. We are now awaiting the formal approval from UL and ULC. We anticipate
that this new product will start to contribute to our revenue in the latter part of our current
fiscal period.

We changed our year end from March 31 to December 31 to coincide with companies involved
in the oil and gas industry. Our next fiscal period will therefore be for the nine months ending
December 31, 2006. Appropriate comparisons and reconciliations will be provided in order to
easily evaluate our financial performance during the transition period.

The Home Heating Oil Tanks operation did not generate the level of sales or profit we expected
in the first quarter. However, we are confident that we will see improvement in this area during
the second quarter and over the remaining part of the fiscal period.
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Continuing into this new fiscal period ending December 31, 2006, we are inline with our
strategy of profitable growth and are on target to achieving this goal. Our vision remains
unchanged: to be the leading global provider of environmentally friendly liquid storage
solutions, while providing superior returns to our shareholders. We will do so by maintaining
our position in our traditional markets within the Canadian marketplace, and by pursuing
growth opportunities in related products and markets and most of all with the ongoing support
of our dedicated customers, employees and shareholders. Our organization is well positioned to
take advantage of our strengthened core business. We are looking to the future with confidence
and by remaining focused, we will meet our commitments and continue to create value for our
shareholders.

Venence G. Coté
President and Chief Executive Officer

August 3, 2006



Management’s Discussion and Analysis
August 3, 2006

The following discussion and analysis of the results of operations and cash flows for
the period ended June 30, 2006, and the financial position as at June 30, 2006,
should be read in conjunction with the Company’s unaudited consolidated financial
statements and related notes for the period ended June 30, 2006, the
Management’s Discussion and Analysis and audited consolidated financial
statements and related notes for the year ended March 31, 2006, as well as the
Message to Shareholders included in this First Quarter Report.

This discussion includes forward-looking statements that are based on current expectations and
are subject to risks and uncertainties. Many internal and external factors may cause actual
results to differ materially, including, but not limited to, those outlined in Risks and Uncertainties
in the Management's Discussion and Analysis for the year ended March 31, 2006. The Company
disclaims any intention or obligation to update or revise any such forward-looking statements,

whether as a result of new information, future events, or otherwise.

OVERALL PERFORMANCE

The Company used the same accounting policies and methods for the period ended June 30,
2006 as used in the audited annual consolidated financial statements for the year ended
March 31, 2006. The consolidated statements of income and retained earnings and cash flows
for interim periods are not necessarily indicative of results on an annual basis due to seasonal
and short-term variations.

Revenue increased by 51.5% to a record first quarter $12.6 million from $8.3 million last year.
Net income for the quarter increased to $957,000 from $244,000 in 2005. Basic and diluted
earnings per share were $0.05 and $0.04, respectively, as compared to $0.01 for both basic and
fully diluted earnings per share for the same quarter last year.

The continued strong level of activity in the downstream and upstream sectors of the
petroleum industry, as well as other market sectors, contributed to the increased revenue. All
areas of operations experienced significant increases in revenue while fixed costs remained
relatively unchanged from the same quarter last year. The outlook for these market sectors
remains very positive for this fiscal period as the backlog at the end of the first quarter is very
strong. The second quarter is also off to a strong start. Inventories have been maintained at

higher norms than historical levels to meet orders and deliveries.
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The increase in net income in the first quarter was largely due to higher revenue and positive
contribution from all areas of operation with the exception of the Home Heating Oil Tank
division that continues to experience a slower growth trajectory. Overall margins have increased
as the price increases introduced at the end of last year and during the first quarter have taken
effect. Financing charges were lower in the quarter this fiscal period due to decreased
utilization of the bank operating lines of credit.

Cash flow from operating activities during the first quarter this fiscal period was $2,148,000,
compared to $437,000 last year. This increase was largely due to the timing of sales and
collection of accounts receivable and the higher level of operations. A dividend of $0.10
(2005 — $0.08) per common share was declared in the first quarter this fiscal period and

dividends of $2.1 million (2005 - $1.4 million) are to be paid in the second quarter.

The effect of dilutive share options and warrants on the weighted-average shares outstanding
was 1,374,065 shares (2005 — 2,259,443) for the quarter. The final third of the outstanding
warrants vested during the first quarter as a result of the final performance threshold being met.
In the first quarter last year, the remaining unvested warrants were not included in the

calculation of diluted shares as the market price was below the performance threshold.

In December 2004, a portion of the Company's manufacturing plant in Waverley, Nova Scotia
was destroyed in an electrical fire. This facility is used largely to produce home heating oil tank
products. All damaged property, equipment and inventories have been repaired or replaced. It
is anticipated that insurance proceeds from the Company's insurers (subject to a $25,000
deductible under the insurance policy) will cover all damages. Accounts receivable at June 30,
2006 included $204,000 (March 31, 2006 - $305,000) related to the insurance claim.
Manufacturing has resumed and the plant has been fully restored. The Company has held
discussions with our insurers and have been told this balance will be paid shortly.

The Company continues to focus on the marketing of home heating oil tanks and the final
testing and marketing of its tank lining system. Sales and profitability levels for home heating
oil tanks continue to be weaker than planned.

The Company is awaiting Underwriters’ Laboratories of Canada ("ULC") and the Underwriters’
Laboratories (“UL") formal approval before introducing commercial sales of the tank lining
system. As the program is now fully developed, there are no additional development costs to be



6

Managements Discussion and Analysis continued

deferred. Last fiscal year, there were $475,000 of costs deferred. Total development costs deferred
related to The Tank Lining System are $1.1 million which will be amortized over an appropriate
period once commercial sales begin. Lining systems will be cautiously introduced to the market-
place and the lining program will be ramped up as field experience is gained and
qualified applicators are trained in all aspects of this new system.

The Company changed its fiscal period from March 31 to December 31 to coincide with companies
involved in the Qil and Gas industry. This fiscal period will therefore be for the nine months
ending December 31, 2006. Appropriate comparisons and reconciliations will be provided in order
to easily evaluate our financial performance during the transition period.

SEGMENTED ACTIVITY

Operating segments are defined as components of the Company for which separate financial
information is available that is evaluated regularly by the chief operating decision maker in
allocating resources and assessing performance. The chief operating decision maker of the
Company is the Chief Executive Officer.

The Company operates in two reportable segments namely Liquid Containment Storage Systems
(including fiberglass underground and aboveground storage tanks and related products and
accessories) and Home Heating Oil Tanks. In addition to the above noted operating segments,
corporate administration and other operating segments reported to the CEO are included in the
All Other reportable segment. Revenue for the All Other reportable segment is primarily from the
Company's operations in The Netherlands which manufactures and sells a three-dimensional
fabric material. Segmented information is shown on these product lines in Note 12 which
highlights Liquid Containment Storage Systems, Home Heating Oil Tanks and All Other segments
combined.

Sales recorded in the Liquid Containment Storage Systems segment were $11.6 million
(2005 - $7.5 million) generating income before income taxes of $2.4 million (2005 - $1.2 million).

Sales recorded in the Home Heating Oil segment were $552,000 (2005 - $334,000) generating a
loss before income taxes of $272,000 (2005 - $193,000).

Corporate administration and other operating segments reported to the Chief Executive Officer are
included in the All Other reportable segment. Revenue for All Other is derived from the sale of
finished three-dimensional fabric materials from the Company’s operations in the Netherlands.
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RESULTS OF OPERATIONS

Three Months Ended June 30, 2006 Compared to the Three Months Ended June 30, 2005

Revenue

Revenue in the first quarter increased by 51.5% to $12.6 million from $8.3 million last year. The
increase in revenue was primarily due to the continued strong level of activity in the

downstream and upstream sectors of the petroleum industry, as well as other market sectors.

Revenue less manufacturing and selling costs

Revenue less manufacturing and selling costs increased to $2.5 million (20.1% of revenue) from
$1.3 million (15.8% of revenue) in the first quarter last year. Manufacturing and selling costs
include direct materials and labour, variable and fixed manufacturing overhead, and marketing
and selling expenses, and exclude amortization, general and administration, and financing

charges.

Overall margins have increased as a result of the price increases introduced late last year and
in the first quarter of this fiscal period. Manufacturing overhead and marketing and selling

expenses have increased, however, at a lower rate than the sales increase.

Amortization

Amortization increased by $19,000, to $382,000 for the first quarter from $363,000 last year.
The overall level of amortization has increased due to the purchase of new equipment over the

past fiscal year.

General and administration

General and administration expenses were $767,000 or 6.1% of revenue for the first quarter as
compared to $462,000 or 5.6% of revenue last year. These costs have increased from last year
as a result of the significant quarter over quarter growth, certain cost increases including a
larger quarterly accrual for bonuses paid annually, and higher stock based compensation
expenses. Resources and processes have been put in place relating to the requirements of

current corporate governance developments.
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Financing (income) charges

Financing income for the first quarter was $8,000, as compared to charges of $69,000 last year.
The improvement is the result of the lower utilization of the operating lines of credit (bank
indebtedness), and foreign exchange gains related to the translation of transactions denominated

in foreign currencies and the accounts of the Company’s operations in the Netherlands.

Income taxes

The Company’s overall effective tax rate was 31.0% in the first quarter as compared to 41.1%
last year. The federal and certain provincial governments have recently announced a number of
changes to income taxes and rates. As these changes have received royal assent and were
therefore substantively enacted during the first quarter, the Company has made an adjustment
to reduce income tax expense by approximately $92,600 for the quarter. The resulting future
tax liabilities reflect the lower anticipated taxes that will be paid as the temporary income tax
differences reverse in future years. Excluding the impact of this adjustment, the effective tax

rate for the three month period was 37.1%.

The higher effective rate last year was due to non-deductible expenses that were not significant
but had a larger effect last year because of the lower level of pre-tax income.

All tax losses of prior years were utilized in fiscal 2006. Future tax liabilities largely represent

the carrying value of assets in excess of their tax bases.
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SUMMARY OF QUARTERLY RESULTS

The following selected information for the eight most recent quarters should be read in
conjunction with the applicable interim unaudited and annual audited consolidated financial
statements and accompanying notes.

Quarterly Unaudited Results
(in thousands of dollars, except per share amounts)

June 30/06 Mar 31/06 Dec 31/05 Sept 30/05
Revenue 12,552 13,662 13,044 1,173
Net income 957 1,295 1,065 820
Basic earnings per share $0.05 $0.07 $0.06 $0.05
Diluted earnings per share $0.04 $0.06 $0.05 $0.04

June 30/05 Mar 31/05 Dec 31/04 Sept 30/04
Revenue 8,287 10,372 11,056 11,020
Net income 244 1,151 1,028 1,229
Basic earnings per share $0.01 $0.07 $0.06 $0.07
Diluted earnings per share $0.01 $0.06 $0.05 $0.07

Historically, the first and fourth fiscal quarters generally have the lower levels of activity,
corresponding to the seasonality of the installation of underground liquid storage systems in
Canada. However, as the Company has expanded its product lines into new markets that have
different seasonality or that are less influenced by the effect of weather in the timing of

installation, the seasonality impact has been diminished.
LIQUIDITY AND CAPITAL RESOURCES

Working capital (current assets less current liabilities) at June 30, 2006 was $15.6 million, as
compared to $15.9 million at March 31, 2006. Current assets increased by $1.8 million and
current liabilities increased by $2.2 million. These changes largely reflect the increase in cash
and inventory offset with a decrease in accounts receivable and the declaration of the dividends
represented as dividends payable at June 30, 2006.

At June 30, 2006, cash increased to $2.4 million from a bank indebtedness position of $114,000
at March 31, 2006, accounts receivable decreased by $2.2 million from March 31, 2006 to
$10.4 million, inventories increased by $1.5 million to $11.0 million, accounts payable and
accrued liabilities decreased by $25,000 to $5.7 million, dividends payable increased to $2.1
million, and income taxes payable increased by $233,000 to $680,000. These increases reflect
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the elevated level of operations and the declaration of dividends during the quarter. Inventories
have been maintained at higher levels to meet the continued robust activity anticipated in the

second quarter of this fiscal period.

No one customer generally makes up more than 10% of revenue, but at a particular point in
time, depending on the timing of sales, there may be higher proportionate exposure in accounts
receivable. At June 30, 2006, one customer accounted for approximately 8% (March 31, 2006
— two customers, 23%) of accounts receivable.

Cash Flows

Summary of Cash Flows

Three months ended June 30 2006 2005
(in thousands of dollars) $ $
Operating activities 2,148 437
Financing activities 653 1,244
Investing activities (387) (3,064)
Decrease in cash 2,414 (1,383)
Cash, beginning of the period - 1,383
Cash, end of the period 2,414 -

Cash flows from operating activities during the first quarter this fiscal period were $2,148,000
compared to $437,000 of cash from operating activities for the quarter last year. This increase
was largely due to the timing of sales and collection of accounts receivable and the increased
level of operations.

As a result of the increase in cash during the period, net repayment on the revolving operating
lines of credit (bank indebtedness) was $114,000 (2005 — $1.2 million in net advances) during
the first quarter. The Company has operating lines of credit of $10.25 million provided by a
chartered bank.

Property, plant and equipment additions in the first quarter were $387,000 (2005 — $289,000);
these additions related largely to the purchase of equipment for tank lining and to increase
production capacity and efficiency, and the upgrade of computer and other office equipment.

Contractual Obligations

The Company's contractual obligations remains as described in Note 8 to the audited March 31,
2006 consolidated financial statements.
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TRANSACTIONS WITH RELATED PARTIES

The related party transactions are described in note 7 to the unaudited consolidated financial
statements for the period ended June 30, 2006. There are no ongoing contractual or other
commitments resulting from these transactions.

OUTLOOK

The Company's outlook remains as described in the Management's Discussion and Analysis
included in the March 31, 2006 Annual Report.

OTHER
Outstanding Share Data

As at August 3, 2006, there were 20,975,879 common shares, 820,068 share options and
866,250 warrants outstanding.



Consolidated Balance Sheets

(unaudited)
June 30 March 31
2006 2006
(in thousands of dollars) $ $
Assets
Current assets
Cash 2,414 -
Accounts receivable 10,408 12,654
Inventories 10,962 9,422
Prepaid expenses 441 310
Future tax assets 48 48
24,273 22,434
Property, plant and equipment 10,037 9,901
Deferred costs [note 3] 1,160 1,165
Intangible assets 938 1,066
Goodwill 1,991 1,991
38,399 36,557
Liabilities and Shareholders’ Equity
Current liabilities
Bank indebtedness [note 4] - 114
Accounts payable and accrued liabilities [note 7] 5,674 5,699
Income taxes payable 680 447
Dividends payable 2,081 -
Future tax liabilities 256 256
8,691 6,516
Government grants 141 143
Future tax liabilities 1,356 1,467
10,188 8,126
Shareholders’ equity
Share capital [note 5a] 22,193 21,397
Contributed surplus [note 5a] 456 348
Retained earnings 5,562 6,686
28,211 28,431
38,399 36,557

See accompanying notes
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Consolidated Statements of Income

and Retained Farnings
(unaudited)

Three months ended June 30

2006 2005
(in thousands of dollars, except per share amounts) $ $
Revenue 12,552 8,287
Manufacturing and selling costs [notes 6a and 7] 10,025 6,979

2,527 1,308
Amortization [note 3] 382 363
General and administration [note 6a] 767 462
Financing (income) charges [note 8] (8) 69
Income before income taxes 1,386 414
Income taxes
Current 540 100
Future (111) 70

429 170

Net Income for the period 957 244
Retained earnings, beginning of the period 6,686 4,381
Dividends /note 5b] (2,081) (1,438)
Retained earnings, end of the period 5,562 3,187
Basic earnings per share note 10] $0.05 $0.01
Diluted earnings per share [note 10] $0.04 $0.01

See accompanying notes
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Consolidated Statements of Cash Flows
(unaudited)

Three months ended June 30

2006 2005
(in thousands of dollars) $ $
Cash Flows from Operating Activities
Net income for the period 957 244
Add (subtract) non-cash items: - -
Amortization expense 382 363
Future tax (recovery) expense (111) 70
Stock-based compensation expense [note 6a] 137 35
1365 712
Changes in non-cash working capital:
Decrease in accounts receivable 2,246 4,691
Increase in inventories (1,540) (1,922)
Decrease (increase) in prepaid expenses (131) 241
Decrease in accounts payable and accrued liabilities (25) (2,184)
Increase (decrease) in income taxes payable 233 (1,101)
Cash flows from operating activities 2,148 437
Cash Flows from Financing Activities
Issue of common shares [note 5a] 767 44
Net (repayment) advances of bank indebtedness (114) 1,200
Cash flows from financing activities 653 1,244
Cash Flows from Investing Activities
Business acquisition, including bank indebtedness assumed [note 2] - (2,597)
Purchase of property, plant and equipment (387) (289)
Deferred development costs [note 3] - (178)
Cash flows used in investing activities (387) (3,064)
Increase (decrease) in cash 2,414 (1,383)
Cash, beginning of the period - 1,383
Cash, end of the period 2,414 -

See accompanying notes
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Notes to Consolidated Financial Statements

June 30, 2006 and 2005 (unaudited)
1. Financial Statement Presentation and Significant Accounting Policies

These unaudited interim consolidated financial statements have been prepared in accordance
with Canadian generally accepted accounting principles on a basis consistent with those used
in the preparation of the most recent annual consolidated financial statements. These
unaudited interim consolidated financial statements do not include all the information and
disclosures required for annual financial statements and should be read in conjunction with the
Company's consolidated financial statements for the year ended March 31, 2006. In
management'’s opinion, the interim consolidated financial statements include all adjustments
necessary to present fairly such interim financial information.

The consolidated statements of income and retained earnings and cash flows for interim
periods are not necessarily indicative of results on an annual basis due to seasonal and short-
term variations. Historically, the first and fourth fiscal quarters generally have lower levels of
activity, corresponding to the seasonality of the installation of underground liquid storage
systems in Canada. However, as the Company has expanded its product lines into new markets
that have different seasonality or that are less influenced by the effect of weather in the timing
of installation, the seasonality impact has been diminished.

2. Business Acquisitions
There were no business acquisitions during the current fiscal period.

In April 2005, the Company acquired 100% of the shares of Triple M Fiberglass Mfg. Ltd.
(Triple M) located in Edmonton Alberta. Triple M manufactures fibreglass underground and
aboveground tanks, vessels, pipe and other custom environmental products.

The acquisition was accounted for using the purchase method and the consolidated financial
statements include the results of operations from April 1, 2005. Cash consideration for the
purchase was $2,000,000, including acquisition costs.
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The fair value of the net assets acquired and liabilities assumed was as follows:

(in thousands of dollars) $

Bank indebtedness assumed (597)
Non-cash working capital 1,330
Property, plant and equipment 1,720
Non-contractual customer relationships 75
Customer order backlog 20
Product certification and safety marks 20
Future tax liabilities (568)
Net assets acquired 2,000

Amortization of non-contractual customer relationships is computed using the straight-line
method over two to three years. Amortization of customer order backlog is computed using the
straight-line method over six months. Product certification and safety marks are indefinite life
assets and are not subject to amortization.

3. Deferred Costs and Amortization

The unamortized balance of deferred costs at June 30, 2006 and March 31, 2006 was comprised
of deferred development costs. There were no development costs incurred during the three
month period (2005 - $178,000). The costs related to development projects in process at June
30, 2006 were not amortized during the period. The total amount of research and development
charged to expense for the period is not separately identifiable, as such costs are only tracked
for development projects that are deferred.

Amortization expense consists of amortization of the following:

Three months ended June 30 2006 2005
(in thousands of dollars) $ $
Property, plant and equipment 251 232
Deferred development costs 5 5
Intangible assets 128 128
Government grants (2) (2)
382 363
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Notes to Consolidated Financial Statements continued

4. Bank Indebtedness

The Company has operating lines of credit of $10,250,000 provided by a chartered bank. These
lines of credit are payable on demand and bear interest at prime rate plus 0.25% (6.25%;
March 31, 2006 — 5.75%). The operating lines of credit contain certain restrictive covenants
including the maintenance of certain financial ratios and limitations on capital expenditures and
additional debt. The Company has pledged as collateral a general security agreement,
guarantees of subsidiaries, and a pledge of inventory under section 427 of the Bank Act.

5. Share Capital and Contributed Surplus

a) Share capital and contributed surplus

Issued and outstanding

Share Capital Contributed Surplus

2006 2005 2006 2005
Shares Shares
(in thousands of dollars, except shares) # $ # $ $ $
Balance, beginning of the period 20,118,953 21,397 17,943,919 19,277 348 171
Share options exercised for cash 25,333 29 25,333 33 - -
Warrants exercised for cash 776,593 738 11,633 1 - -
Stock-based compensation expense - - - - 137 35
Reclassification of fair value of stock
options and warrants previously
expensed - 29 - - (29) -
Balance, end of period 20,920,879 22,193 17,980,885 19,321 456 206

At the Annual General and Special Meeting of Shareholders on August 18, 2003, the
shareholders approved the reduction of the stated capital of the Company. Accordingly, in
2003, contributed surplus was reduced by $745,000, share capital by $8,298,000, and
accumulated deficit by $9,043,000.
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b) Dividends

On June 15, 2006, an annual dividend of $0.10 (2005 - $0.08) per common share was declared
for all shareholders of record on June 26, 2006. The dividends of $2,081,000 (2005 -
$1,438,000) are to be paid on August 4, 2006.

¢) Share options and warrants

2006 2005
Share Warrants Share Warrants
options options
# # # #

Balance, beginning of the period 812,067 1,681,177 1,160,734 3,445,878
Granted 50,000 - - -
Exercised (25,333) (776,593) (25,333) (11,633)
Balance, end of the period 836,734 904,584 1,135,401 3,434,245

6. Stock-Based Compensation

The Black-Scholes model, used by the Company to calculate the values of options and warrants,
as well as other currently accepted option valuation models, were developed to estimate the fair
value of freely-tradeable, fully-transferable options and warrants without vesting restrictions.
Such options and warrants differ significantly from the share options granted and warrants
transferred by the Company. These models require subjective assumptions, including future
share price volatility and expected time until exercise, which affect the calculated values.
Accordingly, management believes that these models do not necessarily provide a reliable
single measure of the fair values of the share options granted and warrants transferred by the
Company.

a) Share options granted and warrants transferred on or after April 1, 2003

The Company uses the fair value method of accounting for all share options granted and
warrants transferred to employees on or after April 1, 2003. During the first quarter this fiscal
period, 50,000 share options were granted at market share price on the grant date (2005 — nil),
and no warrants were transferred to employees (2005 — 137,106 warrants were transferred
with exercise prices below the market share price on the transfer date. Stock-based
compensation expense of $137,000 (2005 - $35,000) was recorded in the first quarter in
manufacturing and selling costs and general and administration in the consolidated statements
of income.
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Notes to Consolidated Financial Statements continued

The following estimated fair values of these share options and warrants were determined, at the
date of the grants or transfers, using the Black-Scholes option pricing model with the following
weighted-average assumptions:

Share Options Warrants
Granted in Transferred Transferred
Granted at Excess of in Excess of Below
Market Market Market Market
Weighted-average fair value $0.85 $0.29 $0.18 $1.02
Risk-free interest rate (%) 3.90 3.89 437 3.45
Expected hold period to exercise (years) 4.0 4.0 45 3.0
Volatility in the price of the Company's shares (%) 52.8 60.8 60.5 53.1
Dividend yield (%) 0.88 0.00 0.00 0.92

b) Share options granted and warrants transferred in fiscal 2003

The fair value of share options granted and warrants transferred in fiscal 2003, all of which were
granted or transferred with exercise prices in excess of the market share price on the grant or
transfer date, were determined, at the date of grants or transfers, using the Black-Scholes option
pricing model. The following table provides the required pro-forma measures of net income and
earnings per share had compensation expense been recognized based on the fair value, as at
the date of the grant or transfer, of the options granted and warrants transferred to employees
in fiscal 2003, in accordance with the fair value method of accounting for stock-based
compensation:

Three months ended June 30 2006 2005
(in thousands of dollars, except earnings per share) $ $

Net income for the period 957 244
Stock-based compensation expense 53 53
Pro-forma net income for the period 904 191

Earnings per share:

Reported basic earnings per share 0.05 0.01
Compensation expense per share 0.01 0.00
Pro-forma basic earnings per share 0.04 0.01
Reported diluted earnings per share 0.04 0.01
Compensation expense per share 0.00 0.00
Pro-forma diluted earnings per share 0.04 0.01
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The following estimated fair values of these options and warrants were determined using the
following weighted-average assumptions:

Share Options Warrants
Weighted-average fair value $0.37 $0.38
Risk-free interest rate (%) 4.0 4.0
Expected hold period to exercise (years) 4.0 5.0
Volatility in the price of the Company's shares (%) 61.6 56.2
Dividend yield (%) 0.0 0.0

7. Related Party Transactions

During the period, trucking services of $133,000 (2005 - $86,000), included in manufacturing
and selling costs in the consolidated statements of income, were provided by a corporation
controlled by a director of the Company. Accounts payable and accrued liabilities at June 30,
2006 included $99,500 (March 31, 2006 - $16,500) owing to the corporation. Normal
commercial rates were paid for these services.

8. Financing (Income) Charges

Three months ended June 30

2006 2005
(in thousands of dollars) $ $
Interest, short term 11 31
Foreign exchange (gains) losses (19) 38
(8) 69

9. Income Taxes

The federal and certain provincial governments have recently announced a number of changes
to income taxes and rates. As these changes have received royal assent and were therefore
substantively enacted during the first quarter, the Company has made an adjustment to reduce
income tax expense by approximately $92,600 for the quarter. The resulting future tax
liabilities reflect the lower anticipated taxes that will be paid as the temporary income tax
differences reverse in future years.
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10. Earnings Per Share

The following table sets forth the weighted-average number of common shares outstanding for
the computation of basic and diluted earnings per share:

2006 2005

(in thousands of dollars, except number of shares) $ $
Numerator:
Net income available to common shareholders 957 244
Denominator:
Weighted average shares outstanding - basic 20,559,572 17,949,606
Effect of dilutive securities

Share options 537,463 710,626

Warrants 836,602 1,548,817
Weighted average shares outstanding - diluted 21,933,637 20,209,049

In 2005, certain of the warrants were not included in the calculation of diluted shares as the
market price was below the performance vesting threshold.

11. Statement of Cash Flows
Supplementary disclosures required in respect of the Statement of Cash Flows are as follows:

2006 2005
$ $
Interest paid 1 31
Income taxes paid 307 1,165

12. Segmented Information

Operating segments are defined as components of the Company for which separate financial
information is available that is evaluated regularly by the chief operating decision maker in
allocating resources and assessing performance. The chief operating decision maker of the
Company is the Chief Executive Officer.

The Company operates in two reportable segments namely liquid containment storage systems,
including fiberglass underground and aboveground storage tanks and related products and
accessories, and home heating oil tanks. In addition to the above noted operating segments,
corporate administration and other operating segments reported to the Chief Executive Officer
and are included in the All Other reportable segment. Revenue for All Other is derived from the
sale of finished three-dimensional fabric materials from the Company’s operations in the
Netherlands.
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Segmented information is summarized as follows:

June 30, 2006

Liquid Home Inter-
Containment  Heating Segment
Storage Oil Tanks  All Other Adjustments Total
(in thousands of dollars) $ $ $ $ $
Revenue 11,619 552 1,044 (663) 12,552
Inter-segment revenue - - (663) 663 -
External revenue 11,619 552 381 - 12,552
General and administration expenses - - 767 - 767
Interest expense - - 1 - 1
Amortization expense 334 28 20 - 382
Income (loss) before income taxes 2,354 (272) (696) - 1,386
Acquisition of property plant
and equipment 387 - - - 387
Goodwill 1,991 - - - 1,991
Total Assets 34,720 2,608 1,381 (310) 38,399
June 30, 2005
Liquid Home Inter-
Containment  Heating Segment
Storage Oil Tanks  All Other Adjustments Total
(in thousands of dollars) $ $ $ $ $
Revenue 7,468 334 969 (484) 8,287
Inter-segment revenue - - (484) 484 -
External revenue 7,468 334 485 - 8,287
General and administration expenses - - 462 - 462
Interest expense - - 31 - 31
Amortization expense 315 28 20 - 363
Income (loss) before income taxes 1,163 (193) (556) - 414
Acquisition of property plant
and equipment 289 - - - 289
Goodwill 1,991 - - - 1,991
Total Assets 28,358 2,684 1,551 (270) 32,323
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Notes to Consolidated Financial Statements continued

Information about geographic areas

Property, plant
and equipment

Revenues and goodwill
2006 2005 2006 2005
(in thousands of dollars) $ $ $ $
Canada 12,171 7,802 11,373 11,299
Foriegn countries 381 655 715
12,552 8,287 12,028 12,014

Revenue is attributed to the geographic area based on location of the Company's
operations. No revenue attributed to any individual foreign country is material. The
property, plant and equipment relating to foreign countries are located in The Netherlands.
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James S. Edwards, Chairman of the Board
Venence G. C6té, Director, President and CEO
Fred J. Dyment, Director

Roderick Graham, Director

Simon Sochatsky, Director

Corporate Office
6907 - 36 Street
Edmonton, Alberta
Canada T6B 276

Common Shares Outstanding
as of August 3, 2006
Total Outstanding: 20,975,879

Investor Relations

Copies of this Quarterly Report
may be obtained by calling,
Investor Relations at 780-466-6648

or email IR@zcl.com

Transfer Agent & Registrar
Olympia Trust Company
#2300, 125 - 9th Avenue S.W.
Calgary, Alberta

T2G 0P6

Auditors

Ernst & Young LLP
1801 Scotia 2

Scotia Place

10060 Jasper Avenue
Edmonton, Alberta
T5J 3R8

General Counsel
Bennett Jones LLP

1000 ATCO Centre
10035 - 105 Street
Edmonton, Alberta
T5J 312

Stock Listing and Share Symbol

Toronto Stock Exchange: ZCL

27



COMPOSITES INC.

6907 — 36 Street,
Edmonton, Alberta T6B 276
1 800 661-8265

www.zcl.com

Printed in Canada




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (SWOP \050Coated\051, 20%, GCR, Medium)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends false
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Average
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Average
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Average
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /FlateEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /ENU (Douglas settings with zip lossless compression. Unflattened PDF, optimized settings for Offset Printing. Crop marks and bleed included, Centered.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        18
        18
        18
        18
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 18
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


