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Message from the Chief Executive Officer

Dear Shareholders:

At the beginning of the year, we redefined our strategy and built our sales force for the
commercialization of the 125L Ozone Sterilizer. We can now count on our sales and marketing
team who are dedicated more than ever to the success of our flagship product. In addition to
increasing sales and boosting awareness of our Company through their efforts, the mission of this
team is to help the market recognize the added value of our ozone sterilization technology.

The healthcare sector, known for being conservative, is reacting positively to the arrival of our
technology. Indeed, our first clients are very satisfied with the performance of the 125L and testify
to its effectiveness, in terms of the savings, the increased safety for the users, the patients and
the environment, and for the ease of use.

As a case in point, one of our American referral sites, after having provided a positive testimonial
and deciding in December 2005 to acquire a unit, obtained the necessary funds to purchase a
125L unit on June 29. Several months were necessary for this major hospital, where more than
20,000 surgeries are carried out each year, to purchase the ozone sterilization technology — a
long but normal acquisition process for the market where our product is used. The sales cycle for
a 125L unit is evaluated at about 12 months; as hospitals must budget for the capitalization of a
device such as ours long before the actual purchase.

That's why one of our objectives this year is to consolidate our business relations with our first
clients, whether they are referral sites or first buyers, as well as with the growing number of
manufacturers with whom we are working very closely.

At the annual meeting of the IAHCSMM (International Association of Healthcare Central Service
Material Management), held May 22 to 25, 2006, in Las Vegas, Nevada, our sales and marketing
team (under the TSO; banner for the first time in the United States) identified more than 100
potential new clients interested in our technology. These are excellent contacts that will ensure
awareness of TSOj; in the market.

Our intention is to have more and more units in operation, functioning on a regular basis. In that
way, the growing number of users can provide good references to future buyers — what they are in
fact doing already. This positioning is in accord with our strategy, which, we are convinced, will
ensure the best market penetration possible for the 125L Ozone Sterilizer.

Every day, through our determination and sustained efforts, new clients are being convinced of
the benefits of sterilizing with ozone. After consolidating several firm sales realized early in the
year, 2006 will be a year of both continuity and growth.

%

Jocelyn Vézina
Chief Executive Officer
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Management Report

The following information must be read in conjunction with the audited financial

statements and accompanying notes.

Overview

Founded in June 1998, the Company has
developed a unique new sterilization
process that uses ozone as the sterilizing
agent. The first device resulting from this
technological platform, the 125L Ozone
Sterilizer, was designed to sterilize the new
generation of surgical and diagnostic
instruments made of heat-sensitive
polymers. After receiving approval from
Health Canada on May 3, 2002, the
Company obtained clearance from the
United States Food and Drug Administration
(FDA) to sell the 125L Ozone Sterilizer and
the accompanying Chemical Indicator on
September 3, 2003.

Internal Sales Force

In 2003, TSO; signed an exclusive
distribution agreement with an American
partner, Skytron. Wanting to market in a
more autonomous way, the Company
signed a transition agreement with the
company Skytron at the beginning of 2006.
This new agreement stipulates that TSO;
and Skytron agree to a transition period
during which TSO; will directly profit from
any sales to accounts already contacted
along with the distributor. As well, the
Company assumes responsibility for
managing all sales to customers, now and
in the future, using the Company’'s own
sales force. The original agreement with
the distributor included arrangements
whereby TSO; would transfer the product to
the distributor with a discount on the
suggested retail price. During the transition
period, in fiscal year 2006, the Company will
pay a commission to the distributor that
decreases each quarter. Beginning in 2007
and beyond no commissions will be paid to
this distributor. The Company believes this
strategy is more effective and the additional
revenues generated by this new comer-
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cialization strategy will be greater than the
additional costs, thus creating more value
for our shareholders.

The sales and marketing department was
strengthened significantly between the
second quarter of 2005 and the second
quarter of 2006. The number of employees
went from 10 to 19. The team in place can
now profit from the contribution of 16 sales
professionals who have extensive
experience working with capital equipment
sales to both operating rooms and central
sterilization departments in hospitals.

Canadian Pilot Sites

The Company entered into agreements with
six hospital centres. These hospitals have
agreed to make their sterilization depart-
ment facilities, personnel and equipment
available for the project. These tests aim to
validate the compatibility of an increasing
number of instruments and packaging, and
also to demonstrate to hospitals how the
125L Ozone Sterilizer can considerably
reduce direct and indirect operating costs.

As of June 30, 2006, the in-use evaluations
and the transfer of property have been
completed in one of the Canadian Pilot
Sites. The Company anticipates concluding
evaluations at the remaining pilot sites by
the end of the fiscal year 2006.
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American Referral Sites

The Company plans to obtain market
recognition for its innovative technology by
promoting the use of its 125L Ozone
Sterilizer at several prestigious hospitals in
the United States. These in-use evalua-
tions are presently ongoing and function as
a trial period before using the sterilizer in a
real hospital setting. The users agree to
testify to their satisfaction and to act as a
showcase site for the technology for future
clients. In exchange, the referral site
participants receive a discount on the selling
price of the 125L Ozone Sterilizer.

The principal objectives of the referral sites
were: (1) to allow the users to experience
the operation of the 125L Ozone Sterilizer in
a live hospital context; and (2) to receive
testimonials from the referral sites to aid
sales to future clients. These objectives are
currently being met. The Company expects
that certain pilot sites will not acquire the
sterilizer at the end of the trial period, for
budgetary reasons for example, and also
expects that others may purchase more
than one.

The Company has signed agreements with
seven renowned hospital networks. By the
end of the second quarter of 2006, three
referral sites had completed their in-use
evaluations and one had bought the
sterilizer. Two sites returned the sterilizer
due to budgetary constraints. The four
remaining sites are still testing the
sterilizers. The Company anticipates
concluding evaluations at the referral sites
during the fiscal year 2006.
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p.3



SUMMARY OF OPERATING RESULTS
Periods ended June 30 (unaudited)

SECOND QUARTER SIX MONTH
2006 2005 2006 2005
SALES $ 300,800 $ - $ 602,149 -

EXPENSES
Operating 379,607 208,275 878,083 425,745
Research & development 421,817 449,492 879,946 937,353
Marketing 779,657 474,673 1,495,379 863,427
Administrative 648,178 579,323 1,515,259 1,146,335
Financial 6,935 1,404 10,302 3,272
2,236,194 1,713,167 4,778,969 3,376,132
OPERATING LOSS 1,935,394 1,713,167 4,176,820 3,376,132
OTHER REVENUES 443,320 75,217 679,383 176,039
NET LOSS $ 1,492,074 $ 1,637,950 $ 3,497,437 $ 3,200,093
Operating Results Operating

Periods ended June 30, 2006, compared to
periods ended June 30, 2005.

Sales

Sales for the second quarter amounted to
$300,800 compared to none for the same
period in 2005. The Company sold two
additional 125L Ozone Sterilizers and
accessories during the second quarter of
2006. For the six-month period ended
June 30, 2006, sales amounted to
$602,149 compared to none for the same
period in 2005.

TSO3 — 2006 Second Quarter Report

Operating Expenses were $379,607 for the
three-month period ending June 30, 2006,
compared to $208,275 for the same period
in 2005. This figure includes the following
items: device manufacturing expenses,
general operating expenses and expenses
attributed to the Company’s Customer
Service Department. For the six month
period ended June 30, 2006, Operating
Expenses amounted to $878,083 compa-
red to $425,745 for the same period in
2005. The variance between these two
periods can be explained by the cost of
manufacturing the devices sold during
these two quarters, compared to no cost for
this activity for the same periods in 2005.
This increase can also be attributed to a
rise in  maintenance, warranty costs,
travelling expenses and the cost of adding
two new resources to the Production
Department.

p.4



RISK FACTORS
Risks related to Operating Activities

The Company’s activities entail certain
risks and uncertainties inherent in the
industry in which it operates. However,
management has implemented a risk-
reduction strategy that relies on the
Company’s ability to:

e Suitably protect its intellectual property;
o Establish strategic alliances;

o Compete with existing technologies
marketed by major players in the
industry;

e Adequately market its products;

e Develop alliances in order to constantly
increase the number of ozone-
compatible instruments;

e Provide the resources and the
necessary energies to successfully
pursue research on the compatibility of
the sterilization process with current
and future generations of surgical
instruments.

LIQUIDITIES AND FINANCIAL
RESOURCES

Management believes that it will be able to
raise the necessary long-term capital to
achieve corporate objectives. However, the
availability of these financial resources
cannot be guaranteed.

VOLATILITY OF SHARE PRICE

Company share prices are subject to
volatility. Financial and scientific results
that differ from analysts’ projections may
lead to significant variations in the price of
Company shares.
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PROSPECTIVE STATEMENT

This document contains certain prospective
statements that reflect the Company’s
current expectations concerning future
activities. These prospective statements
include risks and uncertainties. Actual
results can differ considerably from the
results, as previously described in this
report, expected by the Company.
Investors are advised to consult the
Company’s quarterly and annual reports,
as well as the filing of the Company’s
annual information form for more details on
the risks and uncertainties related to these
prospective statements. The reader must
not unduly rely upon the Company’s
prospective statements. The Company is
not obliged to update these prospective
statements.

This Management Report has been
prepared as of July 21, 2006. Additional
information on the Company is available
through regular filing of press releases,
quarterly financial statements and the
Annual Information Form on the SEDAR
website (www.sedar.com).

EXAMINATION OF THE FINANCIAL
STATEMENTS

The Financial Statements have not been
audited by the External Controller.

e Rt

Marc Boisjoli, M.Sc.
Vice President, Finances and Chief
Financial Officer

August 9, 2006
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QUARTERLY RESULTS

APRIL, MAY, JUNE

The Financial Statements have not been
audited by the External Controller
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FINANCIAL STATEMENTS

Balance Sheets

as of
JUNE 30 DECEMBER 31 JUNE 30
2006 2005 2005
(unaudited) (audited) (unaudited)
CURRENT ASSETS
Cash $ 967,510 $ 294,101 $ 1,718,571
Temporary Investments 9,749,578 14,300,902 6,878,453
Account receivable 721,500 344,302 410,738
Inventories 3,223,549 3,303,258 2,795,252
Prepaid Expenses 66,940 95,894 57,585
14,729,077 18,338,457 11,860,599
PROPERTY, PLANT AND EQUIPMENT 433,971 416,327 451,022
INTANGIBLE ASSETS 3,771,192 3,832,250 3,852,235
$ 18,934,240 $ 22,587,034 $ 16,163,856
CURRENT LIABILITIES
Accounts Payable and Accrued $ 864,729 $ 1,015,491 $ 770,027
Liabilities
Deferred Revenues 372,584 961,826 980,793
1,237,313 1,977,317 1,750,820
SHAREHOLDERS'S EQUITY
Share Capital 46,457,509 46,036,329 37,651,920
Contributed Surplus 4,784,059 4,620,592 2,396,155
Deficit (33,544,641) (30,047,204 (25,635,039)
)
17,696,927 20,609,717 14,413,036
$ 18,934,240 $ 22,587,034 $16,163,856
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Statements of Earnings
Periods ended June 30 (unaudited)

SECOND QUARTER SIX MONTHS
2006 2005 2006 2005
SALES $ 300,800 -8 602,149 $ -
EXPENSES
Operating 379,607 208,275 878,083 425,745
Research & development 421,817 449,492 879,946 937,353
Marketing 779,657 474,673 1,495,379 863,427
Administrative 648,178 579,323 1,515,259 1,146,335
Financial 6,935 1,404 10,302 3,272
2,236,194 1,713,167 4,778,969 3,376,132
OPERATING LOSS 1,935,394 1,713,167 4,176,820 3,376,132
OTHER REVENUES 443,320 75,217 679,383 176,039
NET LOSS $ 1,492,074 $ 1,637,950 $ 3,497,437 $ 3,200,093
NET LOSS PER SHARE $ 0.04 $ 0.05 % 0.10 $ 0.10
AVERAGE NUMBER OF
OUTSTANDING COMMON
SHARES 36,532,147 31,400,295 36,491,938 31,400,295
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Statements of Contributed Surplus
Periods ended June 30 (unaudited)

SECOND QUARTER SIX MONTHS
2006 2005 2006 2005
Balance, Beginning of Period $ 4,650,379 $ 2,304,633 $ 4,620,592 $ 2,213,699
Exercised Stocks (2,475) - (2,475) -
Exercised Warrants - - (86,006) -
Stock-based Compensation 136,155 91,522 251,948 182,456
Balance, End of Period $ 4,784,059 $ 2,396,155 $ 4,784,059 $ 2,396,155
Statements of Deficit
Periods ended June 30 (unaudited)
SECOND QUARTER SIX MONTHS
2006 2005 2006 2005
Balance, Beginning of Period $ 32,052,567 $ 23,997,089 $ 30,047,204 $22,434,946
Net Loss 1,492,074 1,637,950 3,497,437 3,200,093
Balance, End of Period $ 33,544,641 $ 25,635,039 $ 33,544,641 $25,635,039
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