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CHARTERED ACCOUNTANTS

facsimile: 604.688.4675
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AUDITORS' REPORT

TO THE SHAREHOLDERS OF NATIONAL CHALLENGE SYSTEMS INC.

We have audited the consolidated balance sheets of National Challenge Systems Inc. as at June 30, 2002
and July 31, 2001 and the consolidated statements of operations and deficit and cash flows for the eleven
months ended June 30, 2002 and for the year ended July 31, 2001. These financial statements are the
responsibility of the Company's management. Qur responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimate made by management, as well as evaluating the overall
financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial
position of the Company as at June 30, 2002 and July 31, 2001 and the results of its operations and the

changes in its cash flows for the eleven months ended June 30, 2002 and for the year ended July 31, 2001 in
accordance with Canadian generally accepted accounting principles.

“Smythe Ratcliffe”
Chartered Accountants

Vancouver, British Columbia
August 16, 2002

A Member of PKFIntemational



NATIONAL CHALLENGE SYSTEMS INC.
Consolidated Balance Sheets

June 30, July 31,
2002 2001
Assets (note 8) (note 2(j))
Current
Cash $823,848 $222,966
Accounts receivable 1,945,990 181,545
Inventory 126,661 0
Prepaid expenses 82,953 20,967
Current assets of discontinued operations (note 4) 257,118 775,458
3,236,570 1,200,936
Future Income Tax Asset (note 13) 314,500 0
Fixed (notes 5 and 8) 3,011,897 2,285,581
Deferred Costs 35,168 0
Licence and Other (note 6) 3,000 758
Goodwill (note 3) 11,129,820 0
Non-Current Assets of Discontinued Operations (note 4) 327 14,099,972
$17,731,282 $17,587,247
Liabilities
Current
Bank indebtedness $790,000 $214,537
Accounts payable and accrued liabilities (note 7) 3,038,769 1,679,701
Income taxes payable 96,005 0
Short-term promissory notes payable (note 3) 490,000 0
Current portion of long-term debt (note 8) 473,317 0
Current portion of obligations under capital
leases (note 9) 35,901 0
Current liabilities of discontinued operations (note 4) 42,637 3,286,435
' 4,966,629 5,180,673
Long-Term Debt (note 8) 1,106,403 0
Obligations Under Capital Leases (note 9) 123,744 0
Shareholder's Loan (note 12) 167,000 0
Future Income Tax Liability (note 13) 11,000 0
12% Redeemable Preferred Shares (note 10) 2,000,000 0
Non-interest Bearing Redeemable Preferred Shares (note 10) 900,000 0
Non-Current Liabilities of Discontinued Operations (note 4) 0 2,818,930
9,274,776 7,999,603
Shareholders’ Equity
Capital Stock (note 10) 23,344,842 18,445,342
Shares to be Issued (note 10) 0 74,903
Deficit (14,888,336) (8,932,601)
8,456,506 9,587,644
$17,731,282 $17,587,247

Commitment (note 11)
Approved on behalf of the Board:

"Charles H. Buehler"

..........................................................

Charles H. Buehler, Director

See notes to consolidated financial statements. 2

"Douglas M. Carruthers”

Douglas M. Carruthers, Director

........................................................



NATIONAL CHALLENGE SYSTEMS INC.

Consolidated Statements of Operations and Deficit

Eleven Month

Period Ended Year Ended
June 30, July 31,
2002 2001
{note 2(i))
Revenues
Non-hazardous vacuum services $966,288 S0
Rental 422,306 569,127
Sales 214,252 246,590
1,602,846 815,717
Expenses
Consulting and professional fees 778,671 703,459
Yacuum services operating expenses 460,174 0
Wages, salaries and benefits 236,649 0
Cost of goods sold 168,374 225,948
Investor relations, regulatory and promotion 136,230 194,028
Office, occupancy and miscellaneous 123,801 161,661
Other interest 83,793 (1,934)
Travel and automotive 76,524 0
Interest on long-term debt and capital leases 42,337 0
interest on preferred shares 20,000 0
Service and repairs 11,568 11,815
Depreciation and amortization 242,294 245,331
2,380,415 1,540,308
Loss From Continuing Operations
and Before Other items (777,569) (724,591)
Other Items
Recovery (write-off) of deposits and
deferred costs (note 6(c}) 100,000 (838,599)
Allotted shares not issued 74,903 0
Loss on sale of fixed assets 0 (228,030)
Licence written off 0 (1,329,112)
Impairment of fixed assets (78,288) (475,000)
Investments written off, net (hote 6 (a) and (e)) (394,691) (5,699,949)
(298,076) (8,570,690)
Loss Before Future Income Taxes and
Discontinued Operations (1,075,645) (9,295,281)
Future Income Taxes (Recovery) (285,120) 0
Net Loss for Period From Continuing Operations (790,525) (9,295,281)
Net Income (Loss) for Period from
Discontinued Operations (note 4) (5,165,210) 1,456,129

Net Loss for the Period (5,955,735) (7,839,152)
Deficit, Beginning of Period (8,932,601) (1,093,449)
Deficit, End of Period $(14,888,336) $(8,932,601)
Loss Per Share of Continuing Operations - Basic $(0.03) $ (0.44)
Loss Per Share of Discontinued Operations - Basic $(0.22) $ (0.07)
Weighted Average Number of Shares Outstanding 22,337,781 21,131,441

See notes to consolidated financial statements.



NATIONAL CHALLENGE SYSTEMS INC.
Consolidated Statements of Cash Flows

Eleven Month
Period Ended
June 30,
2002

Year Ended
July 31,
2001

Operating Activities (note 2(i))
Net income $(5,955,735) $(7,839,152)
items not involving cash
Depreciation and amortization 242,294 245,331
Loss on disposal of fixed assets 5,156,861 228,030
Future Income Tax (321,750) 0
Recovery of allotted shares (74,903) 0
Write-off of investments 394,691 5,699,949
Licence written off 0 1,329,112
Impairment of inventory 78,288 (475,000)
Recovery (write-off) of deferred assets (100,000) 838,599
(580,254) 26,869
Changes in Non-Cash Working Capital
Accounts receivable (264,746) (122,961)
Inventory (7,682) 0
Prepaid expenses 11,827 6,414
Accounts payable and accrued liabilities 371,581 1,060,610
Income tax 15,188 0
Cash from Continuing Operation (454,086) 970,932
Cash from Discontinued Operation 1,339,045 2,220,303
884,959 3,191,235
Investing Activities
Acquisition of fixed assets 0 (411,071)
Deferred costs (35,168) (593,140)
Acquisition of subsidiaries (4,187,066) 0
Payment for SWi bankruptcy, net (394,691) 0
Proceeds on disposal of fixed assets 8,205,813 20,351
Cash Used for Continuing Operation 3,588,888 (983,860)
Cash Used for Discontinued Operation (1,008,111) 0
2,580,777 (983,860)
Financing Activities
Shares issued for cash 0 418,600
Share issue costs 0 (300)
Long term debt 1,476,932 0
Shareholder’s loan 167,000 0
Cash from Continuing Operation 1,643,932 418,300
Cash Used for Discontinued Operation (5,084,249) (2,461,312)
(3,440,317) (2,043,012)
Inflow (Outflow) of Cash 25,419 164,363
Cash, Beginning of Period 8,429 (155,934)
Cash, End of Period $33,848 $8,429
Represented by
Cash $823,848 $222,966
Bank indebtedness (790,000) (214,537)
$33,848 $8,429
Supplemental Cash Flow Information
Interest paid on discontinuing operation $462,497 $580,345
Interest paid on continuing operation $34,613 $110




NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

1. NATURE OF BUSINESS AND BASIS OF PRESENTATION

National Challenge Systems Inc. (the "Company") is incorporated under the laws of the province of
British Columbia. Prior to March 31, 2002, the Company's primary business was the ownership,
rental and distribution of waste compaction, baling and container equipment for disposing of
waste, including waste handling equipment for both wet and dry waste, such as compactors,
compactor-containers, balers, waste containers and accessories for waste handling equipment.
Effective March 31, 2002, the Company disposed of significantly all of that business (note 4) and on
May 31, 2002 (note 3) acquired certain other businesses which operate vacuum truck fleets carrying
on the business of providing collection, treatment and disposal services for non-hazardous liquid
organic waste.

These consolidated financial statements reflect the assets and liabilities of all controlled entities at
the respective balance sheet dates. Operating results and cash flows include the operations and
cash flows of controlled entities for the period from the date when control was acquired.
Operations that have been discontinued during the 2002 fiscal period are reflected in "Discontinued
Operations” (note 4). The 2002 operations reflect the Company's continuing business from waste
disposal assets owned at June 30, 2002 and the operations of subsidiaries acquired May 31, 2002
{note 3) for the month of June 2002.

The Company changed its fiscal year-end to June 30 effective June 30, 2002 hence 2002 operations
and cash flows are for an eleven month period whereas 2001 operations and cash flows are for a
twelve month period. The 2001 comparative figures have been restated to show separately the
results and cash flows from operations that were discontinued in the 2002 fiscal year (note 4).

2, SIGNIFICANT ACCOUNTING POLICIES
(@) Consolidation

These consolidated financial statements are prepared in accordance with Canadian
generally accepted accounting principles and include the accounts of the Company and its
wholly-owned subsidiaries National Compactor Rentals Ltd. ("NCR Canada”), National
Challenge Systems (Ontario) Inc. ("NCS Ontario”), National Organic Resources Inc. ("NOR"),
NCS Holdings Limited ("Holdings") and National Compactor Rentals (U.S.A.) Inc. ("NCR US")
as at June 30, 2002 and July 31, 2001 and the results of operations and cash flows of these
entities for the eleven months ended June 30, 2002 and for the year ended July 31, 2001.
These subsidiaries have been owned since incorporation.

A&A Anderson Tank Service (Vancouver) Ltd. ("A&A") and Organic Resource Management
Inc. ("ORMI") were acquired May 31, 2002 (note 3). Their assets and liabilities are included
in the June 30, 2002 consolidated balance sheets and their revenues, expenses and cash
flows for the month of June 2002 are included in consolidated results of operations and
cash flows.

The Company follows the purchase method of accounting for business acquisitions. All
significant inter-company transactions and balances have been eliminated.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

2,

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(b)

(©

(d)

(e)

(f)

Depreciation and amortization

Depreciation and amortization of fixed assets have been provided on the following bases
and annual rates:

Rental machines - 15 Years straight-line
Strata unit - 5% Declining balance
Office furniture, equipment

and computers - 20% Declining balance
Vehicles - 30% Declining balance
Farm equipment - 10 Years straight-line
Machinery and equipment - 20% Declining balance
Leasehold improvements - 9 Years straight-line

Asset impairment

The Company recognizes charges for asset impairments to the extent that the recorded
amount of any asset exceeds the estimated net recoverable amount or future value of the
asset.

Deferred costs

Costs of acquisition of Organic Resource Technologies Inc. ("ORTI"), Organic Resource
Management Inc. ("ORMI") and A & A Anderson Tank Service (Vancouver) Ltd. ("A&A") were
deferred in the accounts up to July 31, 2001. As the amended contracts to acquire these
companies expired in 2001, deferred acquisition costs were written off during the year
ended July 31, 2001 (note 6(c)). As a result of renegotiations and subsequent shareholder
approval to acquire ORMI and A&A (note 3), $100,000 of deposits previously written off
have been recovered and included in consideration applied to the new share purchase
agreements.

Goodwill

Goodwill represents the excess of the cost of acquired businesses over fair value attributed
to the net identified assets. Management estimates the value of goodwill to be not less
than the unamortized balance at June 30, 2002.

Foreign currency translation

Amounts recorded in foreign currency are translated into Canadian dollars as follows:

(i) Monetary assets and liabilities at the rate of exchange in effect as at the balance
sheet date;

(i1) 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



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

2,

SIGNIFICANT ACCOUNTING POLICIES (Continued)

(iti)

(®)

(h)

(i)

)

(k)

Revenues and expenses (excluding depreciation and amortization which are translated at
the same rate as the related asset), at the average rate of exchange for the period.

Gains and losses arising from this translation of foreign currency are included in the
determination of net loss for period.

Income taxes

Effective January 1, 2001 the Company adopted the recommendations of the Canadian
Institute of Chartered Accountants with respect to accounting for income taxes. Under
these recommendations, the liability method of tax allocation is used, based on
differences between financial reporting and tax bases of assets and liabilities. The method
was applied retroactively without restatement of the 2000 financial statements.

Loss per share

Loss per share computations are based on the weighted average number of common shares
outstanding during the period.

Financial instruments

The Company's financial instruments consist of cash, accounts receivable, accounts payable
and accrued liabilities, short-term promissory notes payable, long-term debt and
obligations under capital leases. It is management’s opinion that the Company is not
exposed to significant interest, currency or credit risks arising from these financial
instruments.

Unless otherwise noted, the fair value of the financial instruments approximate their
carrying value.

Comparative figures

Effective June 30, 2002 the Company and its subsidiaries changed their year-ends to June
30. Comparative figures for 2001 are for 12 months versus 11 months for 2002 (note 2(a)).

Certain of the 2001 comparative figures have been reclassified to conform with the current
year's presentation (note 1).

Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates
and would impact future results of operations and cash flows.



NATIONAL CHALLENGE SYSTEMS INC.

Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

3. ACQUISITIONS OF BUSINESSES

Effective May 31, 2002 the Company acquired 100% of the issued and outstanding shares of ORMI,
an Ontario incorporated company, and A&A, a British Columbia incorporated company. These
companies operate vacuum truck fleets carrying on the business of providing collection, treatment
and disposal services for non-hazardous liquid organic waste. The acquisitions have been
accounted for using the purchase method of accounting for business combinations. The operations
and cash flows of the two companies for the one month of June 2002 are included in these
consolidated financial statements.

Consideration given for the companies acquired was as follows:

ORMI ARA Total
Cash $1,500,000 $1,550,000 $3,050,000
Common shares at an agreed amount of $0.40 per
share (10,400,000 shares) 3,550,000 610,000 4,160,000
12% preferred shares at an agreed amount of 1,050,000 950,000 2,000,000
$1.00 per share
Non-interest bearing preferred shares at an 900,000 0 900,000
agreed amount of $1.00 per share
Short term promissory notes payable 120 days 200,000 290,000 490,000

(5400,000) and 365 days ($90,000) after closing

: 7,200,000 3,400,000 10,600,000
Price adjustment for assets and liabilities of

subsidiaries as of May 31, 2002 122,000 9,500 131,500
Consideration to vendors 7,322,000 3,409,500 10,731,500
Acquisition costs (legal, consulting, financing) 865,036 365,895 1,230,931
Total cost of acquisitions $8,187,036 $3,775,395 $11,962,431
Assigned values were as follows:
Total assets $1,451,184 $1,545,303 $2,996,487
Total liabilities (1,288,941) (874,935) (2,163,876)
Goodwill (Excess of purchase price
over net assets acquired) 8,024,793 3,105,027 11,129,820

$8,187,036 $3,775,395 $11,962,431

Acquisition costs include a finder's fee of 725,000 common shares of the Company issued to
Cambridge Capital Limited, a company controlled by F. Michael P. Warren, a director of the
Company. Also, included in acquisition costs is a fee paid to Global Capital Partners Inc. ("Global”)
of $625,000 and 2,475,000 warrants of the Company (note 10(d)) for the acquisition of ORMI and
ARA and the sale of substantially all of the Company's compactor assets to CWS (note 5). The
Global fee has been proportionately allocated between the acquisitions and the disposal.



NATIONAL CHALLENGE SYSTEMS INC.

Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

ACQUISITIONS OF BUSINESSES Continued)

In addition, the ORMI and A&A vending shareholders may become eligible to receive up to an
additional 3,510,000 common shares of the Company based upon the Company achieving defined
pre-tax consolidated income targets of $1,000,000 in the Company's 2003 fiscal year, $1,500,000 in
the 2004 fiscal year and $2,000,000 in the 2005 fiscal year. Up to 1,170,000 shares will be issued
in respect of each year in which the target is achieved. In the event that the target is not
achieved, the number of shares to be issued will be reduced proportionately. Any shares not issued
is either the first or second year will be carried forward and will be available for issue in a
subsequent period.

DISCONTINUED OPERATIONS

In January 2002, the Company executed an Asset Purchase Agreement (the "Agreement") with
Canadian Waste Services Inc. ("CWS") of Mississauga, Ontario to sell the vast majority of its
compactor fleet for a cash consideration of slightly in excess of $8,000,000 resulting in a loss of
$5,156,861 (note 1 and the sale completed on March 31, 2002 as described in note 5). The results
of the sale have been accounted for as a discontinued operation.

June 30, July 31,
2002 2001
Revenues from discontinued operations $5,233,100 $7,491,411
Earnings from discontinued operations (net of taxes) 1,710,371 1,456,129
(Loss) on sale of discontinued operations (6,875,581) 0
(Loss) earnings from discontinued operations $(5,165,210) $1,456,129
Net assets of discontinued operations are summarized as follows:
June 30, July 31,
2002 2001
Accounts receivable $254,234 $771,078
Other current assets 2,884 4,380
Cash, restricted 0 1,000,000
Fixed assets 327 13,099,972
Bank indebtedness 0 (157,712)
Accounts payable and accrued liabilities (42,637) (863,404)
Long-term debt and obligation under capital
leases (including current portion) 0 (5,084,249)
Net assets of discontinued operation $214,808 $8,770,065

In July 31, 2001 restricted cash was pledged as security for certain operating leases.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

5. FIXED ASSETS

June 30, 2002 July 31, 2001
Accumulated
Cost Depreciation Net Net
Rental
machines $2,530,359 $773,546 $1,756,813 $14,987,132
Strata unit 191,399 54,506 136,893 143,468
Office furniture,
equipment
and computers 853,688 607,770 245,918 27,774
Vehicles 2,987,492 2,381,602 605,890 0
Farm equipment 157,145 32,992 124,153 0
Machinery and qu
equipment 494,149 360,132 134,017 0
Leasehold
improvements 37,817 29,604 8,213 5,116
7,252,049 4,240,152 3,011,897 15,163,490
Discontinued
operations 0 0 0 12,877,909
$7,252,049 $4,240,152 $3,011,897 $2,285,581

On March 31, 2002 the Company sold a vast majority of the assets to CWS for a cash consideration
of slightly in excess of $8,000,000, resulting in a loss of $5,156,861 which includes a portion of the
fee paid to Global (note 3). The compactors in Texas, U.S.A. were sold under a separate
agreement for a gain of approximately $16,000. The original cost of the assets sold was recorded
in the July 31, 2001 consolidated financial statements as $17,476,080 less accumulated
depreciation of $4,598,171 or a net of $12,877,909.

6. LICENSE AND OTHER

@)

In March 2000, NCS Environmental Services Limited ("NCS ESL"), a subsidiary of NCS
Holdings Limited entered into an intangible asset purchase and sale agreement for the
United States ORRS patent and other assets from Organic Resource Technologies
International Inc. ("ORTI"). In consideration for these assets, ORTI received 30% of the
common shares of NCS ESL and 221, 591 units (each consisting of one common earn-out
share and 5.77 share purchase warrants of the Company) at $1.76 per unit. The common
shares are held in escrow and will be released at a rate of one unit for each $20.31
cumulative cash flow. Each warrant is exercisable into one common share at 51.76 per
share. The acquisitions described in note 6(c) below did not complete before January 15,
2001, and accordingly the licence was written off during the year ended July 31, 2001.
ORTI was entitled to acquire the Company’s 70% interest in NCS ESL on February 20, 2002
at which time the parties entered into an agreement which extended the relevant dates to
December 31, 2003,

10



NATIONAL CHALLENGE SYSTEMS INC.

Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

6.

LICENSE AND OTHER (Continued)

(b)

()

(d

(e)

On February 14, 2002, NCS ESL signed a software licence agreement with 1329206 Ontario
Inc. ("Softco™) a company owned by Charles Buehler, a director of the Company, and
Marilyn Buehler, wherein it has obtained an exclusive worldwide license, except for Canada
("Worldwide excluding Canada License"), for the use of a proprietary route optimization
and management information software ("software"). The Worldwide excluding Canada
license was granted to NCS ESL at a one-time cost of $100. The Worldwide excluding
Canada License is for the use of the software in the non-hazardous liquid waste industry
anywhere in the world outside of Canada and is exclusive for a period of three years, after
which time Softco will have the right to market the software in geographical areas not
being serviced by NCS ESL.

On May 31, 2002 the Company signed a second software licence agreement with Softco
wherein it has obtained an exclusive Canadian License ("Canadian License”) for the use of a
proprietary route optimization and management information software ("software"). The
Canadian License was granted to the Company at a one-time cost of $100. The Canadian
License is for the use of the software in the non-hazardous liquid waste industry anywhere
in Canada and is exclusive for a period of three years, after which time Softco will have
the right to market the software in geographical areas of Canada that are not being
serviced by the Company.

In a prior year, the Company entered into share purchase agreements, to acquire ORMI and
AR&A. Deposits totalling $100,000 towards these acquisitions were written off during the
year ended July 31, 2001. However, acquisitions of the two companies completed on May
31, 2002 (note 3) and the $100,000 previously paid was applied to the purchase price.

On February 20, 2002, the Company signed an exclusive licensing agreement ("the License”)
with ORTI for ORTI's Canadian patented Direct Land Application/Organic Soil Conditioning
Process (the "Process”), with a 15-year, fixed price option to purchase all of the
outstanding shares of ORTI (the "Option"). The Option was granted at no cost to the
Company. The License is for a 15 year period and is exclusive to the Company for use of
the Process throughout Canada. ORMI has perpetual rights to the Process in the province
of Ontario at no cost or royalty; the Company has inherited these rights through its
purchase of ORMI.

During 1998, the Board of Directors approved a formal plan of disposal of its metal
manufacturing division, and two wholly-owned subsidiaries effective October 30, 1998 to
SWI Steelworks Inc. (formerly ESC Envirotech Systems Corporation), a Canadian Venture
Exchange listed company. Trading common shares of SWI were exchanged for the
Company's investment in and advances to these Companies. The purchaser issued
2,467,000 convertible preferred shares at a deemed value of $1.50 per share for
$3,700,500 determined by independent valuation and 883,000 performance shares at a
deemed value of $1.50 per share for $1,324,500.

1



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

6.

LICENSE AND OTHER (Continued)

The investment in shares of SWI was recorded at cost being the deemed value of the shares
received and the book value of the assets disposed of by the Company. The preferred
shares are non-voting, bear an 8% non-cumulative dividend and are convertible into shares
of SWI at the option of the holder. The book value of the investment at July 31, 2001 was
nominal and the investment was written down by $5,134,949 to $1. In September 2001
international Steelwork inc., ("International”) the main operating subsidiary of SWI,
became insolvent and was placed in receivership. The Company was liable as guarantor of
certain liabilities and lease obligations of International to a maximum of approximately
$670,000. During 2002 the Company guarantees for these liabilities and lease obligations
were called and the Company paid $670,000. The Company recovered $275,309 during
2002 from the sale of certain International assets and wrote off the difference of
$394,691. The Company anticipates being able to recover more. No adjustment for
further future recoveries has been recorded in these financial statements which if any, will
impact future results of operations.

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

June 30, July 31,

2002 2001
Trade payables . $1,857,307 $713,006
Wages payable 258,599 274,004
Dividends accrued on preferred shares 20,000 0
Other 40,621 20,080
Amounts due to related parties {note 12) 862,242 672,611

$3,038,769 $1,679,701

12



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

8. LONG-TERM DEBT

June 30, July 31,
2002 2001

Marathon Equipment Company Inc., promissory note

payable, repayable in monthly instalments of US $23,160

including interest at 10%, in 55 monthly instalments, the $1,476,932 S0
last payment due November 2006, secured by all assets,

certain receivables and rental machines.

Advances from non-affiliated company, Senang Holdings
Corp., repayable in monthly instalments of $4,790
including interest at 7%, secured by a charge against
certain company vehicles

102,788 0

Royal Bank of Canada mortgages at prime plus 1.50%,

repayable in monthly instalments of $1,575 including

interest, based on a 20 year amortization, due May 2016, 0 135,333
secured by a General Security Agreement over all assets

and a collateral first mortgage over strata unit

Royal Bank of Canada loan at prime plus 1.50% loan,
repayable in monthly instalments of $625 including
interest, based on a 10 year amortization, due May 2006,
secured by a General Security Agreement and a collateral
first mortgage over strata unit balloon payment at end of
10 years

AT&T Capital Canada Inc. promissory note at 9.522%

repayable in monthly instalments of $8,339 including

interest, based on a 10 year amortization, due February 0 28,232
2002, secured by a General Security Agreement over

certain assets under capital lease

0 48,937

1,579,720 212,502
Less: Discontinued operations 0 212,502
1,579,720 0
Less: Current portion 473,317 0
$1,106,403 S0
Principal due in each of the next five years is as follows:
Year Amount
2003 $338,523
2004 367,468
2005 349,760
2006 386,384
2007 137,585
$1,579,720

The 2001 obligation amounts included current and non-current liabilities of discontinued operation.
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NATIONAL CHALLENGE SYSTEMS INC.

Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

9. OBLIGATIONS UNDER CAPITAL LEASES
The following is a schedule of future minimum lease payments under capital leases:
June 30, July 31,
2002 2001
2002 $0 $2,586,114
2003 47,127 2,430,837
2004 33,448 154,066
2005 33,448 154,066
2006 33,448 144,014
2007 33,448 0
2008 11,201 0
Total minimum lease payments 192,120 5,469,097
Less: Amount representing interest
and executory costs (32,475) (597,349)
Present value of net minimum lease payments 159,645 4,871,748
Less: Discontinued operation 0 4,871,748
159,645 0
Less: Current portion 35,901 0
Obligations under capital leases $123,744 S0
The 2001 obligation amounts included current and non-current liabilities of discontinued
operations.
10. CAPITAL STOCK
a) Authorized
100,000,000 Common voting shares without par value
100,000,000 Preferred shares without par value
(b) Issued
Common shares
June 30, 2002 July 31, 2001
Number Number
of Shares Amount of Shares Amount
Balance, beginning of period 21,371,685 $18,445,342 20,812,907 $18,027,042
Issued during period
Private placement for cash 0 0 277,778 250,000
Options exercised for cash 0 0 281,000 168,300
For acquisition of subsidiaries
(note 3) 10,400,000 4,160,000 0 0
Finder's fee 725,000 739,500 0 0
Balance, end of period 32,496,685 23,344,842 21,371,685 18,445,342
Allotted. but not issued
for shares of former
subsidiaries 0 0 124,839 74,903
Baltance, end of period 32,496,685 $23,344,842 21,496,524 $18,520,245
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NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

10. CAPITAL STOCK (Continued)

Preferred shares

During the 2002 fiscal period the Company's authorized share capital was increased by adding
100,000,000 preferred shares. Redeemable preferred shares were issued as follows on the

acquisition of A&A and ORMI (note 3):

Number
of Shares Amount
12% redeemable preferred shares at a deemed value of 2,000,000 $2,000,000
$1.00 each
Non-interest bearing redeemable preferred shares at a
deemed value of $1.00 each 900,000 900,000
2,900,000 $2,900,000

(c) Options outstanding as at June 30, 2002 and July 31, 2001:

: Exercise Number of Shares

Expiry Date Price June 30, 2002 July 31, 2001
October 6, 2002 $0.86 100,000 100,000
June 9, 2003 $0.60 75,000 75,000
June 9, 2003 $1.07 260,000 260,000
July 28, 2003 $0.93 250,000 250,000
August 16, 2003 $1.12 100,000 125,000
November 22, 2003 $1.10 0 15,000
November 29, 2003 $1.16 0 15,000
December 29, 2003 $1.76 362,000 362,000
ebruary 21, 2004 $3.34 138,000 138,000
March 28, 2004 $2.39 425,000 500,000
May 30, 2004 $2.59 50,000 120,000
August 2, 2004 $2.06 0 100,000
September 14, 2004 $2.29 0 25,000
December 12, 2004 $1.15 50,000 75,000
February 28, 2005 $2.12 100,000 100,000
April 28, 2005 $1.20 350,000 350,000
April 25, 2006 $0.55 102,333 102,333
June 6, 2006 $0.55 114,667 114,667
July 22, 2006 $0.63 58,000 58,000
March 24, 2007 $0.43 150,000 0
May 24, 2008 $0.72 25,000 25,000
June 3, 2007 $0.37 150,000 0

2,860,000 2,910,000
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NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consoclidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

10. CAPITAL STOCK (Continued)

Details of the status of the Company's stock option plans as at June 30, 2002 and July 31, 2001 and
changes during the respective periods are as follows:

June 30, 2002 July 31, 2001
Weighted Weighted
Average Average
Number Exercise Number Exercise
of Shares Price Of Shares Price
Qutstanding,
beginning of period 2,910,000 $1.57 2,840,000 $1.47
Granted 300,000 0.40 381,000 0.64
Exercised 0 0.00 (281,000) 0.60
Returned {(350,000) 2.06 (30,000) 2.59
Outstanding. end
of period 2,860,000 $1.35 2,910,000 $1.57

(d) Warrants outstanding

June 30. 2002  Julv 31. 2002

Exercise Number Number

Expiry Date Price of Shares of Shares
July 30, 2002 $2.50U.S. 50,000 50,000
March 15, 2005 (note 6(a)) $1.76 1,278,580 1,278,580
May 31, 2005 (note 3) $0.40 1,000,000 0
May 31, 2005 (note 3) $0.45 825,000 0
May 31, 2005 (note 3) $0.50 650,000 0
3,803,580 1,328,580

The 50,000 warrants expiring July 30, 2002 expired subsequent to June 30, 2002,
11. COMMITMENT

The Company is committed to pay rent of $4,000 per month to March 30, 2003 to the end of the
lease term for a total commitment of $36,000.
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NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

12, RELATED PARTY TRANSACTIONS

The following related party transactions are included in the accounts:

June 30, July 31,
2002 2001
Management fees charged by directors or their companies $193,777 $120,993
Interest paid to directors or their companies 68,331 0

Accounts payable and accrued liabilities (note 7) at June 30, 2002 includes $862,242 payable to
certain directors or to companies controlled by them in respect to consulting fees, reimbursable
expenses and interest. A portion of these liabilities plus a loan of a shareholder are to be settled
by issuance of shares at an agreed value of $0.40 per share. The settltement is subject to

shareholder approval. The amounts payable are comprised of the following:

Fees $673,773
Expense reimbursements 120,138
Interest 68,331
Total related party accounts payable 862,242
Shareholder’s loan payable 167,000
Total due to related parties 1,029,242
Proposed share settlement (1,637,515 shares at $0.40 per share) (655,006)
Cash settlement $374,236
13. FUTURE INCOME TAX
The composition of future income tax assets and liability is as follows:
June 30, July 31
2002 2001

Future income tax assets

Excess of capital cost over net book value

of fixed assets at statutory rate $592,996 $25,351

Loss carryforwards at statutory rate 675,926 1,377,298
Total gross future income tax assets 1,268,922 1,402,649
Less: Valuation allowance 954,422 1,402,649
Net future income tax assets $314,500 S0
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NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
Eleven Month Period Ended June 30, 2002 and Year Ended July 31, 2001

13, FUTURE INCOME TAX (Continued)

June 30, July 31,
2002 2001
Future income tax liability
Excess of net book value over capital cost
of fixed assets at statutory rate $11,000 S0
Net future tax liability $11,000 S0

The Company believes that realization of a portion of net future tax assets is more likely than not.
The ultimate realization of future tax assets is dependent upon the generation of future taxable
income during the periods in which temporary differences become deductible. Management
considered projected future taxable income and tax planning strategies in making their assessment.
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ITEM1 CORPORATE STRUCTURE
1.1 Name and Address of Head Office

National Challenge Systems Inc.
3700 Steeles Avenue West

Suite 601

Woodbridge, Ontario

L4L 8K8

Phone: (416) 747-6584
Facsimile: (604) 747-6899

1.2 Incorporation

National Challenge Systems Inc. (“NCS” or the “Company”) was incorporated on January 4, 1990 under
the laws of the Province of British Columbia by registration of its Memorandum and Articles pursuant to
the Company Act (British Columbia). The Company's registered and records offices are located at 1100 -
888 Dunsmuir Street, Vancouver, British Columbia, V6C 3K4.

The Company’s shares were listed on the Vancouver Stock Exchange on July 12, 1994 (now the
Canadian Venture Exchange) and subsequently on The Toronto Stock Exchange (“NLC”) on January 7,
1998 where it now trades exclusively.

At the Company’s annual general and special meeting held on October 21, 2002, the shareholders
approved the continuation of the Company from incorporation under the Company Act (British Columbia)
to incorporation under the Canada Business Corporations Act, including the approval, ratification and
confirmation of the By-Law No. 1 of the Company. As of the date of this Annual Information Form, the
continuation has not been effected.

1.3 Subsidiaries
~ The Company currently has the following wholly owned subsidiaries:

A&A Anderson Tank Service (Vancouver) Ltd. was incorporated under the laws of British
Columbia as 352505 BC Ltd. on January 1, 1989 and subsequently changed its name on January
3, 1989 to A&A Anderson Tank Service (Vancouver) Ltd. A&A is in the non-hazardous liquid
waste business and picks up, transports and disposes liquid waste. Additionally, it cleans and
flushes sewer lines. The Company acquired A&A on May 31, 2002.

National Compactor Rentals Ltd. (“NCR Canada”) was incorporated in British Columbia on
December 6, 1994 under the Company Act (British Columbia). NCR is currently in the process of
being dissolved.

National Compactor Rentals (U.S.A.), Inc. (“NCR US”) was incorporated on August 22, 1996
under the laws of the State of Washington. NCR US is currently inactive and is in the process of
being dissolved.
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National Organic Resources Inc. (“NOR”). NOR was incorporated in British Columbia on
August 8, 1996 under the Company Act (British Columbia). NOR manages and markets the
Company’s organics program.

NCS Holdings Limited (“Holdings”). Holdings was incorporated in Bermuda on March 4, 1999
for the purpose of continuing the Company from British Columbia to Bermuda. The Company has
no plans, at the present time, to initiate this process.

Organic Resource Management Inc. (“ORMI”). On April 30, 1984, Filtrex Sales & Services
Ltd. (“Filtrex”) was incorporated under the laws of Ontario. On September 30, 1992, its name
was changed to Organic Resource Management Inc. ORMI is a non-hazardous liquid organic
waste collection, transportation and services provider. The Company acquired ORMI on
May 31, 2002. ORMI amalgamated with a former subsidiary of the Company’s, National
Challenge Systems (Ontario) Inc., on July 1, 2002.

NATIONAL CHALLENGE SYSTEMS INC.

A&A Anderson National National National Organic | NCS Holdings Organic
Tank Service Compactor Compactor Resources Inc. Limited Resource
(Vancouver) Ltd. Rentals Ltd. Rentals (U.S.A.) Management

Inc. Inc.
100% 100% 100% 100% 100% 100%
ITEM 2 GENERAL DEVELOPMENT OF THE BUSINESS

The Company commenced operations in January 1990 as a distributor of waste handling and compaction
equipment manufactured by Marathon Equipment Company (“Marathon”) of Vernon, Alabama. On June
22, 1993, the Company entered into a non-exclusive distributor agreement and was appointed as a
distributor of certain products of Marathon. In 1995, the Company signed a contract with Canada Safeway
Limited (“Safeway”) for the rental of compactors from the Company. The contract, expiring in 2006,
covers Safeway’s entire fleet of approximately 190 compactors in Canada. The sale to Canadian Waste
Services Ltd., referred to below, did not include the compactors rented to Safeway.

In August 1996, the Company began renting equipment to a major U.S. waste hauler, Laidlaw Waste
Systems Inc. (“Laidlaw”) of Dallas, Texas. Allied Waste North America Inc. (“Allied”) of Scottsdale,
Arizona subsequently purchased Laidlaw. During the Company’s fiscal year ended 2002, National
Compactor Rentals (U.S.A.), Inc.’s compactors in Texas were sold to Greenleaf Compaction, Inc. of
Scottsdale, Arizona for a gain of approximately $16,000.

Organic Resource Technologies Inc.

In the spring of 1997, the Company commenced investigating the possibility of renting/leasing waste
equipment, which was capable of handling non-hazardous, organic waste streams being produced at food-
handling facilities (such as grocery stores, hotels, hospitals, restaurants, shopping malls, universities,
colleges, large institutions and other establishments where food products are produced, distributed or
consumed). During its market research, the Company became aware of Organic Resource Technologies
Inc. (“ORTI”) and Organic Resource Technologies International Inc. (“OII””), both of which are Ontario-
based companies. These companies had applied for US and Canadian patents on a waste handling system
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that incorporates a processor, which converts organic waste into liquid slurry. They also had applied for
patent protection on a process for the Direct Land Application of the resulting slurry as a beneficial soil
amendment. The waste handling units, the Organic Resource Recovery System (“ORRS”), provide a
solution to food-handling facilities for organic residual management that optimizes on-site handling and
storage of organic waste.

In March 2000, NCS Environmental Services Limited ("NCS ESL"), a subsidiary of NCS Holdings
Limited, a wholly owned subsidiary of the Company, entered into an intangible asset purchase and sale
agreement for the United States ORRS patent and other assets from ORTI. In consideration for these
assets, ORTI received 30% of the common shares of NCS ESL and 221, 591 units (each consisting of
one common earn-out share and 5.77 share purchase warrants of the Company) at $1.76 per unit. The
common shares are held in escrow and will be released at a rate of one unit for each $20.31 cumulative
cash flow. Each warrant is exercisable into one common share at $1.76 per share. The acquisitions and
financing did not complete before January 15, 2001, and accordingly the licence was written off during
the year ended July 31, 2001. ORTI was entitled to acquire the Company's 70% interest in NCS ESL on
February 20, 2002 at which time the parties entered into an agreement, which extended the relevant dates
to December 31, 2003.

On February 14, 2002, NCS ESL signed a software licence agreement with 1329206 Ontario Inc.
("Softco") a company owned by Charles Buehler, a director of the Company, and Marilyn Buehler,
wherein it has obtained an exclusive worldwide license, except for Canada ("Worldwide excluding
Canada License"), for the use of a proprietary route optimization and management information software
("software"). The Worldwide excluding Canada license was granted to NCS ESL at a one-time cost of
$100. The Worldwide excluding Canada License is for the use of the software in the non-hazardous
liquid waste industry anywhere in the world outside of Canada and is exclusive for a period of three
years, after which time Softco will have the right to market the software in geographical areas not being
serviced by NCS ESL.

On May 31, 2002, the Company signed a second software licence agreement with Softco wherein it has
obtained an exclusive Canadian License ("Canadian License") for the use of a proprietary route
optimization and management information software ("software"). The Canadian License was granted to
the Company at a one-time cost of $100. The Canadian License is for the use of the software in the non-
hazardous liquid waste industry anywhere in Canada and is exclusive for a period of three years, after
which time Softco will have the right to market the software in geographical areas of Canada that are not
being serviced by the Company.

Canadian Waste Services Inc.

On March 31, 1998, the Company concluded a $4.6 million purchase from Canadian Waste Services Inc.
("CWS") of its entire Western Canadian compactor fleet consisting of approximately 686 compactors.
On August 4, 1998, the Company completed the $7.0 million acquisition from CWS of approximately
1,475 compactor units located primarily in the Provinces of Ontario and Quebec. In November 1998, the
Company purchased net additional 95 compactors from CWS located in the Provinces of Ontario and
Quebec for an additional $450,000.

In January 2002, the Company executed an Asset Purchase Agreement (the "Agreement") with CWS to
sell the vast majority of compactor fleet located in Western Canadian provinces, Ontario and Quebec for
a cash consideration of slightly in excess of $8,000,000 resulting in a loss of $5,156,861. The results of
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the sale were accounted for as a discontinued operation. The original cost of the assets sold was recorded
in the July 31, 2001 consolidated financial statements as $17,476,050 less accumulated depreciation of
$4,598,171 for a net of $12,877.909.

The sale to CWS was approved by the shareholders of the Company at is annual general and special
meeting held on March 25, 2002 and conclusion of the CWS asset sale took place in March 2002.

SWI Steelworks Inc.

Effective October 30, 1998, the Company disposed of its metal manufacturing division, Superior Metal
Products and two wholly-owned subsidiaries to SWI Steelworks Inc. (“SWI”) (formerly ESC Envirotech
Systems Corporation) for an aggregate purchase price of $5,025,000, determined by independent
valuation. SWI issued 2,467,000 convertible preferred shares at a deemed price of $1.50 per share for
$3,700,500 and 883,000 common shares (performance) at a deemed value of $1.50 per share for
$1,324,500. On October 18, 2001, a Receiving Order was made against International Steelworks
Industries Ltd. (‘ISI), a wholly owned subsidiary of SWI, adjudging ISI bankrupt and KPMG Inc. of
Vancouver, B.C. was appointed Trustee of the estate. The Company wrote the entire value of its
investment in SWI down to $1.00 in July 2001. The Company was liable as guarantor of certain
liabilities and lease obligations of ISI to a maximum of approximately $670,000. During 2002, the
Company guarantees for these liabilities and lease obligations were called and the Company paid
$670,000. The Company recovered $275,309 during 2002 from the sale of certain ISI assets and wrote
off the difference of $394,691. The Company anticipates being able to recover more. No adjustment for
further future recoveries were recorded in the June 30, 2002 audited financial statements, which if any,
will impact future results of operations.

Organic Resource Management Inc. and A&A Anderson Tank Service (Vancouver) Ltd.

In 1997, the Company was introduced to Organic Resource Management Inc. (“ORMI”), an Ontario
incorporated company, and A&A Anderson Tank Service (Vancouver) Ltd. (“A&A”), a British
Columbia incorporated company, through its relationship with ORTI.

A&A and ORMI operate vacuum truck fleets carrying on the business of providing collection, treatment
and disposal services for non-hazardous liquid organic waste.

In September 1999, the Company signed a letter of intent to purchase A&A and ORMI. In February
2000, the Company entered into share purchase agreements with ORMI and A&A subject only to
arranging financing. The shareholders of Company approved the purchase of A&A and ORMI at the
Annual General Meeting held on December 15, 2000. The resolution passed at that time expired in June
2001, as a result of the Company’s inability to arrange adequate financing to complete the proposed
acquisitions.

The share purchase agreements with ORMI and A&A were amended on February 14, 2002 and the
shareholders of the Company approved the amended terms of the acquisitions on March 25, 2002.

Closing of the acquisitions was affected on May 31, 2002 wherein the Company acquired 100% of the
issued and outstanding shares of ORMI and A&A.
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The purchase price for ORMI was satisfied by: (i) a cash payment of approximately $1,500,000; (ii) the
issuance by the Company of a $200,000 unsecured, non-interest-bearing promissory note payable 120 days
from closing (paid); and (iii) the issuance of 8,875,000 common shares, 1,050,000 Preferred Class A Shares,
and 900,000 Preferred Class B Shares in the capital of the Company.

The purchase price for A&A was satisfied by: (i) a cash payment of $1,550,000; (ii) the issuance of a
$290,000 unsecured, non-interest-bearing promissory note payable within one year from closing; and (iii)
the issuance of 1,525,000 common shares, and 950,000 Preferred Class A Shares in the capital of the
Company.

The deemed issue price of the Company’s common shares.that formed part of the purchase price for ORMI
and A&A was $0.40 per share.

In addition, the ORMI and A&A vending shareholders may become eligible to receive up to an additional
3,510,000 common shares of the Company based upon the Company achieving defined pre-tax consolidated
income targets of $1,000,000 in the Company's 2003 fiscal year, $1,500,000 in the 2004 fiscal year and
$2,000,000 in the 2005 fiscal year.

The acquisitions of ORMI and A&A were accounted for using the purchase method of accounting for
business combinations. The operations and cash flows of A&A and ORMI for the one-month of June 2002
are included in the Company’s June 30, 2002 consolidated financial statements.

Acquisition costs for A&A and ORMI include a finder's fee of 725,000 common shares of the Company
issued to Cambridge Capital Limited, a company controlled by F. Michael P. Warren, a director of the
Company. Also, included in acquisition costs is a fee paid to Global Capital Partners Inc. ("Global") of
$625,000 and 2,475,000 warrants of the Company (the “Global Warrants”) for the acquisition of ORMI and
A&A and the sale of substantially all of the Company's compactor assets to CWS. The Global Warrants are
exercisable on or before May 31, 2005 as follows: 1,000,000 warrants are exercisable at $0.40 per share,
825,000 warrants are exercisable at $0.45 per share and 650,000 warrants are exercisable at $0.50 per share.
The Global fee was proportionately allocated between the acquisitions and the disposal.

The Company is now Canada’s largest non-hazardous vacuum truck services company with over 5,500
commercial, industrial, institutional and municipal customers in Ontario, Quebec, British Columbia and
Alberta.

Competition

The vacuum trucking services provided by A&A and ORMI will continue to face competition. However,
ORMI and A&A have been able to repeatedly increase their annual revenues and profitability. The
primary competition in the vacuum truck sector is from small independent companies, which tend not to
be well capitalized and typically do not have the level of expertise, business systems, depth of
management and access to proprietary technology that are resident in ORMI and A&A. ORMI and A&A
will derive continuous benefit from their exclusive access to the unique MIS developed by ORMI,
patented ORRS slurry collection, the Direct Land Application and decant knowledge.



ITEM 3 NARRATIVE DESCRIPTION OF THE BUSINESS

Prior to March 31, 2002, the Company's primary business was the ownership, rental and distribution of
waste compaction, baling and container equipment for disposing of waste, including waste handling
equipment for both wet and dry waste, such as compactors, compactor-containers, balers, waste
containers and accessories for waste handling equipment.

On March 28, 2002, the Company completed the sale of the majority of its Canadian compactor fleet to
Canadian Waste Services Ltd. Effective May 31, 2002 the Company acquired 100% of the issued and
outstanding shares of ORMI and A&A. These companies operate vacuum truck fleets carrying on the
business of providing collection, treatment and disposal services for non-hazardous liquid organic and
other waste.

Background to the Organics Market

The collection, transportation and disposal of organic waste is a large, growing and under-serviced
market. Sixty-seven percent’ of North America's annually discarded waste is comprised of organic
materials. At industrial, commercial and institutional (“ICI”) waste generators, such as correctional
facilities, supermarkets, food processors and restaurants, organic materials can represent 55% to 90%? of
the total discarded waste stream. However, currently only 2.6% of the 22 million tons of food scraps
generated are currently being recovered’ largely because collection is typically highly inefficient.
Inefficient handling results in smelly waste that attracts vermin and flies. Furthermore, organic waste is
heavy resulting in the consumption of excess floor space and smaller, frequent collections due to the
necessity of having many small toter bins on site to hold this waste.

The US government is targeting to divert 35%* of all waste from landfill. This is estimated to result in
an increase in food waste recycling from the current 2.6%’ to 14%, or 5.4 times the currently recycled
mass. ORMI and A&A, with (a) the ORRS (see below), (b) its proprietary truck-routing MIS, (c) Direct
Land Application system and (d) decant capabilities, bring substantial and proprietary efficiencies to this
market and are well-positioned to be recognized as the most efficient service providers.

ORMI and A&A compete in the on-site handling, removal and transportation segment of the organic
waste industry. This segment is highly fragmented. It is estimated that approximately 52,000 companies
operate in the North American liquid waste collection industry® (this number excludes the approximately
10,000 companies engaged in servicing portable toilets). Management estimates that few of these
companies have in excess of $1.5 million in annual revenues, most are family-owned and operated,
managerially and logistically unsophisticated but tend to operate well-maintained and equipped vacuum
trucks and associated equipment.

' US Environmental Protection Agency, 1998 Waste Generation Report.

* Cynthia Greene, US Environmental Protection Agency, unpublished report, March 14, 2001
? Cynthia Greene, US Environmental Protection Agency, unpublished report, March 14, 2001
4 US Environmental Protection Agency, 1998 Waste Generation Report.

* US Environmental Protection Agency, 1998 Waste Generation Report.

¢ Tom Rulseh, Cole Publishing Inc., Three Lakes W1.



Organic Resource Management Inc.

ORMI, whose head office is located at 290 Garyray Drive, Weston M91 1P4, is Canada’s largest non-
hazardous organic waste vacuum truck service operator. ORMI serves the entire Ontario market and parts
of Quebec. ORMI provides superior customer service and low cost solutions to industrial, commercial and
institutional customers.

Standards and requirements in non-hazardous waste management continue to intensify. Many
municipalities are seeking opportunities to reduce their reliance on landfill disposal. These efforts include
the diversion of organic waste from landfill disposal to recycling. A by-product of this evolution is the
creation of increasing quantities of organic residuals that require temporary storage at the waste generator’s
premises, collection, transportation and disposal via recycling.

Temporary storage and collection of many non-hazardous organic wastes is facilitated by the use of
interception devices which capture organic waste (fats, oils and greases (“FOG”) and food residuals)
occurring in wastewater and prevent these wastes from entering the drainage and municipal sewer systems
where they would corrode pipes, create blockages and damage sewage treatment plants. Such interceptors,
generally known as grease traps, are employed in situations where there is a risk of large amounts of organic
waste entering the wastewater stream, including restaurants, cafeterias, grocery stores, institutional kitchens
and food processors.

The core services that ORMI provides encompass simple service and transportation procedures that are
logistically complex. ORMTI’s primary business is the collection of FOG from non-hazardous, liquid
organic waste generators such as grocery stores, commercial cafeterias, restaurants and conference centres.
Once FOG is captured in a grease trap, it is removed by vacuum trucks for disposal.

ORMI also collects liquefied food residuals from non-hazardous, liquid organic waste generators. These
residuals are processed on customers’ sites, utilizing the patented Organic Resource Recovery System
("ORRS"), and then removed by vacuum trucks for disposal. ORMI satisfies the requirements of a wide
variety of customers from small kitchens, which generate 50 litres of waste per month, to large industrial
food processors, which generate thousands of litres of waste per day. In addition to grease trap and ORRS
servicing, ORMI utilizes its vacuum trucks and sewage expertise to provide additional services to its
customers, including drain flushing, video camera inspection of sewage systems, and interceptor installation
and replacement.

ORMI is (a) the initial developer of the proprietary and patented ORRS; (b) the developer of a proprietary,
state-of-the-art computerized route management and optimisation system; and (c) built and operates a
unique decant facility (see below).

ORMI has:

14 trucks and 52 staff

3,600 institutional, commercial and industrial (“ICI”’) food service customers

$8 million annual revenues

Historic operating margins in excess of 40% with good cash flows

Over the past 4 years has grown its revenues by 18.3% per annum

Strong Earnings before Interest, Taxes, Depreciation and Amortization

More than 17 years of continuous ownership and management experience
Demonstrated it can satisfy stringent customer service requirements for many years by:
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- Delivering weekly scheduled service to more than 800 customer sites across Ontario

- Accessing its customers’ premises within narrowly prescribed service time windows

- Providing all registered customers with 24/7 emergency services

- Collecting and disposing waste and leaving customers with odour free, clean sites

- Providing specialized consulting services

- Having the capability to continuously add new customers on a profitable basis into the
complexity of existing schedules without having to increase overhead costs.

ORRS

In 1992, ORMI was asked by one of its major grocery-store customers to resolve the problems it was
having disposing of its organic waste; namely, pervasive odour, pests, storage space limitations,
excessive handling costs and poor security. As a result, ORMI began to develop the precursor to the
ORRS units and investigated different ways of disposing of the resultant slurry. ORRS is an on-site
waste handling and processing system that converts non-hazardous organic waste into liquid slurry.
ORRS provides a unique, low-cost solution for food-handling facilities that optimizes on-site handling
and storage of organic waste.

In 1996, ORMI transferred all of its intellectual property and research relating to these activities to
Organic Resource Technologies Inc., for the Canadian market and to Organic Resource Technologies
International Inc., for the rest of the world so that ORMI could concentrate on its core vacuum truck
business.

Direct Land Application

Collected organic waste is typically transported to commercial composting or digesting facilities for
treatment. ORTI’s patented Direct Land Application program, to which ORMI is the exclusive licensee
in the Province of Ontario for the Direct Land Application program without payment of any supplemental
fees or royalties. ORMI has been employing this technology for over 10 years under permits issued by
the Ontario Ministry of Environment. Direct Land Application provides ORMI with a proprietary and
internally controlled option for disposing its collected waste. ORMI is unique in its industry for not being
reliant on third parties for waste disposal.

Direct Land Application uses natural soil processes to breakdown and make available the nutrients
contained in organic waste, which improves the soil’s fertility, thereby enhancing crop growth. ORRS
slurry and the other non-hazardous organic resources collected by ORMI are ideal for decomposition
when formulations are managed in a proprietary program with ORTI's expert scientific oversight and
controls. ORMI, because of its access to the Direct Land Application program, is able to manage the
organic waste stream from its point of production through to its collection, transportation and its
environmentally beneficial disposal/recovery.

Management Information System

ORMI has developed a proprietary management information and routing system ("MIS") that provides
sophisticated route creation and dispatch optimization for its vacuum truck fleet. This spacial map-based
optimizer combines customer time-access restrictions, geography, vehicle loading limitations, route
distance/time management, service technician/fleet optimization and route costing, thereby optimizing
service routes. The emergency dispatch system component provides immediate visual positioning of all
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service technicians, distances to emergency, remaining workload including route costing and remaining
shift time. The software was developed by ORMI and is now owned by 1329206 Ontario Inc. (Softco), a
company owned by Charles H. Buehler. National Challenge will have the exclusive license to use the
system in Canada, and NCS Environmental Services (see below) will have a similar exclusive license to
use the system outside of Canada.

Decant Facility

ORMI operates a unique Ontario Ministry of Environment approved decant facility. This facility
removes water, which represents 60% to 80% of total collected volumes, from ORMI’s collected waste
stream. This volumetric reduction significantly reduces ORMI’s transportations and disposal costs. This
decant facility has been continuously improved over the past 15 years. To ORMI’s knowledge, no other
non-hazardous organic waste vacuum truck operator in Canada has developed nor utilizes a decant
facility.

A&A Anderson Tank Service (Vancouver) Ltd.
A&A Anderson Tank Service (Vancouver) Ltd, (“A&A”) is the largest non-hazardous vacuum truck
operator in the Lower Mainland of British Columbia. A&A has been providing vacuum truck services in

this market for over 30 years.

A&A provides collection and transportation services of all types of liquid non-hazardous liquid wastes
including:

. FOG from non-hazardous, liquid organic waste generators such as grocery stores, commercial
cafeterias, restaurants and conference centres;

. Liquid organic waste (including FOG), waste water residuals and processing residuals generated
by large food and beverage processing operations;

] Waste waters from catch basins, building sumps and drainage and sewer systems;

. Industrial and Commercial production wash water and residual management

. Municipal and Commercial drain cleaning and maintenance

. Sewage and septage.

At present the only disposal option available in the Lower Mainland for non-hazardous liquid wastes,
including FOG and food processing residuals, is delivery to municipal sewage treatment operated by the
Greater Vancouver Regional District (GVRD). There are no Decant Facilities in the Lower Mainland.
Two years ago the GVRD began implementing mandated grease interceptor maintenance requirements to
the food-service industry. At the same time the GVRD began a series of price increases at it’s liquid
waste receiving facilities, and began charging sewer-use surcharges to large liquid waste generators that
discharge high-strength waste water (including FOG and organic residuals) into the sewer system.

In 2001, A&A licensed the MIS from Softco for use in the Lower Mainland, and has completed
installation and implementation of the system.

A&A has:
e 21 trucks, all directly owned by A&A,
e 34 employees
e 2,500 Industrial Commercial & Institutional customers
e  $4.7 million annual revenues
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Historic operating margins in excess of 40% with good cash flows

Strong Earnings before Interest, Taxes, Depreciation and Amortization
More than 32 years of continuous ownership and management experience
Demonstrated it can satisfy stringent customer service requirements

ITEM 4 SELECTED CONSOLIDATED FINANCIAL INFORMATION

Note: The consolidated financial statements reflect the assets and liabilities of all controlled entities at
the respective balance sheet dates. Operating results and cash flows include the operations and cash
flows of controlled entities for the period from the date when control was acquired. The 2002 operations
reflect the Company's continuing business from waste disposal assets owned at June 30, 2002 and the
operations of subsidiaries acquired May 31, 2002 for the month of June 2002. The 2001 operations and
cash flows are for a twelve-month period. The 2001 comparative figures have been restated to show
separately the results and cash flows from operations that were discontinued in the 2002 fiscal year.

The Company’s year-end was changed from July 315t to June 30th for the purpose of aligning the year-
ends of the Company, Organic Resource Management Inc. (“ORMI”) and A&A Anderson Tank Service
(Vancouver) Ltd. (“A&A”). The June 30, 2002 audited financial statements include 11 months of
operations for the continuing compactor rental business in western Canada, one month of operations for
ORMI and A&A, companies that the Company acquired on May 30, 2002; and the results of the
discontinued compactor rental business that was divested in March 2002.

For information regarding discontinued operations, significant acquisition or dispositions and major
changes in the direction of the business, please refer to Items 2 and 3 herein.

4.1 Annual Information

The following table sets out certain selected financial information for the fiscal years ending 12 months
July 31 2000 and 2001 and the fiscal year ended 11 months June 30, 2002:

2002 2001 2000

Rental Revenue $422,306 $6,021,477 $6,312,277
Sales & Service Revenue 214,252 2,062,900 1,633,644
Non-hazardous vacuum services 966,288 - -
Cost of Goods Sold 628,548 1,331,838 861,117
Service & Repair Costs 11,568 1,021,256 1,004,150
Sales, General, Administrative and 6,918,465 4,754,945 5,078,967

Other Expenses (2002 includes loss

from discontinued operations)
Net Income (Loss) (5,955,735) (7,839,152) (301,066)
Working Capital (Deficiency) (1,730,059) (2,998,075) (1,172,055)
Accounts Receivable 1,945,990 979,800 864,654
Fixed Assets (1) 3,011897 15,403,890 14,529,953
Obligations Under Capital Lease (2) 159,645 3,871,748 5,885,410
Long Term Debt 1,273,403 212,502 275,329
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2002 2001 2000
Preferred shares 2,900,000 - --
Shareholders’ Equity
Dollar Amount 8,456,506 9,587,644 17,008,496
Number of Securities () 22,337,781 21,131,441 20,387,908
Basic Earnings (Loss) Per Share (0.266) (0.371) (0.015)

(1) 2001/2000 figures include inventory previously classified as current assets.
(2) Fiscal 2000 and 2001 are net of $1,000,000 collateral deposit.
(3)  Weighted average number of shares outstanding

4.2 Dividends

The Company has never paid cash dividends on its capital stock and does not anticipate paying
any cash dividends in the forseeable future. There is no restriction, which prevents the Company
from paying dividends.

ITEM 5 MANAGEMENT’S DISCUSSION & ANALYSIS
General

NCS recently completed a major reorganization and change of corporate focus. Prior to April
2002, the Company was primarily in the business of selling and renting solid waste compactors
and bailers. On February 1, 2002, NCS sold its U.S. fleet of 11 compactors to Greenleaf Corp. of
Texas for cash proceeds of US$100,000. On March 28 2002, NCS sold approximately 90% of
its Canadian compactor fleet to Canadian Waste Services Inc. of Burlington, Ontario for cash
proceeds slightly in excess of $8,000,000. NCS’ remaining 193 compactors are rented directly to
a large western Canadian grocery chain under a five-year contract.

On March 6, 2002, NCS raised $1,600,000 by way of a capital lease, secured by these 193
remaining compactors, from Marathon Equipment Company, Inc. (“Marathon”) of Birmingham
Alabama, a leading manufacturer of waste compactors. Marathon will receive all the rental
revenue under the five-year contract while NCS retains the revenue and profit from a five-year
maintenance agreement. NCS believes that the profit from this maintenance agreement will not
have a significant affect on the Company’s operations.

The proceeds from these compactor sales and financing have been used to repay funded debt,
finance working capital and assist with the acquisitions of Organic Resource Management Inc.
(“ORMI”) of Toronto, Ontario and A&A Anderson Tank Service (Vancouver) Ltd. (“A&A”) of
Richmond, B.C. These acquisitions closed May 31, 2002. With these changes, NCS’ new focus
is the non-hazardous vacuum truck and related services industry. Furthermore, the Company
changed the date of its fiscal year end from July 31* to June 30".
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Quarterly Information

The following table sets out certain financial information for each of the seven fiscal quarters up
to and including April 30, 2002 and for the two months ended June 30, 2002. Prior to June 30,
2002, the financial information reflects the results of the Company’s previous activities, namely
the ownership, rental and distribution of waste compaction, bailing and container equipment for
disposing of waste. The financial information for the two months ended June 30, 2002 includes
one month of operations of ORMI and A&A and two months of operations under the five-year
agreement related to the 193 compactors that were financed with Marathon as well as sales and
rentals of organic resource recovery system units (“ORRS”), associated expenses and period
costs. Due to the significant change in operations and the separate accounting for discontinued
operations, Management believes that no meaningful trend analysis can be made:

June April January October July April January October
2002 2002 2002 2001 2001 2001 2001 2000
Total Revenues $1,191,233 | $1,217,730 | 52,044,977 | $2,382,006 | $8,084,377 | $6,153,899 | $4,034261 | $2,059,992
Net Income $ 645,814 | (56,981,209) $ 21,493 | S 398,167 | (37,839,152) | § 780,421 | § 562,526 | § 228,733
(Loss)
Net Income — $0.043 $(0.327) $0.001 $0.017 (30.371) $0.037 $0.013 $0.011
Per Share

Liquidity and Capital Resources

Revenues

For the 11 months ended June 30, 2002, the Company generated a total of $1,602,846 of revenue
from continuing operations. The quarterly figures above include both continuing and
discontinued operations. Revenues from non-hazardous vacuum truck services totalled
$966,288, representing one month of these operations. Revenues from the rental of the
remaining 193 waste compactors and the rental of ORRS totalled $422,306, and sales and
maintenance of waste compactors and ORRS units generated $214,252.

Working Capital

The Company had current assets as at June 30, 2002 of $3,236,570. Current assets include cash,
accounts receivable, inventory and prepaid expenses. The most significant of these current assets
are accounts receivable, which consist primarily of amounts owing from customers in the
ordinary course for the provision of vacuum truck services. Current liabilities totalled
$4,966,629. Current liabilities include line of credit, accounts payable and accrued liabilities,
income taxes payable, short-term promissory note payable, current portion of long term debt and
the current portion of obligations under capital leases. The most significant of these current
liabilities are accounts payable and accrued liabilities, which consist primarily of amounts owing
to trade suppliers in the ordinary course for goods and services that primarily support the
company’s provision of vacuum truck services. Of these current liabilities, $862,242 is owing to
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related parties and, subject to shareholder approval, $655,006 will be satisfied by way of the
issuance of 1,637,513 common shares in the Company at $0.40 per share. Furthermore,
Management is intending to lease finance certain of the Company’s vehicles, which are presently
financed through current debt. These two initiatives will enhance NCS’ working capital position.

Net Income

Net loss for the 11-month period ended June 30, 2002 was $5,955,735. This loss consisted of a
net loss on continuing operations of $790,525 and a net loss on discontinued operations of
$5,165,210. The loss from continuing operations was due to the inclusion of 11 months of cost
items, such as consulting and professional fees, investor relations, regulatory and promotion
expenses, but only 11 months of revenues from the rental, sale and maintenance of the 193 waste
compactors and ORRS units and one month of vacuum truck services operations.

Income Taxes

The Company recognized a future income tax recovery of $285,120, which reduced the net loss
for the period. The Company recognized gross future income tax assets of $1,268,922, which,
after an allowance for valuation of $954,422, result in net future income tax assets $314,500.
The Company also recognized a net future tax liability of $11,000. The realization of these
future tax assets is dependent on the generation of future taxable income during the periods in
which temporary differences become deductible. Management believes that the Company will
be able to realize some or all of these future tax assets.

Credit Facilities

The Company has a $1 million operating line with The Bank of Nova Scotia, secured by a first
charge on substantially all the Company’s assets, other than the remaining waste compactors and
their related accounts receivable, which are separately financed under a promissory note to
Marathon Equipment Corporation. This line of credit is used primarily for financing working
capital. Management believes that the Company’s capital expenditure requirements are not
significant and that this line of credit is sufficient for the Company’s current needs. Management
intends to raise additional lines of credit to assist with the financing of future acquisitions and
expenditures as required.

Results of Operations

The Company is in the non-hazardous vacuum truck and related services industry. Trucks
performing scheduled vacuum truck services are routed in advance on a daily basis. The drivers
are provided with their services route prior to leaving the Company’s premises and proceed to
the customers’ premises according to the pre-arranged routing schedule. The vehicles arrive at
the customer’s premises where they remove liquid organic waste, other non-hazardous materials
or perform other related services. These materials are disposed of or recycled according to
approved methods.
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Customers typically receive service four to 13 times a year. The Company generates revenues
primarily from receiving payment subsequent to the delivery of vacuum truck and related
services at the pre-arranged pricing determined by each customer’s agreement. The Company’s
costs include the costs of operating and financing the vacuum truck vehicles, direct and indirect
labour, waste disposal charges, rent on office space, sales and administration.

Management is not aware of any developments, trends or changes in the relationship of costs to
revenues that would materially impair the ability of the Company to generate revenues and cash
flow in the future. It is the Company’s policy to increase its billing rates to offset increases in
costs due to inflation.

ITEM 6 MARKET FOR SECURITIES

The Company’s shares were initially listed on the Vancouver Stock Exchange and on January 7,
1998 became listed on The Toronto Stock Exchange where they now trade exclusively. The
trading symbol for the Company's common shares is NLC.

ITEM 7 DIRECTORS AND OFFICERS

The following table sets forth the name, municipality of residence, principal occupation within
the five preceding years and other stated information with respect to each current Director and
Officer of the Company as at the date of this Annual Information Form. The term of office of
each of the present directors expires immediately prior to the election of directors at the
Company’s Annual General Meeting. The last Annual General Meeting was held on October 21,

2002,
rporation ¢/Expire
Dr. Robert A. Bandeen President and Director of Cluny Corporation; Chairman of June 4/98
Toronto, Ontario former President of Crownex Inc.; former the Board and Next Annual
Chairman, President and Chief Executive Director General Meeting
Officer of Crown Life Insurance Company
and President and Chief Executive Officer of
Canadian National Railways; Presently,
director of Greyvest Financial and Clarke
Inc.
Charles H. Buehler President and founder of Organic Resource Chief Executive April 28, 2000 27.9%
Etobicoke, Ontario Management Inc. Officer and Director Next Annual
General Meeting
Douglas M. Carruthers President and Chief Executive Officer of the President and April 28, 2000 .816%
Waterloo, Ontario Company from April 28, 2000 to present; Director Next Annual
President of Organic Resource Technologies General Meeting
Inc.; Consultant to solid waste industry since
1980
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Donald R. Carse, Jr.
London, England

May 1, 2000 to March 25, 2002, Chief
Financial Officer of National Challenge
Systems Inc.; January 1999 to May 2000,
Vice-President, Corporate Development of
the Company; worked for 25 years with
investment, commercial and development
banks in the U.S. and overseas

Director

March 25, 2002
Next Annual
General Meeting

154%

Frank Facto
Toronto, Ontario

Over 20 years experience in the Human
Resources and Procurement professions;
currently, Senior Human Resources
Consultant for The City of Toronto.
Former President and director of the
Toronto Municipal Credit Union

Director

May 31, 2002
Next Annual
General Meeting

025%

Martin Fallick,
Toronto, Ontario

Director: Canadian Sales Agency Limited
(since Feb. 1986), Monterey Transportation
Limited (since Aug. 1986), Allied
International Marketing, Inc. (since Dec.
1997); former President, Fairway Canadian
Express, Vice President Sales, Direct
Transport (1983-1986), Canadian General
Sales Manager, Canadian Pacific Express;
over 45 years of experience in all modes of
transportation and storage throughout North
America, Asia and Europe

Director

March 25, 2002
Next Annual
General Meeting

.188%

Stephen Tull
Delta, B.C.

Dispatch Manager, A&A Anderson Tank
Service (Vancouver) Ltd.

Director

May 31, 2002
Next Annual
General Meeting

3.08%

F. Michael P. Warren, Q.C.
Anguilla, BW.I

Chairman of Warren Capital Limited;
Former Chairman and founder of
International Murex Technologies
Corporation, a medical diagnostics
Company, until its sale in March, 1998 and,
Previously, a partner of the firm Owen,
Bird, Barristers and Solicitors, Vancouver,
B.C.

Director

November 30, 1998
Next Annual
General Meeting

4.03%

Beverly J. Bullock
Surrey, B.C.

President of Vanwest Administrative
Services Ltd., a private consulting company

Corporate
Secretary

N/A

N/A

1)) In addition to the shares owned by each of Charles Buehler and Douglas Carruthers, 45,000
shares are registered in Organic Resource Technologies Inc. (owned each as to 1/3) and 514,958
shares are registered in Organic Resource Technologies International Inc. (owned each as to 1/3)

The Board currently has an Audit Committee, composed entirely of unrelated directors and a Compensation
Committee composed of a majority of unrelated directors. The current members of the Audit Committee
are: Donald R. Carse, Jr. (Chairman), Martin Fallick and Frank Facto. The current members of the

Compensation Committee are:

Bandeen and Frank Facto.

F. Michael P. Warren (Chairman), Charles H. Buehler, Robert A.
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Charles H. Buehler, who beneficially owns, directly or indirectly, or exercises control or direction over
9,079,525 common shares, representing approximately 27.9% of the issued and outstanding common shares
of the Company, is the only person or corporation who beneficially owns, directly or indirectly, or exercises
control or direction over common shares carrying more than 10% of the voting rights attached to all
outstanding common shares of the Company.

ITEM S8 ADDITIONAL INFORMATION

Additional information, including directors’ and officers’ remuneration and indebtedness, and the
principal holders of National Challenge’s securities, options to purchase securities and interests of
insiders in material transactions, as applicable, are contained in the information circular of National
Challenge dated September 12, 2002 which was prepared and mailed to shareholders prior to its annual
general and special meeting of shareholders held on October 21, 2002. Additional financial information
is provided in National Challenge’s comparative Financial Statements as at June 30, 2002 and in its
quarterly reports for the periods ended April 30, 2002, January 31, 2002 and October 31, 2001.

The comparative financial statements may be obtained upon request in writing to. The President,
National Challenge Systems Inc., 3700 Steeles Avenue West, Suite 601, Woodbridge, Ontario, L4L 8§K8.
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NATIONAL CHALLENGE SYSTEMS INC.
Consolidated Balance Sheet
Decermber 31, 2002
(U’la,ldted-Prepa'edbyMaEgenHﬂ)

Decervber 31,2002  June 30, 2002

Assets (Note 2)
Curent
Cash $ - 9 823,848
Acoounts receivable 1,849,996 2200224
Invertory 132,044 126,661
Prepaid expenses 260,652 85,837
2242602 3,236,570
Future Income Tax Asset 314,500 314,500
Capital Assets, Note 4 2919834 3012224
Deferred Costs 4822 35,168
License and Other 3,000 3000
Goodwill 11,156,505 11,129,820
$ 16684783 § 17,731,282
Liabilities
Curent
Bank of indebtedness $ 210150 $ -
Line of credit 625,000 790,000
Accourts payable and accrued liabilities 2014,144 3,081,406
Income taxes payahle 76,890 96,005
Short-term promissory nates payable 90,000 490,000
Curent portion of long-termdett, Note 5 367,67 473317
Curent portion of obligations under capital leases 23,702 35,901
3,467,565 4,966,629
Long-TermDebt, Note 5 1,111,503 1,106,403
Obligations Under Capital Leases 106,891 123,744
Shareholder’s Loan - 167,000
Future Income Tax Liability 11,000 11,000
12% Redeemable Preferred Shares 2,000,000 2,000,000
Non-interest Bearing Redeemable Preferred Shares 900,000 900,000
7,596,950 9,274,776
Shareholders’ Equity
Capital Stock, Note 6 23649416 23,344,842
Deficit (14561592) (1483833
9,087,824 8,456,506
$ 16684783 $ 17,731,282

See notes to consolidated financial statements.

2



NATIONAL CHALLENGE SYSTEVSINC
Consdlidated Staterrent of Operations and Deficit

Six Mbonths and Three Nonths Ended Decerrber 31, 2002 and January 31, 2002
(Un.dtad-ﬁq:aedly@rat)

Dec 31, 202  Jan 31, 2002

Dec 31, 20R  Jan 31, 2002

6mots) (6ot @mots) | (3nots)
Reverues
Non+hazardous vaouumsenices $ 64070 $ - $ 315 -
Rertd 24471 28150 128037 13232
SHes 106116 1410638 51,74 67578
Senvice ad cther 204 1665 18849 B8
680,31 445983 346,786 2004977
Gperating Bpenses
Veaaumservices gqoerding expersss 403,88 - 2016103 -
W\Ees, sdaries and berdfits 114834 31813 618872 mM3x»
Cffice, cooupancy and misodlaneas 408441 201,76 210632 81,59
Depredidion ad arortiztion 237424 645514 41,638 277
Qost of goods sad 121,607 847482 B3 xR
Coauiting and professiond! fees 175,760 657,68 1238 KSekers
Interest cndatt and it leases 12084 21512 5,080 121,655
Advatising a6 - 17,97 -
Travd ad atoroive 63474 56,124 774 2519
Investor relations, regulatary and pramoion 54,457 75 B 28223
Cther experees 2167 - 712 -
Eqiprert renids - 24610 - 12736
Coitd Tax - 57583 0319
Sarvice adrepars - 6590 - 284,148
Loss (Gan) on Sde of Assets, Ndte 7 (12213 26 (120,085 g3locy]
630415 404733 3164,4% 223434
Operating Incone 529946 379680 331,20 2,48
Cther lters
Fereign exchenge Iss (gin) 3765 (24,487)
Interest experse on praferred sheres 120000 60,000
157,65 - H513 -
Net Eamings for the Period 32321 3R60 2R7% 214383
Deficit, Beginring of Period (ASBIF) QIR (UETI® (8574430
(14516015 (KU.561,52
Pricr period adustment, Nde 8 (45577 -
Deficit, End of Period (415D @)  (MBLED @X29H)
Inoome Per Share - Basic $ 00114 § 00178 % 00091 $ 00010

Weighted Average Nurrher of Shares Quistanding 5238 21371656

REBOR 21,371,686

See notes to consolidated financial statements. 3



NATIONAL CHALLENGE SYSTEMS INC.
Consolidated Statements of Cash Flows

Periods Ended December 31, 2002 and January 31, 2002
{Unaudited - Prepared by Management)

Six Months  Six Months Three Months Three Months
Dec. 31,2002 Jan. 31, 2002 Dec. 31, 2002 Jan. 31, 2002
Operating Activities
Net income for period $ 372,321 $ 379,660 $ 295,786 $ 21,493
Items not involving cash
Depreciation and amortization 237,424 645,514 141,693 322,757
Loss (Gain) on disposal of capital assets (122,213) 32,676 (120,085) 36,030
Prior Period Adjustment (45,577) - - -
. 441,955 1,057,850 317,394 380,280
Changes in Non-Cash Working Capital
Accounts receivable 350,228 (96,151) 179,152 105,657
Inventory (5,383) 79,346 20,201 48,277
Prepaid expenses (174,815) (13,112) (102,056) (24,547)
Accounts payable and accrued liabilities (1,087,262) 882,772 (455,487) 434,572
Income tax (19,115) - - -
(916,347) 852,855 (358,190) 563,959
Cash Provided by (Used in) Operating Activities (474,392) 1,910,705 (40,796) 944,239
Investing Activities
Acquisition of capital assets (148,766) (562,844) (120,396) (2561,979)
Deferred costs (13,034) (119,999) (13,034) (119,999)
Purchase price adjustment on acquisitions (26,685) - (148,685) -
Proceeds on disposal of capital assets 125,895 - 99,704 (22,515)
Cash Used in Investing Activities (62,590) (682,843) (182,411) (394,493)
Financing Activities
TSX listing fees charged to share capital (68,137) - - -
Issuance of common shares 372,711 - 372,711 -
Promissory note (400,000) - - -
Capital lease repayments (29,052) (1,186,400) (13,104) (615,589)
Long term debt (100,538) (35.770) (47,529) (19,186)
Shareholder's loan (167,000) 167,000 (167,000) -
Cash Provided By (Used in) Financing Activities (392,016) (1,055,170) 145,078 (634,775)
Inflow (Outflow) of Cash (928,998) 172,692 (78,129) (85,029)
Cash (Bank Indebtedness), Beginning of Period 33,848 850,717 (817,021) 1,108,438
Cash (Bank Indebtedness), End of Period $ (895,150) $§ 1,023,409 $ (895150) § 1,023,408
-ﬁepresented by
Cash, unrestricted $ - $ 61,342 $ - $ -
Cash, restricted 1,000,000 -
Funds held in trust 155,300 -
Bank indebtedness (270,150) (270,150)
Line of Credit (625,000} (193,233) (625,000) -

$ (895,150) $ 1,023,409 $ (895,150) § -

Supplemental Cash Flow Information
Interest paid on continuing operation $ 120,524 $ 241,512 $ 65,050 $ 121,665

See notes to consolidated financial statements. 4



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
December 31, 2002

(Unaudited - Prepared by Management)

1.

Nature of business

The primary operations of the company consist of operating vacuum truck fleets that provide
collection, treatment and disposal services for non-hazardous liquid organic waste and related
services. Prior to March 31, 2002, the company's primary business was the ownership, rental,
and distribution of waste compaction, baling and container equipment for disposing of waste.

The company changed its fiscal year-end from July 31 to June 30 effective June 30, 2002. As
such, the comparative figures presented in these unaudited interim consolidated financial
statements are for the year ended June 30, 2002 and for the three month period ended January
31, 2002.

National Challenge Systems Inc. prepares its financial statements in accordance with Canadian
generally accepted accounting principles.

Comparative figures

The company has restated its comparative balance sheet as at June 30, 2002 to remove the
reference to discontinued operations.

The table below discloses the changes and their effect on the balance sheet:

As previously Increase As

stated (decrease) restated
Accounts receivable $ 1945990 $ 254,234 $ 2,200,224
Prepaid expenses 82,953 2,884 85,837
Current assets of discontinued operations 257,118 (257,118) -
Capital assets - 327 327
Non-current assets of discontinued operations 327 (327) -
Accounts payable and accrued liabilities 3,038,769 42,637 3,081,406

Significant accounting policies

The disclosures contained in these unaudited interim consolidated financial statements do not
include all requirements of Canadian generally accepted accounting principles for annual
financial statements. The unaudited interim consolidated financial statements should be read in
conjunction with the audited annual consclidated financial statements for the eleven month
period ended June 30, 2002

The unaudited interim consolidated financial statements reflect adjustments consisting of
normal recurring accruals, which are, in the opinion of management, necessary to present fairly
the financial position of the company as of December 31, 2002 and the results of its operations
and cash flows for the periods ended December 31, 2002 and the periods ended January 31,

2002.

The unaudited interim consolidated financial statements are based upon accounting principles
consistent with those used and described in the annual consolidated financial statements
except for the following:



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
December 31, 2002

(Unaudited - Prepared by Management)

a) Goodwill, business combinations and intangible assets

The Canadian Institute of Chartered Accountants (CICA) issued handbook sections 1581
(business combinations) and 3062 (goodwill and other intangible assets), These standards
mandate the purchase method of accounting for business combinations and require that
goodwill no longer be amortized, but instead be tested for impairment at least annually. As
well, these standards specify the criteria for distinguishing and reporting intangible assets apart
from goodwill.

Although there have been some small additional transaction expenses added to the acquisition
costs since June 30, there has been no change in Management’s view of the carrying value of
goodwill as at December 31, 2002.

b) Stock-based compensation plan

Effective July 1, 2002 the company adopted, on a prospective basis, the new recommendations
of Section 3870 of the CICA handbook with respect to stock-based compensation. The company
has chosen to continue using the intrinsic value method to record the stock options granted and
therefore the recommendations have had no effect on the consolidated balance sheet and the
net income. The company has not issued any new compensation options in the six-month period
ended December 31, 2002 and therefore, no pro forma information is required.

4. Capital Assets

Dec. 31, 2002 June 30, 2002
Accumulated
Cost Amortization Net Net

Rental machines $ 2495255 $ 856,709 $ 1,638,546 $ 1,756,813
Strata unit 191,400 57,929 133,471 136,893
Office furniture, equipment

and computers 928,825 640,541 288,284 246,245
Vehicles 2,950,806 2,389,039 561,767 605,890
Farm equipment 157,145 45,408 111,737 124,153
Machinery and equipment 544,640 375,785 168,855 134,017
Leasehold improvements 49,083 31,859 17,224 8,213

$ 7317154 $ 4397270 $ 2,919,884 $ 3,012,224

5. Long-Term Debt

The company’s Long-Term Debt is predominately a promissory note repayable in monthly
Installments of $23,160 US dollars per month, including interest at 10%, to Marathon Equipment
Corporation, As at December 31, 2002 the outstanding balance in US dollars was $881,942. For
accounting purposes, at the end of each reporting period the outstanding principle must be
translated into Canadian dollars at the rate of exchange at the Balance Sheet date. For the



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
December 31, 2002

{(Unaudited - Prepared by Management)

quarter ended December 31, 2002, this translation resulted in an unrealized foreign exchange
gain of $17,646.

6. Capital stock

The company was assessed an additional listing fee of $68,137 by the Toronto Stock Exchange
for the shares issued in June 2002. This amount was charged against Capital Stock in the first
quarter ended September 30, 2002, During December, 2002, the company issued 931,766
common shares to satisfy amounts owing to certain directors or companies controlled by them
pursuant to the detail of the transaction presented in note 12 to the consolidated financial
statements as at June 30, 2002. As a result of the issuance of shares, Capitat Stock was
increased by $372,707.

As a result of last year's acquisitions and pursuant to a shareholder resolution passed at the
Company’s 2002 Annual General Meeting on October 21, 2002, three insiders of the Company,
Douglas M Carruthers, Floyd A. Wandler and John T. Ramsay agreed to the cancellation of their
existing options and concurrently the Board agreed to grant them new options on the terms
detailed below.

Optionee  Options  Exercise New Options New Exercise New Award New Expiry
Cancelled Price Granted Price Date Date

Carruthers 175,000 $1.20

300,000 $0.30 Oct. 21, 2002 Oct. 21, 2007

Wandler 260,000  $1.07

362,000 $1.76

138,000  $3.34
50,000 $0.40 Oct. 21, 2002 Oct. 21, 2003

Ramsay 75,000 $1.12
50,000 $0.40 Oct. 21,2002 Oct. 21, 2003

Totals 1,010,000 400,000

7. Gain On Sale of Assets

During the latest quarter the company received the final payment of $328,481 from Canadian
Waste Services concerning the sale of the company’s solid waste compactors last year. The
payment was recorded as receipt in full against receivables of $220,046 and a recovery of
$108,435 on the originally recorded loss from the disposition. In addition, two trucks were
disposed of during the six-month period ended Dec. 31, 2002, resulting in a further gain of
$13,778.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements
December 31, 2002

(Unaudited - Prepared by Manag,ement)

8. Prior Period Adjustment

As a result of an accounting error during the previous year-end consolidation, professional fees
were understated by $45,577.

9. Subsequent event

On January 13, 2003 the company issued 705,748 common shares for $282,299 to satisfy
amounts owing to certain directors or companies controlled by them pursuant to the detail of
the transaction presented in note 12 to the consolidated financial statements as at June 30,
2002.
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NATIONAL CHALLENGE SYSTEMS INC.
Consolidated Balance Sheets

Sept. 30, 2002

(Unaudited - Prepared by Management)

Sept. 30, 2002

June 30, 2002

Assets
Current
Cash $ - $ 823,848
Accounts receivable 2,029,148 1,945,990
inventory 152,245 126,661
Prepaid expenses 158,596 82,953
Current assets of discontinued operations - 257,118
2,339,989 3,236,570
Future Income Tax Asset 314,500 314,500
Fixed, Note 3 2,920,806 3,011,897
Deferred Costs 35,168 35,168
License and Other 3,000 3,000
Goodwill 11,129,820 11,129,820
Non-Current Assets of Discontinued Operations - 327
$ 16,743,283 § 17,731,282
Liabilities
Current
Bank of indebtedness $ 817,021 § 790,000
Accounts payable and accrued liabilities 2,591,631 3,038,769
Income taxes payable 76,890 96,005
Short-term promissory notes payable 90,000 490,000
Current portion of long-term debt, Note 4 360,428 473,317
Current portion of obligations under capital leases 26,841 35,901
Current liabilities of discontinued operations - 42,637
3,962,811 4,966,629
Long-Term Debt, Note 4 1,166,285 1,106,403
Obligations Under Capital Leases 116,856 123,744
Shareholder's Loan 167,000 167,000
Future Income Tax Liability 11,000 11,000
12% Redeemable Preferred Shares 2,000,000 2,000,000
Non-Interest Bearing Redeemable Preferred Shares 900,000 900,000
8,323,952 9,274,776
Shareholders' Equity
Capital Stock, Note 5 23,276,708 23,344,842
Deficit (14,857,377) (14,888,336)
8,419,331 8,456,506
$ 16,743,283 $ 17,731,282

Approved on behalf of the board:

"Charles H. Buehler”
Director
Charles H. Buehler

See notes to consolidated financial statements.

2

"Douglas M. Carruthers”

Director
Douglas M. Carruthers



Sept. 30, 2002 Oct. 31, 2001

(3 months) (3 months)
Revenues
Non-hazardous vacuum senices $ 3,172,575 § -
Rental 126,434 1,511,948
Sales 54,392 734,899
Senice and other 10,175 99,859
3,363,576 2,346,706
Operating Expenses
Vacuum senices operating expenses 2,019,705 -
Wages, salaries and benefits 538,492 190,454
Office, occupancy and miscellaneous 197,808 120,165
Depreciation and amortization 95,731 322,757
Cost of goods sold 81,824 450,900
Consulting and professional fees 63,371 306,631
Interest on long-term debt and capital leases 55,474 119,847
Adwertising 47,623 -
Travel and automotive 35,830 13,605
Investor relations, regulatory and promotion 18,163 6,502
Other expenses 13,035 -
Equipment rentals - 127,305
Capital Tax - 27,214
Senice and repairs - 341,812
Gain on Sale of Assets (2,128) (3,354)
3,164,930 2,023,838
Operating Income 198,648 322,868
Other Items
Foreign exchange loss 62,112 -
Interest expense on preferred shares 60,000 -
122,112 -
Net Earnings for the Period 76,535 322,868
Deficit, Beginning of Period (14,888,336) (8,932,601)
(14,811,801) (8,609,733)
Prior period adjustment, Note 6 (45,577) -
Deficit, End of Period (14,857,378) (8,609,733)
Income Per Share - Basic 3 0.0024 $ 0.0151
Weighted Average Number of Shares Outstanding 32,496,685 21,371,685

See notes to consolidated financial statements. 3



Three Months Ended Sept. 30, 2002 and Oct. 31, 2001

(Unaudited - Prepared by Management)

Sept. 30,2002 Oct. 31, 2001
(3 months) {3 months)
Operating Activities
Net income for period 76,536 § 322,868
Items not involving cash
Depreciation and amortization 95,731 322,757
Loss on disposal of fixed assets (2,128) (3,354)
Prior Period Adjustment (45,577) -
Operating Cash Flow 124,562 642,271
Changes in Non-Cash Working Capital
Accounts receivable (83,158) (166,508)
inventory (25,584) 31,072
Prepaid expenses (75,643) 11,435
Current assets of discontinued operations 257,118 -
Accounts payable and accrued liabilities (447,138) 448,199
Current liabilities of discontinued operations (42,637) -
Income tax (19,115) -
Net Cash Provided by Operating Activities (436,157) 324,198
(311,595) 966,469
Investing Activities
Acquisition of fixed assets (28,369) (310,865)
Deferred costs - -
Acquisition of subsidiaries - -
Payment for SWI bankruptcy, net - -
Proceeds on disposal of fixed assets 26,185 22,515
Net Cash Used in Investing Activities (2,183) (288,350)
Financing Activities
Stock exchange listing fees charged to share capital (68,134) -
Promissory note {400,000) -
Capital lease repayments (15,948) (670,812)
Long term debt (53,009) (16,584)
Shareholder’s loan - 167,000
Net Cash Used in Financing Activities (5637,091) {420,396)
Inflow (Outflow) of Cash (850,869) 257,723
Cash, Beginning of Period 33,848 850,717
Cash, End of Period (817,021) $ 1,108,440
Represented by
Cash, unrestricted - 3 57,831
Cash, restricted - 1,000,000
Funds held in trust - 165,300
Bank indebtedness (817,021) (104,691)
(817,021) $ 1,108,440
Supplemental Cash Flow Information
Interest paid 55,474 $ 119,847

See notes to consolidated financial statements.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements

For the Three Months Ended September 30, 2002
(Unaudited - Prepared by Management)

1)

2)

Nature of business

The primary operations of the company consist of operating vacuum truck fleets that provide
collection, treatment and disposal services for non-hazardous liquid organic waste and related
services. Prior to March 31, 2002, the company’s primary business was the ownership, rental,
and distribution of waste compaction, baling and container equipment for disposing of waste.

The company changed its fiscal year-end from July 31 to June 30 effective June 30, 2002. As
such, the comparative figures presented in these unaudited interim consolidated financial
statements are for the year ended June 30, 2002 and for the three month period ended October
31, 2001.

National Challenge Systems Inc. prepares its financial statements in accordance with Canadian
generally accepted accounting principles.

Significant accounting policies

The disclosures contained in these unaudited interim consolidated financial statements do not
include all requirements of Canadian generally accepted accounting principles for annual
financial statements. The unaudited interim consolidated financial statements should be read
in conjunction with the audited annual consolidated financial statements for the eleven month
period ended June 30, 2002

The unaudited interim consolidated financial statements reflect adjustments consisting of
normal recurring accruals, which are, in the opinion of management, necessary to present fairly
the financial position of the company as of September 30, 2002 and the results of its operations
and cash flows for the three months ended September 30, 2002 and the three months ended
October 31, 2001.

The unaudited interim consolidated financial statements are based upon accounting principles
consistent with those used and described in the annual consolidated financial statements
except for the following:

a) Goodwill, business combinations and intangible assets

The Canadian Institute of Chartered Accountants (CICA) issued handbook sections 1581

(business combinations) and 3062 (goodwill and other intangible assets). These standards
mandate the purchase method of accounting for business combinations and require that
goodwill no longer be amortized, but instead be tested for impairment at least annually. As
well, these standards specify the criteria for distinguishing and reporting intangible assets apart
from goodwill.

As at September 30, 2002 the company estimates that there is no change in the carrying value
of goodwill since June 30, 2002.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements

For the Three Months Ended September 30, 2002
(Unaudited - Prepared by Management)

b) Stock-based compensation plan

Effective July 1, 2002 the company adopted, on a prospective basis, the new recommendations
of Section 3870 of the CICA handbook with respect to stock-based compensation. The company
has chosen to continue using the intrinsic value method to record the stock options granted and
therefore the recommendations have had no effect on the consolidated balance sheet and the
net income. The company has not issued any options in the three-month period ended
September 30, 2002 and therefore, no pro forma information is required.

3) Capital Assets
Sept. 30, 2002 June 30, 2002
Accumulated
Cost Amortization Net Net
Rental machines $ 2495255 $ 802,190 $ 1,693,065 $ 1,756,813
Strata unit 191,399 56,217 135,182 136,893
Office furniture, equipment
and computers 876,662 625,013 251,649 245,918
Vehicles 2,987,184 2,406,410 580,774 605,890
Farm equipment 157,145 37,038 120,107 124,153
Machinery and equipment 499,689 366,832 132,857 134,017
Leasehold improvements 37,816 30,645 7171 8,213
$ 7245150 § 4,324345 $§ 2,920,805 $ 3,011,897
4) Long-Term Debt
The company’s Long-Term Debt is a promissory note repayable in monthly Instalments of
$23,160 US dollars per month to Marathon Equipment Corporation. As at September 30, 2002
the outstanding balance in US dollars was $928,596. For accounting purposes, at the end of
each reporting period the outstanding principle must be translated into Canadian dollars at the
rate of exchange at the Balance Sheet date. For the quarter ended September 30, 2002, this
translation resulted in an unrealized foreign exchange loss of approximately $60,000.
5) Capital stock
The company was assessed an additional listing fee of $68,137 by the Toronto Stock Exchange
for the shares issued in June 2002. This amount was charged against Capital Stock in the
current period.
6) Prior Period Adjustment

As a result of an accounting error during the previous year-end consolidation, professional fees
were understated by $45,577.



NATIONAL CHALLENGE SYSTEMS INC.
Notes to Consolidated Financial Statements

For the Three Months Ended September 30, 2002
{Unaudited - Prepared by Management)

7) Subsequent event

During December, 2002, the company intends to issue 1,637,515 common shares to satisfy
amounts owing to certain directors or companies controlled by them pursuant to the detail of
the transaction presented in note 12 to the consolidated financial statements as at June 30,
2002,
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MATERIAL CHANGE REPORT UNDER

SECTION 85(1) OF THE SECURITIES ACT (British Columbia) — Form 53-901F
SECTION 118(1) OF THE SECURITIES ACT (Alberta) — Form 27
SECTION 75(2) OF THE SECURITIES ACT (Ontario) — Form 27

Item 1 Reporting Issuer

NATIONAL CHALLENGE SYSTEMS INC.

3700 Steeles Avenue West, Suite 601

Woodbridge, Ontario

LAL 8K8 ©o
Phone: (416) 747-6584 T
Fax: (416) 747-6899

Item 2 Date of the Material Change

October 31, 2002 »
Item 3 Press Release

Press release was disseminated through Canada NewsWire Ltd. (Canadian Disclosure Network)

and also filed through SEDAR with the British Columbia Securities Commission, the Alberta
Securities Commission, the Ontario Securities Commission and The Toronto Stock Exchange.

Item 4 Summary of Material Change
The Issuer announced a change of auditor and moving of its head office.

Item 5 Full Description of Material Change

National Challenge Systems Inc. Announces Change of Auditor
and Moving of Head Office

National Challenge Systems Inc. (the “Company”) announces that pursuant to National Policy No.
31 "Change of Auditor of a Reporting Issuer":

L. Smythe Ratcliffe, Chartered Accountants, of Vancouver, British Columbia (the "Former
Auditor") were not re-appointed as the Company’s auditors on October 21, 2002, the date
of the Company’s Annual General and Special Meeting. Duffy, Allain & Rutten LLP,
Chartered Accountants, of Toronto, Ontario (the "Successor Auditor") were appointed as
the Company's auditors commencing October 21, 2002;

2. there were no reportable events between the Company and the Former Auditor;

3 there were no reservations contained in the Former Auditor's Report on the annual financial
statements for the two fiscal years preceding the date hereof;
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Item 7

Item 8

Item 9

4. the termination of the Former Auditor was approved by the Company's board of directors.

5. the Notice of Change of Auditor, the letter from the Former Auditor and the letter from the
Successor Auditor were reviewed by the Company's audit committee and the Company's
board of directors.

The Company also announces that its head office has moved from 340 — 17 Fawcett Road,
Coquitlam, B.C., V3K 6V2 to 3700 Steeles Avenue West, Suite 601, Woodbridge, Ontario L4L
8KS8; Phone: 416-747-6584; Fax: 416-747-6899.”

Reliance on Section 85(2) of the Securities Act (British Columbia), Section 118(2) of the
Securities Act (Alberta) or Section 75(3) of the Securities Act (Ontario)

This report is not being filed on a confidential basis.

Omitted Information

No information has been omitted from this form.

Senior Officers

The following senior officers of the Issuer may be contacted about the material change:

Douglas M. Carruthers President & CEO (416) 747-6584
Beverly J. Bullock Corporate Secretary (604) 536-5357

Statement of Senior Officer

The foregoing accurately discloses the material change referred to herein.

DATED at Surrey, British Columbia this 4 day of November, 2002.
(Signed) “Beverly J. Bullock”

Beverly J. Bullock,
Corporate Secretary
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MATERIAL CHANGE REPORT UNDER

SECTION 85(1) OF THE SECURITIES ACT (British Columbia) - Form 53-901F
SECTION 118(1) OF THE SECURITIES ACT (Alberta) — Form 27
SECTION 75(2) OF THE SECURITIES ACT (Ontario) — Form 27

Item 1 Reporting Issuer

NATIONAL CHALLENGE SYSTEMS INC.

3700 Steeles Avenue West, Suite 601

Woodbridge, Ontario P
L4L 8K8 .
Phone: (416) 747-6584

Fax: (416) 747-6899

Item 2 Date of the Material Change
December 12, 2002
Item 3 Press Release
Press release was disseminated through Canada NewsWire Ltd. (North American Disclosure

Network) and also filed through SEDAR with the British Columbia Securities Commission, the
Alberta Securities Commission, the Ontario Securities Commission and The Toronto Stock

Exchange.
Item 4 Summary of Material Change

The Issuer announced that it has received $328,481 from Canadian Waste Services Inc. of
Oakuville, Ontario.

Item 5 Full Description of Material Change

“National Challenge Systems Inc. Announces Final Settlement
of Compactor Sale to Canadian Waste Services Inc.

National Challenge Systems Inc. (“NCS”) is pleased to announce that it has received $328,481
from Canadian Waste Services Inc. of Oakville, Ontario (“CWS”) resulting from the resolution
of all of the outstanding post closing price adjustment issues regarding the sale of NCS’
compactor equipment rental fleet to CWS in March 2002. As a result, the sale of the majority
of its Canadian compactor fleet to CWS realized a total cash consideration of $8,376,294.”

Item 6 Reliance on Section 85(2) of the Securities Act (British Columbia), Section 118(2) of the
Securities Act (Alberta) or Section 75(3) of the Securities Act (Ontario)

This report is not being filed on a confidential basis.
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Item 8
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Omitted Information

No information has been omitted from this form.

Senior Officers

The following senior officers of the Issuer may be contacted about the material change:

Douglas M. Carruthers President (416) 747-6584
Beverly J. Bullock Corporate Secretary (604) 536-5357

Statement of Senior Officer

The foregoing accurately discloses the material change referred to herein.

DATED at Surrey, British Columbia this 18" day of December, 2002.
(Signed) “Beverly J. Bullock”

Beverly J. Bullock,
Corporate Secretary
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MATERIAL CHANGE REPORT UNDER

SECTION 85(1) OF THE SECURITIES ACT (British Columbia) — Form 53-901F
SECTION 118(1) OF THE SECURITIES ACT (Alberta) — Form 27
SECTION 75(2) OF THE SECURITIES ACT (Ontario) - Form 27

Item 1 Reporting Issuer
NATIONAL CHALLENGE SYSTEMS INC.
340 - 17 Fawcett Road -~
Coquitlam, British Columbia L
V3K 6V2 *

Phone: (604) 525-3555
Fax:  (604) 525-8483

Item 2 Date of the Material Change .
May 29, 2002 and May 31, 2002 .
Item 3 Press Release

Press releases for May 29, 2002 and June 5, 2002 were disseminated through Canada NewsWire
Ltd. (North American Disclosure Network) and also filed through SEDAR with the British
Columbia Securities Commission, the Alberta Securities Commission, the Ontario Securities
Commission and The Toronto Stock Exchange.

Item 4 Summary of Material Change
May 29, 2002 — The Issuer announced closing escrow on the sale to Canadian Waste Services Inc.

June 52002 — The Issuer announced closing the acquisitions of Organic Resource Management
Inc. and A&A Anderson Tank Service (Vancouver) Ltd. that were effective May 31, 2002.

Item 5 Eull Description of Material Change
May 29, 2002

“National Challenge Systems Inc. Closes Escrow on Sale to Canadian
Waste Services Inc.

National Challenge Systems Inc. (NCS) is pleased to announce that it has closed escrow with
Canadian Waste Services Inc. and received the funds held therein. This escrow resulted from not
being able to perform security searches due to the recent Ontario Public Services Union Strike.
This leaves only post-closing adjustments to be settled to conclude the previously announced
CWS asset sale.

NCS is now proceeding to close the previously announced acquisitions of A&A Anderson Tank



Service (Vancouver) Ltd. and Organic Resource Management Inc. which is expects to conclude
within the next several days.

On completion of these acquisitions NCS will become the largest and only national provider of
non-hazardous vacuum truck services in Canada.

NCS is committed to generating substantial growth and superior financial performance through
both internal expansion and selective acquisitions. NCS is confident that its national scope,
management expertise and exclusive access to four proprietary technologies: (1) routing
software and enterprise management system (“MIS”); (2) patented Organic Resource Recovery
System (“ORRS”); (3) patented Direct Land Application Process for the disposal of organic
wastes (“DLAP”); and (4) liquid waste decant capabilities that reduce the amount of waste
prior to disposal, provide the Company with significant cost and competitive marketing
advantages that are transferable to the operations of subsequent acquisitions. Furthermore,
NCS has plans, practices, procedures and an experienced team in place for identifying,
analyzing, acquiring and integrating selective acquisitions. NCS intends to immediately
embark on expanding its operations across Canada, and enter the United States and other
regions of the world through its Bermuda-based subsidiary, NCS Environmental Services
Limited.”

June 52002

“National Challenge Systems Inc. Announces Closing
Acquisitions

National Challenge Systems Inc. (“NCS” or the “Company”) is pleased to announce that it has
concluded the acquisition of all of the issued and outstanding shares of Organic Resource
Management Inc. of Weston, Ontario (“ORMI”) and A&A Anderson Tank Service
(Vancouver) Ltd. (“A&A”) of Richmond, B.C., in accordance with the terms and conditions of
the previously announced (February 18, 2002) share purchase agreements.

With the completion of these transactions and the various related consultant and advisory fees
(subject to final TSE approvals), the total issued share capital of NCS will be 32,496,685
common shares, 2,000,000 preferred class A shares and 900,000 preferred class B shares. In
addition, there will be a total of 6,413,580 warrants and options to purchase the company’s
common shares issued and outstanding, that if exercised would result in proceeds of $7,089,431
to the Company.

National Challenge is now Canada’s largest non-hazardous Vacuum Truck Services company
with over 5,500 commercial, industrial, institutional and municipal customers in Ontario,
Quebec, British Columbia and Alberta with annual revenue exceeding $12,500,000.

The essential non-hazardous Vacuum Truck Services provided by the Company are required
throughout North America and the rest of the developed world. NCS is committed to
generating substantial growth and superior financial performance through both internal
expansion and selective acquisitions. Management believes that this large and highly
fragmented sector, primarily composed of smaller regional players with few exit opportunities,
presents many possibilities for additional acquisitions. NCS is confident that its national scope,
management expertise and exclusive access to four proprietary technologies: (1) routing
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software (“MIS”), (2) patented Organic Resource Recovery System (“ORRS”), (3) patented
Direct Land Application Process (“DLAP”), and (4) liquid waste decant capabilities, provide
the Company with significant cost and competitive marketing advantages that are transferable
to the operations of subsequent acquisitions.

NCS has plans, practices, procedures and an experienced team in place for identifying,
analyzing, acquiring and integrating selective acquisitions. NCS intends to immediately
embark on expanding its operations across Canada, as well as entering the United States and
other regions of the world through NCS’ Bermuda based subsidiary, NCS Environmental
Services Limited.”

This report is not being filed on a confidential basis.
Omitted Inf .

No information has been omitted from this form.
Senior Officers

The following senior officers of the Issuer may be contacted about the material change:

Douglas M. Carruthers President & CEO (519) 580-3037
Beverly J. Bullock Corporate Secretary (604) 536-5357
Statement of Senior Officer

The foregoing accurately discloses the material change referred to herein.

DATED at Surrey, British Columbia this 12" day of June, 2002.

(Signed) “Beverly J. Bullock”
Beverly J. Bullock,
Corporate Secretary
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Rﬂpnrﬁnglssnd

NATIONAL CHALLENGE SYSTEMS INC.
340 - 17 Fawcett Road

Coquitlam, British Columbia

V3K 6V2

Phone: (604) 525-3555

Fax:  (604) 525-8483

Date of the Material Change

May 29, 2002 and June 5, 2002

Press Release

Press releases were disseminated through Canada NewsWire Ltd. (North American Disclosure
Network) and also filed through SEDAR with the British Columbia Securities Commission, the

Alberta Securities Commission, the Ontario Securities Commission and The Toronto Stock
Exchange.

Summary of Material Change
May 29, 2002 — The Issuer announced closing escrow on the sale to Canadian Waste Services Inc.

June S, 2002 — The Issuer announced closing the acquisitions of Organic Resource Management
Inc. and A&A Anderson Tank Service (Vancouver) Ltd.

Full Descrinti f Material Ct
May 29 2002

“National Challenge Systems Inc. Closes Escrow on Sale to Canadian
Waste Services Inc.

National Challenge Systems Inc. (NCS) is pleased to announce that it has closed escrow with
Canadian Waste Services Inc. and received the funds held therein. This escrow resulted from not
being able to perform security searches due to the recent Ontario Public Services Union Strike.
This leaves only post-closing adjustments to be settled to conclude the previously announced
CWS asset sale.

NCS is now proceeding to close the previously announced acquisitions of A&A Anderson Tank



Service (Vancouver) Ltd. and Organic Resource Management Inc. which is expects to conclude
within the next several days.

On completion of these acquisitions NCS will become the largest and only national provider of
non-hazardous vacuum truck services in Canada.

NCS is committed to generating substantial growth and superior financial performance through
both internal expansion and selective acquisitions. NCS is confident that its national scope,
management expertise and exclusive access to four proprietary technologies: (1) routing
software and enterprise management system (“MIS”); (2) patented Organic Resource Recovery
System (“ORRS”); (3) patented Direct Land Application Process for the disposal of organic
wastes (“DLAP”); and (4) liquid waste decant capabilities that reduce the amount of waste
prior to disposal, provide the Company with significant cost and competitive marketing
advantages that are transferable to the operations of subsequent acquisitions. Furthermore,
NCS has plans, practices, procedures and an experienced team in place for identifying,
analyzing, acquiring and integrating selective acquisitions. NCS intends to immediately
embark on expanding its operations across Canada, and enter the United States and other
regions of the world through its Bermuda-based subsidiary, NCS Environmental Services
Limited.”

Iune §,2002

“National Challenge Systems Inc. Announces Closing
Acquisitions

National Challenge Systems Inc. (“NCS” or the “Company”) is pleased to announce that it has
concluded the acquisition of all of the issued and outstanding shares of Organic Resource
Management Inc. of Weston, Ontario (“ORMI”) and A&A Anderson Tank Service
(Vancouver) Ltd. (“A&A”) of Richmond, B.C., in accordance with the terms and conditions of
the previously announced (February 18, 2002) share purchase agreements.

With the completion of these transactions and the various related consultant and advisory fees
(subject to final TSE approvals), the total issued share capital of NCS will be 32,496,685
common shares, 2,000,000 preferred class A shares and 900,000 preferred class B shares. In
addition, there will be a total of 6,413,580 warrants and options to purchase the company’s
common shares issued and outstanding, that if exercised would result in proceeds of $7,089,431
to the Company.

National Challenge is now Canada’s largest non-hazardous Vacuum Truck Services company
with over 5,500 commercial, industrial, institutional and municipal customers in Ontario,
Quebec, British Columbia and Alberta with annual revenue exceeding $12,500,000.

The essential non-hazardous Vacuum Truck Services provided by the Company are required
throughout North America and the rest of the developed world. NCS is committed to
generating substantial growth and superior financial performance through both internal
expansion and selective acquisitions. Management believes that this large and highly
fragmented sector, primarily composed of smaller regional players with few exit opportunities,
presents many possibilities for additional acquisitions. NCS is confident that its national scope,
management expertise and exclusive access to four proprietary technologies: (1) routing
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Item 7

Item 8

Item 9

software (“MIS”), (2) patented Organic Resource Recovery System (“ORRS”), (3) patented
Direct Land Application Process (“DLAP”), and (4) liquid waste decant capabilities, provide
the Company with significant cost and competitive marketing advantages that are transferable
to the operations of subsequent acquisitions.

NCS has plans, practices, procedures and an experienced team in place for identifying,
analyzing, acquiring and integrating selective acquisitions. NCS intends to immediately
embark on expanding its operations across Canada, as well as entering the United States and
other regions of the world through NCS’ Bermuda based subsidiary, NCS Environmental
Services Limited.”

WJWMW fies Act (Alherta) or Section 75(3) of the Securifies Act (Ontario)

This report is not being filed on a confidential basis.
Omitted Inf .

No information has been omitted from this form.
Senior Officers

The following senior officers of the Issuer may be contacted about the material change:

Douglas M. Carruthers President & CEO (519) 580-3037
Beverly J. Bullock Corporate Secretary (604) 536-5357
Statement of Senior Officer

The foregoing accurately discloses the material change referred to herein.

DATED at Surrey, British Columbia this 7h day of June, 2002.

(Signed) “Beverly J. Bullock”
Beverly J. Bullock,
Corporate Secretary
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MATERIAL CHANGE REPORT UNDER

SECTION 85(1) OF THE SECURITIES ACT (British Columbia) — Form 53-901F
SECTION 118(1) OF THE SECURITIES ACT (Alberta) — Form 27
SECTION 75(2) OF THE SECURITIES ACT (Ontario) — Form 27

Item 1 Reporting Issuer

NATIONAL CHALLENGE SYSTEMS INC.
340 — 17 Fawcett Road

Coquitlam, British Columbia

V3K 6V2

Phone: (604) 525-3555

Fax:  (604) 525-8483

Item 2 Date of the Material Change

April 17, 2002
Item 3 Press Release

Press release was disseminated through Canada NewsWire Ltd. (North American Disclosure
Network) and also filed through SEDAR with the British Columbia Securities Commission, the
Alberta Securities Commission, the Ontario Securities Commission and The Toronto Stock
Exchange.

Item 4 Summary of Material Change

The Issuer announced that it has arranged a new credit facility.

Item 5 Eull Description of Material Change
“National Challenge Systems Inc. Arranges New Credit Facility

National Challenge Systems Inc. (“NCS” or the “Company”) is pleased to announce that it has
accepted an offer from The Bank of Nova Scotia to provide the Company with a $1,000,000
operating line. The purpose of this facility is to finance working capital. The offer is subject to
the purchase of Organic Resource Management Inc. of Weston, Ontario (“ORMI”) and A&A
Anderson Tank Service (Vancouver) Ltd. (“A&A”) of Richmond, B.C. as well as the provision
of certain documentation. Although the strike by the Ontario Public Service Employees Union
continues to cause unavoidable delays in completing the purchase of ORMI and A&A, NCS
intends to close these acquisitions as expeditiously as possible.

With the recently announced sale of the majority of its Canadian compactor fleet for cash
consideration slightly in excess of $8,000,000; the sale of its 11 compactors in Texas for cash
consideration of U.S. $100,000; and the approximately $1,600,000 financing raised on its



Item 6

Item 7
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Item 9

remaining 193 compactors in western Canada; NCS will have a strong balance sheet and be the
largest and only national provider of non-hazardous vacuum truck services in Canada.

NCS is committed to generating substantial growth and superior financial performance through
both internal expansion and selective acquisitions. NCS is confident that its national scope,
management expertise and exclusive access to four proprietary technologies: (1) routing
software and enterprise management system (“MIS”); (2) patented Organic Resource Recovery
System (“ORRS™); (3) patented Direct Land Application Process for the disposal of organic
wastes (“DLAP”); and (4) liquid waste decant capabilities that reduce the amount of waste
prior to disposal, provide the Company with significant cost and competitive marketing
advantages that are transferable to the operations of subsequent acquisitions. Furthermore,
NCS has plans, practices, procedures and an experienced team in place for identifying,
analyzing, acquiring and integrating selective acquisitions. NCS intends to immediately
embark on expanding its operations across Canada, and enter the United States and other
regions of the world through its Bermuda-based subsidiary, NCS Environmental Services
Limited.

Reli Section 85(2) of the Securities Act (British Columbia), Section 118(2) of t1
Secupifies Act (Alherta) or Section 75(3) of the Securities Act (Qntaria)

This report is not being filed on a confidential basis.
Qmitted Inf \

No information has been omitted from this form.
Senior Officers

The following senior officers of the Issuer may be contacted about the material change:

Douglas M. Carruthers President & CEO (519) 580-3037
Beverly J. Bullock Corporate Secretary (604) 536-5357
Statement of Senior Officer

The foregoing accurately discloses the material change referred to herein.
DATED at Surrey, British Columbia this 26" day of April, 2002.
(Signed) “Beverly J. Bullock”

Beverly J. Bullock,
Corporate Secretary
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