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NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL REPORT

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



Kelso Technologies Inc.

Consolidated Statements of Financial Position —v-
at June 30, 2026 and December 31, 2025 KELSO
(Unaudited — Prepared by Management)
(Expressed in US Dollars)
June 30 December 31,
2026 2025
Assets
Current
Cash (Note 5) 372,684 399,375
Accounts receivable (Note 5) 653,733 632,568
Prepaid expenses 119,784 80,015
Inventory (Note 6) 2,147,125 2,206,770
3,293,326 3,318,728
Property, plant and equipment (Note 7) 1,902,722 1,989,845
Deferred Tax Asset (Note 17) 155,195 160,902
Intangible assets (Note 8) 1 1
TOTAL ASSETS 5,351,244 5,469,476
Liabilities
Current
Accounts payable and accrued liabilities (Note 5) 953,425 628,002
Income tax payable (Note 17) 16,104 92,104
Bank indebtedness (Note 5(b)) 350,000 -
Current portion of lease liability (Note 9) 33,248 56,997
1,352,777 777,103
Long term portion of lease liability (Note 9) - 15,948
TOTAL LIABILITIES 1,352,777 793,051
Shareholders’ Equity
Capital Stock (Note 10) 27,429,495 27,349,495
Reserves 4,785,166 4,785,166
Deficit (28,216,194) (27,458,236)
3,998,467 4,676,425
TOTAL LIABILITIES AND EQUITY 5,351,244 5,469,476

Approved on behalf of the Board:

“Mark Temen” (signed)
Mark Temen, Director

See notes to consolidated financial statements

“Paul Cass” (signed)

Paul Cass, Director



Kelso Technologies Inc.

Consolidated Statements of Operations and Comprehensive Income (Loss) —-l
For the three and six months ended June 30, 2026 and 2025 KE Lg@
(Expressed in US Dollars) o
Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30, 2026 June 30, 2025 June 30, 2026 June 30, 2025
Revenues $2,245,498 2,643,208 $3,994,555 5,801,283
Cost of Goods Sold 1,519,600 1,567,762 2,616,925 3,316,082
Gross Profit 725,897 1,075,446 1,377,630 2,485,201
32.33% 40.69% 34.49% 42.84%

Expenses
Share-based expense (Note 10 (c)) 80,000 - 80,000
Management fees (Note 11) 193,582 198,923 387,659 395,000
Consulting and filing fees 48,027 50,784 166,459 86,892
Accounting and legal 122,146 187,279 260,291 255,861
Office and administration 468,198 485,666 908,088 995,647
Research 68,392 68,602 139,040 135,559
Travel 27,663 23,313 76,471 60,665
Marketing 80,921 91,222 163,453 182,990
Foreign exchange loss (gain) (39,352) (94,343) (55,991) (200,136)
Amortization 2,451 3,741 6,191 7,481

1,052,028 1,015,187 2,131,661 1,919,959
Income (Loss) before the following (326,131) 60,259 (754,031) 565,242
Other Miscellaneous Income 274 10,000 1,105 10,000
Net Income (Loss) before taxes (325,857) 70,259 (752,926) 575,242
Income tax recovery (expense) (5,000) 446 (5,000) 446
Net I_ncqme (Loss)_ for the Period from (330,857) 70,705 (757,926) 575,688
continuing operations
Net Income (Loss) for the Period from
discontinued operations (Note 16) 3,885 1,420 (32) (91,225)
Net Comprehensive Income (Loss) for the
Period (326,972) 72,125 (757,958) 484,463
Basic and Diluted Earnings
(Loss) Per Share from continuing operations (0.01) 0.00 (0.01) 0.01
Basic and Diluted Earnings
(Loss) Per Share from discontinued operations 0.00 0.00 (0.00) (0.00)
Weighted Average Number of
Common Shares Outstanding
Basic 55,700,085 55,160,086 55,500,085 55,160,086
Diluted 55,700,085 55,160,086 55,500,085 55,160,086

See notes to consolidated financial statements



Kelso Technologies Inc.

Consolidated Statements of Changes in Equity —v-

For the six months ended June 30, 2026 and years ended December 31, 2025 and 2024 KEL g@

(Expressed in US Dollars) -

Capital Stock
Number of
Common
Shares Amount Reserve Deficit Total

Balance, December 31, 2023 54,443,422 $27,183,439 $4,820,145 (23,283,336) $8,720,248
Shares issued for RSUs 716,664 152,020 (152,020) - -
Share-based expense - - 165,510 - 165,510
Repurchase of RSUs - - (34,431) - (34,431)
Net loss for the year - - - (4,622,297) (4,622,297)
Balance, December 31, 2024 55,160,086 $27,335,459 $4,799,204 (27,905,633) $4,229,030
Shares issued for RSUs 139,999 14,036 (14,036) - -
Share-based expense - - 13,969 - 13,969
Repurchase of RSUs - - (13,971) - (13,971)
Net income for the year - - - 447,397 447,397
Balance, December 31, 2025 55,300,085 $27,349,495 $4,785,166 (27,458,236) $4,676,425
Shares issued for RSUs 800,000 - 80,000 - 80,000
Share-based expense - 80,000 (80,000) - -
Repurchase of RSUs - - - - -
Net loss for the period - - - (757,958) (757,958)
Balance, June 30, 2026 56,100,085 $27,429,495 $4,785,166 (28,216,194) $3,998,467

See notes to consolidated financial statements



Kelso Technologies Inc.

Consolidated Statements of Cash Flows —v-
For the six months ended June 30, 2026 and 2025 KELS @
(Expressed in US Dollars) B
June 30, June 30,
2026 2025
Operating Activities
Income (loss) from continuing operations (757,926) 575,688
Items not involving cash
Amortization of equipment and patent 47,394 49,874
Share-based expense 80,000 -
Foreign exchange (55,991) (200,136)
(686,523) 425,426
Changes in working capital
Accounts receivable (18,766) (227,364)
Prepaid expenses and deposit (36,461) (46,765)
Inventory 59,645 368,396
Accounts payable and accrued liabilities 303,423 (230,926)
Income tax payable (54,000) (51,500)
253,841 (188,159)
Cash Operating Activities from Continuing Operations (432,682) 237,267
Cash Operating Activities from Discontinued Operations 39,697 (204,781)
(392,985) 32,486
Investing Activities
Proceeds from sale of equipment - -
Cash Investing Activities from Continuing Operations - -
Cash Investing Activities from Discontinued Operations - 114,269
114,269
Financing Activities
Advances on line of credit 350,000 -
Cash Financing Activities from Continuing Operations 350,000 -
Cash Financing Activities from Discontinued Operations (39,697) (11,764)
310,303 (11,764)
Foreign exchange effect on cash 55,991 200,136
Inflow (Outflow) of Cash (26,691) 335,126
Cash, Beginning of Period 399,375 153,147
Cash, End of Period 372,684 488,273

Supplemental Cash Flow Information (Note 12)
See notes to consolidated financial statements



Kelso Technologies Inc.

Notes to Consolidated Interim Financial Statements
For the six months ended June 30, 2026 and 2025
(Unaudited — Prepared by Management)
(Expressed in US Dollars)

NATURE OF OPERATIONS

Kelso Technologies Inc. (the “Company”) was incorporated under the laws of British Columbia
on March 16, 1987. Kelso is a diverse product engineering company that specializes in the
research, development, production and distribution of proprietary equipment used in various
transportation applications. Over the past decade the Company’s reputation has been earned
as a developer and reliable supplier of high-quality rail tank car equipment used in the handling
and containment of hazardous and non- hazardous commaodities during transport. In addition,
the Company was previously developing proprietary service equipment to be used in
transportation applications. During the year ended December 31, 2024, the Company ceased
development activities within its subsidiary, KIQ X Industries Inc. (*KIQ X”), related to the active
suspension control system (Note 16).

The Company trades on the Toronto Stock Exchange (“TSX”) under the symbol “KLS” and used
to trade on the New York Stock Exchange (“NYSE”) under the trading symbol “KIQ”. The
Company listed on the TSX on May 22, 2014 and on the NYSE on October 14, 2014. The
Company delisted from the NYSE on March 26, 2024. The Company’s head office is located at
305-1979 Old Okanagan Hwy, West Kelowna, British Columbia, V4T 3A4.

BASIS OF PREPARATION
(a) Statement of compliance:

These consolidated financial statements of the Company have been prepared in accordance
with IFRS Accounting Standards as issued by the International Accounting Standards Board
(“IFRS Accounting Standards”).

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

(b) Basis of presentation and consolidation:

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

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

(c) Functional and presentation currency:

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



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O
(Unaudited — Prepared by Management)
(Expressed in US Dollars) K E Lé Q

2,

BASIS OF PREPARATION (Continued)

(d) Significant management judgments and estimation uncertainty:

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

Significant management judgments

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

(i) Income taxes:

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

(i) Functional currency:

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

(iii) Research and development expenditures:

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



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O
(Unaudited — Prepared by Management)
(Expressed in US Dollars) K E Lé Q

2,

BASIS OF PREPARATION (Continued)

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

Significant management judgments (continued)

(iv) Treatment of restricted share units:

(v)

The treatment of restricted share units (“RSUs”) requires management to apply
judgment in assessing the terms and conditions of the grant, as well as the historical
method of settlement, to determine whether RSUs will be equity-settled or cash-settled.

Assets held for sale and discontinued operations:

Judgment is required in determining whether an asset meets the criteria for classification
as “assets held for sale” in the consolidated statements of financial position. Criteria
considered by management includes the existence of and commitment to a plan to
dispose of the assets, the expected selling price of the assets, the expected timeframe
of the completion of the anticipated sale, and the period of time any amounts have been
classified within assets held for sale. In addition, there is a requirement to periodically
evaluate and record assets held for sale at the lower of their carrying value and fair value
less costs to sell.

Judgment is applied in determining whether disposal groups represent a component of
the entity, the results of which should be recorded as discontinued operations in the
consolidated statements of operations and comprehensive income loss.

Estimation uncertainty

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

(i)

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

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



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O

(Unaudited — Prepared by Management)

(Expressed in US Dollars) K E Lé Q
2. BASIS OF PREPARATION (Continued)

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

Estimation uncertainty (continued)

(i)

(ii)

(iif)

Impairment of long-lived assets (continued):

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

Useful lives of depreciable assets:

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

Inventories:

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

(iv) Share-based expense:

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

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

10



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O

(Unaudited — Prepared by Management)

(Expressed in US Dollars) K E Lé Q
2. BASIS OF PREPARATION (Continued)

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

Estimation uncertainty (continued)

(iv) Share-based expense (continued):

(v)

Equity-settled restricted and deferred share units are measured using the fair value of
the shares on the grant date. Cash-settled restricted and deferred share units are
measured using the fair value of the shares on the settlement date (Note 10).

Allowance for credit losses:

The Company provides for doubtful debts by analyzing the historical default experience
and current information available about a customer’s creditworthiness on an account-
by-account basis. Uncertainty relates to the actual collectability of customer balances
that can vary from the Company’s estimation. Historically, adjustments related to credit
losses have not had a material impact on the Company’s financial statements.

(vi) Lease liability:

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

(e) Approval of the consolidated financial statements:

(f)

The consolidated financial statements of the Company for the period ended June 30, 2026
were approved and authorized for issue by the Board of Directors on July 27, 2026.

New accounting standards issued but not yet effective:

The following standards have been issued by the IASB but are not yet effective. The
Company has not early adopted any of these standards and is continuing to assess their
impact in advance of their respective effective dates.

IFRS 18 Presentation and Disclosure in Financial Statements is effective for annual
periods beginning on or after January 1, 2027 and will replace IAS 1 Presentation of
Financial Statements. IFRS 18 introduces changes to the structure and presentation of
the statement of profit or loss, including new required categories and subtotals, and
expands disclosure requirements..

IFRS 19 Subsidiaries without Public Accountability: Disclosures is effective for annual
periods beginning on or after January 1, 2027. This standard permits eligible
subsidiaries that are not publicly accountable to apply reduced disclosure requirements
under IFRS Accounting Standards.

11



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 —-.

(Unaudited — Prepared by Management)
(Expressed in US Dollars) K E Lé Q

3.

MATERIAL ACCOUNTING POLICIES

The following is a summary of material accounting policies:

(@)

(b)

Inventory:

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

Intangible assets:

Intangible assets acquired separately are measured on initial recognition at cost. Following
initial recognition, intangible assets are carried at cost less any accumulated amortization
and accumulated impairment losses, if any. The useful lives of intangible assets are
assessed as either finite or indefinite.

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

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

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

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

12



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 —-.

(Unaudited — Prepared by Management)
(Expressed in US Dollars) K E Lé Q

3.

(c)

(e)

MATERIAL ACCOUNTING POLICIES (Continued)

Property, plant and equipment:

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

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

Revenue recognition:

Revenues from the sale of valves, manway securement systems, and related products are
recognized when the Company satisfies its performance obligations under the customer
contract, which typically consists of a purchase order. The Company’s performance
obligations generally include the manufacture and delivery of the specified products.

Revenue, net of discounts, is recognized when control of the goods transfers to the
customer, which depends on the applicable shipping terms. For sales under FOB shipping
point terms, revenue is recognized upon shipment of the goods. For sales under FOB
destination terms, revenue is recognized upon delivery of the goods to the customer’s
specified location. Revenue is recognized only when collection of the consideration is
reasonably assured.

Impairment of long-lived assets:

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

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

13



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O

(Unaudited — Prepared by Management)

(Expressed in US Dollars) K E L,% Q
3. MATERIAL ACCOUNTING POLICIES (Continued)

()

Income taxes:

(i)

(ii)

Current and deferred income taxes:

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

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

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

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

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

Texas margin tax:

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

(g) Foreign currency translation:

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

(i)

(i)

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

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

(i) Revenue and expense items (excluding amortization, which is translated at the same

rate as the related asset), at the rate of exchange prevailing at the transaction date.

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

14



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O

(Unaudited — Prepared by Management)

(Expressed in US Dollars) K E Lé Q
3. MATERIAL ACCOUNTING POLICIES (Continued)

(h) Earnings per share:

(i)

The Company presents basic earnings per share data for its common shares by dividing net
income attributable to common shareholders by the weighted average number of common
shares outstanding during the period. Diluted earnings per share is calculated using the
treasury stock method, whereby the proceeds assumed to be received on the exercise of
dilutive options, warrants, and similar instruments are used to hypothetically repurchase
common shares at the average market price for the period.

Instruments that would be anti-dilutive are excluded from the diluted earnings per share
calculation. For the period ending June 30, 2026, 203,329 RSUs outstanding were excluded
on this basis. For the year ended December 31, 2025, all previously outstanding stock
options expired during the year.

Share-based expense:

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

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

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

For both employees and non-employees, the fair value of cash-settled RSUs is recognized
as share-based expense, with a corresponding increase in RSU liability over the vesting
period. The amount recognized as an expense is based on the estimate of the number of
RSUs expected to vest. Cash-settled RSUs are measured at their fair value at each reporting
period on a mark-to-market basis. Upon vesting of the cash settled RSUs, the RSU liability
is reduced by the cash payout.
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3.

(i)

)

(k)

MATERIAL ACCOUNTING POLICIES (Continued)

Share-based expense (continued):

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

Capital stock:

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

Canadian dollar denominated share purchase warrants are classified as a derivative warrant
liability under the principles of IFRS 9 Financial Instruments (Note 10). As the exercise price
of the share purchase warrant is fixed in Canadian dollars and the functional currency of the
Company is the USD, the share purchase warrants are considered a derivative liability in
accordance with IAS 32 Financial Instruments: Presentation as a variable amount of cash
in the Company’s functional currency will be received upon exercise. These types of share
purchase warrants are recognized at fair value using an option pricing model at the date of
issue. Share purchase warrants are initially recorded as a liability at fair value with any
subsequent changes in fair value recognized in profit or loss. Upon exercise of the share
purchase warrants with exercise prices in a currency other than the Company’s functional
currency, the share purchase warrants are revalued at the date of exercise and the total fair
value of the exercised share purchase warrants is reallocated to capital stock. The proceeds
generated from the payment of the exercise price are also allocated to equity. There were
no warrants outstanding as at June 30, 2026.

Financial instruments:
(i) Financial assets:

Initial recognition and measurement

The Company recognizes a financial asset when it becomes a party to the contractual
provisions of the instrument. A financial asset is measured initially at fair value plus, for an
item not at fair value through profit or loss, transaction costs that are directly attributable to
its acquisition or issue. On initial recognition, a financial asset is classified as measured at
amortized cost or fair value through profit or loss.
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3. MATERIAL ACCOUNTING POLICIES (Continued)

(k) Financial instruments (continued):

(i) Financial assets (continued):

A financial asset is measured at amortized cost if it meets the conditions that: i) the asset is
held within a business model whose objective is to hold assets to collect contractual cash
flows, ii) the contractual terms of the financial asset give rise on specified dates to cash flows
that are solely payments of principal and interest on the principal amount outstanding, and
iii) is not designated as fair value through profit or loss.

Subsequent measurement

The subsequent measurement of financial assets depends on their classification as follows:
Financial assets at fair value through profit or loss

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

Financial assets measured at amortized cost

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

Derecognition

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

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

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

(i) Financial liabilities:

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

(k) Financial instruments (continued):

()

(i) Financial liabilities (continued):
Amortized cost

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

Fair value through profit or loss (“FVTPL”)

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

Derecognition

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

(iii) Fair value hierarchy:

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

Leases:

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

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

IFRS 16 Leases, provides a single lessee accounting model, requiring lessees to recognize

assets and liabilities for all leases unless the lease term is 12 months or less or the
underlying asset has a low value.
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3. MATERIAL ACCOUNTING POLICIES (Continued)

() Leases (continued):

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

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

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

+ Fixed payments, including in-substance fixed payments;

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

*  Amounts expected to be payable under a residual value guarantee;

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

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

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

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

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

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

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

(m) Research and development:

The Company incurs costs on activities that relate to research and development of new
products. Research and development costs are expensed, except in cases where
development costs meet certain identifiable criteria for deferral, including technical and
economic feasibility. Development costs are capitalized only if the expenditures can be
reassured reliably, the product or process is technically and commercial feasible, future
economic benefits, including alternative use, are probable, and the Company intends to, and
has sufficient resources to, complete development and to use or sell the asset. Deferred
development costs are amortized over the life of related commercial production, or in the
case of serviceable property and equipment, are included in the appropriate property group
and are depreciated over the estimated useful life. As at June 30, 2026, the Company has
capitalized $1 (Dec 31, 2025 - $1) of research and development costs as part of intellectual
property (Note 8). The Company applies for the Canada Revenue Agency Scientific
Research and Experimental Development (CRA SRED) tax credit and recognizes the credit
as a tax asset in the year in which it is received.

(n) Provisions and contingent liabilities:

The Company had no material commitments for capital expenditures, leases (beyond those
recognized), purchase obligations, guarantees or other contractual arrangements requiring
disclosure. Provisions for losses arising from claims, litigation and other sources are
recognized when it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation and the amount can be reasonably estimated.
Provisions are adjusted as additional information becomes available or circumstances
change. Contingent liabilities are disclosed unless the possibility of an outflow of resources
embodying economic benefits is remote. No provisions have been recognized or contingent
liabilities disclosed in these consolidated financial statements in respect of the above for the
period ended June 30, 2026 and the year ended December 31, 2025.

(o) Comprehensive (Loss) Income:

The Company includes and classifies in comprehensive (loss) income unrealized gains and
losses arising from foreign currency translation adjustments and is also included in
accumulated other comprehensive income (loss) in the Statement of Changes in Equity. For
each of the periods presented, unrealized gains and losses from foreign currency
translations were not material and accordingly, no activity is shown.

CAPITAL MANAGEMENT

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

In order to facilitate the management of its capital requirements, the Company prepares
expenditure budgets that are updated as necessary depending on various factors, including
successful capital deployment and general industry conditions. There have been no changes to
the Company’s approach to capital management during the six months ended June 30, 2026
and twelve months ended December 31, 2025. Management reviews the capital structure on a
regular basis to ensure the above objectives are met. The Company is not subject to externally
imposed capital requirements.
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FINANCIAL INSTRUMENTS

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

The Company has exposure to the following risks from its use of financial instruments:

(a)

Credit risk;
Liquidity risk; and
Market risk.

Credit risk:

Credit risk is the risk that one party to a financial instrument will cause a financial loss for
the other party by failing to discharge an obligation. Cash is held with major Canadian and
US financial institutions and the Company’s concentration of credit risk for cash and
maximum exposure thereto is $372,684 (2025 - $399,375).

The Company considers its cash deposits to present low credit risk. The majority of cash
balances are held with regulated financial institutions whose deposits are eligible for
coverage under the Federal Deposit Insurance Corporation ("FDIC") in the United States
and the Canada Deposit Insurance Corporation ("CDIC") in Canada. As the Company's total
cash balance of $372,684 is within the standard coverage limits of both schemes,
substantially all of the cash balance is expected to be protected under applicable deposit
insurance, significantly mitigating the Company's exposure to credit loss on cash.

With respect to its accounts receivable, the Company assesses the credit ratings of all
customers and maintains provisions for potential credit losses, and any such losses to date
have been within management’s expectations. The Company’s credit risk with respect to
customers’ accounts receivable and maximum exposure thereto is $653,733 (Q2:2025 -
$1,264,353). The Company’s concentration of credit risk for accounts receivable with
respect to its significant customers is as follows: Customer A is $338,673 (Q2:2025 -
$330,730), Customer B is $63,735 (Q2:2025 - $554,705), Customer C is $52,555 (Q2:2025
- $87,770), and Customer D is $49,421 (Q2:2025 - $33,072) (Note 13).

To reduce the credit risk of accounts receivable, the Company regularly reviews the
collectability of the customers’ accounts receivable to ensure there is no indication that these
amounts will not be fully recoverable. The Company’s aging of customer accounts
receivable, excluding goods and services tax receivable, at June 30, 2026 and 2025 is as
follows:

June 30, June 30,

2026 2025

Current $546,279 $1,016,595
1 - 60 days 80,129 245,763
61 days and over 27,325 1,995
$653,733 $1,264,353
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5.

(b)

(c)

FINANCIAL INSTRUMENTS (Continued)

Liquidity risk:

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

At June 30, 2026, the Company has $372,684 (2025 - $399,375) of cash to settle current
liabilities of $1,352,777 (2025 - $777,103) consisting of the following: accounts payable and
accrued liabilities of $953,425 (2025 - $628,002), bank indebtedness of $350,000 (2025 -
$0), income tax payable of $16,104 (2025 - $92,104), the current portion of lease liability of
$33,248 (2025 - $56,997), and RSU liability of $0 (2025 - $0). All payables classified as
current liabilities are due within a year. The amount of the Company’s remaining
undiscounted contractual maturities for the lease liability is approximately $Nil (2025 -
$15,948) due within one to three years (Note 9).

As at June 30, 2026, $350,000 was drawn on the line of credit and $650,000 remained
available. Amounts drawn on the line of credit bear interest at the Wall Street Journal prime
rate (WSJ Prime Rate) plus 1.00%. At June 30, 2026, the WSJ Prime Rate was 6.75%. The
line of credit is secured by a general security agreement over the Company’s assets.

Market risk:

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

(i) Interest rate risk:

Interest rate risk is the risk that the Company’s fair value or future cash flows may
fluctuate as a result of changes in market interest rates. As at June 30, 2026 and
December 31, 2025, the Company is not exposed to significant interest rate risk. The
Company’s exposure is limited to its line of credit, which bears interest at a variable rate
based on the WSJ Prime Rate, as described above. Management does not believe that
fluctuations in interest rates would have a material impact on the Company’s financial
position or results of operations.

22



Kelso Technologies Inc.
Notes to Consolidated Interim Financial Statements

For the six months ended June 30, 2026 and 2025 O

(Unaudited — Prepared by Management)

(Expressed in US Dollars) K E l—-vg @
5. FINANCIAL INSTRUMENTS (Continued)

(c) Market risk (continued):

(ii) Currency risk:

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

As at June 30, 2026 and December 31, 2025, the Company had the following net
monetary assets (liabilities) denominated in CAD (amounts presented in USD):

June 30, December 31,
2026 2025
Cash $28,048 $8,607
Accounts receivable 3,807 7,320
Accounts payable and accrued liabilities (16,487) (72,945)
$15,368 $(57,018)

Based on the above, assuming all other variables remain constant, a ~9% (2025 - 9%)
weakening or strengthening of the USD against the CAD would result in approximately
$1,383 (2025 - $5,132) foreign exchange loss or gain in the consolidated statements of
operations and comprehensive income loss. While movements in foreign exchange
rates benefited from the results for the period ending June 30, 2026, such impacts are
inherently volatile and may vary significantly from period to period. Adverse movements
in exchange rates could result in material foreign exchange losses in future periods.

(d) Other price risk

Other price risk is the risk that the future cash flows of a financial instrument will
fluctuate due to changes in market prices, other than those arising from interest rate
risk or currency risk. The Company is not exposed to other price risk.
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6. INVENTORY
June 30, December 31,
2026 2025
Finished goods $99,316 $94,022
Raw materials and supplies 2,047,809 2,112,748

$2,147,125 $2,206,770

For the period ended June 30, 2026, included in cost of goods sold is $2,063,376 (June 30, 2025
- $2,675,178) of direct material costs recognized as expense.

Inventory Write-Off at Year end FY2025

Starting FY2025, inventory write-offs totaling $46,232 were included in the cost of goods sold,
whereas in prior years this amount was accounted for separately in other expenses.

As part of its December 31, 2025 year-end inventory review, the Company assesses all stock-
keeping units ("SKUs") against current and forecast production requirements to identify items
that are unlikely to be consumed within a reasonable timeframe or that are otherwise impaired.
During the year ended December 31, 2025, this review identified certain raw materials and
components with a carrying value of $46,232 (2024 — $588,505; 2023 — $214,225) that were
determined to have a net realizable value of $nil and were accordingly written off and recognized
as an expense in the consolidated statement of operations and comprehensive income.

The write-offs arose from two categories:

(i) Usage-based obsolescence:
Certain SKUs were identified as having no planned usage within the next twelve months
based on current production schedules and customer order forecasts. These items
relate to components that are specific to legacy valve configurations or product lines
that the Company no longer actively produces. As there is no alternative internal use
and no active resale market for these specialized components, management concluded
that their net realizable value (NRV) is nil.

(i) Excess quantity on hand:

The Company operates in the rail tank car equipment industry, which is characterized
by long product life cycles typically spanning a decade or more. Given this business
model, the Company considers a ten-year forward consumption horizon to be a
reasonable basis for assessing the recoverability of inventory quantities. Commencing
in the year ended December 31, 2025, the Company introduced an additional criterion
to its inventory review whereby SKUs with a quantity on hand exceeding twenty years
of supply relative to current consumption rates are identified for write-off assessment.
This criterion will be applied consistently in all future periods as part of the Company's
ongoing NRYV review process.

Certain SKUs identified under this criterion were written off in the current year on the
basis that quantities extending beyond a twenty-year supply horizon cannot reasonably
be expected to be consumed or sold in the ordinary course of business. The extended
holding period required to deplete these quantities, together with the associated carrying
costs and the risk of technological change or product configuration updates rendering
the materials unusable, results in a net realizable value of nil. The Company has
determined that the difference between applying a twenty-year and a ten-year threshold
for purposes of this assessment is not material to the consolidated financial statements.
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7. PROPERTY, PLANT AND EQUIPMENT

Leasehold Production ROU

Cost Land Building Improvements Equipment Prototypes Asset Total
Balance, December 31, 2023 $12,558 $2,963,983 $ 43,715 $1,032,070 $3,925,375 $ 316,470 $8,294,171
Additions - - - 69,245 758,454 219,408 1,047,107
Disposals - - - (134,121) - - (134,121)
Lease reduction (Note 9) - - - - - (162,238) (162,238)
Impairment (Note 16) - - - (55,047) (585,843) - (640,890)
Transfer to assets held for sale (Note 16) - - - (10,425) (79,294) - (89,719)
Balance, December 31, 2024 $12,558 $2,963,983 $ 43,715 $ 901,722 $4,018,692 $ 373,640 $8,314,310
Additions - - - - - - -
Disposals - - - (35,563) - (8,558) (44,121)
Balance, December 31, 2025 $12,558 $2,963,983 $ 43,715 $ 866,159 $4,018,692 $ 365,082 $8,270,189
Additions - 125 - - - - 125
Disposals - - - - - - -
Balance, June 30, 2026 $12,558 $2,964,108 $ 43,715 $ 866,159 $4,018,692 $ 365,082 $8,270,314
Accumulated Amortization
Balance, December 31, 2023 $ - $ 965,163 $ 43,715 $ 819,906 $3,010,363 $ 299,848 $5,138,995
Amortization - 78,762 - 48,557 1,008,328 74,001 1,209,648
Disposals - - - (79,878) - (117,004) (196,882)
Balance, December 31, 2024 $ - $1,043,925 $ 43,715 $ 788,585 $4,018,691 $ 256,845 $6,151,761
Amortization - 78,636 - - - 65,623 144,259
Disposals - - - (15,677) - - (15,677)
Balance, December 31, 2025 $ - $1,122,561 $ 43,715 $ 772,908 $4,018,691 $ 322,468 $6,280,343
Amortization - 37,804 - 9,715 - 39,730 87,249
Disposals - - - - - - -
Balance, June 30, 2026 $ - $1,160,365 $ 43,715 $ 782,623 $4,018,691 $ 362,198 $6,367,592
Carrying Value
December 31, 2024 $12,558 $1,920,058 $ - $ 113,137 $ 1 $ 116,795 $2,162,549
December 31, 2025 $12,558 $1,841,422 $ - $ 93,251 $ 1 $ 42614 $1,989,845
June 30, 2026 $12,558 $1,803,744 $ - $ 83,536 $ 1 $ 2,884 $1,902,722

Included in cost of goods sold is $41,203 (2025 - $42,393) of amortization related to property, plant and equipment.
Included in amortization expense is $6,191 (2025 - $7,481) of amortization related to property, plant and equipment.

Included in research expense is $Nil (2025 - $Nil) of amortization related to property, plant and equipment.
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8. INTANGIBLE ASSETS
Intellectual

Cost Patent Rights Property Total
Balance, December 31, 2023 $ 40,840 $ 672959 $ 471,311 $ 1,185,110
Additions - - - -
Impairment (Note 16) - - (471,310) (471,310)
Balance, December 31, 2024 $ 40,840 $ 672959 $ 1 $ 713,800
Accumulated Amortization
Balance, December 31, 2023 $ 40,840 $ 672959 $ - $ 713,799
Amortization - - - -
Balance, December 31, 2024 and $ 40,840 $ 672959 $ - $ 713,799

December 31, 2025

Carrying Value
December 31, 2025 and June 30, $ - $ - $ 1 9% 1
2026

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

On November 10, 2016, the Company entered into a technology development agreement to
acquire all intellectual property rights (the “Products”) of G&J Technologies, Inc. (the “Vendor”).
The Vendor also entered into a consulting agreement with the Company for a fee of $10,000 per
month. The Company is also required to pay a royalty to the Vendor of 2.5% of the net sales
earned by the Company, to be paid within 30 days of the end of each calendar quarter. As of
June 30, 2026 and December 31, 2025, the Company has not earned any revenue from the sale
of the Products.

On March 3, 2021, the Company terminated the technology development agreement, including
the consulting agreement for $10,000 per month. The Company will still be liable for the 2.5%
royalty. This termination was in the arbitration process and a judgment was rendered on April
25, 2023, awarding G&J Technologies Inc. $465,360 for termination fees, asset payment issued
and legal fees and recorded in termination settlement. All amounts awarded were paid during
the year ended December 31, 2023.

On October 25, 2021, the Company entered into a technology services agreement with a third-
party developer (the “Agreement”) to further develop its internal intellectual property related to
the active suspension control system for no road vehicles. This agreement was terminated by
the Company in mid 2024. The Agreement consists of total payments of $579,482 ($810,000
CAD), (subject to milestones being met). Intellectual property developed under the Agreement
will be the property of the Company and certain background technology of the developer will be
licensed by the Company for the purpose of manufacturing and selling the related products. The
royalty payment for the license will be $19,316 ($27,000 CAD) per year for a period of 10 years
(the “License Fee”) with the first-year fee waived and the second year discounted 50%. If the
Company purchases a minimum of 10 control systems designed under the Agreement in any
year, the License Fee for that year will be waived. The Company may receive an unrestricted
license to use the background technology of the developer at any time by paying the cumulative
remaining License Fees plus a one-time payment of $35,770 ($50,000 CAD). As at June 30,
2026 and December 31, 2025, the Company had a deposit of $nil (2025 - $nil) to be applied
over the term of the Agreement.
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9. LEASE LIABILITY

The Company has a lease agreement for its warehouse space in West Kelowna, British
Columbia.

The continuity of the lease liability for the period ended June 30, 2026 and December 31, 2025
are as follows:

Lease liability Total
Lease liability, December 31, 2024 $115,903
Lease payments (42,958)
Lease liability, December 31, 2025 $72,945
Lease payments (39,697)
Lease liability, June 30, 2026 $33,248
Current portion $33,248

Long-term portion -
$33,248

During the year ended December 31, 2024, the Company entered into a new lease, commencing
February 1, 2024, for a period of three years. The new lease resulted in an increase to the lease
liability of $383,391. On September 6, 2024, the lease was renegotiated to reduce the lease
space in use, which resulted in a lease liability reduction of $178,025. On April 7, 2025, the
company subleased the remaining space but still retains the lease obligations in accordance
with accounting standards. The Company’s sublease agreement is structured so that the
monthly payment received from the subtenant matches the Company’s own monthly lease
obligation. This arrangement ensures that the sublease income offsets the contractual fixed
amount required under the original lease, resulting in a net-zero effect on monthly cash flow.

CAPITAL STOCK

Authorized:

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

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

issued.

Unlimited common shares without par value.

(a) Common shares:
On May 16, 2026, the Company granted 800,000 restricted share units that vested
immediately and were settled through the issuance of 800,000 common shares. The grant-
date fair value of $80,000 was recognized as share-based expense, and on settlement was
transferred from reserves to capital stock. No cash consideration was received.
During the twelve months ended December 31, 2025, the Company issued 139,999

common shares at fair market value on the dates of the award grants for total consideration
of $14,036. These shares were issued pursuant to RSU agreements.
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10. CAPITAL STOCK (Continued)
(b) Stock options:

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

Options to purchase common shares have been granted to directors, employees and
consultants as follows:

Exercise Expiry December 31, Forfeited/ June 30,
Price Date 2025 Granted  Exercised Expired 2026

Total outstanding - - - - -

Total exercisable - - - - -

Exercise Expiry December 31, Forfeited/ December 31,
Price Date 2024 Granted  Exercised Expired 2025
$0.76(USD) February 11, 2025 200,000 - - (200,000) -
0.75(USD) August 18, 2025 750,000 - - (750,000) -
Total outstanding 950,000 - - (950,000) -
Total exercisable 950,000 - - (950,000) -

A summary of the Company’s stock options as at June 30, 2026 and December 31, 2025
and changes for the periods then ended are as follows:

Weighted

Average Exercise

Number Price
Outstanding and exercisable, December 31, 2024 950,000 $0.75
Expired (200,000) $0.76
Expired (750,000) $0.75

Outstanding and exercisable, December 31, 2025 - -

Outstanding and exercisable, June 30, 2026 - -

The weighted average contractual life for the remaining options at June 30, 2026 and
December 31, 2025 is Nil years.
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10. CAPITAL STOCK (Continued)

(b) Stock options (continued):

(c)

Share-based expense

Share-based expense of $Nil (2025 - $Nil) was recognized in the three months ended June
30, 2026 for stock options.

Restricted share units:

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

A summary of the Company’s RSUs as at June 30, 2026 and December 31, 2025 and
changes for the periods then ended, are as follows:

Outstanding December 31, 2024 541,657
Settled (139,999)
Repurchased (198,329)
Outstanding December 31, 2025 203,329
Granted 800,000
Settled (800,000)
QOutstanding June 30, 2026 203,329

For the period ended June 30, 2026, the Company issued 800,000 common shares valued
at $80,000 (2025 - $Nil). These shares were issued pursuant to RSU agreements. During the
year ended December 31, 2025, the Company did not grant any RSUs.

During the year ended December 31, 2025, the Company repurchased 198,329 (2024 —
251,667) equity-settled RSUs with a fair value of $34,250 (2024 - $38,655) through a cash
payment of $31,732 (2024 - $32,625) based on an average share price of $0.16 (2024 -
$0.13) on vesting date and recorded a gain on repurchase of RSUs of $2,518 (2024 - $6,030).

No cash-settled RSU liability was outstanding at June 30, 2026 or December 31, 2025. The

203,329 RSUs have not vested as of June 30, 2026 and have a weighted average life of 0.3
years and are insignificant in value.
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CAPITAL STOCK (Continued)

(d) Deferred share units:

On April 28, 2021, the Company implemented a Non-Employee Directors Deferred Share
Unit Plan (the “DSU Plan”). Pursuant to the DSU Plan, non-employee directors may elect to
receive deferred share units (“DSUs”) in lieu of a cash payment of up to 50% of their annual
base compensation determined by the Board. The maximum number of common shares
made available for issuance pursuant to the DSU Plan shall not exceed 2% of the common
shares issued and outstanding and shall not exceed 10% of the common shares issued and
outstanding less any common shares reserved for issuance under all other share
compensation agreements. At June 30, 2026 and December 31, 2025, no DSUs have been
granted to non-employee directors.

RELATED PARTY TRANSACTIONS

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

For the Six Months Ended June 30, June 30,
2026 2025
Management Compensation $387,659 $395,000
Directors' fees $57,500 $62,875
Share Based Compensation $15,000 -
$460,159 $457,875

In addition to the amounts presented above, during the six months ended June 30, 2026 the
Company recognized $65,000 of non-cash share-based compensation (2025 — $Nil) in respect
of consulting, severance and bonus obligations owed to the former Chief Executive Officer,
which were settled through the issuance of common shares upon the vesting of restricted share
units (Note 10).

SUPPLEMENTAL CASH FLOW INFORMATION

June 30, June 30,
2026 2025
Interest Paid $8,568 $6,507
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13. SIGNIFICANT CUSTOMERS

14.

15.

16.

The following table represents sales to individual customers exceeding 10% of the Company’s
revenues:

June 30, June 30,

2026 2025

Customer A $2,269,036 $2,230,105
Customer B $533,558 $1,279,794
Customer C $186,878 $448,037
Customer D $163,505 $324,668

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

EMPLOYEE BENEFITS

Total employee benefit expenses, including salary and wages, management compensation,
share-based expense and benefits for the period ended June 30, 2026 amounted to $1,255,746
(2025 - $1,668,985).

SEGMENT INFORMATION

Historically, the Company operated two reportable segments. During the year ended December
31, 2024, the Company ceased operations in its KXI segment, which has been presented as a
discontinued operation (Note 16).

As a result, during the period ended June 30, 2026 and the year ended December 31, 2025, the
Company operated one reportable business segment, with operations and long-term assets
located in the United States. This segment consists of the design, production, and distribution of
proprietary products for the rail sector. As at June 30, 2026, long-term assets attributable to this
segment totaled $1,902,720 (2025 — $1,989,843).

Prior to the cessation of operations, the KXI segment was engaged in the development of a
heavy-duty suspension control system for off-road vehicles, with assets located in Canada. As
at June 30, 2026, long-term assets of $2 related to this discontinued activity (2025 — $2).

ASSETS HELD FOR SALE AND DISCONTINUED OPERATIONS

During the year ended December 31, 2024, the Company ceased operations of its KXI HD
control system (within its wholly-owned subsidiary, KIQ X Industries (“KIQ X”). Management
determined the operations of KIQ X to have met the definition of discontinued operations in
accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations.
Consequently, the operations of KIQ X have been classified separately from the Company’s
continuing operations to show a loss from discontinued operations as a single line in the
consolidated statements of operations and comprehensive income loss.
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16. ASSETS HELD FOR SALE AND DISCONTINUED OPERATIONS (Continued)

As a result of ceasing operations within KIQ X, indicators of impairment existed leading to a test
of the recoverable amount of the KIQ X cash-generating unit, which consists of equipment,
prototypes and intangible assets. A value-in-use calculation is not applicable as the Company
does not have any expected cash flows from using the assets at this stage. In estimating the fair
value less costs of disposal, management estimated a recoverable amount of $NIL representing
no pending sale transactions as at June 30, 2026 and December 31, 2025. As this valuation
technique requires management’s judgment and estimates of the recoverable amount, it is
classified within Level 3 of the fair value hierarchy. There were no instruments transferred in or
out of Level 3 during the period ending June 30, 2026 and fiscal year ended December 31, 2025.

For the three and six months ended June 30, 2026 and 2025 the loss from discontinued
operations relate to the following:

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended

June 30,2026  June 30,2025 June 30, 2026 "“2”06220’
Expenses
Consulting and filing fees - 2,500 - 2,500
Accounting and legal - - - 18,125
Office and administration - 9,483 - 22,259
Foreign exchange loss (gain) - (17,613) - 25,574
Amortization 19,864 19,865 39,729 41,840
Loss before the following (19,864) (14,235) (39,729) (110,298)
Sale of Property Plant & Equipment - 15,655 - 19,073
Gain on sublease of ROU asset lease 23,749 - 39,697 -
Net Loss from Discontinued Operations 3,885 1,420 (32) (91,225)
Cash flows
Operating activities 23,749 (40,325) 39,697 (204,781)
Investing activities - 88,935 - 114,269
Financing activities (23,749) (4,935) (39,697) (11,764)
Cash flows used in discontinued operations - 43,675 - (102,276)

17.

INCOME TAXES

The Company has $8,450,000 in non-capital losses in Canada that relate to discontinued
operations. These losses may be applied against future taxable income within KIQ X, if any, and
expire between 2039 and 2045. As of June 30, 2026, the Company had current income tax
obligations of $16,104 (December 31, 2025 — $92,104) in the United States, consisting of federal
income tax and Texas franchise tax.
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17. INCOME TAXES (Continued)

The tax effect items that give rise to significant portions of the deferred income tax assets and
deferred income tax liabilities at December 31, 2025 and 2024 are as follows:

December 31,

December 31, 2024

2025
Deferred income tax assets (liabilities)
Non-capital loss carry-forwards $54,777 $110,785
Deferred income tax assets — investment credits $160,902 $0
E;Sﬁ)srié);tcarrylng value over tax value of property, plant and ($54,777) ($110,785)
Total net deferred tax asset (liability) $160,902 $0

Significant unrecognized tax benefits and unused tax losses for which no deferred tax assets is

recognized as of December 31, 2025 and 2024 are as follows:

December 31, 2025

December 31, 2024

Non-capital losses carried forward $ 2,378,160 $ 2,631,428
Intangible assets 235,980 235,980
Lease liability 20,233 31,294
Unrecognized deductible temporary differences $ 2,634,373 $ 2,898,702

Income tax expense differs from the amount that would be computed by applying the Canadian

statutory income tax rate to loss before income taxes as follows:

2025 2024
Pretax Income (loss) $380,838 ($4,622,297)
Statutory income tax rate 27.00% 27.00%
Income tax benefit computed at statutory tax rate 102,826 (1,248,020)
ltems not deductible for income tax purposes 17,271 413,516
Under provision of taxes in prior years (100,730) 63,706
Change in timing differences (12,621) 79,743
Impact of foreign exchange on tax assets and liabilities (20,958) 59,914
Investment Credits (SRED) (160,902) 0
Unused tax losses and tax offsets not recognized 86,755 847,064
Income tax expense (recovery) (88,359) 215,923
Texas margin tax and branch tax 21,800 20,530
Income tax expense (recovery) ($66,559) $236,453

33



	KELSO TECHNOLOGIES INC.
	Consolidated Interim Financial Statements
	NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL REPORT
	See notes to consolidated financial statements
	See notes to consolidated financial statements
	See notes to consolidated financial statements
	See notes to consolidated financial statements

