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References in this Annual Report to “we,” “us,” or “our” are to Emtec, Inc. and its subsidiaries, unless the”

context specifies or requires otherwise.

Cautionary Statement.Regézrding Forward-Looking Statements

You should carefully review the information contained in this Annual Report and in other réports or
documents that we file from time to time with the Securities and Exchange Commission (the “SEC”). In
this Annual Report, we state our beliefs of future events and of our future financial perforthance. In some
cases, you can identify those so- called “forward-looking statements” by words such as “may,” “will,”
“should,” expects,” “plans, anticipates,” “believes,” “estimates,” “predicts,” “potential,” or ‘commue or
the negative of those words and other comparable words. You should be aware that those statements are
only our predictions. Actual events or results 'may differ materially. In evaluating those statements, you
should specifically consider various factors, including the risks discussed in this Annual Report for the year
ended August 31, 2006 and other reports or documents that we file from time to time with the SEC. Those
factors may cause our actual results to differ materially from any of our forward-looking statements. All
forward-looking statements attributable to us or a person acting on our behalf are expressly quallﬁed in
their entirety by this cautionary statement.

” W 1k "W b N1

.Assumptions relating to budgeting, marketing, and other management decisions are subjective in many
respects and thus susceptible to interprelatiohs_ and periodic revisions based on actual experience and
business developments, the impact of which may cause us’ to alter our marketing, capital expenditure, or
other budgets, which may in turn: affect our business, ﬁnanc:lal position, results of operations, and cash
flows. :




PART I I‘. o T
Item 1. Business ’ - ST I

) ‘ . ) _ .
Introduction . o . . |

Emtec, Inc. is an information technology (“IT”) company providing consultmg, services and products
to commercnal and education clients, the U.S. Federal Government Ehs well as state and local authorities.
Our services and products address the technology needs of our Cl]GI;[S including communications, data
managemenl enterprise computing, managed services, storage and data center planning and.development.
Oulr solutions are crafted to enable our clients to-become more efficllent and ‘effective, thereby making them
more profitable and giving them a competitive advantage. To date, the most.significant portion of our
revenues has been derived from our activities as a reseller of IT produicts, such.as workstations, servers,
microcomputers, application software and. networkmg and commumc’atlons equlpment However, we are

actrvely seeking to increase the’ pomon of our revenues that-are denved from IT services.

Over the past two decades, we have built strong. relationships W1th leading manufacturers such as
Cisco, HP, LENOVO, Microsoft, Sun Microsystems, Dell, and Vernas thereby enabling us to provide
cutting-edge, scalable, reliable and secure solutions. Thi$ developmem along with our background in
information technology, posmons us as a single-source provider of mformauon systems, and network
solutions.

, Our clients are primarily large business organizations, federal, state and local governments, local school
districts, and other large and mid-sized companies located pn'ncipally in the New York/New Jersey
Metropohtan area and the Southeastern United States. We service our client base from leased facilities in
New Jersey, New York, Virginia, Georgia, and Florida as well as five sales offices in the South and.
Western United States. We provide IT products to federal government civilian and military locations
throughout the United States. _ : ';

!

Qur executive offices are located at 572 Whitehead Road, Burlprng #1, Trenton, New Jersey;
telephone (609) 528-8500. Our website is www.emtecinc.com, We have made available free of charge
- through our website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K-and amendments to those reports filed or furnished pursua'nt to Section 13(a) or 15(d) of the
Secuntles Exchange Act of 1934 as soon as reasonably practicable after such material was electronically
ﬁted with, or furnished to, the SEC. The information on our.websntel, is not part of this Annual Report.

I . - . - . -

Recent Developments

The Merger i

On August 5, 2005, we completed our merger- pureuant 'to the Agreement and Plan of Merger dated'as
of July 14, 2005 (the “Merger Agreement™), by and among Emtec, [nc a Delaware corporatron (“O1d
Emtec’ "), Emtec Viasub LLC, a Delaware limited liability company and a wholly-owned subsrdlary of Old
Emiec (“MergerCo”), and Darr Westwood Technology Corporation, a Delaware corporatlon (“Darr”). = .
Pursuant to the terms of the Merger Agreement, Darr merged with and into MergerCo (the “Merger”) arid
became a part of the consolidated entity that retamed the name Emtec Inc. ( the * Companv”)

’ I

The Merger has been accounted for as a capltdl transaction follpyved by'a recapltallzatlon Our "
management concluded that the transaction resulted in a change in control of the Company and that the
Merger should be accounted for as a reverse acquisition. Accordlngly Darr is deemed to be the acquiring
company for financial reporting purposes and its financial statements became our historical financial

* statements. In conjuncuon with. the Merger, we changed our fiscal year end from March 31 to August 31

‘lUpon completion of the Merger, all of the shares of Darr common stock issued and outstanding

_ immediately prior to the Merger were exchanged for 9,528,110 shares of our common stock and the former
Darr|stockholders were issued warrants to purchase an additional 10% of our common stock calculated on a
fully diluted basis for, an aggregate exercise price of $3 695 752 mea‘sured on a post exercne basis.

i
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The Darr/Westwood Acquisition

Prior to the Merger, Darr was a holding company formed in April 2004 in order to effectuate the
purchase of all of the outstanding capital stock of Westwood Computer Corporation (“Westwood™). Darr’s
acquisition of Westwood’s capital stock was completed on April 16, 2004 (the “Westwood Acquisition”).
Westwood is engaged in the sale and service of computers and peripherals to customers which include
departments of the United States, state and local governments and commercial bui‘smesses throughout the o
United States.lt has been reco m7ed as_one.of, the top 20, Geneml Serwccq Admlmstrdllon SGSA”) vendors, . et i
in the IT industry during eachEof the p.m nine yearspWestwood has additional Iof:mgw Y%ﬁmi oo
Virginia, as-well as five sales offices in the South and Western United States.

The majority of Westwood’s sales are drawn from various U.S. governmental departments and
agencies. These customers include the Department of Defense. Department of Justice, Department of 4
Homeland Security, Department of Health and Human Services, Department of Agriculture, Department of oo
Commerce and the GSA. During the last three fiscal years ended on August 31, 2006, August 31, 2003 and :
2004, U.S. governmental department and agency related sales accounted for approximately 52.6%, 76.1%, © g
and 75.6% of our total revenues, respectively, The federal government business typlcal]y experiences '
increased activity during the months August through November. : -

The government utilizes a variety of contracting methods, including negotiated bids, pre-negotiated
blanket purchase agreement contracts and open market procurements when purchasing from Westwood. . |
Westwood parficipate in formal government bids for all contract types, and also processes orders received
‘on existing contracts on an ongoing basis.

Substantially, all of these bids are awarded on a “best value” to the government basis (which
depending on the bid can be a combination of pnce technical expertise, past performance on other -
government and commercial contracts and other factors). Westwood seeks to use partner contacts,
purchasing power, distribution strength, value-added services and procurement- expertise to compete
successfully on these bids. These major procurements can gencrate millions of dollars in annual revenue,
span multiple years and provide government personnel with an expedited method of purchasing from
Westwood.

Westwood holds a GSA designated Schedule 70 contract for the sale of IT products and services.
Schedule 70 contracts are multi-award schedule contracts managed by the GSA IT Acquisition Center. The
current contract is valid through March 31, 2007 with two five-year renewals. Additionally, Westwood
holds two Indefinite Delivery Indefinite Quantity (“IDIQ”) contracts.that are valid-for all federal
government agencies. An Electronic Commodity Store 111 (“ECS III”) prime contract issued to Westwood
by the National Institute of Health provides various governmental agencies with an efficient cost-effective
means for buying commercial products. The ECS-III contract is valid through December 2011. The GSA
contracts provide all government agencies, and non governmental agencies authorized by GSA, with an
efficient cost-effective means for buying commercial products. GSA and IDIQ purchasers may place

unlimited orders for products under GSA and IDIQ contracts. The GSA contracts contain a most favored
customer clause requiring us to provide GSA our best pricing. The IDIQ contracts contain similar clauses
that require us to maintain pricing on a level similar to GSA with some volume discounting variations
allowed by federal acquisition regulations. Westwood is certified as a “small business” on all of these
contracts, and that status is valid for the life of the contract, subject to potential regulatory changes that
may be implemented by SBA and OFPP requiring recertification based on other criteria. If Westwood's size
status changes relative to any of these contracts, and we were to recertify as a “large business”, the
contracts do remain in force. The impact of a change in our current size certification on these contracts and
their potential revenue contribution is not considered significant at this time.

Individual GSA eligible ordering agencies may enter into GSA-authorized Blanket Purchase
Agreements (“BPAs™) with GSA contract holders. BPA’s are similar to second-tier contracts under a
contractor’s GSA contract. BPAs enable agencmq to obtain better pricing based on volume ordermg and”
they decrease an agency’s administrative costs by streamlining the ordering process. -

Westwood maintains number of Federal Supply Schedule BPAs that are authorized under its GSA
Schedule 70 contract, GSA authorized BPAs typically include the same terms and conditions as those
applied to standard GSA orders, with agency specific additions. The products offered on the BPAs are
typically a subset of the products offered on Westwood's GSA Schedule, often at prices which are




pre- negotiated to be lower than those available on the standard GSA schedules, in return for volume
purchasing commitments by the customer. Westwood normally enters-into separate agreements with panners
to‘offer reduced BPA prices to the govérnment. The BPAs are agency specific and altow us to focus
specific -partner relationships on specific customers, -

| Westwood maintains a Small business designation with the federal government under its GSA
Schedule, ECS 11I, ADMC-2 and all current BPAs held based upon our size status (headcount based) at the
time of the contract’s original award date. As a small business, Westwood enjoys a number of benefits,
mcludmg being able to compete for small business orders, qualifying as a small business subcontractor,
bldldmg ‘pursuant to small. purchase procedures directed to non-manufacturer small business, and offering
. govemment agenc1es an avenue lo meet their internal small business purchase goals.

.-

In certain cases, Westwood mltlates contract activity: as - bothva 1 pnmaryf *¢ontractor and-a-sub ‘contritior:,
where we.are not qualified .as a small business based on government-criteria that- are revenue based or head

count based. It is our betief that future growth in headcount will provide sufficient additional capabilities

and access to a broader customer base to more than offset any potential loss of business activity that may
be based on a small business designation. Westwood expects to continue 1o operate wnhm busmess; _

seg,ments as both a large buamess and a smdll business slmultaneously ,

t
N

Accounting Treatment

_ The issuance' of our common stock m connection with the Merger gave the former, Darr shareholders
qhareq equal to approxlmately 55.7% of our total outstanding common stock post-merger and resulted ina’
change of control for Old Emtec. Accordmgly, for financial reporting purposes, the Merger was treated as-
an acquisition of Emtec by Darr and a recapitalization of Darr and the registrant’s historical financial
statements for periods prior to the Merger become those of Darr. In addition, for financial accounting
purposes, the Westwood Acquisition was treated as an acquisition of Darr by Westwood with the result that
the pre-Westwood Acquisition financial statements of Darr, and therefore. the Registrant are those of

Westwood. As a result, the consolidated financial statements presented in lhl§ report consist of following
financial statements: ‘

I. Emtec for the year ended August 31 2006 including the accounts and transactions of the company
for the period from September .1, 2005 to August 31, 2006:

2. Darr for the year ended August 31, 2005 (including the accouhts and transactions of Old Emtec for
the périod from August 6, 2005 1o Auguqt 31, 2005);

3. Darr (following the Westwood Acqmsmon on Apnl' 16, 2004) for the period from Apﬂl 17, 2004 o
August 31, 2004 (the Darr Successor Period);

4 Westwood for the period from September 1, 2003 to Aprll 16, 2004 (the Darr Predecessor Period).

. - Lk
B .

Industry Background

.

The broad market in which we compete is the pravision of 1T services and products. This marketplace .
consists of traditional [T services such as hardware and software procurement, life-cycle services, and

network consulting, as well as internet services such as web enablemem remote network mom{ormg, help
desk services, and information security.

.

As,the market for IT products has matured over the past séveral years, price compétition has )
intensified. That factor, combined with abbreviated product lifecycles, has forced IT product manufacturers
to pursue lower cost manufacturing and distribution’ strategies. Resellers who were able to serve the needs-
of corporate end users requmng diverse brands of products and related IT services were initial beneficiaries
of this helghtened competition. More recent]y, however, contmumg competition and manufacturers’ renewed
* efforts to improve their cost structures have led to both consolidations and business falluret; among resellers,
Manufacturers have shlfted from exclusive distfibution partners to “open sourcing” and some. have ‘begun
direct selling efforts with a view toward capturlng ‘market share from resellers.

At the same time that the market for IT products is con%olldatmg, the market for IT services is
expanding. Many companies have become ‘increasingly dependenl on the use of IT as a competitive tool in
today’s business environment. The need to distribute and access data on a real-time basis thréughout- an .

3

S




organization -and between organizations has led to the rapid growth in network computing infrastructures
that connect numerous and geographicalty dispersed end users through local and wide area networks. This
‘ growth has been driven by the emergence of industry standard hardware, software, and communications
‘ tools, as well as the significant improvement in the performance, capacity, and utility of such network-
| based equipment and applications.

The decision-making process that confronts companies when planning, selecting, and implementing IT
TR C el LYoo ocs o Sl raresmiplexm OrganizationsyarexContinual lygfacedgwith
technology obsolescence and must design new networks, upgrade, and migrate to new -systems. As a result
of the rapid changes in IT products and the risks associated with the commitment of large capital
expenditures for products and services whose features and perceived benefits are not within the day-to-day
expertise of operating management, many businesses increasingly are outsourcing some or all of their
network management and support fenctions and are seeking the expertise of independent providers of IT

. products and services.

Regarding the federal government business, the U.S. federal government is one of the largest
purchasers of IT products and services in the world and one of the largest users of outside contractors. The
use of outhie contractors is driven primarily by an effort to address specific skills needed by the fedéral
government! There is high demand requirement for certain service capabilities such as security, storage,
networking and integration. Engagements support mission specific goals rather than routine and deferrable
office automation efforts. While the government wili likely always support small and disadvantaged
businesses; efforts toward shared data and IT functions across agencies should increase the need for vendors
with scale as prime contractors. Federal IT spending growth is expected to outpace the growlh of private
sector spending. :

Our Strategy

Our primary business objective is to become a leading single-source provider of high quality and
innovative IT consulting, services and products. With the Merger, we believe we have created a strong,
stable platform for growth and management depth. Through our strategic partners, we have an expanded
array of products and technology solutions to offer our clients. We believe that by working with a single-
source provider, organizations will be able to adapt more quickly to technological changes and reduce their
overall IT costs. To this end, we are pursuing the following strategies: '

Pursuing Strategic Acquisitions

We are seeking to expand our service offerings. We plan to enhance our base of technical and sales
personnel, and to nurture and expand client relationships by means of acquisitions of companies whose
businesses complement our businesses and, in particular, expand into the area of software consulting
services. We intend to focus on companies with management teams who are willing to commit to long-term
participation in our organization and who share our vision of continued growth.

Capitalizing on Existing Relationships

We have invested in training and committed resources to obtain company certifications from key
industry manufacturers, and have entered into agreements with most of these manufacturers, such as Sun
Microsystems, IBM, LENOVO, HP, Dell, CISCO, Microsoft, Novell and Citrix. These agreements grant us
a nonexclusive right to purchase the manufaclurer s hardware and license its software for our internal
business use and for commercial integration and resale. Typically, our agreements with such manufacturers,
such as those with Sun Microsystems, IBM, LENOVO, CISCO, Microsoft, Novell and Citrix, prov1de for a
one-year term, renewable by the parties for successive one-year terms and are terminable by either party on
prior written notice ranging from 30 to 45 days. They generally do not contain financial terms for resale of
the manufacturer’s products, which terms are separately governed by purchase orders.

Moreover, we believe that our history of satisfying the IT product requirements of our larger customers
is facilitating the marketing of our broad range of services to this important segment of our clientele.

4




Our Business ' ) : y -

IT;Reseller' - . , . L

:

i We are an- authorized reseller of the products of many leading.IT manufacturers, such as 3Com,
CISCO, HP, Lenovo, IBM, Intel, Microsoft, NEC, Veritas, Novell, Dell, and Sun Microsystems. Such
products include workstations, servers, networking and communications'equipment, enterprise computing
products, and application software. Our business depends in large part-upon our ongoing access to well
established aggregators, as well as dlrectly with manufacturers to enable us to acquire IT products at
competitive prices and on reaconable terms for resale to our customers. Typlcally, we have not entered into
any long-term supply contacts w1th any of our Suppllers as we purchase computers, computer systems
components, and parts on a purchase order ‘basis. In general, our agreements with any of our suppliers

including manufacturers can be terminated by ‘'such companies at any tine upon 30 days prior notice.

Through our vendor alliances, we provide our customers with competitive pricing and value-added .
services such as electronic product ordering, product configuration, testing, warchousing, and delivery. Our
relationships with our suppliers allow us to minimize inventory risk by ordering products primarily on an
as-needed basis. We believe that in most cases our ability 10 acquire products on a cost-plus basis affords
us the opportunity to avail ourselves of prices ‘lower than those that could be obtained independently” from.’
manufacturers or other vendors. We utlll?e electronic ordcrmg and pricing systems that provide real- ume
status checks on the aggregators’ inventories and maintain electronic data 1nterchange tinks to other
suppliers. ‘Our sales team is thereby able to schedule shlpments more accurately and to provide
electronically-generated client price lists. |

We receive manufacturer rebates resuliing from certain equipment sales. In addition, we receive
volume discounts and other incentives from various suppliers. Our accountmg policy is to reduce cost of
revenues for rebates, discounts, and other incentives received from these suppliers. Except ‘for products in
transit or products awaiting configuration at our facility, we generally do not maintain large inventory
balances. Qur primary vendors limit price protection to that provided by the manufacturer (generally less
than 30 days) and they restrict product returns, other than defective returns, to a percentage (the percentage
varies depending on the vendor and when the return is made) of products purchased. Those returns must
occur during a defined period, at the lower of the invoiced price or the current price, subject to the specific
manufacturer’s.requirements and restrictions. :

Our IT reseller activities accounted for approx1mately for 87.6%, 89.9%, 93.0% and 96.0% of our total
revenues for the twelve months ended August 31, 2006, August 31, 2005, the period ended August 31,
2004 (successor period), and the period ended April 16, 2004 (predecessor period), respectively. -

' . .

lTServices"' ' Ce

Enterprlse Computnng Solutions: We offer a full spectrum of T product acqunsmon and support
services needed to support client/server environments, including product sourcing, network design and
implementation, technical support, server consolldatmn and clustering and load balancmg for hlgh
dvallablhty -

Managed Services and Staff Augmentatlon Solutions: We manage and support customers networks
through the utilization of help desk and-network monitoring services as well as through our own on-site
engineering resources. This allows organizations to focus the majority of their efforts on their businesses—

not on managing their IT infrastructures.

Data Communications Solutions: We offer Local Area Network/Wide Area Network and data
wireless connectlvny, voice over IP and structured cabling solut:ons that are des1gned to enhance
communication capablllues while decreasing costs.

Data Access Solutions: We enable on-demand access to mfomlatmn from anywhere over any network;
our mobility, messaging, and managemeiit solutions provide secure data access, mcreased busmess
producnwty, and reduced [T-costs for any organization. | '

Data Storage Solutions: We offer storage needs assessments, solution recommendations with hardware,

software and implementation project requirements, 1mplementat10n and mtegratlon services, posl -sales
trammg, maintenance and support services. . S : o




Data Center: We consult and design a Data Center plan that addresses facility needs. We organize
servers and workstations with modular universal racking systems that take into consideration long-term
needs for air flow, security, power distribution and cable management.

Lifecycle Management Services: Our lifecycle management services are designed to provide
customers with continuous availability of service and support throughout the lifecycie of their IT

- investinents. including the full spectrum of IT product acqumnon and support services needed to support

server environments. Our qerv:ces,mclude ki

e Evaluation and prioritization of bublnebs ObJCCllVC‘\ to determinct the bcsl‘.coursc offfi
customers; ‘

¢ Consultation with customers to identify the right IT products and services for their needs;
s Leveraging our vendor relationships to quickly source the right combination of products;
e Providing logistical support needed to deploy a major technology roll out; and : 1

» Providing continuous support to enable-a client to improve end-user satisfaction, minimize downtime, -y
and lower the total cost of ownership.

K-12 Specialized Services for Student and Faculty Needs: We integrate top-quality curriculum N
software and computer products into the classroom. We have significant experience in building local area
networks that link many campuses together. We also provide district-wide support and sustain Internet
access to educational resources worldw1de We tailor our array of services to 'make the beqt use of limited
funds.

Manufacturers Support Services Contracts: We offer manufacturer support Service contracts that
provide our clients with extended technical suppon onsite hardware service and access to new software
releases at a fixed price.

Our IT services activities accounted for approximately for 12. 4%, 10.1%, 7.0% and 4. 0% of our lo[al
revenues for the twelve months ended August 31, 2006, August 31, 2005, the period ended Augusl 31,
2004 (successor penod) and the period ended April 16, 2004 (predecesn;or period), respectively.

Backlog .
Since the majority of our sales are on a purchase order basis, we do not have a significant backlog of
business. Accordingly, backlog is not material to our business or indicative of future sales.

Distribution

Through our vendor alliances, we provide our customers with competitive pricing and value-added
services such as electronic product ordering, product configuration, testing, warehousing, and delivery. Qur
relationships with our suppliers allow us to minimize inventory risk by ordering products primarily on an
as-needed basis. We believe that in most cases our ability 1o acquire products on a cost-plus basis affords
us the opportunity to avail ourselves of prices lower than those that could be obtained independently from
manufacturers or other vendors. We utilize electronic ordering and pricing systems that provide real-time
status checks on the aggregators’ inventories and maintain electronic data interchange links to other
suppliers. Our sales team is thereby able to schedule shipments more accurately and to provide
electronically-generated client price-lists. Typically. our agreements’ with any of our suppliers including
manufacturers can be terminated by such companies at any time upon 30 days prier notice.

Marketing
Our marketing efforts are focused on:

¢ Broadening our public image as an IT service provider;

s Promoting our offerings to current customers, prospects, partners, and investors;

» Maintaining a constant flow of marketing communications to increase and maintain our market
presence; _

» Driving prospects to our web site; and . . ) .

¢ Increasing overall inquiries and sales from all sources.

6
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Our marketing division is charged with sales lead generation, Through diverse efforts that include
seminars, tradeshows, direct mail, telemarketing, a bi-monthly newsletter, and through our website we create
multiple and frequent “touches” of oiir prospective customers. The pnmary goal is to increase the number

*of face to face meeting opportunities between our account team and prO%pecllVe clients, and to drive
additional opportunlues through our sales pipécline.

Customers

U ——

Our clients are primarily large business organizations, federal, stat¢ and local governments, local school .
districts, and other large and mid-sized companies located principally in the New York/New Jersey
Metropolitan area and the Southeastern United States. The majority of our sales are drawn from various
civilian and military U.S. governmental departments and agencies. We service our client base from leased
fac:lmes in New Jersey, New York, Virginia, Georgxa and Florida as well as five sales offices in the South

and Western United States. We provide IT produclq to federal government civilian and military locations
throughout the United States.

Our governmental agency customers include the Department of Defense, Department of Jusiice,
Department of Homeland Security, Department of Health and Human Services, Department of Agriculture,
Department of Commerce and the GSA. During the last three. fiscal vears ended on August 31, 2006,
Auvgust 31, 2003, and 2004, U.S. governmental department and agency related sales accounted for
approximately 52.6%, 76.1%, and 75.6% of our total revenues, respectively. The federal government
business typically experiences increased activity during the months August through November.

Competition

The IT services industry is highly competitive. Qur competitors include established computer product :
manufacturers (some of which supply products to us), distributors, computer resellers, systems integrators,
and other IT service prowdem In addition, many computer product manufacturers also seli to customers ]

through their direct sales Organizations and certain of them have announced their intention to enhance such
dlrecl sales efforts.

" Many of our current and potential competitors have longer operating histories and financial, sales,
marketing, technical, and other resources substantially greater than we do. As a result. our competitors may
be able to adapt more quickly to changes in client needs-or to devote greater resources than we can to the
sales of IT products and the provision of IT services. Such competitors could also attempt to increase their |
presence in our markets by forming strategic alliances with our other competitors or with our customers, X
offering new or improved products and services to our customers or increasing their efforts to gain and -
retain market share through competitive pricing. Aithough, we hold & GSA designated Schedule 70 contract,
an Electronic Commodity Store 111 (ECS-111) prime contract and have contracts with the State of '
New Jersey, Gwinnett County School System, Duval County School System and Tiffany & Co., we |

typically have no ongoing written commitments from any’ customers to purchase product\ and all producl
]
sales are made on 2 purchdse order basis. = _ I

We are also in direct competition with local, regional, and national distributors of microcompuler f
products and related services as well as with various IT consulting companies. These competitors run the
gamut from consulting companies to the established consulting arms of nationwide accounting and auditing ‘
firms. Several of these competitors offer most of the same basic products as we do. We also encounter ‘
competition from microcomputer suppliers that sell their products through direct sales forces, rather than |
through resellers such as ourselves, and from manufacturers and distributors that emphasize mail order and ,
telemarketing sales. : C . . '

4

!

Dependmg on the customer, the principal areas of competltlon may include price, pre-sale and post- i
sale technical support and service, availability of inventory, and breadth of product line. We have an '
insignificant market share of sales in the microcomputer industry and of the service markets that we serve.
Most of our competitors at the regional and national levels are subsmntlally larger, have more personnel,
have materially greater financial, technological and mdrkelmg resources, and operate within a larger

geographic area than we do. : - Lo '




Employees

' As of November 13, 2006, we employed 208 individuals, including 82 sales, marketmg dnd related
support personnel, 73 service and support emp]oyees 30 operations and administration personnel and

23 employees in accounting, finance, and human resources. We believe that our ability to recruit and retain

highly skilled technical and other management personne] will be critical to our ability to execute our
busmess model and growth’ strategy We-believe that our relations with.our employees are good.

Available Information

The public may read and copy any materials filed by us with the SEC at the SEC’s public reference
room at 100 F Street, N.E., Washington D.C. 20549. The public may obtain information about the operation
of the SEC’s public reference rooms by calling the SEC at 1-800-SEC-0330. The SEC also maintains a
website at http://www.sec.gov that contains reports, proxy, and mformauon statements and other mforrnzmon
about issuers such as us that file electronically with the 'SEC.

In addition, we make available free of charge on our website at www.emtecinc.com our annual report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and ainendments to those

reports filed or furnished pursuant to Section -13(a) or 15(d) under the Exchange Act as'soon as reasonably
practical after we electronically file such material with, or furnish it to, the SEC

Item 1A. Risf( Factors

We cannot assure. you that we can successfully increase the portion of our revenues derived from IT
services. If we are unsuccessful our future results may be adversely affected.

Our transmon from an emphasis on reselling IT products to an emphasis on- providing IT services has
placed slgmﬁcam demands on our managerial, administrative, and operational resources. Our ability to
manage this transition effectively is dependent upon our ability to develop and improve operational,
financial, and other internal systems, as well as our business development capabilities, and to attract, train,
retain, motivate, and manage our employees. If we are unable to do so, our ability to effectively deliver
and support our services may be adversely affected. Further, our transitional efforts to access higher-margin
services and consulting revenues may result in reduced IT product sales. If we successtully expand our IT
services offerings, periods of variability in utilization may continue to occur. In addition, we are likely to
incur greater technical training costs during such periods. Historically, our IT reseller activities accounted
for approximately for 87.6%, 89.9%, 93.0% and 96.0% of our total revenues for the twelve months ended
August 31, 2006, August 31, 2005, the period ended. August 31, 2004 (successor period), and the period
ended April 16, 2004 (predecessor period), respectively. In contrast, our IT services activities accounted for
approximately for 12.4%, 10.1%, 7.0% and 4.0% of our total revenues for the twelve months ended
August 31, 2006, August 31, 2005, the period ended August 31, 2004 (successor period} and the period
ended Apnl 16, 2004 {predecessor period), respectively.

Our new services have not achieved widespread client acceptance. lf they do not achieve market
acceptance, our profit potentwl may be adversely affected. : '

We have limited experience in developing, marketing, or providing these services. We cannot assure

" you that we will be able to successfully market such services to either new or existing customers, that our

services will achieve market acceptance, or that we will be able to effecnve]y hire, integrate, and manage
additional technical personnel to enable us to perform the‘;e services to our customers’ expectauons

We may not be able to compete effectively in the highly competmve IT services mdustry

The IT services business is highly competitive. Our competitors include established computer product
manufacturers, some of which supply products to us, distributors, computer resellers, systems integrators;
and other IT service providers.

Many computer product manufacturers also sell to customers through their direct sales organizations
and certain of them have announced their intentions to enhance such direct sales efforts.” Many of our
current and potential competitors have longer operating histories and financial, sales, marketing, technical,
and other resources substantially greater than we.do. As a result, our competitors may be able o adapt
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more quickly to changes in client needs or to devote greater resources than we can to the sales of IT
products and the provision of IT services and we may not have the resources to compete effectively.

Our inability to maintain high personnel utilization rates may adversely impact our profit potentiality.
The most significant cost relating to the services component of our business is persdnnel expense,
which consists of salaries, benefits, and payroll related expenses. Thus, the financial performance of our
service business is based primarily upon billing margins (billable hourly rates less the costs to us of service
personnel on an hourly basis) and utilization rates (billable hours divided by paid hours). The future success
of the services component of our business will depend in large part upon our ability to maintain high
utilization rates at profitable billing margins. The competition for quality technical personnel has continued

to intensify, resulting in increased personnel costs. This intense competition has caused our billing, margins
to be lower than they might otherwise have been. Our utilization rates for service personnel likely will also

o ——

be adversely affected during periods of rapid and concentrated hiring.

Our revenues and expenses are unpredictable. A decrease in revenues or increase in expenses could
materially adversely affect our operating results.

Our operating results have been, and will continue to be, impacted by changes in technical personnel
billing and utilization rates. Moreover, we expect that downward pricing pressure will persist due to the
continued commoditization of computer products. Further, there are numerous other factors, which are not
within our control that can contribute to fluctuations in our operating results, including the following:

s patierns of capital spending by customers;
¢ the timing, size, and mix of product and serwcc orders and deliveries;

s the timing and size of new projects, including projects for new customers; and.

+ changes in trends affecting outsourcmg of IT services.

We also believe that, to a limited degree, our business is seasonal with a greater proportion of. our
product sales occurring in the first quarter of our fiscal year due to the capital budgeting and spending
patterns of some of our larger customers. Operating results have been, and may in the future also be,

affected by the cost, timing, and other effects of acquisitions, including the mix of product and service
revenues of acquired companies. '

' 4

. Since our inception, we have funded our operations primarily fram'barrowings under our credit facility

Our credit facmty contains financial covenants. As of August 31, 2006, we were in compliance with’
all our financial covenants. We had $0.88 million and $4.41 million outstanding balances under the
accounts receivable credit facility, and $3.25 million and $10.95 million (included in the Company's
-accounts payable) outstanding balances plus $788, 357 and $2:28 million in open approvals under the ftoor
plan credit facility with Lender at August 31, 2006 and 2005, respectively. Net availability of $14.60
million and $11.16 million was available under the accounts receivable credit facility; and $15.47 million
and $6.20 million was available under the floor plan credit facility as of August 31, 2006 and 2005,
respectively. However, there can be no assurance that we will be in compliance with all of our financial

covenants in future arid the Lender will not 1mmed|ately call for rcpaymen( of the oulstandmg borrowings
under the credit tacility.

Reduction in or elimination of our credit facilities with our primary trade vendors could have a material

adverse effect on our business and operations. . ’

As of August 31, 2006, our open terms credit lines _\‘Jvith our primary trddﬁ: vendors, including ~
.‘aggregators and manufacturers was $27.25 million. Under these credit lines, we are typically obligated to
" pay each invoice within 30-45 days from the date of such invoice. These credit lines could be rediced or

eliminated without a notice, and this action could have a material adversely affect our business, result of
operations, and financial condition.

1 [

Our revenues are derived from a few major customers, the loss of any of which could cause our results
of operations to be adversely affected.

A large potion of our revenues is drawn from various civilian and military U.S. gov.emmcntal ‘
departments and agencies. These customers include the Department of Defense, Department of Justice,
Department of Homeland Security, Department of Health and Human Services, Department of Agriculture,
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Department of Commerce and the GSA. During the last three fiscal years ended on August31, 2006,
I August 31, 2005, and 2004, U.S. governmental department and agency related sales accounted for
approximately 52.6%. 76.1% and 75.6% of our total revenues. respectively.

Any of the following additional risk factors could have a material negative impact on our business:

¢ Seasonality of federal govemment related business makes future financial results less predictable:

¢ Dependent on govemmenls demand for IT producls A materml declme mﬁovera.l_! qalee io the R e
government as a whole, or to u certain key agency thereof, could have 4 material adverse effect on e "“%
our results of operations. Several of the key factors in maintaining our relationships with the federal

govcmmem agencics are:
» QOur performance on individual contracts and delivery orders

e The strength of our professional reputation ‘ S '

¢ The relationships of our key executives ‘with customer personnel e S
N . e R e :
o Our compliance with complex procurement laws and regulations related to the formation, LR

" administration and performance of federal government contracts.

Adverse changes in U.S. Federal Government fiscal spending could have a negative effect on our sales,
gross margin, and cash flow.

Changes in U.S. Federal Government ‘;pendin:g policies or budget priorities could directly affect our
financial performance. Among the factors that could mdtena]ly harm our business are:

e a significant decline in spending by the U.S. Federal Government in general or by specnfc
departments or agencies in particular;

e changes in the structure, composition andfor buying patterns of the U.S. Federal Government;
o the adoption of new laws or regulations changing procurement practices; or
o delays in the payment of our invoices by government payment offices.

The U.S. Federal Government’s overall information technology spending for the 2007 fiscal year was
announced to be $64 billion. This represents an increase of 2.8% over fiscal year 2006, a significant
reduction over the five to six percent increases received in recent years. These or other factors could cause
U.S. Federal Government agencies and departments to reduce their purchases under contracts, to exercise
their right to terminate contracts, or not 0 exercise options to renew contracts, any of which would cause
us to lose future revenue. ' o

Our quarterly sales and cash flows are volatile, which makes our future financial results difﬁéult‘la
Sforecast.

Our sales, operating results and cash flows have been, and are expected to continue to be, subjcct 1o
significant fluctuations from quarter to quarter due to a number of factors including;

» The seasonality of our business due to the U.S. Federal Government's buying and funding patterns;
« Fluctuations in our gross margins due to variations in the mix of products and services sold:

e The number. size and scope of orders from our customers;

e Availability of price protection, purchase discounts and rebate programs from vendors;

¢ Contractual terms and degree of completion of projects;

& Changes in our sales cycles as we move towards solution selling; and

e Changes in accounting rules, such as recording expenses for employee stock opuon grants and tax
accounting principles.

Our recent level of gross margins may not be sustainable. In addition, changes in $ervices gross margin
may result from various factors such as changes in the mix between technical support services and
advanced services, as well as the timing of service contract inittations, renewals and utilization of service
personnel. As a consequence, sales volumes and operating results for future periods are difficult to predict
and, therefore, prior results are not necessarily indicative of results to be expected in future periods.
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We must maintain our status as an authorized reseller/service of IT products. The loss on any one of
such authorizations could have a material adverse effect on our business and operations,

We are materially. dependent on our continued status as an approved reseller .of 1T products and our .
continued authorization as an IT scrv:ce provider. Without such autharizations, we would be unable to
provide the range of products and services we currently offer, including warranty services; and
manufacturers support services contracts. Our resale agreements with manufacturers generally are terminable
by manufacturers upon 30 days’, prior written notice. The loss of one or more of such aulhonzallons could
have a material adverse effect on our busmess and results of operations,

.

- We have no long-term sales commztments from any of our suppliers. A loss of any af our principal

~—

supplier would material adversely affect our IT reseller business.

Our IT reseller business depends on large part upon our access to aggregators and manufacturers, 10
supply us with products at compemwe prices and on reasonable terms for resale by us to our customers.
Certdm Aagreements may be terminated by such compames upon 30 days prior written nolice, We cannot

assure you that _we will be able to continue to obtain products from the aggregators and manufacturere at
;prlcesiorion lerms acceptabie to us, if at all.

Rl 5 -

Our client engagements em‘az! s:gmf cant-nskssa d"'ﬂ, fazlure to meet 4,8 cltenl 5, expecmrwns could
materially adversely affect our reputation and business. IS

L

Many. of otir engagements .involve projects that are critical to the operations of our customers’
businesses and provide benefits that may be difficult to quantify. QOur failure or inability to meet a client’s
expectations in the performance of our services could result in a matecial adverse change to the client’s
operations and therefore could give rise to claims against us or damage our reputation, adversely affecting

our business, results of, operations, and financial condition. ;

We intend to expand our business through acquisitions of complememary businesses. There is no

certainty, however, that we will ‘be successful in acquiring any new busmesses or that any such
acquisifions will help us achieve our stmtegw abjecnws :

As a part of our buslneqs development strategy, we intend to pursue acqu:smom of IT product and
service bumnesses in ‘order to expand our service offerings, 1o add and enhance our base of technical and
sales perqonnel or to provide desirable client relauonshlps The success of this strategy depends not on]y
upon our ability to acqutre complementary businesses on a cost- effective basis, but also upon our
ability to integrate acqmred operations into our organlzatlon effectively, to retain and Motivaie key
personnel, and to retain customers of acquired firms. "We cannot assure you that we will be able (o acquire
or integrate such businesses successfully. Furthermore, we cannot assure you that financing for any such

“acquisitions will be' available on'satisfactory terms, or that we will be able to accomplish our strategic

objectives as a result of any such transaction or transactions. In addition, we expect to compete for
attractive, acquisition candidates with other companies or investors in the IT industry, which could have the
effect of increasing the cost of pursuing our acquisition strategy, or it could reduce the number of .attractive
candidates to be acqu1red Acquisitions also may mvolve a number of-specific risks, including:
A 4
. posmb\e adverse qhort ferm. ‘effects on our operating results;
. dependence on. retammg key customers and perqonne]
+ diversion of management’s attention;

* amortization or impairment of acquired intangible assets; and

» risks associated with unanticipated problems,-liabilities, or contingencies. - : -

Acquisitions may also cause us to:

* issue common stock or preferred stock of assume stock option plans that would dilute current
shareholders’ percentage ownership; ' :

o use cash, which ‘'may result in réduction’of our liguidity
® assume liabil}ties;' .
» record goodwill and non-amortizable intangible assets that would be subject to impairment testing

and potential periodic impairment charges;




-

o incur large and immediate write-offs; and

» become subject to litigation.
Holders of our common stock may face a lack of liguidity.
Our common stock is currently traded on the Over-the-Counter Bulletin Board market. Given the fact
that our common stock i is thinly traded, there can be no assurance that the desirable characteristics of an
active trading market for such securities will ever develop or be maintained. Therefore, each investor’s
ability to control the timing of the liquidation of the invesiment in our comrion stock will be restricted and
an investor may be required to retain his investment in our commeon stock indefinitely. '
The market price of our common stock has been and is likely to continue to be volatile, which may
make it difficult for shareholders to resell common stock when they want to and at pnces they find
altractive. :
% Our share’ price has been" volatilc duc, in¥part?
than our operating results may affect our share price may include the level of perceived growth of the
industries in which we participate, market expectations of our performance success of the panners and the
sale or purchase of large amounts of our common stock. :
Compliance with changing regulations of corporate governance and public dtsclosure may result m
additional expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure,
including the Sarbanes-Oxley Act of 2002, and new SEC regulations, are creating uncertainty for companies
such as ours. These new or changed laws, regulations and standards are subject to varying interpretations,
in many cases due to their lack of specificity, and as a result their application in practice may evolve over
time as new guidance is provided by regulatory and governing bodies. This could result in higher costs
necessitated by ongoing revisions to disclosure and governance- practices. As a result, our efforts to comply,
with evolving laws, regulations and standards have resulted in, and are likely to continue to result in,
increased selling, general and administrative expense and a diversion of management’s time and attention
from revenue-generating activities to compliance activities. In particular, our efforts to comply with
Section 404 of the Sarbanes-Oxley Act of 2002 and the related regulations regarding our required
assessment of internal control over financial reporting and our external auditors’_audit of that assessment
require the commitment of significant financial and managerial resources. Further, our Board members,
Chief Executive Officer and Chief Financial Officer couid face an increased risk of personal liability in
connection with the performance of their duties. As a result, we may have difficulty attracting and retaining
qualified Board members and executive officers, which could harm our business. '

Infrastructure systems consolidation and implement&tion of new systems at Old Emtec could have a
material adverse affect on our business. . . ,

We are highly dependent on our infrastructure to process orders, track mvemory, %h]p products in a
timely manner, prepare invoices to our customers, recognize revenue and otherwise carry on our business in
the otdinary course. We are in a process of consolidating our systems and’ implementing Facts (Accounting
System) at Old Emtec. This implementation of Facts is scheduled to occur on December |, 2006-at all Old -
Emtec locations and this could result in problems which could disrupt our business and adversely affect our

sales and margins. .
The potential risks associated with this implementation of Facts are numerous including:
o difficulties in integrating the system with our current operations;
o the build-up of excess and obsolete inventorgi from duplicate orders and higher than .usual customer
returns; .
e diversion of management’s attention away from normal daily operatlons of our business;
e initial dependence on an unfamiliar system while training personnel in its use;
« additiona! expenses and cash outlays for the maintenance and upkeep of the software;
s difficulties in obtaining reports to accurately present our external financial results;
» increased demand on our suppert operations; and
* potential delay in the processing of customer orders for shipment of products.

+
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As a result of the above, our business, operatmg results and financial condition may have negative
adverse impact on future penods

Difficulties with the integration of the hzstoncal Darr busmess with the historical Emtec business may
impose substantial costs and delays and cause other unanticipated problems for us.

The Merger involves 4 number of risks relatmg to our ability to integrate the historical Darr and
historical Emtec businesses into one combined operation. The process of integrating these operations,
particularly their personnel, could cause interruptions.to our business. Some of the risks we face include:

o

e retentioni of key personnel, customérs and vendors of both businesses;

¢ the occurrence of a material adverse effect on the existing business relationships with customers or

vendors, or both, could lead to a termination of or otherwise affect each businesses relationships
with such customers or vendors;

o impairments of goodwill and other intangible assets; and

o contingent and latent risks associated with the past operations of, and  other uhanticiﬁated costs and
problems arising in either of the historical businesses..

If we are unable to successfully integrate, we could be required to undertake unanticipated charges.
These charges covld have a material adverse effect on our business.

Item 1B. Unresolved Staff Comments

Not applicable,

Item 2. Properties

We lease space in six locations. Our corporate headquarters and principal operational facilities are’

curremly located in Trenton, New Jersey. The following table contams certain information about each of
our’ leased facilities:

P
' ~

. -Si '
Address . , ‘ (in squ:azree feet) Monthly Rent . Expiration Date
572 Whitehead Road, Bldg. #1 : 16,000 $11,600 May 31, 2006(1)
Trenton,. NI 08619 . . )
500 Satellite Blvd. _ 21,284, ) $12,416 November 30, 2009
Suwanee, GA 30024 oo S -
7843 Bayberry Road, - - Ce 3,340 o $ 2,218 February 28, 2006
Jacksonville, FL 32256 . . - St S , .
880 Third Avenue, 12th floor - 7,635 . - $24777 . . June 30, 2008(2)
New York, NY 10022 - . : : )
11 Diamond Road : + 42,480 . $15,000 - April 30, 2009
Springfield, NJ 07081 . . . L N
14121 Parke Long Court . 5,837 $ 8610 August 31, 2010
Suite 200 . . ‘
Chantilly, VA 20151 : .
352 Seventh Avenue, 17th floor : 1,600 $ 7,000 May 31, 2007
New York, NY 10001 . : . .

- 7 ]
*

(1) This office is space is currently on a month to month lease term. We have notified our landlord that we

will be vacating this space effective December 31, 2006 as we consolidate our offices in our
Springfield, NJ facility.

(2) We assumed this lease on January 9, 2002 in connection with our acquisition of Devise Associates, Inc.

We have sub-leased this office space though June 30, 2008 for an approximate monthly, rental payment
of $15,700.

We believe these facilities will satisfy our anticipated needs for the foreseeable future.
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. Nonprofit Organization. Mr. Desai holds a Bachelor of Science Degree in chemical engineering from the

<

Item 3. Legal Proceedings . . . , - . ; : . \

. In March 2002, Logical Business Solutions, Inc:. one of our competitors, instituted an action in the
Circuit Court, Fourth Judicial Cifeuit, in Duval County, Florida, against us and Chery! Pullen, one -of our
cmployees allegmg that we wrongfully interfered w1th its contractual relationship with. one of its customers.
The amount of damages was not specified. The hubatmn is currently in the. discovery stage. We believe

that the -claim | n wuhouu menit and we mtend to. v:gorouq]y defend ourselve% :

i-?f_n‘

We are subject 1o legal’ proceedmbs YPaTi
these clatms will have a materml adverse meact on our financial posmon' or results of OPEralions. e T

Item 4. Submission'of Matters to a Vote of Security Holders ' g
; ¢ . . . y
Not Applicable. ) ) e %
Executive Officers of the Registrant . : ‘ A
" The following table sets forth certain information*as'to each of our executive officers: E
Name S Age Positions and Offices Pr&s‘entiy Held . v
Dinesh R. Desaj ........... 56  Chairman of the Board, Chief Executive Officer and President
Brian McAdams ........... 64  Director and Vice Chairman '
Keith Grabel .............. 54  Director and President—Sales and Marketing
Stephen C. Donnelly....... 48  Chief Financial Officer
John P. Howlett ......... .. 62 - Vice Chairman of Corporate Development
Ronald A. Seitz ........... 59  President—Enuec Operations
Philip Spagnola............ 50. President—Commercial Sales
Sam Bhatt................. © 39 . Vice President of Flnance and Secretary ‘i,«,i-

Dinesh R. Desai. Since August 5, 2005, Mr. Desai has been Chairman of the Board, Chief Executive
Officer and President of the Company. Prior to August 2005 and from 1986, Mr. Desai has been the
Chairman and CEQ of DARR Global Holdings. Inc., a management consulting firm. Since 2004, he has
served as Chairman on the Board of Directors of two private corporations, Westwood Computer
Corporation and DARR Westwood Technology Corporation. Mr. Desai was a President, CEO, Co- Chairman
and an owner of a privately-held manufacturer, Western Sky Industries (“Western Sky™), of highly.”
engineered, proprietary component parts used primarily in aerospace applications. Western Sky grew from
approximately $3mm in revenues to over $170-million in revenues during the 1990°s prior_to being sold to
McKechnie in 1999. Prior to 1986, Mr.' Desai spent twelve years with American Can and-Arco Chemical in
various management positions. including marketing, manufacturing, finance, planning and research and
development. Mr. Desai has also served as a member of the Board of Directors of the Enterprise Center, a

Indian Institute of Technology in Bombay, India, and a Masters of Science Degree in both chemical and
industrial éngineering from Montana State University. He -carned a Masters in Business Administration from

Temple University in 1978.

Brian McAdams. Since August 5, 2005, Mr. McAdams has been Director and Vice Chairman of the
Company. Prior to August 2005 and from 2001, Mr. McAdams has served as a Senior.Partner with DARR
Global Holdmgs as the Vice Chairman of Westwood Computer Corporation, the CEOQ of Passport Express
Services, Inc., and the CEO of My Help Desk, Inc. He has held prior positions as director at two public
companies: Crusader Bank Corporauon and National Medla Corpomuon where he served as both Chairman -
and CEO. :

Keith Grabel. Since August 3, 2005, Mr. Grabel has been Director and Presldent of Sales and
Marketing of the Company. Prior to August 2005 and from 2000, Mr. Grdbel has held the positions of
president and director of Westwood -Computer Corporation. For the past year, he has also served as
president_and director of DARR Westwood Technology Corp Mr. Grabel graduated from the Unlversuy of
Miami School of Business in 1974. . .
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Stephen Donnelly. Since August 5, 2005 Mr. Donnelly has been the Chief Financial Officer of the
Company. Prior to August 5, 2005 and since 2002, Mr. Donnelly has been the Chief Financial Officer of

DARR Global Holdings, Inc. a management consulting firm. Since 2004, he has qerved as an officer for .
Westwood Computer Corporation, Between 1993 and 2002, Mr, Donnelly worked as a Manag:er and ’
Managing D]l‘EClOr‘ for Acquisition Mana;,ement Services, Inc., a merger and d(,qmsltlon advnsory firm. Prior
" to-that, he has worked as a Diréctor of Operations for a pnvate!y -held’ humiin resource and employee -
beneﬁts software developer and as a Financial Manager for a healthcare’ organization. Mr. Donnel[y began
hl‘s career with the accounting firm of PriceWaterhouse. He is a Certified Public’ Accoun[am with a
Bachelor’s degree in Accounting from Vitlanova University (in 1980).

Jolm P. Howletr. Since January 2006, John P. Howlett has been Vice Chairman of Corpor:ile
Development.‘Prior to January 2006, Mr. Howlett was President of Emtec—Northeast Opérations since
August 5, 2005. Prior to August 5, 2005 he was our Chairman of the Board and Chief Executive Officer
since Jamj‘ét'f"y 17, 2001 and Chief Executive Officer of Emtec-NJ since August, 1997 and Chairmun'ef
Emtec-NJ since August, 1998, Hé has been a director of Emtec:NJ since October, 1996. Mr. Howlett was
the founder (m 1983} of Cmnford New Jersey-based Comprehensive Business Systems, Inc. (CBSI). CBSI

primarily provided microcomputer systems, network integration, training, and data communications to
mid-size and Fortune 1000 corporations. In October 1996, CBSI merged into Emtec-NJ. Prior to founding
CBSI, Mr, Howlett was with the AT&T Long: Lines Division for twelve years. He earned a Bachelor of
Science degree in Electrical Engineering from Rose Hulman Institute of Technology'in Terre Haute,
Indiana,.and a Master of Business Administration degree .from Fairleigh Dickinson University in,

New Jersey. A Vietnam veteran, Mr. Howlett served in the U.S. Army for four jrears. o

Ronald A. Seitz. Since March 2006, Ronald A. Seitz has been- President of Emtec Operatlons Prior to
March 2006, Mr. Seitz was President of Emtec—Southeast Operations since August 5, 2005. Prior to Aogust
5, 2005 he was our President and’ Chief Operating Officer since February 2003 and. Executive Vice-
President-and a director since January 17. 2001 and Executive Vice President of Emtec-NJ since March, °
1996. Prior to that he was the Chief Operating Officer of Emtec-NJ. He has been a director of Emtec-NJ
since April, 1995. Mr. Seitz was the founder (in 1980). of Charleﬂton South Carolma—bdsed Computer
Source, Inc. (CSI). CSI primarily provided microcomputer systeins, .network integration, and data
commumcatlon% Jto mid-size and Fortune 1000 corporations. In April 1995, CS) merged with, Landress
Information Syslems of Mt. Laurel, New Jersey to become Emtéc-NJ. Prior to founding CSI, Mr. Scitz was _
employed for six- years as an engineer with the U.S. government in Washington, DC. He graduated from '
North Carolina State University with a Buchelor of Science degree and from George Washington University
with an MBA in compuler science. Mr. Seitz also holds a . DMD degree from the Dental School at the -
Medical University of South Carolina. .

Philip ‘Spagnola. Since January 2006, Philip Spagnola has been President of Commercial Sales. Pnor 10
January 2006 he was our Vice President of Sales since’ February 2005. Previously, Mr. Spagnola held senior .
mdnagemem Jpositions ‘at Unisys, Digital Equipment Corporation and General Electric over-the past “twenty

* six’ years. Mr. Spdgnold is a 1977 graduate of the University at Albany where he earned a Bachelor of. |
Science degree in Busihess and earned a Master’s degree in Minagement from lhe Hartford Graduale '
Center in 1984.

. Sam Bhatt. Smce Aubusl 5 2005 Sam Bhatt has been Vice Presldem of Finance and Secretary. Prior
. 10 August 5, 2005 he was our Vice President of Finance and -Treasurer of Emiec since January 17, 2001
and of Emtec-NJ since July 20()() Prior to that and ‘from July, 1997, he was Director ofAccounting for’
Emtec-NJ. He also held the- positions at Emtec-NJ of "Accounting Manager (from 1994 to July, 1997) and
of 'Senior Accoumam (from 1992 to 1994). Mr. Bhau holds a Bachelor of Sciende, Degree' in business -
admlmstratlon from Drexel University in Pennsylvanii and a Dlplonm m "Hotel Management from the
Instltute of Hotel Mand;,ement and Catering: Technology in. Mumbal lndm
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PART 1l

Item 5. Market for Régistrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities . ' no

Our common stock is quoted-on the Over-The-Counter Bulletin Board market under the symbol
“ETEC”. The follo rth the high and low closing prices of our common stock for the

ing table sefs fo
O

-

S

TR SR e 5 . o gt ipes g TIBD

August 31, 2006 ... . LTI T T S Mss00 T

May 31, 2006, . . ..ottt e e ~ $1.85 $1.11
February 28, 2006 .. ...oirere ettt e $2.17 $1.58
November 30, 2005 . ..ot e e L %248 $1.60
August 31, 2005 ... e $2.85 $1.60
May 31, 2005...... O T $200 $1.32
February 28, 2005 .. ...t e $3.04 $1.70
November 30, 2004 .. ... . s e $2.25 350.88

The above quotations represent prices between dealers and do not include retail mark-ups, markdowns
or commissions. They do not necessarily represent actual transactions. o

As of November 13, 2006, there were 568 record holders of our common stock, although we believe
that beneficial holders approximate 850. .

We have not previously declared any dividends. It is not likely that dividends on the shares will be
declared in the foreseeable future. Under our current loan agreement, we may not declare any dividends
without the corsent of our lenders. However, even if our lenders consented, the determination and payment
of dividends with respect to the shares-in the future will be within the discretion of our board of directors
and will depend.on our earnings, capital requirements and operating and financial condition, among other
factors.

Equity Compensation Plan Information

Number of securities
remaining available for

Number of securities to be future issuance under equity
issued upon exercise of . Weighted-average exercise compensation plans
outstanding options, warrants  price of outstanding options,  {(exctuding securities reftected
Plan category and rights warrants and rights in column(a))
(a) {b) ' (c)
Equity compensation — — —
plans approved by ' ' :
security holders(l) ....
Equity compensation - 2,000 $0.29 " 656,733
plans not approved by .
security holders(2).... ~ : _
Total .......... A 2,000 .. %029 . 656,733

~(l) The Company’s 2006 Stock-Based Incentive Compensation Plan (the “2006 Plan™) was approved by the stockholder on May 8, .

2006. The 2006 Plan authorizes the granting of stock options to directors and eligible employees. The Company has reserved
1,400,000 shares of its common stock for issuance under the 2006 Plan at prices not less than 100% of the fair value of the
Company’s common stock on the date of grant (110% in the case of shareholders owning more than 10% of the Company's
common stock), Options under the 2006 Plan may terminate after 10 years and may vest over a four year peried. No options were
granted or exercised under the 2006 Plan during the year ended August 31, 2006, : ) :

Our 1996 Stock Option Plan (the “Plan™) (amended in 1999) authorizes the granting of stock options to directors and eligible
employees. We have teserved 1,000,000 shares of our common stock for issuance under the Plan at prices not less than 100% of
the fair value of our common stock on.the date of grants (110% in the case of shareholders owning more than 10% of our
common stock). As of August 31, 2006, 341,267 options have been exercised under the Plan.

2

—

Item 6. Selected Financial Data . )
The issuance of our common stock in connection. with the Merger gave the former Darr shareholders.
shares equal to approximately 55.7% of our total outstanding common stock post-merger and resulted in a

change of control for us. Accordingly, for financial reporting purposes, the Merger was treated as an
acquisition of Emtec by Darr and a recapitalization of Darr and the registrant’s: historical financial
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statements for periods prior to the Merger become those of Darr. In addition, for financial accounting

purposes, the Westwood Acquisition was treated as an acquisition of Darr by Westwood with the result that

the pre-Westwood Acquisition financial statements of Darr, and therefore, the Registrant are those of

Westwood. As a result, the consolidated financial statements included in-this Form 10-K include (i) the
accounts and transactions of Westwood for the period from September 1, 2003 1o April 16, 2004 (Darr
Predecessor Period) and for Westwood and Darr for the period from April 17, 2004 to August 31, 2004

(Darr Successor Period), (ii) the accounts and transactions of Darr for the period from September [, 2004 to
~ August 31, 2005 and including the accounts and transactions of Emtec for the period from August 6, 2005

to- August 31, 2005 and (iit) Emtec for the year ended August 31, 2006 include the accounts and
transactions of the combined company for the period from September 1, 2005 to. August 31, 2006.

The following selected consolidated financial data below should be read in conjunction with our
consolidated financial statements including the accompanying notes and Management’s Discussion and
Analysis of Financial Condition and Results of Operations, both elsewhere in this Report. The data as of
August 31, 2006 and 2005 and for each of the three years ended August 31, 2006, 2005 and for the
periods from September 1, 2003 to April 16, 2004 (Darr Predecessor Period) and from April 17, 2004 to
August 31, 2004 (Darr Successor Period) have been derived from, and should-be read in conjunction -with,
our audited consolidated financial statements and accompanying notes, which are contained elsewhere in
this Report. The data as of August 31, 2003 and for the year ended August 31, 2003 have been derived
from our audited financial statements, which are not contained in this Report. The data as of August 31,
2002 and for the year ended August 31, 2002 have been derived from our unaudited financial statements,
which are not contained in this Report. '

Years Ended August 31,

. . (Successor (Predecessor
. : : Period} Period)
2006 2005 004 2004 w3 2002
o . ' (unaudited)
Net:rcvcnucs e $224511942° $l62,632,042_ $41,641,604 $88,229719 $97.449611 $94,i65,222
Net Income...... $ 197915 $ 826,985 $ 122,281 _ '$ 885837 § 467390 $ 549,605
Net Income per ‘ - ' : :
common share - . ' >
{basic & - ' ) .
diluted) ....... $ 001 $ 003 % 0.01 $ ) 0.(_)9 $ . 005 % 0.06
’ © . At August 31,
‘ ) ' : . (unaudited)
Total assets...... ©§ 52,024,813  § 70,009.918 $21,737,638 $22,984,079 $23,060,145
Total long-term " ’ oo ‘
debt........... $.-2,290862 § 3,010,219 $ 2,405,084 — 8 351112
Total preferred
stock *........ - — % 1,030,000 - — —
Total redeemable
common stock. — $ 5,500,000 —

* Liquidation value of $1,030,000

There was a dividend in the form of the distributilon of a note receivable in the amount of '$399,958'
paid to the shareholders of Westwood on April 15, 2004. There were no other ‘dividends paid to common
stockholders during the five year period ended on Aungust 31, 2006.

»

]

Item 7. Management’s Discussion and Analysis of Financial Condition and kesults of Operations

Reference is made to the “Risk Factors” outlined in-Ttem 1A for a discussion of important factors that
could cause actual results to differ from expectations and any of our forward-looking statements contained
herein, The following discussion-as of August 31, 2006 and 2005 and the corresponding data for (i) the
year ended:August 31, 2006; (ii) the year ended August 31, 2005, and (ii} for the periods from (a)
September 1, 2003 to April 16, 2004 (Darr Predecessor Period) and (b) from April 17, 2004 to .
August 31, 2004 (Darr Successor Period) have been derived from, and should be read in conjunction with,-

17
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our audited consolidated financial statements and accompanying notes, which are contamed elsewhere in
this Report. . .

Overview

We are an information technology company, providing consulting, services and products to commercial
and education clients, the U.S. Federal Government as well as statc and local authorities. Our services and
products address technology needs of our clients mcludmg communications, data management, enterprise

computtnﬂmallaged “Services: .sstoragefand datajc STieT: ipldnﬁ'ng?tanduvelopmem Qurgsolutions, are cmfted .

! 1 %5
to enable our chentq t0 become more ciflc:lcm' and*cffcclwc*«thcrehyi'makmgalhemmnorcjprof table. dnd%‘%

giving them a competitive advantage. To date, the most significant. portion of Gur’ Teyenues has been
derived from our activities as a reseller of 1T products, such as workstations, servers, microcomputers.
application software and networking and communications equipment. However, we are actively seeking to
increase the'portion of our revenues that are derived from IT services. '

Our primary business objective is to become a leading single-source -provider of high quality and
innovative IT consulting, services and products. With the Merger, we believe we have created a strong,
stable platform for growth and management depth. Through our strategic partners, we have an expdnded :
array of products and technology solutions to offer our clients.

Merger with Darr

On August 5. 2005, we completed our merger under the Agreement and Plan of Merger dated as of
July 14, 2005 (the “Merger Agreement™), by and among Emtec, Inc., a Delaware corporation (“Old
Emitec™), Emtec Viasub LLC, a Delaware limited liability company and a wholly-owned subsidiary of Old
Emtec (“MergerCo™), and Darr Westwood Technology Corporation. a Delaware corporatton (“Darr™).
Pursuant to the terms of the Merger Agreement. Darr merged with and into MergerCo (the “Merger”) and
became a part of the consolidated entity that has retained the name Emtec, Inc. ( the “Company™).

The Merger has been accounted for as a capital transaction followed by a recapitalization. Our
management concluded that the transaction resulted in a change in control of the Company and that the
Merger should be accounted for as a reverse acquisition. Accordingly, Darr is deemed to be the acquiring
company for financial reporting purposes and its financial statements became our historical financial
statements. In conjunction with the Merger, we changed our fiscat year end from March 31 to August 31.

Upon completion of the Merger, all of the shares of Darr common stock issued and outstanding

- immediately prior to the merger were exchanged for 9,528,1 10} shares of our common stock and the former

Darr shareholders were issued warrants to purchase an additional 10% of our common stock calculated on a
fully diluted basis for an aggregate exercise price of $3,695,752, measured on a post exercise basis.

Overview of Financial Statements Presented Herein

As previously noted, the Merger was treated as an acquisition of Emtec by Darr and a recapllallzanon
of Darr and the fegistrant. Darr is deemed to be the acquiring company for financial reporting purposes and
Emtec’s historical financial statements for periods prior to the Merger become those of Darr.

In evaluating our results of operations and financial performance, our management has used combined
results for the fiscal year ended August 31, 2005 as a single measurement period. Due to the Merger, we
believe that comparisons between the eleven months ended August 5, 2005 and either Darr’s results for the
period from September 1. 2004 to August 5, 2005 or Emtec’s resuits for the period from August 6, 2005.
through August 31, 2005 may impede the ability of users of our financial information to understand our
operating and cash flow performance. Consequently, in order to enhance an analysis of our operating results
and cash flows, we have presented our operating results and cash flows on a combined basis for the fiscal
year ended August 31, 2005. This combined presentation for the fiscal year ended August 31, 2005 simply:
represents the mathematical addition of the pre-acquisition results of operations of Darr for the period from
September 1, 2004 through August 5, 2005'and the results of operations of Emtec, following the Merger,
for the period from August 6, 2005 through August 31, 2005. The consolidated financial statements for the
year ended August 31,2006 include the accounts and transactions of the post-Merger combined company.
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Therefore, the financial statements presented in this Report consist of the following financial l
statements: : _ - ‘

l. Westwood for the period from September 1, 2003 to April 16, 2004 (Darr Predecessor Period);

2. Darr (following the Westwood Merger on Apnl 16, 2004) for lhe pcnod from Apnl 17, 2004 10
" August 31, 2004 (Darr Successor Period); ‘ .

l
t
i
3. Darr for the fiscal year ended August 31, 2005 (mcludmg Emtec fol]owmg the Merger for the i
period from August 6, 2005 to August 31, 2005); . . |

;

|

[

!

l

4: Emtec for the fiscal year ended Auguqt 3I :2006 (includes the accounts and transaction of” the
Company for the period from September 1, 2005 to August 31, 2006). ,

As mentioned above, for the discussiori and analysis in this Repqn we have combined Westwood's
period from September |, 2003 to April 16, 2004 (Darr Predecessor Period) and Darr’s period from
April 17, 2004 to August 31, 2004 (Darr Successor Period) and our. period from September 1, 2004 10

August 31, 2005 represents the financial statements of Darr for the 2005 fiscal year plus the financial !
statements of Emtec for the period from August 6, 2005 to August 31, 2005.

Results of .Operations

Comparison of Years Ended August 31, 2006 and 2005

The following discussion and analysis provides information that management believes is relevant to an
assessment and understanding Gf our Results of Operations for the fiscal years ended August 31, 2006, and
2005. The consolidated financial statements include the accounts and transactions of the Company for the
year ended August 31, 2006 and the results of operations for the year ended August 31, 2005 represents

results of operations of Darr, for the 2005 fiscal year plus the results of operations of Emtec for the penod
from August 6, 2005 to Augus{ 31, 2005.

' EMTEG, INC. - | S
CONSOLIDATED STATEMENTS OF lNCOME ‘
Years Ended August 31, . ) o l
' 2006 Lo w0 Change %o
REVENUES ..o e, -$224,511,942  $162,632.042  $61,879.900 '38.0%,
Cost of revenues,............oooveviiiiiians ceiee 199,382,350 148,587,442  50.794908  34.2%'
Gross profit .................... e 25,129,502 14,044,600 11,084,992 78.9%1
Percent of revenues...................... e 2% B.6% \ N
Operating expenses: : Co . _ T :
Selling, general, and administrative expenses .. .. 22.098,186 - 11,858,576 - 10,239.610 86.3%l
Management fee—related party................. 350,000 350.000 - 0.0%,
Rent expense—related Panty . ................... 355,731 194,190 161,541 83.2%|
Depreciation and amortization .................. 945,685 174,944 770,741  440.6%:
Total operaling expenses. ...:r...ovinenn.... . - 23,749,602 12,577,710 11,171,892 88.8%i
Pecent of revenues ......... B e 10.6% 17% i 0.0% ,
Operating income. ........0. ... UL 1 379 990 1,466,890 86900y -59% |
Percent of revenyes......... e P - S 06% 1 09% o
Other expense (mcome) o ' . - o ‘
Interest income—other ........0................. . (52,013) (120,520) ° 68,507 -56.8%
Interest expense............ e ],064.703 . 611479 453,224  74.1% |
Other. ... e ' (38,619) (303,604) 264,985  N/A |
Income before income taxes. .......... AR 405,919 . 1,279,535 (873616) —08.3%
Provision for income TAXES . oo, - s 208,004 452,550 (244,546) -54.0%
Net income ........ e, ..0$8 197915 § 826985 '$ (629.070) -76.1%
Percent:of reVenUEs. ... '\ 'eee e ieennns o 01% 0.5%
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Bt e (o tanl o (R 807 ofX$9B3KMmillionaforitickyéagendedgAugust3l,

Total Revenues

Total revenues increased by 38.0% or $61.88 million to $224.51 million for the year ended August 31,
2006, compared to $162.63 million for the year ended August 31, 2005, This increase is primarily
attributable to the addition of the revenue generated by Old Emtec to the business. Total additional
incremental revenue attributed to Old Emtec approximated $71.71 million for the year ended August 31,
2006. Without this incremental revenue that resulted from the acquisition, our total revenue would have
2006, This decrease is mainly due to a
sale of IT products to the United States Department of Agriculture™("USDA™%of approx1ma|elﬂ$2l&79m_
million which occurred during the three months ended May 31, 2005. Without this USDA sale] our ‘tGtal> =~ - - -
revenue for the year ended August 31, 2006 would have increased by $11.96 million. This increase is
primarily attributable to an overall increase in the federal government business, excluding the impact of the
USDA sale.

Revenues from various commercial, education, state and local clients have increased as a result of the
Merger. Our revenues, by client types, are comprised of the following for the years ended:

August 31, 2006 August 31, 2005

Departments of the United States Government.............. $118,167,014  52.6% $123,823906  76.1%
State and Local Governments...........c.oooviviniieaaannn. 25299,178  11.3% 17,625,586  10.8%
Commercial Companies ............oiiierirearacaenieann, 51,606,516 23.0% 12,338,163 1.6%
Education and other. ... ... o i 29,439,234 13.1% 8,844,387 5.4%

Total Revenues ...................... P R R R $224,511,942  100.0% $162,632,042°  100.0%

It is expected that the federal government business will continue to be strong as the company
continues to penetrate wider and deeper into vatious civilian and military agencies. We have broadened the
number of contracts (multi-year awards) in which we are participating which may increase our total
revenues in upcoming years. We are one of nine awardees in a U.S. Army contract which was recently
awarded. We estimate that total funds allocated to this contract where all nine awardees could participate in
bidding process may approximate $5.0 billion over 10 years. Additionally, we are currently bidding on
several new contracts. .

The educational business is expected to be strong during the upcoming year as a result of a Gwinnett
County tax initiative to support school district spending passed in November 2006. The passage of this tax
initiative should substantially increase Gwinnett County’s IT expenditures.

The state and local govemmen[ business is expected to improve as the tight budget pressures are being
loosened.

The commercial sector is also expected to improve as additional relationships have been and are
continuing to be developed. There is a solid well-established client base to which to build upon as the
company expands product and service offerings to existing clients as well as develop new relationships in
the sizable New Jersey/New York marketplace.

Gross Profit : ' .. ‘

Aggregate gross profit increased by 78.9% or $11.08 million to $25.13 million for the year ended
August 31, 2006 as compared to $14.04 million for the year ended August 31, 2005. This increase is
primarily attributable to 'Old Emtec’s gross profit of $10.49 million for the year ended August 31, 2006,
which represented approximately 94.6% of our total increase in gross profit. The remainder of the $595,929
increase in our gross profit is attributable to favorable price drops and incentives offered by manufacturers
as well as our continuous focus on selling higher margin products. Overall gross profit for the year ended *
August 31, 2006 includes a reduction in gross profit of approximately $338,000 due to mventory damage
that occurred to a large shipment during the quarter ended February 28, 2006.

Measured as a percentage of revenues, our gross profit margin increased to 11.2 % of total revenues
for the year ended August 31, 2006 from 8.6% for the year ended August 31, 2005. This increase is also
mainly attributable to the Merger. Gross profit margin ‘of the Old Emtec business equaled to 14.4% of Old
Emtec total revenues for the year ended August 31, 2006. Without this acquisition, our gross profit margin
would have increased to 9.5% of total revenues for the year ended August 31, 2006 from 8.5% for the year
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ended August 31, 2005. This percentage increase is primarily attributable to greater selling efforts, favorable

price drops and incentives ‘offered by manufacturers. We cannot expect that price drops and incentives are
going to repeat in the future..

Factors that may affect gross margins in the future include changes in product margins, rebates and
other incentives offered by various manufacturers, changes in technical employee utilization rates, the mix
of products and services sold, and the decision to ‘aggressively price certain products and’services.

——— | e m — i ———— ———— =
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Sefling, General and Administrative Expenses , , '

0

Selling, general and adrnmlstratwc expenses increased by 86.3% or $10. 24 million to $22.10 million
for the year ended August'31, 2006 compared to $11.86 million for the year ended August 31, 2005. This
increase is mainly due to the Merger Total additional-incremental selling, general and administrative *
expenses associated with the Merger approximated $8.87 million for the year ended August 31, 2006.
Without this acquisition, our selling, general and administrative expenses would have increased i)y'12 5%, -

or $1.37 million to $12.39 million for the year ended August 31, 2006. This increase in sellmg, general and
administrative ‘expenses is mainly due to the: followmg

|23 AT
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o Professional fees increased approx:malely $675 000 due to compllance costs assomaled .with the SEC
and in connection with the Merger; and

¢ Compensation and benefits expense increased approximately $900,000 due to a company ‘wide
increase in head count associated with our long-term ‘investment in new employees as we]l as higher
comimission costs associated with higher gross profit.

We do not expect professiona] fces associated with the Merger to continue in future periods.+In
addition, to improve operational efficiencies within the organization, we have made several operational and |
management changes to our business, We expect to see the impact of these changes in future quarters.and
we will continue to emphasize operating efficiencies through cost containment strategies, re-engineering - '

efforts and improved. service delivery techniques, particularly within selling, marketing, general and
admlmslratwe expenses. -

" Factors that may in the future have a negative impact on our selling, general and administrative costs

include costs associated with marketing and selling activities, compliance costs associated with Securities
and Exchange Commission rules and mcreaqes in our insurance costs.

Management Fee-Related Party ; *

There was no change in the management fee to a related party for the year ended August, 31, 2006
compared to the year ended August 31, 2005. DARR Global Holdings, Inc. (“DARR Global”) is
' management services firm 100% owned by our Chief Executive Officer. DARR Global charges the
Company a management fee of $350,000 annually.

Rent Expense-Related Parry

Rent Expense-related party increased by 83.2% or $161,541 to $355,731 for the year ended August 31,
© 2006, compared to $194,190 for the year ended August 31, 2005. The increase in rent expense-related party
is due to the Merger and the assumption of the lease from GS&T Properties, LLC, a company in which
officers of our company are passive investors, owning approximately 20% equity interest. Under the term of
-the lease, we occupy approximately 21,000 square feet of office and warehouse space out of a total of
approximately 70,000 square feet in Suwannee, GA. The lease term is for 5 years with ‘monthly base rent
of $12,500. During the year ended August 31, 2006, we recorded $175,731 in expense under this lease.

We also occupy approximately 43,000 square feet of office and warehouse space in Springfield, New
Jersey. This space is leased from Westwood Property Holdings, LLC, in which Keith Grabel, our director
and an executive officer, Mary Margaret Grabel, spouse of our director, and David Micales, our Vice
President of Operations, are members. The lease term is through April 2009 with monthly base rent of
$15.000. During the year ended August 31, 2006, we recorded $180,000 in expense under this lease.
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Depreciation and Amortization

Depreciation and Amortization expense increased by 440.6% or $770,741 to $945 685 for the year
ended August 31, 2006, compared to $174,944 for the year ended August 31, 2005. This increase is

primarily attributable to the Merger. Deprecmtmn and amortization expense associated with the Merger
accounted approximately for $645,706 of increase. Additionally, we made fixed asset acquisitions of
$764,904 during the current fiscal year, which increased our depreciation expense. These capital assets -
acquisitions were primarily for the purchase of computer equipment for internal use, the purchase of
software licenses to upgrade our accounting systems, leasehold improvements, and for furniture and fixtures.

Intangible assets at August 31, 2006 and 2005 consisted of the value ascribed 1o customer relationships
of $8,661,712 less accumulated amortization of $648,585 and $68,868, respectively. The assets ascribed to
customer relationships are being amortized on a siraight- -line basis over [3-15 years. Amortization expense
was $579,717 and $61,598 for each of the years ended August 31, 2006 and 2005, respectwely

LA #,r‘ra:"-.T_., YAt R o Y.
_ Interest expense

Interest expeme increased by 74.1% or $453.224 10 $l .06 million for the year ended August 3l 2006,
compared to $611,479 for the year ended August 31, 2005. This is mainly due to a higher balance on our
line of credit and a higher interest rate due 1o an increasing pnme rate, and higher days sales outstanding
durmg the period. -

Provmon Jor Income Taxes

Income taxes decreased by 54. 0% or $244 546 to $208,004 for the year ended August 31, 2006,
compared to $452,550 for the year ended August 31. 2005. Income tax expense of $208,004 includes .
approximately $73,000 in estimated income tax expense related to the IRS income tax audit for the prior
years recorded during the three months ended February 28, 2006. Without this income 1ax expense related
to the income tax audit, our income tax expense would have been approximately $135,004. This decrease is
primarily attributable to the 76.1% decrease in income before income taxes in the current year compared to
the prior year. Effective tax rate for the year ended August 31, 2006, without the income tax expense
related to the IRS income tax audit, is 33.3% compared with 35.4% for the year ended August 31, 2005.
This is mainly due to a lower effective state income tax rate for current year.
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Comparison: of Years Ended August 31, 2005 and 2004

The following discussion and analysis provides information that management believes is relevant to an *

assessment and understanding of our Results of Operations for the fiscal years ended August 31, 2003, and

2004 For this discussion and analysis we have combined the periods from September 1, 2003 to April i6,
2004 (Darr Predecessor Period) and from April 17, 2004 (o August 31, 2004’ (Darr Successor Period), and
our period from September 1, 2004 o August 31, 2005 represents the results of operations of Darr for
the 2005 fiscal year plus the financial statements of Old Emtec for the period trom August 6, 2005 1o
'August 31, 2005. - - ~ ‘ ‘ .

EMTEC, INC.
CONSOLIDATED STATEMENTS OF INCOME
Years Ended August 31, :

005 2004: . Change %
Revenues ............... P © $162,632,042  $129.871,323  $ 32,760,719 25.2%
Cost of revenues .............. i 148,587,442 117,214,228 31,373,214 26.8%
-Gross profit.......... ST i ]4 044,600 - 12,657,095 © 1,387,505  11:.0%
Percent of revenues................ e 8. 6%' : - 9.7% oot
Operating expenses: - : : ' . '
Selling, general, and admmlbir.mve expenses .. 11,858,576 10,711,020 . . 1,147,556 10.7%
Management fee—related party............... . 350,000 116,664 . 233,336 200.0% -
Rent expense~—related party ......... I 194,190 C 215,333 (21,143)  -9.8%
Depreciation and amortization ......... e : 174.944 : + 75,005 99,939 133.-2‘7?
Total operating expenses:..... e reranas EEETTPPRIN 12,577,710 11,118,022 1,459,688 13.1‘7?
Pecent of revenues ................ e 7.7% 8.6% - . 0.0%
Operating income. .............. T 1,466,890 . 1,539,073 (72,183) —4.7%
Percent of revenues. ..............cooeeiiiiiiin... 0.9% 1.2% !
Other expense (income): , - : , ) |
. Forgiveness of debv........... .. ... — (405.652) 405,652 -100.0%
Interest income—related party ................. ’ . — (21,483) 21,483 -100.0%
Interest income—other ...........0....... A (120,520) (70,262) (50,258) 71. 5%
Interest expense.......... .0 ..iii.. . 611,479 - 257484 -« 353,995 137.5%
Other............... s U ) (303,604) . . — -~ (303,604) N/A
Income before income taxes .. .................... 1,279,535 1,778,986 (499.451) -28. 1%
Provision for income taxes........................ 452,550 770.868 (318.318) H4l. 3%
Net income ......... L $ 826985 § 1,008.118 $§ (181,133 —18 0%
Percent of revenues. ...................o. O ' 0.5% . 0.8% : [

Total Revenues s

Total revenues, increased by 25.2% or $32.76 million to $162.63. million for the year ended
August 31, 2005, compared to $129.87 million for the year ended August 31, 2004, This increase is
primarily attributable to-an increase in the federal government business including a significant sale to a,
federal government customer—the USDA of approximately $21.79 million .which represented approximately
66% of our total increase in revenue. Additionally, our revenue increased as a result of the Merger.
Revenues associated w1th the Merger equaled to $6.26 million for the year ended August 31 , 2005 which
represents approximately 19% of' the total revenue increase. Other factom Wthh increased revenue mcludc
mcreased service revenue and higher scllmg efforts. -

The federal government business lyplcdlly experiences increased actlvny durmg the mOl’][]“ of August
through November. We do not expect that significant sales like one discussed above will contmue to occur
in the future pcnod%

Gm ss Profit

Aggregate gross proﬁt increased by ll .0% or $1.39 million to $14.04 mllllon for the year ended
August 31, 2003, as compared to $12.66 million for the year ended August.31, 2004. This incréase is
primarily attributable to significant sale to a federal -government customer, the -USDA, discussed above in
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the revenue section, and the gross profit associated with Old Emtec revenues after the Merger. Gross ‘profits
associated with USDA sales approximated $814,000, and gross profit associated with the Merger equaled
approximately $772,000. Without this one-time sale and the Merger, our aggregate gross profit would have
decreased by approximately $200, 000. Measured as a percentage of revenues, our gross profit margin
decreased to 8.6% of total revenues for the year ended August 31, 2005 from 9.7% for the year ended
August 31, 2004. Both of these decreases are mamly due to competmve pressures and aggresswe pricing
strategles which lowered our gross margins.

S R FTLTEYEATTE AR e T (0 G A (s 1ﬂ“"oduct1margm;s!changes in
technical employee utilization rates, the mix of products and services sold, and the decision to aggresswely '
price certain products and services.

Sellmg, General and Administrative Expenses

. _ Selling, general and administrative expenses increased by 10.7% or $1.15 million to $11.86 million for
v the year ended August 31, 2005, compared to $10.71 million for the year ended August 31, 2004. This -
increase is-mainly due to the'Merge. Selling, general and administrative expenses associated with the
inclusion of the Old Emtec business approximating $857,000. Our increase in head count company-wide
"and the corresponding compensatlon and benefits expense associated with our long-term’ investment: in new
employees also factored into the increase of our selling, general 'and administrative expenses. Selling,
general and administrative expenses as a percentage of sales decreased to 7.3% from 8.2%.

Factors that may in the future have a negative impact on our selling, general and admmlstratlve costs
“include costs associated with marketing and selling activities, compliance costs associated with SEC rules
and insurance markets. '

Management Fee-Related Party

Management fee related-party increased by 200% or $233 336 to $350,000 for the .year ended
-August 31, 2005 compared to $116,664 for the year ended August 31, 2004. The increase in the
management fee-related party is due to a- full year of management fees paid to DARR Global Holdings,
Inc. as coinpared with only a partial year of management fees in 2004. DARR Global Holdmgs Inc. 1s a
management consulting company owned_ by ‘the Company’s Chief Executive Officer. ~

Rent Expense-Related Party’

" Rent Expense-Related Party decreased by 9.8% or $21 143 to $194,190 for the year ended August 31
2005 compared to $215,333 for the year ended August 31, 2004. The decrease in Rent Expense-Related
party is due to the decrease in rent’ for the Springfield, NJ ofﬁcc and warehouse space

We also occupy approximately 43,000 square feet of ofﬁcc and warehouse space in Spnngfie]d New ’
Jersey. This space is leased from Westwood Property Holdings, LLC, in which Keith Grabel, our director,
Mary Margaret Grabel, spouse of our director, and David Micales, our Vice President of Operations, are |
members. The lease term is through April 2009 with monthly base fentof $15, 000 Durmg the year ended
August 31, 2006 we recorded $180,000 in expense under this lease. . |

In connectlon with the Merger, we assumed the lease from GS&T Properties, LLC, a company in
which officers of our company are ‘passive investors, owning dpproxlmately 20% equity mterest Under the
term of the lease we occupy approx1mate1y 21,000 square feet of office and warehouse space out of a total
of dpprommately 70,000-square feet in Suwannee GA. The lease term is for 5 years with monthly base
rent of $12,500. During the year ended August 31, 2005 we recorded $14,190 in expense under this lease

i

Depreaanon and Amortization - : ST ! ' Py

Deprec1at10n and Amortization expense mcreased by 133 2% or $99,939 to $174,944 for the yéar
ended August 31, 2005 compared to $75,005 for the year ended August 31, 2004. This increase is
attributable to the Merger. Depreciation ‘and amortization relating to_the Old Emtec business accounted
approximately for $52,000 of increase. Addltlonally, we made fixed asset acquisitions of $491,310 during
the year-ended August 31 2005, these capual assets acquisitions were primarily for the purchase of
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" computer equipment for internal use, purchase of software licenses to upgrade -our compuler systems and
for furniture and fixtures, which-increased our depreciation expense. - ‘ . : I

On August 5, 2005, we recorded an Imanglblc asset, ascribed to a customer relationship of $8,378,166
in connection with the Merger. Intangible assets at August 31, 2005 and 2004 consisted of the value
ascribed to customer relationships of $8,661,712, less accumulated amortization of $68,868 and $283,546
less accumuldled amortization of $7,270, respectlvely _The assets ascribed to. customer relationships are
being amortized on a stralghl line basis over 13- 15 years Amortization expense was $61,598 and $7,270
for'the periods ended August 31, 2005 and August 31, 2004, respectively. Amortization expense of .
'$580,356 is expecled to be recorded each year through August 31, 2016, $573,085 for the year ended
August 31, 2017, $558,544 for the years ended August 31, 2018 and 2019, and $518 755 for the year ended
Augusl 31, 2020.-

“Interest expense

RS

Interest expense increased by 137.5% or $353,995 to $611,479 for'the year ended August 31, 2005,
compared to $257,484 for the year ended August 31, 2004. This is mainly due to a full year of interest
expense on notes payable to former stockholders of Westwood, DARR Westwood LLC, and Four Kings
Management, LLC, which were associated with the April 2004 acquisition of Westwood by Darr.

“Other, ;

Other income of $303,604 recorded on August 31, 2005, was due to the change in the value of the put
options issued on August 5, 2005 using a Black-Scholes option pricing model., Under the Black-Scholes
model, the total value of the put options was $315,104. As of August 31,.2005, the total value of the put
options was $11,500.

Provision for lncome Taxes

Income taxes decreased by 41.3% or $318,318 to $452, 550 for the year ended August 31, 2005,
compared to $770,868 for the year ended Auvgust 31; 2004. This decrease is primarily attributable to the
decrease in taxable. income. Taxable income decreased by 28:19% or $499.451 to $1.28 million for the year
ended Augusl 31, 2005, compared to $1.78 million for the year ended August 31, 2004

-

.Recently Issued Accountmg Standards

nln May 2005, the Financial Accountmg Standards Board (‘FASB“) lssued SFAS No. 154, “Accoummg
Changes and Errors. Corrections, a replacement of APB ‘Opinion No. 20 and FASB Statement No, 3,
(“SEAS No. 154™), SFAS No. 154 changes the requirement for the accounting and’ reporting of a change in
an dccoummg principle. SFAS No, 154 is effective for accounting changes and correction of errors in fiscal
years beginning after December 15, 2005. The Company does not expect the adopuon of this: statermentta.
have a material impact on its financial position or results of operatlons

In Ju]y 2006, the FASB issued FASB Interpretation (“FIN”) No. 48, “Accountmg for Uncertainty ‘in
Income Taxes—an interpretation of FASB Statement 109.” FIN 48 clarifies the accounting for uncertainty ‘
in incomé taxes recognized in and enterprise’s financial statements in accordance with FASB Statement
No. 109, “Accounting for Income' Taxes.” FIN 48 préscribes a comprehensive: model for recognizing,
measuring, presenting and disclosing in the financial statements tax positions taken or expected to be taken
on a tax return. If there are changes in net assets as a result of the.application of FIN 48 these will be
. accounted for as an adjustment to retained earnings. Additional disclosurés about the amounts of such .
liabilities will be required also. The Company is required to adopt FIN 48 beginning September 1,"2007.
Management is currenily assessing the 1mpact of FIN 48 on consolldated ﬁnancnal posmon and re-;ults of

operations, -
]

In Seplember 2006 the FASB issued Statement of Financial Accountmg Standards (SFAS) No 157 c
“Fair. Value Measurements” which provides a definition of fair value, establishes a framework for .
measuring fair value and requires expanded disclosures about fair value measurements. SFAS 157 is:

i
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“periods within those years. The provisions of SFAS 157 will be applied prospectively.

|
‘ effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
I | |
| Liquidity and Capital Resources : .

|

Cash and cash equivalents at August 31, 2006 of $917,683 represented a decrease of $103.554 from
e~ 10 24milliony a}! Augustys 3 l»,‘Z(_]OS.iWel arelai nct bw&& gonsequcni IX’. we bflicve J(.)ur_ _cas}y and cfash :
equivalents balance must be” viewed along withWthe availabledbalancegoniourglinegof,creditaBorrowings
under our line of credit at August 31, 2006 decreased to $3.53 million from $4.41 million at August 31,7
2005. This decrease in our line of credit balance is primarily attributable to improved days sales
outstanding and open terms offered to us by our suppliers. At August 31, 2006, our net working capital was
approximately $602,084 less than it was at August 31, 2005.

Since our inception, we have funded our operations primarily from borrowings under our credit facility.
On August 5, 2005, our subsidiaries, Emtec, Inc. (“Emtec NJ”) and Westwood Computer Corporation
{(“Westwood™ and together with the Emtec NJ, the “Borrower”), entered into a Business Financing
Agreement with GE Commercial Distribution Finance Corporation (the “Lender”) pursuant to which the
Lender has agreed to provide to Borrower an accounts receivable facility (the “Credit Facility™). The Credit
Facility provides for aggregate borrowings of the lesser of $35.0 million or 85% of- eligible accounts
receivable, plus 100% of unsold inventory financed by the Lender, minus $3.15 million. The Credit Facility
includes certain financial covenants that we must maintain on a quarterly basis, and we are also subject to
certain mandatory prepayments upon the occurrence of certain events, subject to certain exceptions, set forth
in the Business Financing Agreement.

Borrowings under the Credit Facility bear interest at an annual rate equal to the greater of (i) the rate
of interest which JP Morgan Chase Bank (or its successor) publicly announces from time to time as its
prime rate or reference rate or (ii) four percent (4%).

To secure the payment of the obligations under the Credit Facility, the Borrower granted to Lender a
security interest in all of Borrower’s interests in certain of its assets, including inventory, equipment,
fixtures, accounts, chattel paper, instruments, deposit accounts, documents, general intangibles, letter of
credits right§, and all judgments, claims and insurance policies. -

In connection with the Credit Facility, Emtec NJ and Westwood (together, the “Dealer”) entered into
the Agreement for Wholesale Financing with the Lender on August 5, 2005 (the “Wholesale Agreement”).
The Wholesale Agreement provides for an extension of credit by the Lender to the Dealer from time to
time, subject to the maximum aggregate borrowings set forth in the Credit Facility, to purchase inventory
from approved vendors and for other purposes. The financial terms of any advance by the Lender are not
set forth in the Wholesale Agreement because such terms depend upon many variable factors, including
availability of vendor discounts, payment terms or other incentives and purchase volume, The Wholesale
Agreement contains certain customary representations and warranties and events of default, including the
failure 10 pay interest, principal or fees, any material inaccuracy of any representation and warranty,
bankruptcy and insolvency events.

in addition, the Lender and MRA Systems, Inc. (dba GE Access), one of our trade creditors, entered
into an intercreditor agreement in which the Lender agreed to give GE Access a first lien positién on ali
future* unbilled service maintenance billings and which provide that, as regards to GE Access, all debt
obligations to the Lender are accorded priority.

On February 13, 2006, we entered into an addendum to our Credit Facility and Wholesale Agreement
with GE CDF (the “Addendum™). This Addendum amended the Credit Facility by increasing our reserve
amount from $3.15 million to $5.0 million, and we paid a waiver fee of $50,000 for our non-compliance
with certain financial covenants as of three months ended November 30, 2005.

On April 10, 2006, we executed a second addendum to our Credit Agreement and Wholesale
Agreement (the “Second Addendum™). The second addendum amended the Credit Facility by decreasing our
reserve amount from $5.0 million to $3.01 million, increasing the time period for eligibility of all U.S.
federal government accounts receivable from 90 to 120 days from the date of the invoice, and revised our
financial covenants from the quarter ending February 28,-2006 through May 31, 2007. All other terms ’
remain unchanged. . . ¢
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3 As of August 31, 2006, we had a $881,459 outstanding balance under the Credit Facility, a $3:25
million outstanding balance, which is included in our accounts-payable, plus $788,357 in open approvals -
under the Wholesale Agreement with the Lender. As of August-31, 2006, we had net avaﬂabrllty of $l4 60
million under the Credit Facility, and $15.47 million under the Wholesale Agreement. S

"

As of August 31, 2006, we determmed that we ‘were in comphance with our financial covenants with
" the Lender.

As of August 31, 2006, we had outstanding balances under our ‘open_term credit facilities' with our
primary trade vendors, including aggregators and manufacturers, of $27.50 million with outstanding -
prlncipal of approximately $13.54 million. Under these lines, we are typically obligated to pay each invoice
within 30-45 days from the date of such invoice. These credit lines could be reduced or eliminated without
‘notice and this action could have materral adverse affect our business, reqult of operations, and financial
condition. ‘ , "l Lo

Capital expend1tures of $764,904 durmg the“year ended August 31, 2006 were primarily for the
purchase of computer equipment for internal use, purchase of software licenses-to upgrade our accounting
systems, and furniture and fixtures. We anticipate our caprtal expenditures for our fiscal year ending
August-31, 2007 will be approximately $450,000, of which approximately $250,000 will be for the upgrade
of our organizational computer system, including'the implementation and data conversion costs, and the
remaining- $200,000 will primarily be for the purchase of computer equipment for internal use,

The following are our long-term contractual obligations for leases, debt and other long term liabilities
as of August 31, 2006. Othei long-term liabilities consist of accrued severance due to a spouc;e of a former
executive and shareholder of Westwood : :

. T paymedts Due By Period:

. Less than More than
Contractual Obligations: Total 1 year 1-3 years 4-5 years 5 years

Long-term debt obligations......... e $3,010.218 '$ 719,356 $2.290.862 $ — $—
Cipital lease obligations ."...... el e = — .= — —
Operatmg lease obligations................. 2,191,837 857912 1,166,495 167,430 —
Purchase obligations ....................... -, . — ' —_— — —
Other long-term liabilities. ................. 272,332 133,900 102,000 | 36,432 _

-

Total ..o $5 474, 387 - $1 711,168  $3,559,356  $203,862

We antlclpate ‘that our- primary sources of llquldlty in ﬁscal year 2007 wrll be cash generated from

. operations, trade vendor credit and cash available to us under our Credit Facility. Our future financial
performance will depend on our ability to continue to reduce and manage operating expenses as well as our
abrllty to.grow revenues. Any loss of clierits, whether due to price competmon or technological advances,
will "have an ‘adverse affect on our revenues. Our future financial performance could be negatively affected
by unforeseen factors and unplanned expenses. See “Forward Looking Statements” and “Business—Risk

o Factors d|scussed in our Annual Report on Form 10-K for the year ended August 31, 2006

i

We have no arrangements or other relatlonshlps with unconsolldated .entities or other persom that are .
reasonably likely to materially affect liquidity or the avallabrllty of- or requ1rements for capna] reqources

" We believe that funds generated from operanom trade vendor credit and bank borrowings should be
sufficient to meet our current operating cash requirements through the next twelve months. However, there
can be no assurance that all of the aforement:oned sources of cash can be realized.-

Critical. Accounting Policies SR

" Our financial statements are prepared in accordance with dccountlng prmcrples that aré generally
accepted in the Umted States. The’ methods, estimatés, and Judgments we use in applying our most critical’
accountmg pollcles have a significant impact on the results we report in our financial statements. The SEC
has' defined c¢ritical accounting pohcree as polrcrev. that involve critical- accounting estimates that require
{1) management to make asqumpuons that are h1ghly uncertain at the time the estimate is made and
(i) different estimates that could have been reasonably used for the current period, or changes in the _
estimates that are reasonably l1kely to occur from perlod o perrod Wthl’l would have a material impact on

i
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the presentation of our financial condition, changes in financial condition or in result of operations. Based
on this definition, our most critical policies include: revenue recognition, allowance for doubtful accounts,
inventory valuation reserve, the assessment of recoverability of long-lived assets, the assessment of
recoverability of goodwill and intangible assets, and valuvation of deferred tax "assets.

Revenue Recogmrmn

tor

client acceptance

Product revenue represents sales of computer hardware and pre- packaged software These arrangements.
often include software installations, configurations, and imaging, along with delivery and set-up of -
hardware. We follow the criteria contained in EITF 00-21 and Staff Accounting Bulletin (“SAB”) 104 in
recognizing revenue associated with these transactions. We perform software installations, configurations
and imaging services at our locations prior to the delivery of the product. Some client arrangements include
“set-up” services performed at client locations where our personnel perform the routine tasks of removing
the equipment from boxes, and setting up the equipment at client workstations by plugging in all necessary
connections. This service is usually performed the same day as delivery. Revenue is recognized on the date

of acceptance, except as follows: BT

« In some instances, the “set-up” service is performed after date of delivery. We recognize revenue for
the “hardware” component at date of delivery when the amount of revenue allocable to this
component is not contingent upon the completion of ‘set-up” services and, therefore, our client has
agreed that the transaction is complete as to the “hardware” component. In instances where our
client does not accept delivery until “set-up” Services are completed we defer all revenue in the
transacuon until client acceptance occurs.

e There are occasions when a client requests a transaction on a “bill & ‘hold” basis. We follow the
SAB 104 criteria and recognize revenue from these sales prior to date of physical delivery only
when all the criteria of SAB 104 are met. We do not medify our normal billing and credit terms- for
these customers. The customer is invoiced at the date -of revenue recognition when all of the criteria
have been met.

We have experiencéd minimal customer returns. Since all eligible products must be returned to us .
within 30 days from the date of the invoice, we reduce the product revenue and cost of goods in each

accounting period based on the actual returns that occurred in the next 30 days after the close of the
accounting period. S ' . ! ' -

Service and consultmg revenue include time brllmgs based upon blllable hours charged to the clients, ti
fixed price short-term projects, hardware mamtenance contracts “and manufacturer support servicé contracts.
These contracts generally are task specific and do not involve multrpIe deliverables. Revenues from time '
billings are recognized as services are delivered. Revenues from short-term fixed price projects are '
recognized using the proportionate performance method by determining the lével of service performed based

upon the amount of labor cost incurred on the project versus the total labor costs to perfonn the’ pro;ect
because this is the most readily reliable measure of output. .

Revenue from the sale of warranties and support service contracts where we are responsible for
fulfilling the service requirements of the client are recognized on a straight-line basis over the term of the
contract, in accordance with Financial Accounting Standards Board Technical Bulleting No. 90-1, '
Accounting for Separately Pnced Extended Warranty anid Product Maintenance Contracts {“FTB 90-1").

Revenues from manufacturer support service contracts where the manufacturer is responsible for
fulfilling the service requirements of the client are recognized immediately on their contract sale date.
Manufacturer support service contracts contain cancellation privileges that allow our clients to termmate a
contract with 90 days written notice. In this event, the client is entitled to a pro-rated refund based on the
remaining term of the contract, and we would owe the manufacturer a pro-rated refund of the cost of the
contract. However, we have experlenced no client eancellatlons of any significance during our most recent
3-year history and do not expect cancellations of any slgmﬁcance in the future.

We may also enter into sales arrangements with clients that contain multiple elements. We recogmze
revenue from sale arrangements that contain both products and manufacturer warranties in accordance with
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Emergmg Issues Ta';k Force (EITF) Issue No. 00-21, “Revenue Arrangemems with>Multiple: Deliverables”,
based on.the relative fair value of the mdmdual .components. The relative fair value of mdmdual

components is based on historical salés of the components sold separately _ . o

1

h . e

Trade Recei vablec

. .- , Lo a e . e, IR .. N

+We maintain an allowance for doubtful accounts;for estlmated losses. resulting from the mablluy of our
cllents 1o, make required payments We base our estimates on the agmg of our accounts receivable balances
R ourmﬁ cxp‘{'{mm&’? If} the financialkcondition. of our clients were to
deteriorate, additional allowances may be required. We believe' the' accountmg-esnmate’related to the

“allowance for‘doubtful accounts i§ a “critical accounting esumate because changes 1n‘§1t can slgmﬁcantly
affectnetmcome et S X ,

Tre o LTS MoV Ty Lk it L L e . R . - Sy

Inventories : .

Inventory is stated at the lower of average cost (specific 1dem1ﬁcauon) or market. Inventory- is entirely.

finished goods purchased for resale and consists of computer hardware, computer software, computer
penpherals and related supplies. We prowde an inventory reserve for prodicts we determine are obsolete or
where salability has detertora(ed baséd on management’s review of products and sales. :

- #

Goodwill .and lnr&ngibl‘e Assets

f o i~ .o

We have adopted Statement of Fmanc:al Accotinting Standards No. 142 “Goodwill and Other !
Intangible Assets” -(“SFAS 1427). As a result, amortization of goodwill was dlscontmued ‘Goodwill is the
excess of the ‘purchase price over the fair value of the net assets acquired in a business combination*
accounted for under the purchase method. We test goodwill and indefinite- lived- asséts for- 1mpa1rment
at leaqt annually in accordance with SFAS 142. Thé Company set an annual impairment testing date of
June l. An impairment charge will be recognized only when the implied fair value of a reporting unit,
mcludmg goodwill, is less than its carrying amount, Intangible assets. that have finite useful’ lives are
amortized over their useful lives. : :

Intangible assets at August 3l, 2006 and August 31, 2005 consisted of, the value ascribed to customer
relationships. The assets ascribed to customer relationships are bemg amortized on a straight-line basis over
13 to 15 years. [ntangible assets are tested for recoverability whenever events or changes in cifcumstances
indicate that their carrying amount may not be recoverable in accordance with Statement of Financial
Accountmg Standards No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets.”
Recoverability of long-lived assets is assessed by a- comparison of the carrying amount to the estimated
undiscounted future net cash flows expected to result from the use of the assets and their eventual
disposition. If estimated undiscounted future net cash flows are less than the carrying amount, the asset is
considered impaired and. a loss would be recognized based on the amount: by which the carrying value
exceeds the fair value of the asset. :

Rebates -

il

Rebates are recorded in the accompanying‘consoliﬂated statements of income as a reduction of the cost’

of revenues in accordance with Emerging Issues Task Force Abstract No. 02-16, Accounting by a Customer
(Including a Reseller) for Certain Consideration Received from a Vendor (EITF 02-16).

Income Taxes ’ ) ' A

e - +

Income taxes are accounled for under an asset and liability approach that requ1res the recogmt:on of

. deferred tax’ assets and liabilities for the expected futire tax consequences of events that have been
recognized in our financial statements or tax returns.’ In estimating future tax consequences we generally
consider all expected future events other than' the enactment of changes in tax laws or rates. A vahiation
~allowance is recognized if, on weight of available evidence, it is more likely than not that some pomon or
all the deferred tax assets will not-be realized. . .

' \
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Off-Balance Sheet Arrangements

Under SEC regulations, in cenaln cm;umstances we are reqmred to make certaln dlsclosures regarding
the following off-balance sheet arrangements, if material; '
* Any obligation under certain guarantee contracts;

¢ Any retained or contingent interest in assets transferred to an unconsolidated entity or similar
arrangement that serves as, credit. liqtidity or market risk support to that éntity. for such assets;

¢ Any obligation under certain derlvauve instruments; and

* Any obligation arising out of a matenal variable interest held by the Company 1n an unconsolldated
entity that provides ﬁnancmg, hquldlty, market risk or credit risk support to the Company, or
engages in leasing, hedging or research and development services with the Company

‘We do not have ary off-balance sheet arrangements that are required to be disclosed pursuant to these
regulations. . : _ .

Item 7A. Quantitative and Quahtanve Disclosures About Market Risk

We do not engage in trading market nsk sensitive instruments and do not purchase hedgmg
instruments or “other than trading”, 1nstruments that are likely to expose us to market risk, whether interest :
rate, foreign currency exchange, commodlty price or equity price risk. We have, issued.- ng+debt instruments; "
entered into no forward or future. contracts;-purchased no optlons and entered.into no swaps ‘Our primary
market risk exposures are those of lnterest rate: fluctuations.” A’ change in interest. Tates’ ‘would ‘affect. the rate
at which we could borrow . funds under our\revolvmg credit facility. Oursaverage balanceﬁon ‘the,, line; of
credit during fiscal year August 31, 2006 was approxlmately $5.2 million. Assuming: no- malerlal mcrease or
decrease in such balance, a one percent change in the interest rate would change our interest; expense by
approximately .$52,000 annually.
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Item' 8. Financial Statements and Supplementary Data

" REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Difectors
Emtec. Inc.

Trenton New Jersey

’

.. [T -‘;, "-”: T . . e
We have audited the consolidated balance sheet of Emtec, lnc and Subsidiaries (the “Company") as of
August 31, 2006, and the related consolidated statements of income, cash flows and changes in

stockholders™ equity for the year ended August 31; 2006. These financial statements are the responsibility of

the Company’s management. Our respons1b|hty s 0 express an op1mon on- these ﬁnanma] statements based
on our audit. L

!

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards-require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of matérial misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statemenis. An
audit also includes aqeesemg the accounting prmcnples used and significant estimates made by managément,

as well as evaluating the overal financial statemem presentauon We belleve lhat our audit pr0v1des a

reasonable basis for our opinion. c - b a !

) In our opinion, the consolidated ﬂnanc1al stalemen[e referred to above present falrly, in all material -
respects, the financial posmon of Emtec. Inc. and Subsidiaries.as of Auguqt 31, 2006, and the results of

their operations and their cash’ flows for the year ended August 3l 2006, in conformny wuh U S. genera]]y
accepted accountmg pnnc:]ples :

I/ McGladrey & Pullen, LLP I | ' ’
Blue Bell, Pennsylvania ' ‘ S
November 17, 2006 T o ' -
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

) . ' 0o i s, . . . . ' ¢
Board of Directors
Emtec, Inc.

We have audited the accompanying consolidated balance sheets of Emtec, Inc. as of August 31, 2005

and 2004, and the related consolidated statements of operations, cash flows and changes in stockholders’
equity, for the year ended August 31, 2005, the peried from April 17, 2004 to August 31, 2004 (Successor
Period) and the period from September 1, 2003 to April 16, 2004 (Predecessor Period). These financial
statements are the responsibility. of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on_our audits.

i -

We conducted our audits in accordance with the standards of The Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We were not
engaged to perform an audit of the Company’s internal control over financial reporting. Our audits included

consideration, of internal control over financial reporting as a basis for designing audit procedures that are
appropriate_in the circumstances, but not for the purpose-of expressing an opinion on the effectiveness of .
the Company’s internal control over financial reporting. Accordingly, we express, no such opinion. An audit
includes' examining, on a test basis, evidence supporting the amounts and dlsclosurcs in the financial .
statements, assessing the accounting pnnc1ples used and significant esumates made by management, and

evaluating the overall financial statcmenl presentatlon We believe that our audits prowde a reasonable basis’

for our opinion.

“In our opinion, the financial statements referred 10 above present fairly, in all material respects the
consolidated financial position of Emtec, Inc at August 31, 2005 and 2004, and the consolldated results of
its operations and its cash flows for the year ended August 31, 2005, the period from Apnl 17, 2004 to
August 31, 2004 (Successor Period) and the period from Septémber 1, 2003 to April 16, 2004 (Predecessor
Period), in conformity with U.S. generally accepted accounting principles.

.

/s/ ERNST & YOUNG LLP

Philadelphia, PA
December 2, 2005
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EMTEC; INC.
CONSOLIDATED BALANCE SHEET

* August 31, 2006 and 2005 . . ' ) !
! oL 2006 2005
Assets '
Qurrem Assetq L T CLoE l
- *Cash and cash equwalents ............ U, PO $ 917683 $ 1,021,237 |
\ Recewables o S : cod
“ = Trade, less allowance for doubtful accounts ............... ceee. o 27,424737 34,541,373 |
- *.“ "‘%' Others.............0......... T 2,478,004 3385891
" Inventories; net........... PO e EETT SO 1,295,364 5,770,590 !
s e AR REPPPRE PR 681,831‘ 433,238
e EETEPPIPI © 636,183 603,533 |
e TR [ SO SO ..33,433,802- 45,755,862 |
i o ;
iy : + 1,316,089 "917,159 !
, IR ~T 8,013,127 8,592,844 '
GOOC[WI" ...... Taedaas M et oo - 62000000000006000 _7 '92’%"055 8.974.610 ' . _
Restricted.cash.......... s EE S 150,000 5,650,000 = 1 e
Other assets............. R e S 97,751 119,443 l
TOtAl ASSELS + - +vvveveeeneeneerarenane e e, ... $52024,824 $70,009918
Liabilities and Stockholders’ Eqmty o ' L !
Cun‘cnl Liabilities _ ' '
Line of credit ..... e e $ 881459 § 4412526
Accounts payable—itrade .. ............ e e 23,355,126 - 29,738,061 .
Accounts payable—related party........... ..., e 254,166 133,333 !
.. Current portion of long: term debt—related party ...... PO e 719,356 524,874
Income taxes payable....................... e 85,732 828,659
‘Accrued liabilities e e e 3,443,829 4,190,728 '
Due to former stockholders .. .-............... s 631,415 631,415
Customer- deposits . ... .. A e T e 693,383 1,268,672
Deferred revenue .. ...t 1,069,020 1,125,205 _
: Total current liabilities .........................oooii L. 31,133486  42,853473
* ACCIUEd SEVETAMCE . . eveeee ettt e e ettt e e eeaeanas e . 272,332 380,356
. Deferred tax liability ....... e e e e e e 2,785,606 2,838,298 ;
Long term deb[—related A1 R A 2,290,862 _ 3,010,219 i
) Total. Habilities. . . vee oo e e oo L 36,482,286 49,082,346 l
Stockholders’ Equity !
Common stock $0.01 par value; 25,000,000 shares authorized; l
17,249,875 and 17,232,134 shares issued and 14,385,286 and ;
17,232,134 outstanding at August 31, 2006 and 2005, respectively . 172,499 172321
Additional paid-in capital ........... .. e 19,921,699 19.908,'{79 ]
Retained eamings............ooeeeeeeiininn... AP S 1,044,387 846,472 |
. B - 21,138,585 20,927,572 |
Les§3 treasury stock, at cost, 2,864,589 shares....................... (5,596,047) — i
Total stockholders’ equity ..o 15,542,538 20,927,572 !
Total liabilities and stockholders’ equity........................ $52,024,824 $70,009,918 1’

The accompanying notes are integral parts of these. consolidated financial statements.
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EMTEC; INC.

CONSOLIDATED STATEMENT OF INCOME
Periods Ended August 31, 2006, 2005 and 2004

‘¥

Gross profit....... e e
Operating expenses:

Selling, general, and.administrative
EXPENSES . . ovvvvrennnnn U S

Management fee—related party.............

‘Rent expense—related party................

_Depreciation and amortization. ., ...:.......

Total operating expenses ..............covvien.

Operating inComMe . .......ooveiiriiiianniarenns

Other expense (income):

Forgiveness of debt. .. ....................

Interest income—related party....... e .

_ I‘ntﬁgest'iqcon}_@:‘?pther .....................
T Interest eXPEnSe ...

Netincome . .....covvvvvrrvrinnan- e

Preferred stock dividends....... TSI

Net income available to common stockholders. ..

Net income per common share

Basic and Diluted . ......... ... 0iiivaaatn

Weighted Average Shares Outstanding

Basic ...

Period from

- April 17, 2004

to August 31,

REVENUES ... eeeeeeeeeaaniii s $224,511,942
Costof revenues. ........cccoeiiinninen-. o

Period from

September 1,
2003 to

. 2004 April 16, 2004
Year Ended Year Ended {Successor (Predecessor
August 31, 2006 August 31, 2005 Period) Period)
$162.632,042 $41,641,604 $88.220,719
199,382,350 - 148,587,442 37,617,860 79,596,368
251129592 14,044,600 4,023,744 8,633,351
22,098,186 11,858,576 3418755 7,292,265
350,000 350,000 116,664 —
355,731 194,190 60,000 155,333
.945,685 174,944 23,739 51,266
23,749,602 12577710 3,619,158 . 7.498.864
1,379.990 1,466,890 404,586 1,134,487
— — — (405,652)
- — e (21,483)
(52,013) (120,520) (25,783) (44,479)
1,064,703 611,479 184,665 72.819
(38.619) . (303,604) — —
405,919 1,279,535 - 245704 - 1,533,282
208,004 452,550 . 123,423 647,445
$ 197915 S . 826985 $ 122281 $ 885837
— (72794) (30,000 —
$ 197915 § 754,191 -$ 92281 § 885837
s 001 $ . 008 $ . 00l § 009
14,671,170 10,075,520  9.528,110 9,528,110
14672,838 - . 10,108,803 9528110

9,528,110

The accompanying: notes are integral parts of these consolidated financial statements.
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- E“d“‘g Cash and Cash Equlvalents i

I . . . L. . -
:; R EMTEC INC
; CONSOLIDATED STATEMENT OF. CASH FLOWS ... .«
' Periods Ended August 31 2006 2005 and 004 ;‘ P T
‘ﬂ‘ e el e e LA o - . . ' . Period from
Lo . . . L IR AR +.. Period from . September 1,
ol SR , A - April17, 2004 to- 2003 to April 16,
. ) S - S Year Ended © Year Ended  Auwgust 31, 2004 ;2004 2. -
B Lo e . August 31,0 Awggust 31, (Successor . (Predeécessor
- . o . o _ 2006 - 2005 - Period) - 4 Period)
Cash“Flows From Operatmg Actmtles R e -
Net iflcome-............. 0.0 i, PR $ 197915°% 826985 § 122,281 .- § ° 885,837
‘Adjustments to Reconcile Net Income to Net - L L R T PR
Cash Provided by. Operatmg Act:vmes U ' I ’
: Forgweness of debt .........."0%. ... POPOTE A (405,652) .
: Deprec1anon and amomzanon S S S 945,685 ¢ 196,755 - 23739 - 51,266
Deferred income tax (benefit) expense ........ Lolote (85,342)  (147,382) 50,578 - . 58303
Put option valuation................0.000 00 (11,500)  (303,604) - ~ — - —
Changes In Operating Assets and Liabilities .
Receivables. .. oo e L. 8024523 (2,118,382)  (6,854,567) 579,725
INVentories. . ... covvee i wv. o 4,475,226 (3,090,989) (75,838) " 622,947
Prepaid expenses and other assets.......... SR .' o (226,894) (21,380) 7,706 (22,063)
Accounts payable ...... P [ (6 262,102) 5,875,608 8,707,348 - (1,238,723)
Customer deposits, .. .. T, [ (575,289) (43,935) — —
Income tages payable ...l (742,927 148,501 . —
- Accrued liabitities.................... (735,399) 1,362,375 (637 962) - 765,315
. Deferred compensation ..................... e {108,024y - —_ — I
'Deferred FEVENUE. .. oo iiieaeeeenn, S . (56,185) (74,611) . 16 815 (125,914)
Net’ Cash_ Provnded By Operating Activities ..... 4,839,687 2,609,941 1,360,100 1,171,041
Cash Flows From Investing Activities . : ' ' o
Purchases of property and equipment.............. © {764,904y - (491,310) (147,705} (45,616)
Acquiqilion of businesses, net of cash acquired . ... (39 445)- (678,875) (4,917,499) —
Net Cash Prov1ded By (Used In) Investmg ' )
|, Activities ...\ e o (804, 349) (1,170,185) -(5,065,204) .. ' (45,616)
. Cash Flows From Fmancmg Actmtles . S e
- ANet mcrease (decrease)-in lme of credlt - ?._ (3 531 067) 4,054,524 - 299,250~ .(7,121,955)
Proceeds from issuance?of: common Stoc ‘ 13 098 _16,671 ©o, 625000 0 0 =
Proceéds. from issuance of preferred stock” N A = L= 1,000,000 . 7 —
"Proceeds from long-term debt. ........ .. e, L — o — . 1,500,000 - ., . —-
Repayment of amount due to former:stockholders. . [ — (33 152).. — — -
Decrease (increase)-in restricted cash. R - 1 500 000 (5,350 ,000) . LT ' =
Purchase of treasury stock........0.........0...0 (5,596,047 ¢ — .. T T
Repayment of debt..5....c... o0 oo, (524 875) (322 479) A — =
~ NetCash (Used-In) Provided By Fmancmg o LT
© ACHVItES il PR . (4 I38 891) (1,634 436) . 3,424250  (7,121,955) -
Net decrease in Cash and Cash Equnvalents ..... {103,554y 4 (194, 680y '(280;854) (5 996,530) -
~ Beginning Cash and Cash Equlvalents 3 e M,021,237 1,215,917 - 1,496,771 717,493,301

Supplemental Dlsclosure of Cash Flow

, 'Information .. N -

" "Cash paid during the perlod for o L - . R
Income taxes ..o ............ FEPPRNIAS $ 1, 152 865 $ .417, 056 - § 433,000 § 345,000
[RICTESE .l 755,618 | 355474 52,500 28,000 °

N -,
. . P

. e . . et

- The.accompanying Tiotes are ‘integral parts of .these consolidated:financial statements:
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EMTEC; INC.
CONSOLIDATED STATEMENT OF CHANGES IN.STOCKHOLDERS’ EQUITY

Preferred Stock __ Common Stock * A dditional Treasury Total
“ ‘ Paid-in Retained  Stock, at  Stockholders’
. Shares Amount Shares Amount Capital Earnings at Cost Equity
.. Fredecessor period - S :
e ' 9,528,110 $ 95281 $ 771,680 4,131,729 § | (15,837) 8 98 120 30" " m e i
Capital contribution ..~ ... —_— = — . — 903811 T — 903,811 '
' Noncash distribution. .. .... — — — — o= {399,587 = (399,587)
k Net income ............... - — — — — 885837, © v 885837
B AL _ =

Balance at April 16,2004.  —  — 9,528,110 $ 95281 $ 1675491 $4,617979 $ (15437) $ 6,373,314

Successor period .ot : . . ,
Balance at April 17, 2004 . 1,000 - 10 9,528,110 95281 1,529,709 — - — . 1,625,000
Net income . ........... . - = — —_ — 12228 — 122,281 )
Balance'at August 31, Yo - ' '
2004 ... 1,000 $10 9528110 $ 95281 $ 1,529,709 $ 122,281 § — "% 1,747,281
Common stock . o ‘ -
deemed to be . . S
issued in reverse “ ) T . o
MErger. .. .. . e e — 1676024 76,760 19,362,670 — 19,439,430
Dividends accrued on ‘e L v
preferred stock-..... . — — - = — (102,794 . @ — (102,794)
Conversion of =+ R R ; : ) S '
preferred stock into ) : e
debt ....... G (1,0000 (10) o= — 999.990) ,  —. — (1,000,000}
Common stock issued : N [ P .
upon exercise of o ’ o,
options—post, PR . e, - )
" merger.... .. - = 28,000~ 280 16,390 - — 16670
Net income ............... - = — — = 826985 — 826,985
Balance at August 31, = s ‘ A B I T
20050, ST - —. $— 17232134 $172,321- $19,908,779 § 846472.% — $20,927,572
. ‘ . Ty N

Purchase of treasury ! : -
StOCK ..o - = — — T =T s = 1 (5,596,047) 4(5,596,047)

Common stock issued
upon exercise of

options—post . C ) - . ) ' o
COMETZET.. ... cunnes — — _17,74% 178 +..12,920 te— T — 13,098
Net income ........ L = — e — . 197915 ¢ — 197,915
Balance at August 31, A Y B '._"" ‘ : o ST
2006 ... 0 — §5$— l7,249,875-‘-$l72,499 $19.921.699 $1,044,387 $ (5,396,047) $15,542,538

' L

The accompanying notes are integral parts of these consolidated financial statements.
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EMTEC, INC.
. \NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

August 31, 2006

'
+

1. Organization - - . REREE - N
Business . S g S PR X

On August 5, 2005, Emtec, Inc. (Old Emtec) completed a merger with Darr Westwood Technology
Corporation (Darr) pursuant to whrch the two companies merged and now operate as a consolidated entity
that has retamed the name Emtec lnc (the Company or Emtec) (the August 5, 2005 merger) Management

" conclided that the tranqactlon resu]ted ina change in control of the- Company and that the transaction

should be accounted for as a reverse _merger, whereby Darr’ was consrdered the accountmg acquirer of Old
‘Emtec for financial reporting purposes In whal ‘was regarded as a recapttahzatron ‘the historical
stockholders™ equity of Darr, the accounting acqmrer prior to the merger, was retroactively restated for the
equrvalent riumber of shares received in the merger after giving effect to any differénce in the par value of
Old Emtec’s and Darr’s stock with an offset to paid-in capital. Retained earnings of Darr are carried
forward after the merger. Operations prior to the merger are those of Darr. Earmngs per share for periods
prior to the merger were restated to reflect the equivalent number of shares.

Accordingly, the historical financial statements of Emtec are considered to be those of Darr for all
periods presented. The consolidated financial statements presented in this report consist of following
financial staternents:

. Emiec for the year ended August 31, 2006 includes the accounts and transactions of the
combmed company for the penod from September 1, 2005 10 August 31, 2006

2. Darr for the year ended August 31, 2005 (includes accounts and transactions of Emtec for the
:period ‘from August 6, 2005 to August 31, 2005,

3. Darr (following the Westwood Merger on Apnl 16, 2004) for the period from Apnl 17, 2004
he to August 31, 2004 (Dan’ Successor Perrod) ,

i' 4. Westwood for the pertod from September 1, 2003 1o Apnl l6 2004 (the Darr Predecessor
Perlod) . o .

',The notes to the conéolidated ﬁnancial stntements refer to the following d'et;tned periods ended:.
=August 31, 2006, August 31, 2005, August 3l 2004, and April 16, 2004, -

The Company is an mformatlon technology company, providing consultlng, services and products to

~ commercial, federal, edueanon state and local verticals. The Company’s areas of specific practices include

communications, data management enterprise computing, managed services, storage and data center
p]annmg and development The Company’s client base is compnsed of’ departments of the United Stites
Federal Government, U.S. state and local governments schools ‘and commercial businesses throughout the
United States. The most significant portion, of the Company’s revenue is derived from activities as a reseller
of Information Technology (“1T") products such as workstatlons 9erver§ mlcrocomputers and application
software and networking and communications equipment. . i

The Company conmders all of its operating activity to bé generated from a single operating segment.

.
) " . . . ..
LI i . 1 N . . ir

2. Summary of Signiﬁcantk.Accounting Policies .

Principles of Consolidation’

.+ The consolidated financial statements include the accounts of the Company and-its wholly owned
subsidiaries, Emtec, Inc. (New Jersey Corporation), Emtec -Viasub LLC, and Emtec .Viasub’s wholly owned
subsidiary Westwood .Computer Corporation (“Westwood™) and Westwood’s wholly owned subsidiary,
Westwood Solutions LLC. Significant intercompany account balances and transactions have been eliminated
in consolidation. ‘ e PN : ’ : :
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EMTEC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
August-31, 2006

- Accounting Estimates

The preparation of financial stalements in conformity with U.S. GAAP requires management (0 make
estimates and assumptions that aff!ecl the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of financial statemients and the reported amounts of revenues and
expenses during the reporting period, including, but not limited to, receivable valuations, impairment’ of
goodwill and other tong lived assets, and income taxes. Management's estimates are based on historical
experience, facts and circumstances available at the time, and various other assumptions that are belicved to
bé reasonable under the circumstanices. The Company reviews these matters and reflects changes i in
estimates as appropriate. Actual results’could differ from those esnmates

Reclassifications =~ . - ‘ o ‘ ' : R
Certain reclassifications have been made to prior years balances in order to conform 10 current
presentations. . .

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original-maturity of three months or less
to be cash equivalenis. The Company typically maintains cash at major financial institutions. At times
throughout the year, bank account balances exceed FDIC insurance limits, which are up to $100,000 per
account. )

The Company has restricted cash from time to time during the year. The Company recorded restricted
cash of $150,000 and $5.630,000 at August 31, 2006 and 2003, respectively. Restricted cash of $150,000 at
August 31, 2006 and 2005 is to obtain a letter of credit required as a security deposit for a real estate lease
and $5,500,000 at August 31, 2005 represents cash earmarked to fund a self tender offer that was initiated
on September 7, 2005 in connection with the merger. At Augusl 31, 2005 cash that haq not heen released
by the finance company totaled to $476,290. -

)

Concentration of Credit Risk and Significant Customers

Financial instruments that potentially subject the Company to a concentration of credit risk consist
principaily of accounts receivable The Company’s revenues, by client type, are comprised of the following:

For the Periods Ended

Auogust 31; 2006 August 31, 2005 August 31, 2004 April 16, 2004
Departments of the ) . ' '

United States Government....  SU1B.167.014  52.6% $123823906  76.1% $31463023  756% $66.663466  75.6%
State and Local Governments... 25299178 113% - 17625586  108% 3571827  86% 1567943  86%
Commercial Companies ........ 51606516  23.0% 12338163 76% 4580576  110% 0705260 11.0%
Education and other............ 20439234 13.10% 8844387  54% 2026178 © 49% ° 4203041 . 49%

Total Revenues............ $224.511,942 100.0% $162,632,042  100.0% $41.641.604  100.0% 388229719  100.0%

The Company does not require collateral or other security to support credit sales but provides an
allowance for doubtful accounts based on historical experience and specifically identified risks. Trade
receivable are considered delinquent when payment is not received within standard terms of sale and are -
charged off against the allowance for dolbtful accounts when management determines that recovery is -
unhkely and the Company ceases its collection efforts. :
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T EMTEC INC.

b NOTES TO- CONSOLIDATED FINANCIAL. STATEMENTS—(Contmued)
"' August'31, 2006,

The Company provides. an”allowance for losses on trade Teceivables based on a: revnew of the current -
status of existing recéivables and managemen[ s evaluation:of pertodtc aging of the accounts Thé trade

account recewables consist of the following: -« . :
- . e e B T I ‘Auéilst 31,"' R
o - R . Y. 2006 - J2005 e
- Trade receivables. .. ... IS U . $27,541,825 $34,766,373
Allowance for doubtful accounts ................. (117,088} {225,000)

Trade receivables, net............ s $27.424.737 $34,541,373

Fair Value of Fmanctal Instruments

The carrying amounts of accounts recctvable other receivables, accounts payable, accrued expenses
and customer deposits approximate fair value because of their short-term nature. The carrying -amount- of .
the line of credit and long-term debt approximates their fair value because the interest rates reflect rates the
Company would be able to obtain on debt with similar terms and conditions:

~Revenue Recognition R o

_ The Company recogmzes revenue from the sdles of products when r1sk of loss and tttle passes whrch
is upon customer acceptance SR _ o Yo

Product revenue represents sales . of computer hardware and pre- packaged software These arrangements
often mclude software installations, conftgurattons and imaging, along with delivery and set-up of
hardware The Company follows the criteria contained in EITF 00-21 and SAB 104 in recognizing revenue
assocrated with these transactions. Thé Company performs software instaliations, ‘configurations and i 1magtng
servrces at. its-locations prior to the .delivery of the pfoduct.. Some, customer arrangements include “set- up”
servrces performed at customer locations where the Company’ § personnel perform the routine tasks of .
removmg the equipment from boxes and setting up the- equtpment at customer. .workstations. by pluggmg in
all necessary connections. 'Thts service ‘is-usually performed the: same day as deltvery Revenue.is - '
recognized. on the - date of acceptance except as follows: ™ ... v *‘.'A T e e

e In some tnstances the “sét-up” service is performed ; after date of deltvery The Company recogmzes
revenue for the “hardware” component at date of delivery when the amount of revenue allocable o
- this component is not contingent upon the- completton of “set-up” services and therefore, the
_Company’s customer has agreed that the transactton is comp]ete as to thé “hardware” component. In
' instances where the Company s customer does_not accept deltvery unttl “Set- up servrces are L
- completed the Company ‘defers all revenue in’ the transaction unttl customer acceplance occurs . ‘

** ‘s There-are occasions- when a customer requeststa transaction.on a “bill & hold” basis.- The Company
; follows the SAB 104 crlterta and recognizes . revenue from.these sales prior to'date of physical -
delivery only when” all ‘the criteria of SAB . 104 are met. At August 31, 2006, and 2005, accounts

. receivable related to bill and hold sales totaled $144; 369, and $221, 255, respectlvely Total revenues

. -~ from bill and hold sales were $835,870 ‘and’ $768,726 with a gross. profit of $121,632 and $86, 860
- ", which was included.in the results of* operations for the-year ended August 31, 2006, ‘and 2005,

"respecttvely The Compdny does not modtfy its, normal billing “and -credit terms for these customers.

“The customer is, 1nvo1ccd at the date of revenue recogmtton when all of the criteria have been met.:

Vit
.

The Company has experrenced minimal customer  retlirs. Since all ehgtble prOJects must” be returned
- to the Company with 30- days -from the date of the invoice, the Company reduces the product revenue and
. cost of goods in each accounttng period based on the. actual returns that occurred in the next 30 days after
o the close of, the accountmg pertod ;

. ,'«s * . ""-, e e s . .
1 FLL ] - . - - ‘- L

Service and consulting revenué tnclude fiine: billings based: upon btllable hours'charged the ¢
customers, fixed. price- short- term proyects hardware. mamtenance contracts, -and manufacturer support service

9
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EMTEC, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contmued)
. August 31, 2006

contracts. These contracts generally are task specific and do not involve multiple deliverables._Revenues
from time billings are recognized as services are -delivered. Revenues from short-term fixed price projects
are recognized using the proportional performance method by determining the level of service performed
based upon the amount of labor cost incurred on the project versus the total labor costs to perform the
project because this is the most readily reliable measure of output.

Revenue from’ the: sale of’ warrantles and support-service contracts where the Company is responsible
for fulfilling the"service requirements’of the client are recognized on a straight-line basis over the term of
the contract, in accordance with Financial Accounting Standards Board Technical Bulleting No. 90-1,
Accounting for Separately Priced Extended Warranty and Product Maintenance Contracts (FTB 90-1).

Revenues from manufacturer support service contracts where the manufacturer is responsible for
fulfilling the service requirements of the customer are recognized immediately on their contact sale "date.
Manufacturer support service contracts contain cancellation privileges that allow our customers’ to terminate
a contract with 90 days written notice. In this event, the customer is entitled to a pro-rated refund based on
the remaining term of the contract and we would owe the manufacturer a pro-rated refund of the cost of
the contract. However, the Company has experienced no customer cancellations of any significance during
our most recent three-year history and do not expect cancellations of any significance in the future.

The Company may also enter into sales arrangements with . customers that contain multiple elements.
The Company recognizes revenue from sale arrangements that contain both products and manufacturer
warranties in accordance with Emergmg Issues Task Forcé (EITF) Issue No. 00-21, “Revenue Arrangements
with Multiple Deliverables”, based on the relative fair value of the individual components. The relative fair
value of .individua'l components is based on historical sales of the components sold separately.
st . - -

-

Rebates

Rebates received on products purchased are recorded in the accompanying consolidated statements of
income as a reduction of the cost of revenues in accordance with Emerging Issues Task Force Abstract
No. 02-16, Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a
Vendor (EITF 02-16). At August 31, 2006 and August 31, 2005, approximately $1,946,469 and-$2,117,290,
respectively, of rebates receivable were recorded in accounts- receivable-other in the accompanying
consohdated balance sheets.

Inventory

Inventory is stated at the lower of average cost (specific 1dent1ﬁcat10n) or market. Inventory is entirely
finished goods purchased for resale and consists of computer hardware, computer software, computer
peripherals and related supplies. The Company prowdes an inventory reserve for products it determines are
obsolete or where salablllty has detenorated based on management“. review of products and sales.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Deprec1at10n and amortization are provided on a
straight-line basis over the estimated useful lives of the assets, which generally are three to five years. '
Maintenance and repair costs are charged to expense as incurred. The cost and accumulated depreciation
relating to property and equipment retired or otherwise disposed of are eliminated from the accounts and
any resultmg gains or losses are credited or charged to income.

Goodwill

Goodwill represents costs in excess of fair values assigned to the underlying net assets of acquired
companies. Effective. January 1, 2002; the Company adopted SFAS No. 142, “Goodwill and Other

Intangible Assets” and as a result, goodwill is not amortized but tested for impairment annually .or more

40




. EMTEC, INC.

NOTES TO CONSOLIDATED FINANCIAL.: STATEMENTS—(Contmued)
August 31, 2006 '

frequently if events or changes in circumstances indicate that the asset.- mlght be impaired. The Company
set an annual impairment testing date of June 1. An impairment charge will be recognized only when the
implied fair value of a reporting unit, including goodwill, is less than its carrying amount.

Changes in the carrying amounts of goodwﬂl for the year ended August 31, 2006 and 2005 are as
follows:

2006 2005

| Balance, beginning...........0............... . 88974610 -§ . —
Goodwill acquired duting the year.......... e e . —. 8974610
Ad_]ustment to previously recorded purchase pnce 39445 —
Balance, endlng T $9,0'14,055 $8,974,610

For the year ended August 31, 2006, the Company determined that segment reporting ‘of its business
activities 1s not required under SFAS 131 due to the s1m|lanty in economic and business characteristics of
its opérating segments that allow for aggregation as one business unit. ‘Therefore, the entire Company is
consrdered Jone-reporting unit for purposes of impairment testing under SFAS 142. The Company. performed
an tmpatrment test as of June.l,” 2006, based on a market approach that uses our market capitalization at |
that date as the fair value of the Company. Under thlS method, we compare the fatr value of the reportmg
unit to ifs carrying value inclusive of goodwill. The: fair value of the . Company exceeded the canymg value,
thus-thxe;ECOH;!pany detemtmed that there was no tmpamnent
- -r,h-l ?w PO

Identifiable Intangtble Asset ' . . N

On August 5, 2005, the Company - alloeated $8,378, ]66 of the purchaqe pnce aqwcmted wnh the
acquisition of Old Emtec to-customer’ relationships. Aggregate customer relationships at August 31, 2006
and 2005 amounted to $8,661,712 less accumulated amortization of -$648,585 and $68,868, respectively.’
The assets ascribed to customer relationships are being amortized on a straight-line basis over 13- 15 years.

Ch o ST e . 2006 005, o
Gross carrying amount .......... $8.661,712 $ 8,661,712 r
Less accumulated amoruzauon..:....‘-. feeliceii.... 648,585 ‘68,868
Bd[dnce endmg ................ e O L $8-0i3 127 ‘ $ 8,592,844

Amortization expense was $579 717, $61, 598 dnd $7 270 for the penods ended Auguet 3l 2006 2005
and 2004, respectively. Amomzanon expense of $580 356 1s expected to be, recorded each year through
August 31, 2016, $573,085 for the ‘year ended August-31, 2017, $558,544 for the yéars ended August 31,
2018, and 2019, and $518,755 for the year ended August 31, 2020,

Long lived assets including customer relationships and property and’ equtpment are- tested for
recoverability whenever events or changes in circumstances indicate that-their carrying amount ‘may not ‘be
recoverable in accordance with Statement of Financial Accounting Standards (“SFAS”) No: 144+ ot
“Accounting for.the Impairment or Disposal of Long Lived Assets.’ Recoverablltty of long-lived assets’is".
assessed by a comparison of the carrying amount to the estlmated undtqcounted future net’ cash’ flows .
expected to-result from the use of -the assets and their eventual- dtspoemon 1If estimated undiscounted future
net cash flows are less than the carrying amount, the asset. is consrdered impaired and a loss would be S
recognized based on the amount by which the carrymg value exceeds the- falr value of the asset ’

- Lo ' 3 L . . - L.

Advertlsmg . e e .
Advertlsmg costs are expensed as tncurred Adver’usmg expense was $904 886 $551 065 $200 690
and $217,557 for the pertods ending August 31, 2006, August 31, 2005, August 31,.2004 and April 16,
2004, respectively, and is included in selling, general and administrative .expenses: in the consolldated" ]
statements of operations. ‘We receive marketing development funds from vanous manufacturers Wthh are

also included in selling, general and administrative-expense. S
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Stock-Based Compensation e

Effective September I, 2005, the Company adopted Statemerit of Financial Accounting Standards
'No. 123(R) (“SFAS No. 123(R)”), “Share Based Paymen( ? uqmg the modlﬁed prospecnve lranmtlon method

for -1y all- share-based | pdymenls gramed pnor to but ‘ot - yel vesu,d asvof; \Septembcr 1,, 2005_bascd ont thc
grant date fair value estimated in accordance with the original provisions of Statement of Financial
Accounting Standards 123; and 2} for all share-based payments granted on or after September 1. 2005 based
on the grant date fair value estimated in accordance with SFAS 123(R). In accordance with the modified
prospective method, the Company has not restated prior. period results.

The Company did not grant any share-based compensation awards during the year ended August 31,
2006 and all outstanding stock options as of September 1, 2005 were fully vested, thus no compensation
expense was recognized.

Income Taxes

The Company provides for income taxes in accordance with Statement of Financial Accounting Standards
No. 109 (SFAS 109). Accounting for Income Taxes. SFAS 109 requires the recognition of deferred tax
liabilities and . assets for the expected future tax consequences of temporary differences between financial
statement canylng amounts and the tax basis of assets and liabilities. "

3

Earnings Per Share . A

Basic eammgs per share amounts are computed by dividing net, income available to.common
stockholders (the numerator) by the weighted average shares outstanding (the denominator),- durmg the
period. Shares issued during the penod -are weighted for the portion of the period that they were

outstanding.

Diluted earnings per share amounts are similar to the computation of basic earnings per share except
that the denominator is increased (o include the number of additional commeon shares that would have been
outstanding if dilutive opticns and warrants ‘had been ‘exercised. The assumed converslon of options and
warrants resulted in 1,669 and 33,284 additional dilutive shares for the years ended August 31, 2006 and
2005, reqpectwely Outstanding stock warrants to purchase 1,598,365 and 1,914,682 common shares as of
August 31, 2006:and 2005, respectively, were not included in the computation of diluted earnings per share’
for the years ended August 31, 2006 and 2005 because the exercise price was, greater than the dverage
market prlce of the Company § common shares.

Recently Issued Accountmg Standards

In May 2005, the Financial Accountmg Standards Board (‘FASB ) issued SFAS No. 154, ‘Accountmg
Changes and Errors Corrections. a replacement of APB Opinion No. 20 and FASB Statement No. 37,
(“SFAS No.- 154”). SFAS No. 154 changes the requlrement for the accounting and reporting-of a change in
an accounting pr1nc1p1e SFAS No. 154 is effective for accounting changes and correction of.errors in fiscal
years beginning after December 15, 2005. The Company does not expect the adoption of this statement to
have a matenal impact on its financial position or results of operations. .

In July 2006 the FASB issued-FASB Interpretation (“FIN"") No. 48, “Accountmg, for Uncertamty in
Income Taxes—an interpretation of FASB Statement 109.” FIN 48 clarifies the accounting for uncertainty
" in income taxes recognized in and enterprise’s financial statements in accordance with FASB’ Statement
No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a comprehensive model for recognizing.
‘measuring, presenting and disclosing in the financial statements tax positions taken or expected to be taken
on a tax return. If there are changes in net assets as a result of the application of FIN 48 these will be
accounted for as an adjustment to.retained- earnings. Additional disclosures about the amounts of such
liabilities will be required also. The Company is required to adopt FIN 48 beginning September 1, 2007. .
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Management is currently assessing the 1mpact -of FIN 48 on: consohdated ﬁnancta] position and results of
operauons U R . e Wy

1 ¢. g

"In September 2006, the FASB issued Statement of Financial Accountmg Standards (SFAS) No 157

“Fair Value'Measurements” which provides a definition"of fair value, ‘establishes a framework for :
measurmg farr value and requrres expanded disclosures about fair value measurements SFAS 157 is
effectiVe for financial statements issued for fiscal years begmnmg after Novermber 15, 2007, and interim

.. periods within those years. The provisions of SFAS 15'." will be apphed prospectlvely

f

3 Acqutsrtron . e R

L On August 5 2005 old Emtec and Darr completed a transactlon pursuant to ‘which the two companies
merged and will. operate as a new consolldated entity that retains the name Emtec Inc. Under the terms of
the merger agreement all shares Darr common ‘stock that were lssued and, outstandmg 1mmed1ately prior to
the merger were exchanged for 9,528,110 shares of Old Emtec s common ‘stock plus warrants to purchase
an additional 10% of the Company, measured on a post exercise basis. Immedlately following the merger,
Darr’s stockholders owned approximately 55. 7% of the outstandmg shdres of the Company’s common stock.
In addttlon asa condltton of the transaction, the Company was requ1red to initiate 'a self tender offer to

- repurchase issued and outstanding shares of the Company for an aggregate purchase price up to $5,500,000
at-a ﬁxed price of $1.92 per share. - ‘ - - -

Management concluded that the transactron resulted in a change .in control of the Company and that
the transaction -should be accounted. for as a reverse merger, whereby Darr is considered the accounting
acquirer and theé purchase price is allocated to the net tangible.and intangible assets of 01d Emtec

. (hereinafter net assets) based on their underlying fair values. ' :

The aggregate purchase price was. $20,275,670 based on the fair value of the consrderauon which
cons1sted of: $19,266, 820 for 7,676,024 shares of common stock of Old Emtec deemed to be issued at
$2.51 per share; $172,612 for stock options deemed to be issued, $315, 104 for put warrants deemed to be "
issued, under a self tender- offer and $521,134 of acquisition costs incurred by Darr, The' Company

. ‘accounted for the acquisition under the purchase method; whereby, amounts were assigned to assets
acqurred and liabilities assumed baséd on.their respéctive fair values, on the date of merger. Management
detertnined the. fair value of Old Emtec s identifiable net dssets on August 5, 2005 was $11,458,800, which.
resulted in an’ excess purchase prlce over. fair value of net assets acqutred of $8,816,870,. which was

) recogmzed as. goodwrll : : ‘

y

1 : :
The allocatton of purchase prlce by slgmﬁcant component IS as follows

Accounts and other recelvables....:................:.'. e $16,884,901

o Inventoriés .. ... e e, PR 2,155,339
' +" Déferred tax asset—current A T 267,574 -
B Prepald expenses ........... e S Lot 354260 "
* Propefty and equipment.’...... ... - 210,770
' Customer relatl_pnshlps e A e SUCUTN PR 8,378,166
;= Other assets. . . .. e e e SO e 356,651
Accounts payable.......... U AP Lo (9,702,715)
Other current, ltabtlmes ....... S U P e (4,469,849)
Deferred tax llabllmes T S e T (2,976,297) o
."Fa1r value of net assets- acqu1red e U .'...'_-.'..‘.‘. -$l'],458,'800 -
Purchase price............... IF IR L il gy e 20,275.670 .
Excess purchase price..'....: ......... e '.$ 8,816,870

The’ va]ue of!the deemed- put warrants_issued was- estlmated on the date of grant (August 5, 2005)

usmg :a-Black- Scholes optron pncmg model. Under the Black-Scholes model, the total value of the put .. ..

‘. ' , L4
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options was $315,104. Key assumptions used in the.model.included: exercise price—$1.92 per share, stock
price-$2.15 per share, expected volatility of 0.869; risk free rate of 4.5% and dividend yield of 0.0%. At
August 31, 2005, the value of the put options was estimated to be $11,500 and was determined based on
the same key assumptions with a stock price of $2.40 per share. In connection with the change in value,
the Company recorded other income of $303,600 in the consolidated statement of i income. The deemed put

warrants expired in October 2005 upon comp]euon of the Company’s self tender offer described further in
Note 18. ‘ . _ | T itk il

On April 16, 2004, the Darr purchased substantially all of the net assets of Westwood for $6,697,816.
Prior to the acquisition, the Company had no operating history. The acquisition was accounted for under the
purchase method of accounting and altowed the Company to enter into the cemputer.and peripheral sales
and service industry. The accompanying financial statements present the results of operatlons for the period
from September 1, 2003 to April 16, 2004 under ‘the Predecessor’s basis of accountmg (Predecessor Period)
and for the period from April 17, 2004 to August 31, 2004 under the Company’s basis of accounting
(Successor Period). The purchase price consisted of cash of $5,245,222, assumed note‘; payable of
$1,254,778 and related acqu1smon costs of $197,816.

_ The purchase price was allocated to the assets acquired and l1ab11mes assumed based on their
respectlve fair values, on the date of purchase, as follows:

o c— U .. 814,152,360

Customer relationships........ I e S 283,546

"Property and equipment. ... ... o 188,420

Deferred tax assets ....... e e e . 377,154

Other assets.....ovveiiiiiiiaaneaeeeeennn e ’ 58,038

Current Habilities . .. ... ... ovveeiri e, T L (7,853,970)

Accrued SEVETanCe. ..........ccovaieiiiiinn.n. e e (507,732)‘
~ Net assets acquired ........ e PR ..... $ 6,697,816

On March 1, 2005, Darr acquired selected assets of Proven Technology LLC, a provider of data .. -
storage solutions including hardware, software and support services for $162,610. The acquisition was
accounted for under the purchase method of accounting and allowed the Company to enter into the data
storage market. The purchase price was allocated to assets acquired, which consisted of property and "
equipment of $4,871 based on their respective fair values on the date of purchase. There were no liabilities
assumed in the transaction and the excess of puichase price over the estimated fair' value of asséts acquired
totaled $157,739 and is recorded as goodwill.

Unaudited pro forma condensed results of operations for the year ended August 31, 2005 and the
twelve month (predecessor and successor combined) period ended August 31, 2004 are presented as if the
August 5, 2005 merger and the March 1, 2005 asset acquisition had been completed at the beginning of
each year as follows:

‘ ) 2005 2004 -
Net reVenUes. . «..ovvueeneenenns e ... $267,658,142 - $235,794,558
Gross Profif. . - ooveenniseeiiinn et £ 29,839,291 28,664,004
Income from continuing operations. . e, .. % 1984942 5 892,829
Income from continuing opérations per share .
(basic and diluted) ... $ 0.12 % 0.05

The pro forma condensed results of operations for the twelve month penod ended August 31, 2004
include a nonrecurring gain of $403, 652 recorded by the accounting acquirer;* . - :
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4. Property and Equipment o

Property and equipment consisted of the following at August 31:

S, P T FT LR ’ e v - Estimated Life
LT Y AN L BTSSR B NS Avgust 31; 2006.- - August:31,.2005 - In Years L
-t Leaschold:improvements, .4 oo oo L, 0 1§06 310;5620 -0 § 197;90'3317,}'*‘ 2670 v
Computer equipment ......... dor s sl 83 797:246 1 ron 5726728 3 10 S
Fumnure and ﬁxtureq e % 123,194 - ﬁi" 31,156 315
¥ Altomobiles ...',i.‘.’.'.':..‘."."f.‘.‘.'.‘_“ ,$ 69,062 "“ ‘s 772956 35 ]
" Softare. LT LR U B08 0850 0§ 410" " 3 0S

" '-"‘$|808159 : $1047153

v

Less accumulated deprec1at10n L L:' $ (492, 070)[- $'(129, 994) ‘

<y “‘r'Hr Ef' o BT
Property and Equlpmem et 81,316 089,, 08 917,159

Depreciation expense was $365, 968 '$1 }1’3,525 $l6 469 laxx‘fd“’jﬁl 266 for the periods ended.

1

August 31, 2006 August 31, 2005, August 31, 2004 and Apnl 16 2004, respectively.
. ﬁf;_:—‘-", s gt

5. Line'of Credit, - ' ° ehi klk.&.ln-i— R S L

On: August;5, :2005;;the; Company. entered jinto,a! credit-facility, under two;agreements «with GE |,
Commercml Dmnbuuon Finance, Corporation(thes, Lender 2)."The" credltlfacmly finances, purchases‘from "
specified,, vendor«; as,deﬁned .and allows; forrborrowmgs based .0n.a, percentage of ellglble,aceounte TRCEND
recelvable, ds defined.: Borrowings under both agreemen(s are’llmlted to- umaggregaufiJ borrowing- oﬁthe)rh rli
lesser of $35 000 000 or 85% of eligible accounts recewable plus ]00‘?0 of unsold 1nvemory fi nanced by
the Lender mmu‘; a, $3'15 mllllon‘hr'é'gerve Borrowmgq lnder bothYz agreemems bear” mjegest at the! greater of
the primé’r rate 28 pubhshed by JP Morgan GHASE Bank' orr410%mTh"‘underlyl‘ng agreemems allowh for an

1ncrea§5d borrowmg base dunng penods of hlgh‘seaeonal“z’ictwlty’lo;ll‘Nouember 227'12005 the 148 nder* o

mcreased the penmtted'aggregate borrowmgs underftheVCOmpany’ crednrfacﬂuy from‘$35 0“miflion o 17 -
..... v :“.

agreemems‘comam certam reetnetwe'covenants that “limit- dividéiids” lo" qlockho]ders and‘?eijui'r’e’ the' T
Cﬂmpany 0" Théet deﬂned(ﬁnancml covenants" In addmon‘1 the'c redlt[famllty’requ:res that thé Company“r’
mamtam"" 10cK-box *f6rlall cashiTe recelpv; related‘to trade accountslrecelvable"from'{whlchlthe findncing + 4 ¢
cotiipany ' rél E45es . fiTids o - the” Companyffor operauons pursuantato*tenm |denuﬁed1 infthe" under]ymg 3 MO
agreementsameﬂaz'ﬂ"aﬁf [his: A 1 Fhw i B Pt ERRC A 1 1103- VR T RN o LTI TP, 1Y, PR [N PN P P
P SR e L H ‘eﬁms'a,m o By Cr boastab, 2 o na-ow) 900 babioos et ) “u
Qn February.l3 200 0.4 I s,lCompany entered 1nt0 an addéndum-to its credn facility wnh the, Lender

1 luy L g vy lns

This addendum: amended the credit’ facnhtytby increa%m;, the reserve a.mounlt to $5 0 ’r{mll:on and the

bt nq_, N ILILEY I
Company, f)md a w:uvere fee of $50 000, forths non: comphance w1thecerm1n ﬁnanc:al covenants a-; of )
Nnu- ¥a bJL 30 2005 (T hCH T O P TraR e L T et (A F T TR e T NN U
ovem ey wwrergs o Y0 el g thcistt e gl ahpr"ﬁht“ﬁ.'*:t' VT L B

N On ‘April*10,2006;:the Company.entered1intd anraddendumitorits eredit fac:hty wnhuhe L)ender1 This:
addenditin famended:the. Credit-Facility.by decréasing the -reserve: amount.ffom! $5:0° millidn ito’ $3.0: million;’,
increasing the tiime":period:for eligibilityzoffallal: S'tfederal"govemment accounts receivable from 90°t0 - .
120 days- from the date of the" mvmce, and Tevised. the 11nanc1al _covenams‘;' from the quarter. ended

)ebie =01 W D3 OO0 R RTE R R AR T
February, 28 2006 through M 31 2007 "All other 1erms. remain unchang 2l .
AR Te PN T u.;i B UL L OLGODAGT D R e 02 11 l"\ RTINS URVRRE

A% ¢TherCompany-had. $881,459 'and+*$4:412; 526,oulslandmg,balanees,under.the,accgun_lq‘;recewable_credit y
facility,”and ¢$3:25- millionrand3$10.95 -million;{included; in theiCompany,'s raccounts? payable) outstanding.i
balances plus;$788.357 and $2.28. million’ in"open appravalsunder. the: floor plancredit facility wuh Lender,
at August 31, 2006.and-2005, respectively. Net availabilityiof. $14.60 millionand $1l. 16 million was
available; under, the-accounts receivable credit facility;- and. $15.47.miltion-and $6.20-million was available
under the floor plan credit facility. as of August;31, 2006:and 2005; respectively. 1. - . g1 2+

45




EMTEC, INC.
NOTES TO- CONSOLIDATED  FINANCIAL{STATEMENTS~(Continued)

August'31,-2006
16. Quarterly Financial Information—(Unaudited) neitumadas oo PO oeantecoi 2 F i
AT aaa R Rl e b W i st oo desiind i ensigyed '
' T ! ' ) Pe':'md Ended August, 3l 2006 = L.._\i..‘ “ . i

"First " 7 77 Sécond " "M Thied T Y Fourlh' PV Fiscal®™tt o

ERETS b:’l;;;,.'u,:,'r.u) sll o s QUAMET o QURMET. o (QUATLER, iy 'lQ“a"ermsw e ig 2008 :
Revenuer. ;:t: .~ frpeicind il .1. L, e \,$84 780,685 e $4l 419,4151,41-$49,962; 609 .r$48,349; 233! 182241511 ,942
Gmss Profit: s, oeogtnn. ¢ 81222167, 4, 5 121,865 1;7325;697:653;, 1. 6,087, 907}_19‘\' 25,129,592
Net Income (Loss) $ 416040 $ (388,536) $§ (63,345) § 233756 § 197,915
Net Income (Loss) (per share: o et Rl e il
 Basic*aid ' Diluted B¢ 0 28 ‘s’q"‘ Ok e O S iz iob etoidiy 02';‘ T2 001
Selioga Bl el STUBIVAT) A e Leviotang G nessgoe e Ll ?ubln[ianm Ll WOTOY O L eunL

. o W _ _ Period Ended August 31,.2005 . A'L '9“‘ ot brgs s

T ; . First = | ' Second . . Third. | Fourth, =~ Fiscal
) Quarter-~ ‘' Quarter’’ Quarter ”ftn‘-"'JQ arter L; 5 e 2006_ N
Revenue .............. e $45,528, 612 $44 821 A74 $29 886 005 $42, 395 95] $162 632 042
'f a
Gross Proﬁt.‘z e ."?f'.‘f....i'. T W37 753'505 2 3, 376 432 al “3 069 503 Y- 3845 160 14'044,600
Net Income‘.-...:t*?:.".'.’}..~ ..... ol '5'$°*‘472 11 €§7 225, 824" § ¥ 6 7061 -§-<4'66,324 "1 g7 026,985
NCI Income per ‘ihﬂl’e h. J Blow. g § 0 bkl A )‘hlr. woood buegdoidde v la o
Basic"and Diluie ’.«.’-. sl "$'~ M 005 -8 7 0023851 ol T § I 0.0 PN T TG.08

ALSEOSERNDT LI g e 8 b aep s 10 ceimingiadlt BT M 8 e300ms e imol) sl 1

R IRTIY NS oF TR R YR S VPR VLSRR S PLA L g v rinfelt ledutr Jear s " T2 BT WAL o
17. Allowance for Doubtful AcCounts o o coniear ol e | e L a0 RIS 4 g

LR “' A EARE IS O T e TR et g AV R ICE b 7Y aven J"".—l’. ., "; R “'V’I' T T
The followmgllable provides; mformatlon regardmg accounts:receivable: allowance for doubtful -accounts
activity- for_the-periods ended August 31,,2006, August3l, 2005; August 31, r2004 and:Apnl 16,::2004: gy

cowazdenns s oy ey soab Lol W i CF PN Tt RT0 5 ;-" B U 1211 P
i ) . . . Recelvable .
T L O SR AR T e ek e e b e 4 Allowancet S ot s w0
o TARLAA ‘Ba]ance Augusl 31, 200 .:1..’!..’.'.".::1.:'; Loaod it g 200 000 THE Y {;
an N IR R T L LS SRV L
ke L Charged to’costs’ afd expenses -« . L, 1 b I‘ B 25 000 i _‘ s 11
L Wme-offs.‘.‘"'..'..‘.'...""": SO T B L I £ e R b I A ;
SRI R N t A AN N IR
Bdlance Aprll l6 200477 L . $ 275 000 . r:., B H
RIS & SRRRRTE:
Charged to costs and expenses ............coceiininnnn.. — e 1]
» e Write-offs o .‘:.i.-E‘.."-.'.'.1.-::'.‘..ﬂ.v.=.~-.-:.'. SO .ff.‘»'.f-....'.:.-.':.!:i..' LSRG L :
! ET U wl o ,oe TG
e Balance“Augusl 31 20()4 ......... VLR A v st 90925000 e ) F
. vl Charged o, costs "and! expenses LTI TR s b e B T T e
S S Wnte offq T b 1 R i i (P A AT AR VI R NS
- " R e et s e T o bl
Bdlance Auguqt 31 2005 , , R o $ 725 000 )
e e vl Y L U LS e EILIE /IR T (T I 3
Charged to costs and expenses .............. e 92 660 e A
' R A R P
WIIE-OFFS . v e et et e (200,581) 3
Balance, August 31, 2006.............. ... .. .o ol $ 117,088

I "'fjt k [ J}\
R TR IRt E I TRRIPR R ¥ BT AV T SN E A

18. Treasijry-Stdck-', v ok
N o AT . ‘h.J": LS T
Pursuam to.the Merger, the’ Company initiated a self tender offer on September:7,2005. ‘When the self
tender offer-closed on October, 4,.2005, 4,984,185 shares had been .properly, tendered and. notwithdrawn.
Because the number of shares'of- common stock tendered exceeded.the number of shares-that:the. Company
offered to purchase, 57.473 percent ‘of the shares that were tendered .were repurchasedeby sthe Company.
The Comp.my funded the paymem for the 2,864,589 shares of common stock validly -tendered and accepied

under the self tender offer from: borrowings of $5.5 million under its revolving credit facility made prior to

>
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IR L Y }rn binoed August 31 12006

i 1
August 31, 2005. Treasury stock of $5 596,047 was recorded durmg the quaner ended November 30, 2005
as follows: T B S A 1 £ TR O BERIT
U LR AR P [ 1 it
Self tender offer*..._.....; L s .,.b;. e $S 500,000
Add: legal and transaction costs incurred TR 96,047
o Treasury, stock, &0 oo 2 e $5.596.047
1 I R TV T TP TR T I I PR T T qrnn R T E RHRS I T e ==—=——rxoo
R T Ju.l”'"'rlffstlfk I A Pyl e
* Purchased 2,864,589 shares @ $] 92’ per share LT I PR e (P N
Abegrooryy bl dnupr ,;r bpque <0 biun. 7k,
DTOS AL TR RN i i} 'If.ﬂ b3 T R T L O LU U T] V) DA TOR
18. Subsequent Events
Sttt S Yo TN L I e SE Rt i e dopel, THaove L

l{ -
On October® 19, 2006, the BoardLof Dlrectors of the Company approved the ygrant of nonqualified stock
optrom to each of its two non-employee dlrectors Gregory Chandler and Robert ‘Mannarino, pursuant to the

Company 5! 2006 Stock Based*Incentive® Compematron Plan’fEach‘ gram provrdeq the non-employee director
with the optron to purchase120 OOObshares oft the Company s* common c.tock “The option price is $1.22. the
fair ‘market value  of'the stocl? o the, datevor’ grant‘The options’ are: exercrsable [immediately and expire on
October |9 2016 4 ol .J.t;..:!lnq _;lrr'm.df).)ﬁ’m nurjrar!oc;';':ir*r skl (2 g

.57 4 1y rm it e Nt T gt odf 10", BedBuin -

On November 3 2006 the oard of Directors of the Company approved the grant of restricted stock

,l; Jui R P ai “J Ty I J| LR JEse R J0ni
to the 1nd1v1duals 'set forth in the "fable below pursuant to’ the Company s 2006 Stock-Based Incentive
AR B VR U 4..1aM no X, o) 51 Yo (.arbmou S

Compensanon Plar. . !
oty 'hli;m'e‘ -rl- ST A O I badmf ,:l\ »1-;:-Lrn ‘:m ‘lo pu, -F‘l(estrlcted Shares
Dinesh Desai, Chairman,Chief Executive
Officer and President . ... . . 7o e e, 114,919
Brian McAdams, Director and Vice Chairman...... o0 80,645
..StephenyDonnelly,: Chief Financial Officerg.. . ... ... o, 43,548

The shares of restricted ‘stock - vest i 25% mcrements over foiir years- from the date of grant. provrded

that the recrprem' remalns employed by lhe Company LR R RIS

On November 3 2006 lhe Board of Drrectors of the Company also approved the grant of non-

qualrﬁed stock optlom under the Equrty Plan to two non—employee drrectors in the amounts set forth in the

table below. The opuon% arellr‘hmedratelly exercrsable and ex‘prre on'N Nove[mber 6, 2016. The options were

granted on November 6 2006 wrth an exercrse pnce equal to theE farr markel value of the underlying stock

on November 6, 2006 a‘-‘. set forth below. ‘..
; R CRVLAS P TLs BRI B ' .j-)‘ n!
s et i A0 st |l o .« q- Number of Shares  Exercise Price
Name ot AL U e Tadh Co uiderlying Options (per share)
Robert MannafifioyNon- employee director ........ L8 40,000 $1.24
Greg Chandler"Non “employeerdirector ;4 L T 20,000 " $1.24
AR LT

AT o T SR A R PR

-
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PART.IV '

[ oo N wo b

(a) Financial Statement L B e T T S ST PR 05 PR s (PR N 1 B S

S Nope. '™ 0 Tt T T SRR A B R VP FRPY o LELEC U IUR L B/ ST I 'ttﬁ +
' o N T NI R P B MR StE N R RN £ 1% (20 TR U R VAL T B SRR 1 a'".'
(b) Fmancral Statement Schedules O A LI A L | V7R P FArT B PR AT S
T I I S TN TR RTINS U RVE T I ST IR U L) R s S
None . S ST _ VTR PO R - '
R i L T L T LA
. EL B - - N . LAY et
(c) Exhrbrts:-‘ BRI ST S Y T T e e e T
Exhibif'c. t O aTIR - A I D  E  T LN LT = ca e an ™y i
—N—o——ul J‘ Lo .)"- ‘ . .n‘. " II!(‘ :,. - Ir st ! m 4, nJJ ' :n; 'ﬂi'* e ;ﬂ‘ -."J‘*J'\ r :'t'-

2. l—AgreementrandtPlan of - Merger and 'Redrganizatiod; datedas of. December 14,2000, -between... .’
w;MRegrstrarfit en)knownfas JAmerrcan Geological: Enterpnses Inc., and” Emtec flnc(1)t = A5k e
*2’2"‘*A*§%§ment and'Plaﬂ‘Vof Merger dated as of'March 15,2004, by and among 'DARR Westwood ™}
Technology Corporatron DARR Westwood Acquisition Corporation, the Shareholders of*'? + '
Westwood Computer Corporation Named, Westwood Computer Corporatlon and Keith Grabel as

- Shareholder’s Agent:(18) R

Rl i M Agreement and Plan of Merger dated as of July 14, 2005, by ‘and ammong ‘the’ Reglstrant “Effitec

Viasub LLC, and Darr Westwood Technology Corporation, (14) ! : v O
3.1— Certificate of Incorporatron as amended (2).: et S e R s

3. Z—Amended and Restated Bylaws (2) ! '.' i : L , .. ..

v g Y : LRI ¢ B [P X S TS TR
-4, l—Certrﬁeate evrdencmg ‘;hares of common stock (2)I , ’ if e e D
10.1— Resale Agreement, dated September 29 ]997 between Regrstrant and Ingram Mrcro Inc. (2)

10.2— Volume Purchase Agreement, dated January 28,1998, betwéen Regtstrant and Tech Data " riatr

It CO"POT"‘“O“ (2) R T P g NUEIRANS ._’Lu' PR A PEt7 ¢ ] PRTRERS ."
A10.3=21996 Stock; Opnoanlan as amended 1n,l999 2) . ,..m T T R LR
10.4—U.S: Systéms Integrator’ Agreement, dated December 22 1999 between Crsco System Inc. “and
 Registranti(3)s "~ . T A R
10. S—SunaMrcroqutemflnc Channel Agreement dated February 1, 2000 between Sun Mrcrosystems
R Inc{and‘Regtitrant(S)r B N Y T ‘,l i BT A PR B L ,C» AT R

106—-[BM Business Partner Agreement dated May 31, 2000, between International Busmess Machines’

' Corporation and Regrstrant 3

10 T— Mrcrosoft Certified Partner Agreement dated December 20, 2000, between Mrcrosoft and
Regretrant (3)

10.8— Letter Agreement dated Apr11 24, 2001 between Novell Inc. and Registrant.(3)

10. 9— Crtnx Solutions Network Gold Renewal Membershrp Agreement dated April 30, 2001 between
Crtnx Systems, Inc. and Registrant.(3)

10.10— Asset Acquisition Agreement, dated December 5, 2001, by and between Devise Assocrates ]nc
and Registrant.(4)

10.11— Lease Agreement, dated January 9, 2002, between Registrant and Vandergrand Properties Co.,
L. P. for New York, New York facility.(8)

10.12— Lease Agreement, dated March 1, 2002, between Regrstrant and G. F. Florida Operating Alpha,
Inc., for Jacksonville, Florida facility.(8)

10.13— Asset Acqursmon Agreement, dated August 12, 2002, by and between- Acentra Technologres lne
and Registrant.(6)

10.14— Remarkéter/Integrator Agreement, daled August 15, 2002, between Deil Marketing L.P. and
Registrant.(6)

10.15— Assel Acquisition Agreement dated August 31, 2002, by and between Turnkey Computer
Systems, Inc. and Registrant.(7)

10.16— Lease Agreement, dated April 21, 2003, between V-Sullyfield Properties Il LLC and Westwood
Computer Corporation, for Chantilly, Virginia facility.(13)
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Exhibit_

10, 18— Amendment to Lease Agreement .dated July 14, 2003, between V- Sullyﬁeld Propemes i1 LLC

" 10.28— 5%- Junior Subordinated Note, 'dated April 16, 2004, in-the amount of $161,151.16, made by ;

No. ’ Desenptmn T {

10. 17—— Lease Agrecment dated July’1, 2003 ‘between Westwood Property Holdings LLC and Westwood
. Computer Corporation, for Spnngﬁeld New Jersey facrlrty (18) . -

[
. and Westwood Computer Corporation, for Chantilly, Virginia facility.(18) - [

10.19— Management Services Agreement, dated April 16 2004, by and between DARRI Global Holdings, '
Inc., and Westwood Computer Corporation.(18) .

10.20— Employment Agreement, dated as of April 16, 2004 by and between Kelth Grabel and '
Westwood Computer Corporatlon (18) o

10.21— Employment Agreement, dated as of Aprll 16, 2004, by and between Mary Margaret Grabel and '
Westwood Computer-Corporation.(18} - P

10.22— Separation Agreement, dated April 16, 2004 between Westwood Computer Corporatron and

Joyce Tischler.(18) L e : :;5-’ e
10.23— Subordinated Note, dated April 16, 2004 in the amount of -$750, 000 made +by DARR Westwood
Acquisition Corporation in favor of DARR Westwood LLC. {17 R gp: e -

10.24— Subordinated Note, dated April 16, 2004, in the amount of $750,000, made by DARR Westw oo, -
Acquisition Corporation in favor of Four Kings Management LLC.(17) o . :
10.25— 5% Junior Subordinated Note, dated April 16, 2004, in the amount of $7,771.63, made by
Westwood Computer Corporation in favor of Michael-John Grabel.(18) -
i10.26— 5% Junior Subordinated-Note, dated April 16, 2004, in the amount of $12,588.89, made by
3 Westwood Computer Corporation in favor of Megan Patricia Grabel.(18)
10.27— 5% inior ‘Subordinated Note, dated April 16} 2004, in the amount of $132,183.32, made by
Westwood Computer Corporation in. favor of Mary Margaret Grabel.(18)

Westwood Computer Corporation in favor-of Keith Grabel.(17) ‘
10.29— 8% Junior Subordinated Note, dated April 16, 2004, in the amount of $23,314.84, made by
Westwood Computer Corporatlon in favor of Michael John Grabel.(18) - |
10.30—8% Junior Subordinated Note, dated April 16, 2004, in.the amount of $37,766.58, made by
r Westwood Computer Corporation in favor of Megah Patricia Grabel.(18)
10.31— 8% Junior Subordinated Note, dated. April 16,.2004, in the amount of $396,549.13, made by ;
Westwood Computer Corporanon in favor of Mary Margaret Grabel.(18)
10 32— 8% lunior, Subordmated Note, dated April 16 2004, in the amount of $483, 452 45, made by |
‘Westwood Computer Corporation in favor of Keith Grabel. an
10.33— First. Amendment to Lease Agreement, dated April 16, 2004, between. Westwood Property
Holdings LLC and Westwood Compuler Corporatron for Sprmgfield New Jersey facility.(18)
10.34— Lease Agreement,. .dated Tune 1, 2004, between Registrant and Hamlllon Transit Corporate
Center, for office spttce ‘in Trenton, New Jersey.(10)

10.35—l.ease Agreement, dated September 2, 2004, between Regrstrant and GS&T’ Propertres LLC, for

Suwanee, Georgia facrllty (1

10.36-— Sublease Agreement, dated November 24! 2004 between Reglstrant and vaance Inc!, for office
space in New York, New. York.(] D’ e .

10.37— 2006 Stock Based Incentive Compensauon Plan (21)

. 10 38— Revocable License Agreement dated June I, 2005, between A. M Property Holding Corporation

 and Westwood Computer Corporation, for New York, New York facility.(18)
10.39— Employment Agreement dated as of July 14, 2005 between Reg:strant and John Howlett.(14) _
10.40— Employment Agreement dated as of July 14, 2005 between Regrstrant and Ronald Seitz. (14) ;

10.41— Form of Guaranty issued by Registrant in favor of Four ngs Management LLC, Keith Grabel,
Mary Margaret Grabel, Megan Patricia Grabel, Michael John Grabel Darr Westwood LLC and
Joyce Tischler, dated September, 2005.( 18) .
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Exhibit ’
No. . _ . Description

10.42— Business Financing Agreement, dated August 5, 2003, by, and between GE Commercial
Distribution Finance Corporation and subsidiaries of Registrant.(15) -

10.43— Agreement for Wholesales Financing, dated August 5, 2005, by and between -GE Commercial

, Distribution Finance Corporauon and subsidiaries of Registrant.(15)

10.44— Addenduim to-Agreement for Wholesales Financing and Business Financing Agreemen, dated -
August 5, 2005, by and between GE Commercial Dlembunon Finance Corporanon and
subsidiaries of Registrant.(15) .

" 10.45— Common Stock Purchase Warrant between Registrant and DARR Westwood LLC, dated August -
5. 2005.(16)

10.46— Common Stock Purchase Warrant between Registrant and Mdrgaret Gmbel dated Auguqt 3,
2005.(16)

110.47— 8% Subordinated Prommory Note, dated August 5 2005, issued by Darr Westwood Technology
Corpordnon in favor of Darr Westwood LLC.(17)

10.48— Assignment of Siate of New Jersey Contract from Acentra Technologres‘. Inc. to Registrant.(6)

10.49— Employment Agrcemcm dated as of June 21, 2006, between the Regrslrant and Bridn McAdams.
(19} . ‘

10.50— Addendum to Business Fmancmg Agreement and Agreemem for Wholesale Financing, dated

. February 13, 2005, by and belween GE Cemmercial Distribution Finance. Corpomnon and
L .~ "# subsidiaries of Registrant. (20) : .

10.51— Addendum to Business Financing Agreemem dnd Agreemem for Wholeqale Financing, dated
Apri} 10, 2006, by and between GE Commercral‘Drstrlbuuon Finance Corporation and
subsidiaries of Registrant. (20) N

£0.52— Form of Stock Option Agreements issued under the 2006 Plan between the Reglstrant and
- Gregory Chandler and Robert Mannanno dated Oclober 19, 2006

14.1— Code of Ethics.(10) . .

21.1— List of Subsidiaries.(18) o

23.1— Consent of a Registered Public: Accounting Firm

23.2— Consent of a Registered Public Accounting Firm

31.1— Certification of Dinesh R. Desai, Principal Executive Officer of Reglstram dated November 29,
2006. Rule 13a:14{(a)/15 d-14(a).

31.2— Certification of Stephen C. Donnelly, Principal ‘Financial Ofﬂ(.er of Reglstram dated
November 29, 2006. Rule 13a-14(a)/15 d-14(a)." .

32.1— Certificate of Dinesh R. Desai, Prmcrpal Executive Officer of Registrant, dated November 29,
2006. Section 1350. . . <

32.2— Cenificate of Stephen C. Donnelly, Prmcrpdl Financial Officer of Reglslrdm dated November 29,
2006. Section 1350. . :

M

PRl

(l) Previously filed as an exhibit to Reglstram s Current Repon on Form 3- K dated January 17, 2001,
filed on January 31, 2001, and incorporated herein by reference

_(2) Previously filed as an exhibit to Registrant’s Registration Statement on Form 10, filed on
May 21,b2001, and incorporated herein by reference. I ) . : A

(3) Previously filed as an exhibit to Amendmem No. | to Reglstrauon Sta[ement on Form 10, filed on
July 12, and incorporated herein by reference

'(4) Previously filed as an exhibit to Reg:slram $ Current Report on Form 8 K, dated December 5 200]
filed on December 20, 2001, and incorporated herein by reference,

(5) Prevrously filed as an exhibit to Registrant’s Form 10-K dated March 31, 2001, filed on
July 12, 2001, and incorporated herein by reference.
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- (]6)1Prewously filed: a% -an exhlbtt to Reglstrant s Tender Offer Statement on Form SC TO I, ﬁled

T (18) Prev1ouqu l'led as an “exhibit to Reglstrant s Form 10- K; dated August 31, 2005 ﬁled on
December 14, 2005 ,and mcorporated herein by reference.

. T February 28 2006 ﬁled on Aprll 14, 2006;- and mcorporated Kerein by referen(.e

- .‘(6) Prev1ously ﬁled as an. exhlbtt o Reglqtrant s Current Report on Form 8-K, dated August l2, 2002,

ﬁled on Auguqt 26 2002 and mcorporated herem by reference . o . . oL

(I ,1 o

' (7) Prevtously ﬁled as'in exhtblt to Reglstrant § Current Report on: Form 8 K, dated August 31 2002

3

. filéd on September. 13, 2002 and mcorporated herein' by reference. - ™: S e

(8) Previously filed as an exhibit 10 Registrant’s Form 10-K, dated March 31, 2002, filed on
s«June 30, 2002, and incorpomted herein by reference.

(9) Prevrously filed aq an exhibit 16 Registrant’s- Form ; IO K: dated March 31, 2003 f'led on

Ju]y 15, 2003, and 1ncorporated herein by reference. s :' 'm,‘- N
(10) Prevrous]y ﬁled as an exhlblt to Registrant’s Form. lO_K dated March 31 2004 filed-on..
July 14, 2004, and mcorporaled herein, by | reference Lot ,; " e i

( 1 l) Prewously fi led as an Cxl‘llblt to Reglstrdnt 5 Form 10~K dated March 31, 2005 ﬁ]ed on
Ju]y l4 2005 dl‘ld mcorporated here:n by reference - - .

----- .

filed on Noveriber’ 26; 2001, and mcorporated herem by referénce.
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(13} Previously filed as an exhibit to Registrant’s Current Report on Form 8-K, dated December 10, 2004,
filed on December 14, 2004, and incorporated herein by reference.

(14) Previously filed as an exhlblt to Registrant’s Current Report on Form 8-K, dated July 14, 2005, filed ,
on July 20, 2005, and incorporated herein by reference. , |
!

(15) Previously filed as an exhibit to Registrant’s-Quarterly Report on Form 10-Q, dated June 30, 2005,
filed on August 19 2005, and incorporated herein by reference.

September 7, 2005 and mcorporated herein, by reference .'""-"_ S 1;,, -~ o) S

(17) Prevrously filed a$ an exhibit to Amendmerlt to Regmram s Tender Offer Statemem on .
§ Form SC TO- I/A filed September 22, 2005,,and 1ncorporated herein-by reference -

H

(I9) Prewously ﬁled as an CXl'lll)lt o Registrant’s'Current Report on* Form 8- K dated June 21 2006 f'led
on June' 26,-2006,.and mcorporated herein by reference. . - . N

(_70) Prevnously ﬁled as.an exhibit to Reglstrant s Quarterly Report on Form 10-Q, dated.

(21) Prevrously ﬁled as an exhlbtt to Registrant’s Deﬁmt:ve Proxy Statement - on Schedule I4A ﬁled on
Apnl 20 2006 and mcorporaled herein by reference.”
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Secunnes Exchange ‘Act of 1934, the
registrant has duly caused-this report to be signed on its behalf by the undersxgned thereunto duly *
authorized. :

Dated: November 30, 2006 . ST e ..

© By: ‘ . /s/ Dinesn R. Desal .
_ Dinesh R. Desai
Chairman, Chief Executive Officer and Presidem

Pursuant to, the requirements of the Securities Exchange Act of 1934, this report has becn s:gned
below by the following persons on beha]f of the registrant and in the capacities and on the dates indicated.
Signature Title Date

fs/ DinesH R. DEesat Chairman, Chief Executive Officer and President  November 30, 2006
Dinesh R. Desai ) ’ . ; i

s/ BriAN McADAMS “Vice Chairman, Director S November 30, 2006
Brian McAdams :

ts/ StepnENn C. DONNELLY Chief Financial Officer Nbvember 30, 2006
Stephen C. Donnelly (Principal Financial Officer)
. fs/ KeitH GRABEL Director, Pr'eside'qt Sales and Marketing _ November 30, 2006

Keith Grabel

+

/s!/ RoNaLD A. Serrz President, Emtec Operations ' ' November 30, 2006
Ronald A. Seiiz ) : o

s/ Sam BuatT .. Chief Accounting Officer . ... November 30, 2006
Sam Bhatt (Principal Accounting Officer) : ’
/s/ GREGORY CHANDLER Directer " ‘ " ‘November 30, 2006

Gregory Chandler

/s/ ROBERT MANNARINO . Director ' ' o November 30, 2006
Robert Mannarino ) '
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