THERMAL ENERGY INTERNATIONAL INC.
Incorporated under the Ontario Business Corporations Act

CONSOLIDATED BALANCE SHEETS

(Unaudited)
As at Feb 28 May 31
2006 2005
$ $

ASSETS
Current assets
Cash 154,050 174,218
Short term investments (note 7) - 800,263
Accounts receivable (note 8) 642,871 231,259
Contracts in progress 63,800 65,000
Prepaids and other assets 41,657 7,611

901,578 1,278,351
Loan receivable (note 10) 18,500 -
Property, plant and equipment (note 11) 63,275 35,778

983,353 1,314,129

LIABILITIES, CAPITAL STOCK, CONTRIBUTED SURPLUS AND DEFICIT
Current liabilities

Accounts payable 924,317 411,301

Accrued liabilities 122,517 318,450

Deferred revenue 679,000 474,000

Due to past President (note 9) 17,937 300,972

1,743,771 1,504,723

Capital stock, contributed surplus and deficit

Capital stock (note £3) 13,641,844 12,625,487

Contributed surplus (note 13) 1,443,258 1,237,995
Deficit (15,845,520) (14,054,076)
(760,418) (190,594)

983,353 1,314,129

Contingency (note 19)

The accompanying notes are an integral part of these consolidated financial statements

44% Wi, Tofil

President and C.E.O, Chief Financial Officer

On behalf of the Board




THERMAL ENERGY INTERNATIONAL INC.

CONSOLIDATED QPERATIONS AND DEFICIT

(Unaudited)

Three months ended

Nine months ended

February 28 February 28
2006 2005 2006 2005
$ 3 $ 5
REVENUE
Sales 655,010 35,604 1,844,554 415,993
Cost of sales 643,593 53,912 2,099,444 372,583
Gross profit (loss) 11,417 (18,308) (254,890) 43410
Expenses
Administration 165,299 154,855 378,814 358,754
Selling, marketing and business development 153,222 146,990 525,778 329,856
Stock-based compensation expense (note 13 and 14) 16,451 184,504 365,853 184,504
Legal fees 40,656 3,806 97,700 31,095
Audit fees 11,250 9,000 42,647 34,050
Insurance 19,907 26,755 62,260 79,482
Amortization of property, plant and equipment 5,703 3,422 13,134 10,079
Patent and trademark maintenance 2,384 - 7 9,320 6,619
Research and development 21,344 - 53,855 2,550
Interest and bank charges (recovered) 1,382 (25,751) 6,090 13,010
Forejgn exchange loss (gain) (11,667) 5,112 {7,101) (19,242)
425,931 508,693 1,548,350 1,030,757

(414,514) (527,001} (1,803,240) (987,347
Other Revenue (note 15) 37,556 - 300,786 -
Other Costs (note 16) (25,206) - (288,990) -
Net loss (402,164) (527,001} (1,791.444) (987.347)
Deficit, beginning of period (15,443,356) (12,335,626) (14,054,076) (11,875,280}
Change in accounting policy (note 4) - (757,207) - (757,207}
Deficit, end of period {15,845,520) (13,619,834) (15,845,520} {13,619,834)
Net loss per share - basic and diluted (0.01) (0.01) (0.03) (0.02)
Weighted average number of common shares 67,660,770 56,393,957 66,077,972 53,120,216

The accompanying notes are an integral part of these consolidated financial staternents



THERMAL ENERGY INTERNATIONAL INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

(Unaundited)

Three months ended

Nine months ended

February 28 February 28
2006 2005 2006 2005
) 3 3 5

OPERATING ACTIVITIES
Net loss for the period (402,164) (527,001) (1,791.,444) (987,347)
Add items not invelving cash:

Non-monetary compensation charge 16,451 184,504 365,853 184,504

Amortization of property, plant and equipment 5,703 3,422 13,134 10,079
Changes in non-cash operating working capital (note 6} (311,650) 487,581 78,425 287,839
Changes in due to the past President (note 9 (36,548) 339,663 (283,035) (13,742)
Net cash used in operating activities {728,208) 488,171 (1,617,007) {518,667)
INVESTING ACTIVITIES
Reduection in short term investments 506,199 - 800,263 -
Additions to property, plant and equipment (8,423) {5,832) (40,631) {5,832)
Net cash used in investing activities 497,776 (5,832) 759,632 (5,832)
FINANCING ACTIVITIES
Common shares issued, net of issue costs (note 13) 325,100 231,087 873,767 608,448
Convertible debentures issued (cancelled) - (376,704} - -
(Increase) decrease in loans receivable (notes 10 and 13} - 5,000 (36,500} 2,000
Net cash provided by financing activities 325,100 (140,617} 837,267 010,448
Increase {decrease) in cash for the period 94,668 341,722 (20,168) 85,949
Cash beginning of period 59,382 5,523 174,218 261,296
Cash end of pericd 154,050 347,245 154,050 347,245
Interest paid 594 1,150 1,569 3,846

The accompanying notes are an integral part of these consolidated financial statements



