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DAURIO & FRANKLIN LLP

CHARTERED ACCOUNTANTS

AUDITORS' REPORT

To the Shareholders of
SYNERGEX CORPORATICN

We have audited the consoclidated balance sheets of Synergex Corporation ("the
Company™) as at December 31, 2006 and 2005 and the consolidated statements of
income, retained earnings and cash flows for the years then ended. These financial
statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, these consolidated financial statements present fairly, in all material
respects, the financial position of the Company as at December 31, 2006 and 2005 and
the results of its operations and its cash flows for the years then ended in accordance

with Canadian generally accepted accounting principles.
Dotnia + Futtictsl

Chartered Accountants

Toronto, Ontario
March 22, 2007

220 DUNCAN MILL ROAD, SUITE 513, TORONTOQ, ONTARIO, M3E 3)3
TEL: (416} 444-3906, FAX: (416) 447-9798




SYNERGEX CORPORATION

CONSOLIDATED BALANCE SHEETS

As at December 31,

2006 2005
$ $
ASSETS
Current Assets
Cash 7,114,943 6,378,456
Deposit - 247,500
Accounts receivable 56,007,285 36,482,772
Inventory 4,958,961 2,334,747
Prepaid expenses and sundry receivables 937,808 864,845
Income taxes receivable 701,432 103,917
69,720,434 46,432,237
Other Assets
Deposit ~ (Note 3} 247,500 -
Equipment - (Note 4) 3,936,359 2,680,949
Customer list - (Note 5) 39,883 135,602
Listing costs - {Note 6) 104,087 -
Future income taxes - (Note 7) 759,000 432,000
5,086,829 3,248,551
74,807,263 49,680,788
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
Accounts payable and accrued liabilities 56,122,716 31,921,638
Income taxes payable 190,366 1,030,389
Deferred revenue 1,837,277 2,416,959
Current portion of obligation under capital leases - (Note 8) 114,868 117,690
58,265,227 35,486,676
Other Liabilities
Deferred revenue 55,286 69,512
Obligation under capital leases - (Note 8) 217,914 333,689
Future income taxes - (Note 7) 249,000 159,500
522,200 562,701
Total Liabilities 58,787,427 36,049,377
Shareholders' Equity
Share capital - (Note 9(a)) 11,686,343 12,376,942
Contributed surplus - (Note 9(b)) 844,493 791,854
Retained sarnings 3,489,000 462,615
16,019,836 13,631,411
74,807,263 49,680,788
Approved on behalf of the Board: .
Director
o
0V Director

See accompanying n&.




SYNERGEX CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

For the years ended December 31,

2006 2005
$ $
Sales 175,942,374 151,267,499
Cost of Sales 152,026,227 129,680,363
Gross Profit 23,916,147 21,687,136
Expenses
Amortization - customer list 95,7192 95,719
Amortization - equipment 930,704 711,832
interest and bank charges 108,814 212,446
interest income (379,049) {196,642)
General and administrative 12,847,491 9,872,382
Selling costs 5,445,390 3,790,834
Loss (gain) on disposal of equipment 133,566 (16,022)
Employee termination costs - 41,079
Business combination costs - (Note 2(m}) - 88,376
19,182,635 14,600,004
Income before Income Yaxes 4,733,512 6,987,132
Provision for Income Taxes - (Note 7) 1,296,616 2,603,141
Net Income for the Year 3,436,896 4,383,991
Basic and Fully Diluted Earnings per Share (Note 11) $ 0.03 $ 0.04

See accompanying notes.




SYNERGEX CORPORATION

CONSOLIDATED STATEMENTS OF RETAINED EARNINGS

For the years ended December 31,

2006 2005

$ $

Retained Earnings (Deficit) - Beginning of the Year 462,615 (3,644,901)
Net Income for the Year 3,436,896 4,383,991

Dividends {410,511) (276.475)
Retained Earnings - End of the Year 3,489,000 462,615

See accompanying notes.




SYNERGEX CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31,

2006 2005
$ 5
Cash Flows from Operating Activities
Net income for the year 3,436,896 4,383,991
Adjustments For
Amortization of customer list 95,719 95,719
Amortization of equipment 930,704 711,832
Future income taxes (237,500) 644,500
Loss {(gain) on disposal of equipment 133,566 (16,022}
Stock based compensation - (Note 9(d)) 254,620 109,089
4,614,005 5,930,009
Accounts receivable (19,524,513) (4,720,931}
Inventory (2,624,213) (856,156}
Prepaid expenses and sundry receivables (52,964) (239,867}
Income taxes receivable and payable (1,437,538} 1,113,151
Accounts payable and accrued liabilities 24,201,037 2,007,659
Deferred revenue {593,909} 737,143
4,581,905 3,971,008
Cash Flows from Investing Activities
Additions to equipment (2,319,639) {1,049,251)
Listing costs {104,087) -
(2,423,726) (1,049,251)
Cash Flows from Financing Activities
Common shares issued 7,420 -
Preference shares redeemed (900,000) -
Bue to a shareholder - (163,692)
Capital lease repayments (118,596) (113,202)
Dividends paid (410,511) (276,475)
(1,421,687) {553,369)
Increase in Cash 736,492 2,368,388
Cash - Beginning of the Year 6,378,456 4,010,068
Cash - End of the Year 7,114,948 6,378,456
Cash Payments:
Income taxes 2,968,084 097,038
Interest 108,814 212,466

See accompanying notes.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

NATURE OF BUSINESS AND BASIS OF PRESENTATION

The Company provides technology-based commercial services focused on optimizing customer
business processes. The Company provides value-added supply chain management and distribution
solutions to its customers, which are primarily computer entertainment publishers. Through other
subsidiaries, the Company also provides services including commercial art design, language
translation, and printing. The Company also designs, implements, and supports customer information
technology infrastructures, including Radio Frequency |dentification ("RFID”) technology, and provides
commercial credit risk, evaluation and reporting services, and accounis receivable management and
coliection services, human resource background checking and paralegal services.

On May 31, 2004 David Aiello, currently the Company's controlling shareholder and CEQ, acquired
control of Carma Financial Services Corporation ("Carma™. On March 16, 2005, Carma issued further
shares to David Aiello and associates in exchange for shares of Synergex Group inc. ("SGI") to gain
control of SGI. On March 17, 2005, the Company changed its name to Synergex Corporation.

For accounting purposes, because Carma and SGI were both under commoen control, the share
exchange transaction was accounted for under the continuity of interests methed of accounting. Under
this method the consolidated accounts of the above-noted companies were combined from inception
with all intercorporate transactions eliminated.

Prior to the transaction, the fiscal year end of Carma was May 31 and of SGI was December 31. Given
the nature of the transaction and relative size of the respective corporations, and with regard to the
rules of the Ontario Securities Commission, the Board of Directors of the Company determined that it
was appropriate for Synergex Corporation to adopt SGI's December 31 year end, a change from
Carma's former year end of May 31.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Company are in accordance with accounting policies generally accepted
in Canada. The significant policies are:

{a) Principles of Consolidation

The consolidated financial statements include the accounts of the Company and those
of its subsidiaries, all of which are wholly-owned. All significant intercompany accounts
and transactions have been elfiminated on consolidation.

(b) Inventory

Inventory, consisting of finished goods, is valued at the lower of cost and net realizable
value. Costis determined on a first-in, first-out basis.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(¢) Revenue Recognition

(i) Commercial Gateway

The Company recognizes revenue on a gross sales basis, except in those rare
circumstances in which it acts as an agent in a transaction rather than as a
principal, in which case it recognizes revenue on a net basis. The Company
recognizes revenue, net of applicable reductions for returns and allowances, when
it has completed all of the substantial conditions under the sales order and the
goods have been shipped to the customer.

In those cases where substantial completion has not occurred, the uneamed
portion of the invoice amount is recognized as deferred revenue.

(i) Business Information

The Company recognizes revenue from the sale of credit reporting contracts and
collection letter subscriptions over a specified time period. The Company
recognizes revenue from these sales over the calendar life of the contract or
subscription on a straight-line basis. The unearmned portion of the contract is
recognized as deferred revenue.

Revenue earned on a contingency basis as a result of collection activities is
recognized only when collection of the specific outstanding accounts has been
completed.

(i) Synergex Technology

The Company recognizes revenue on a gross sales basis. The Company
recognizes revenue, net of applicable reductions for returns and allowances, when it
has completed all of the substantial conditions under the sales order and the goods
have been shipped to the customer.

(d) Income Taxes

Income taxes are accounted for using the asset and liability method, whereby future
income tax assets and liabilities are determined based on differences between the
financial reporting and tax bases of assets and liabilities, measured using substantially
enacted tax rates and laws that will be in effect when the differences are expected to
reverse. Income tax expense for the year is the tax payable for the year and any change
during the year in future income tax assets and liabilities.

Future income iax assets initially recognized are reduced by a valuation allowance.
Management has provided a valuation allowance equivalent to the amount for which
management is not reasonably assured that the value of the asset will be realized.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(e)

()

(g)

(h)

Customer List

Customer list is an intangibie asset with a finite life. It is amortized to the consolidated
statement of income on a straight-line basis over its expected life of three years. The
customer list is tested for impairment whenever circumstances indicate that the carrying
amount may not be recoverable. Any impairment in the value of the customer list will be
charged to the consolidated statement of income in the period of impairment.

Listing costs

Listing costs is an intangible asset with an indefinite useful life, and is not amortized but
is subject to an impairment test on an annual basis and, additionally, whenever events
and changes in circumstances suggest that the carrying amount may not be
recoverable. Any impairment in the value will be charged to the consolidated statement
of income in the period of impairment.

Derivative Financial Instruments

The Company has entered into foreign exchange purchase contracts which are not
hedges for accounting purposes, but which are used to manage the risk associated with
fluctuations in currency exchange rates. Purchase contracts which expire after year end
are recognized at fair value at year end and the resulting gains or losses are recorded in
the consolidated statement of income.

Foreign Currency Translation

The monetary assets and liabilities of the Company, which are denominated in a foreign
currency, are translated at the year end exchange rate. Revenues and expenses are
transiated at rates of exchange prevailing on the transaction dates. All exchange gains
or losses are recognized currently in the consclidated statement of income.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

(i}

)

(k)

U]

{m)

Equipment

Equipment is recorded at cost. Amortizaticn is provided annually at rates calculated to
write-off the assets over their estimated useful lives as follows:

Commercial Gateway

and Synergex Technology Business Information

Leasehold improvements Straight line over lease term Straight line over lease term
Office furniture and equipment 20% diminishing balance Straight line over ten years
Plant equipment 20% diminishing balance -

Printing equipment 30% diminishing balance -

Computer equipment 30% diminishing balance Straight line over three years
Proprietary software - Straight line over ten years
Computer software 30% diminishing balance Straight line over three years
Patent 5% diminishing balance -

Telephone equipment 20% diminishing balance -

Internet domain Straight line over ten years -

Capital Leases

Leases which transfer substantially all of the benefits and risks of ownership of the
property to the Company are treated as an acquisition of an asset and the incurrence of
an obligation.

Use of Estimates

The preparation of financial statements in accordance with Canadian generally accepted
accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of financial statements and the reported amounts of
revenues and expenses during the reporting period. A significant estimate, requiring the
use of management's judgment, relates fo the estimation of the valuation allowance con
future income tax assets. Actual resulis could differ from those estimates and the
differences could be material to these consolidated financial statements.

Earnings per Share ("EPS")

Basic EPS is calculated by dividing the net eamings available to common shareholders
by the weighted average number of shares outstanding during the year. Fully diluted
EPS is calculated using the treasury stock method, which assumes that all outstanding
stock option grants are exercised, if dilutive, and the assumed proceeds are used to
purchase the Company's shares at the average market price during the year.

Business Combination

Business combination costs, which include professional fees, are expensed in the
period the cost is incurred.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

DEPOSIT

Deposit is comprised of cash on deposit with the provider of the Company's fidelity and security bonds.
The amount on deposit earns no interest and is refundable to the Company upon cancellation of the
bonds, or when the Company provides alternative acceptable security in support of the bonds.

EQUIPMENT
Equipment is made up of the following:
Accumulated Net
2006 Cost Amortization 2006
Leasehold improvements $ 021827 $ 25,056 $ 896,771
Office furniture and equipment 1,345,854 714,403 631,451
Plant egquipment 726,219 279,148 447,071
Printing equipment 207 462 80,757 126,705
Computer equipment 1,337,330 594,120 743,210
Proprietary software 577,768 401,906 175,862
Computer software 1,406,933 642,965 763,968
Patent 18,389 4,492 13,897
Telephone equipment 54,630 5,201 49,429
Internet domain 184.464 96,469 87,995
$ 6,780.876 $_2.844.517 $_3.936,359

Included in equipment is various equipment under capital lease having an original cost of $612,977
with accumulated amortization of $289,530 and amortization expense for the year of $97,910.

Accumulated Net

2005 Cost Amortization 2005
Leasehold improvements $ 835,762 $ 591,978 $ 243,784
Office furniture and equipment 1,270,417 786,990 483,427
Plant equipment 525,965 182,314 343,651
Printing equipment 167,099 35,105 131,994
Computer equipment 1,170,771 900,526 270,245
Proprietary software 577,768 344,129 233,639
Computer software 1,133,818 683,750 450,068
Patent 18,389 3,760 14,629
Telephone equipment 150,990 97,826 53,164
Internet domain 184,464 82,390 102,074
Software, not yet in use 354,274 - 354,274
$ 6,389,717 $_3.708.768 $_2.630,949

Included in equipment is various equipment under capital lease having an original cost of $727,977
with accumulated amortization of $379,786 and amortization expense for the year of $116,378.

10.




SYNERGEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

CUSTOMER LIST

Customer list is recorded at cost and is comprised as follows:

2006 __ 2005
Cost $ 287,157 $ 287,157
Accumulated amortization 247,274 151,555
Net $,._39.883 $__135.602
LISTING COSTS
During the year the following costs were capitalized:
2006 2005
TSX listing fees $ 104,087 kY -
$_ 104,087 5 -

Listing costs represent fees paid by the Company to move its listing to the TSX from the TSX Venture
Exchange.

INCOME TAXES
(a) The provision for income taxes consists of the following:
2006 2005
Current income taxes $ 1,534,116 $ 1,958,641
Future income taxes {237,500} 644,500
$_1,296.616 $_2.603.141

{b) The provision for income taxes differs from the expense that would be obtained by applying the
combined federal and provincial statutory rate as a result of the following:

_ 2006 __ 2605
% %
Combined federal and provincial statutory
income tax amount and rate $ 1,704,604 36.0 $ 2,515,368 36.0
Valuation allowance (389,000) (8.2) - -
Other (18.988) (0.4) 87.773 1.3
Effective income tax amount and rate $.1.296,616 % $ 2,603,141 37.3

1.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

INCOME TAXES - continued

(c) The significant components of future income tax assets and liabilities as at December 31, 2006

and 2005 are:

__ 2006 __ 2005
Assets:
Income tax loss carry-forwards $ 705,000 $ 932,000
Less: valuation allowance 351,060 500,000
354,000 432,000
Equipment 405,000 240,000
Less: valuation allowance - 240,000
405,000 -
Total assets $ 759000 $_ 432,000
Liabilities:
Equipment $__249.000 $ 159,500

The Company and its subsidiaries have non-capital losses available for carry-forward for income
tax purposes of approximately $1,900,000 {2005 - $2,900,000). These non-capital losses expire
over periods commencing in 2007 through 2016 and may be subject to restriction on their
availability to shelter income.

OBLIGATION UNDER CAPITAL LEASES

The Company has entered into lease agreements to acquire equipment which has been financed by
long-term liabilities. The liabilities recorded under the capital leases represent the minimum lease
payments payable, net of imputed interest, at a weighted average rate of 4.95% per annum.

The fair value of the obligation under capital leases approximates its carrying value.

The Company's obligation under capital leases consists of:

2006 2005
Minimum lease payments payable under the leases $ 362,147 $ 502,023
Less: portion representing interest to be recorded over
the remaining term of the leases (29,365) (50,644)
332,782 451,379
Less: current portion 114,868 117,690
Long-term portion $__217.914 $__ 333,689

12.



SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

OBLIGATION UNDER CAPITAL LEASES - continued

Future minimum annual lease payments payable under the capital leases are as follows:

2006 2005
Year ending 2006 $ - $ 141,258
2007 135,800 134,673
2008 99,165 99,013
2009 127.182 127,182
$_ 362147 $__ 502,023
Interest expense from the obligation under capital leases for the year amounted to $23,815 (2005 -
$29,328).
SHARE CAPITAL

{a) Share Capital
Share capital is made up of the following:

Authorized
Unlimited number of Common shares

Unlimited number of Series A Preference shares, voting, cumulative at HSBC Bank
Canada prime rate plus 0.75%, redeemable at the sole option of the Company at

$1.00 per share

Number
Issued
Common shares
Balance at December 31, 2004 and 2005 111,553,785
Issuance of shares - (Note 9(d)) 30,000
Exercise of stock options - (Note 8{(c)} 19,000

Stock based compensation - (Note 9(d))

Balance at December 31, 2006

Series A Preference shares
Balance at December 31, 2004 and 2005

Redemption of shares

Transferred to contributed surplus - (Note 9(b))

Balance at December 31, 2006
Total share capital December 31, 2005

Total share capital December 31, 2006

111,602,785

6,874,219
(900,000)

5,974,219

- $

$ 6,876,942
15,000
7,420

7.063

$_6,906.425

$ 5,500,000
(900,000)
179,918

$_4,779,918

$12,376,842

$11.686,343
13.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

SHARE CAPITAL - continued

(b) Contributed Surplus

The following summarizes the activity in the contributed surplus account:

Related
Party Issued Expired
Transaction Options Options Total

Balance, December 31,

2004 $ 557,019 $ 124846 § - $ 681,865
Stock-based compensation -

issued options - 109,989 - 109,989
Stock-based compensation -

expired/cancelled

opticns - (7.813) 7,813 -
Balance, December 31,

2005 557,019 227,022 7.813 791,854
Redemption of preference

shares (179,918) - - (179,918)
Stock-based compensation -

issued options - 239,620 - 239,620
Stock-based compensation -

exercised options - (7,083) - (7,063)
Stock-based compensation -

expired/cancelled

options - {3.019) 3,019 -
Balance, December 31,

2006 $ 377101 $__ 456560 $_ 10,832 $_ 844.493

14.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

9. SHARE CAPITAL - continued

{c) Stock Options ;

Under the terms of the Company's stock option plan, the Board of Directors may grant options to
employees, officers, directors and consultants. The options are granted at the Company's then
current fair market value of the Common shares of the Company under terms and conditions
determined by the Board. The Company has approved 3,800,000 options for issuance under the
stock option plan. Of the amount authorized, options exercisable into 1,218,000 Commen shares
(2005 - 830,000 Common shares) are issued and outstanding. Options generally carry a five-year
life, and vest equally over a 15-month period commencing 3 months from the date of issue.

A summary of the Company's stock options activity for the years ended December 31, 2006 and
2005 is as follows:
' Outstanding Options

Average
Number of Weighted
Shares Exercise Price
Outstanding, December 31, 2004 237,100 $ 0.53
Granted 718,000 0.43
Exercised - -
Expired/cancelled {125.100) 0.37
Qutstanding, December 31, 2005 830,000 0.47
Granted . 496,000 0.49
Exercised {19,000) 0.39
Expired/cancelled {89,000} (.39
Outstanding, December 31, 2006 1,218,000 $ 0.49

These options expire at various dates between January 2008 and November 2011.

15.




9.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SYNERGEX CORPORATION

SHARE CAPITAL - continued

December 31, 2006 and 2005

The following table summarizes the share options outstanding at December 31, 2006:

Exercise
Price

$0.73
$0.68
$0.58
$0.56
$0.54
$0.53
$0.52
$0.50
$0.48
$0.40
$0.34
$0.30

Total Outstanding

Number of
Options

72,000
75,000
65,000
80,000
40,000
50,000
80,000
21,000
275,000
345,000
30,000

85,000

1,218 000

e .

Weighted Average
Remaining
Contractual Life

1.02 years
425 years
1.72 years
4.61 years
4.60 years
4.66 years
4,83 years
4,79 years
3.58 years
3.86 years
4.15 years
4.22 years

(d) Stock-based Compensation

Total Exercisable

Number of
Options

72,000
45,000
65,000
16,000
8,000
10,000

nil

nil
275,000
276,000
18,000
51,000

836,000

Weighted Average
Remaining
Contractual Life

1.02 years
4,25 years
1,72 years
4.61 years
4,60 years
4.66 years

nil

nil
3.58 years
3.86 years
4.15 years
4.22 years

The fair value of employee stock options granted is recognized as compensation cost in the
consolidated statement of income. The weighted average fair value of options granted under the
stock option plan in the year ended December 31, 2006 was $0.48 per option (2005 - $0.40 per
option) and the compensation expense, included in general and administrative expense, for
existing options for the year was $239,620 (2005 - $109,989). The stock-based compensaticn
expense, included in general and administrative expense, includes an additional $15,000 (2005 -
$nil) for common shares issued during the year for nil proceeds. The weighted average fair vaiue
of the options granted during the year was calculated using the Black-Scholes option-pricing
model with the following assumptions:

Risk-free interest rate
Expected life in years
Expected volatility
Expected dividend rate

2006 2005
4.0% 4.0%
4.75 4.33

241.83% 217.3%
0.0% 0.0%

During the year, $7,063 (2005 - $nil) was transferred from contributed surplus to share capital,
representing the estimated fair value recognized for 19,000 (2005 - nil) options exercised in the

year.

16.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

10. COMMITMENT

The minimum rentals, exclusive of occupancy and escalation charges, payable under the [eases for
the Company's premises are as follows:

2006 2005
2006 $ - $ 1,281,051
2007 2,276,889 876,469
2008 1,988,316 412,043
2009 1,987,556 310,956
2010 1,987,556 7,695
2011 1,970,832 -
Thereafier 7,521,259 -
11. EARNINGS PER COMMON SHARE ("EPS")

2006 2005
Net income from operations $ 3,436,396 $ 4,383,991
Dividends declared on Series A Preference shares 416,511 276,475
Net income attributable to Common shares $_3.026.385 $ 4,107,516
Weighted average number of Common shares
outstanding 111,578,285 111,553,785
Basic and fully diluted EPS $ 0.03 $ 0.04

12. RELATED PARTY TRANSACTIONS
The following summarizes the Company's related party transactions in the year:

Transactions with companies controlled by the majority shareholder andf/or related family
members, measured at the exchange amount:

2006 2005
Logistics services rendered $ 268,539 $ 558,926
General and administrative costs recovered 178,432 118,391

The following amounts due from related parties are included in accounts receivable:
David Aiello 57,793 66,212

BioAdvantex Pharma Inc., a company confrolled
by the majority shareholder 278,033 354,037

Innovative Distribution Inc., a company controlled by
the family of the majority shareholder 20,445 95,499

17.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

13. CREDIT FACILITIES

The Company has available, through subsidiary entities, the following credit facilities:

2006 2005
Available
Operating line of credit $ 1,700,000 $ 1,700,000
Standby letter of credit 6,500,000 US 6,500,000 US
Foreign exchange contract facility 30,000,000 US 30,000,000 US
Utilized
Operating line of credit Nil Nil
Standby letter of credit (utilized but not
drawn by the supplier) Nil US 1,287,000 US
Foreign exchange contract facility Nil US 7,280,000 US

The above facilities are subject to cross-corporate guarantees and are therefore supported by general
security agreements covering all of the Company's assets.

14. TRUST ACCOUNTS

The Company maintains separate frust bank accounts for all amounts collected on behalf of its clients.

The balances held in trust in respect of collection activities are as follows:

2006 2005
Cash in trust bank accounts $ 149,869 $ 325964
Less: amounts due to clients {136.281) (223.222)
Amounts to be transferred to regular operating accounts $ 13,588 $_ 102742

15. RISK ASSESSMENT AND FAIR VALUES

{a) Fair Value of Financial Instruments

The carrying amounts of cash, accounts receivable, accounts payable and accrued
liabilities approximate fair value because of the short-term nature of these instruments.

(b) Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit
risk consist primarily of accounts receivable. The Company has partially mitigated this
risk as it is not required to pay the related accounts payable amount until it receives
payment on approximately 7% (2005 - 149%) of its accounts receivable. The Company
has also mitigated the risk by using, on a selective basis, third party accounts receivable
insurance. Insurance on receivables covered approximately 26% (2005 - 34%) of the
receivable balance.

18.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2006 and 2005

15, RISK ASSESSMENT AND FAIR VALUES - continued

(c) Foreign Exchange Risk

Financial instruments, which expose the Company to financial risk arising from foreign
exchange rates and the degree of volatility of these rates, consist primarily of the US
dotlar denominated portion of accounts payable and accrued liabilities. Substantially all
of the Company's accounts payable are denominated in US dollars. The Company uses
foreign exchange contracts from time to time to mitigate against foreign exchange risk.
There were $nil (2005 - $7,280,000 US) of purchase foreign exchange contracts,
exercisable at a weighted average exchange rate of $nil Canadian to $1.00 US (2005 -
$1.1697 Canadian to $1.00 US), outstanding at December 31, 2006.

16. FOREIGN EXCHANGE GAINS AND LOSSES

The Company reflected certain gains and losses in its consolidated statements of
income as a result of exposure to foreign currency exchange rate fluctuations. Revenue
or expenses arising from a foreign currency transaction of the Company are translated
into Canadian dollars at the transaction date using the internal exchange rate in the
Company’s accounting system in effect at that date. The internal rates are adjusted less
frequently than the actual changes in foreign exchange rates but generally approximate
the actual foreign exchange rates in effect on the date of the transaction. Foreign
exchange gains of $990,806 (2005 - $2,057,976) arising as the result of the settlement of
foreign currency-denominated items are included in cost of sales.




SYNERGEX CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

17. SEGMENTED INFORMATION

(a) The Company considers that its operations fall principall
(1) Commercial Gateway, (2) Business Information, and

December 31, 2006 and 2005

y into three business segments, namely
(3) Synergex Technoloegy. The Company

reviews its segments at a gross revenue, gross profit and total assets level. Management

regularly reviews the operations

of these segments to assess performance and to allocate

resources. The accounting policies of each of the segments are the same as those described for
the Company, unless otherwise noted. All other expenses are managed by the Company as a
separate responsibility centre and are not allocable to the reportable operating segments.

The Company's operating segments are as follows:

Twelve months ended December 31, 2006

Commercial Business Synergex
Gateway Information = Technology Corporate Total
Sales $ 166,654,608 $ 4349351 § 4,938,325 § - $ 175,942,374
Cost of Sales 145,174,931 2,712,696 4,138,600 - 152,026,227
Gross Profit 21479767 1.636.655 799,725 - 23,916,147
Expenses
General and administrative 7,852,202 787,235 873,152 3,334,902 12,847,491
Selling 5,262,287 37,281 76,893 68,929 5,445,390
Interest and bank charges 49,377 19,576 6,845 33,016 108,814
Interest income (362,822) (13,947) (1,301) (979) (379,049)
Amortization of equipment 332,204 171,146 62,137 365,217 930,704
Amortization of customer
list - 95,719 - - 95,719
Employee termination
costs - - - - -
Loss on disposal of
equipment 85,673 29,938 - 17,955 133,566
Business combination
cosis - - - - -
13.218.921 1,126,948 1,017,726 3,819.040 19.182,635
Income (loss) before income
taxes $_ 5260846 $ 509,707 % (218,001) $__(3.819.040) 4,733,512
Provision for income taxes 1,296,616
Net income for the year $_ 3.436,896
Assets $ 66700915 $_ 3.169.729 $__ 2,030,305 $__2.906.314 $_ 74,807,263
Capital expenditures $ 269.771 $ 18,572 § 208036 $__1.822.260 $__ 2319639

20.
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December 31, 2006 and 2005

17. SEGMENTED INFCRMATION - continued

Twelve months ended December 31, 2005

Commercial Business Synergex
Gateway Information Technology Corporate Total
Sales $ 144492219 § 4712367 $ 2,062,913 § - $ 151,267,499
Cost of Sales 125.475,626 2.687.106 1,517.631 - 129,680,363
Gross Profit 19,016,593 2,025,261 545282 - 21,587,136
Expenses
General and administrative 6,025,550 1,294,289 453,237 2,099,306 9,872,382
Selling 3,737,458 32,604 20,772 - 3,790,834
Interest and bank charges 153,999 34,501 1,329 22,617 212,446
Interest income: (156,043) (21,943) (142) (18,514) (196,642)
Amortization of equipment 327,683 189,157 8,221 186,771 711,832
Amortization of customer
list - 95,719 - - 95,719
Employee termination
costs - 41,079 - - 41,079
(Gain on disposal of
eqguipment (6,115) - - (9,907} (16,022)
Business combination
costs - - - 88,376 88.376
10,082,632 1,665,406 483.417 2,368,649 14.600,004
income (loss) before income
taxes $_ 8934061 5 359,855 § 61,865 $__ (2,368 ,649) 6,987,132
Provision for income taxes 2,603,141
Net income for the year $%
Assets $_44 508683 §_ 2854050 § 485177 $__ 1,832,878 $_ 49.680.783
Capital expenditures $ 387,782 § 11,391 $ 3.783 $ 646295 $_ 1.049.251

(b) The following table sets out the customers and suppliers who account for greater than 10% of
sales, purchases or gross profit:

2006 2005
# % # %
Sales - customers 2 58 2 65
Purchasers - suppliers 4 69 4 81
Gross profit - customers 3 33 3 43

18. COMPARATIVE FIGURES

Certain reclassifications of the prior year's amounts have been made to facilitate comparison with the
current year's presentation.
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