

















Adeptron Technologies Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars, except as noted]

December 31, 2007

[b] Hedges and derivatives

The new accounting rules require that hedging derivatives be recorded at fair value in the
consolidated balance sheets. The Company does not engage in any formal hedging activities
with third-party providers. As a result, there is no impact of this change in accounting policy

in the consolidated financial statements.

The Company has purchase and sales contracts denominated in a foreign currency, other than
the functional currency of one of the substantial parties of the contract. The Company has
determined that these contracts contain an embedded derivative. As a result of the change in
accounting policy, the embedded foreign currency derivative must be bifurcated from the host
purchase or sale contract and recorded in the consolidated balance sheets at fair value. As at
December 31, 2007, the Company has recorded an asset of $67 related to purchase contracts
and a liability of $183 related to sales contracts. For the year ended December 31, 2007, a
charge of $139 was recorded in the consolidated statements of operations related to the

change in fair value of the embedded foreign currency derivative.

[c] Effective interest method

Prior to January 1, 2007, long-term debt deferred financing costs were recorded in the
consolidated balance sheets as other assets and were amortized over the term of the debt on a
straight-line basis. The new rules require that the effective interest method be used to
amortize financing costs whereby the amount recognized as expense varies over the term of
the debt based on the balance outstanding. In addition, the financing costs are recorded in the

consolidated balance sheets as a reduction of the outstanding debt balance.

As at January 1, 2007, financing costs were adjusted to reflect what the balance would have

been had the effective interest method been used from the inception date of the debt.

addition, other assets and long-term debt were adjusted to reflect the recording of the
financing costs as a reduction of long-term debt rather than as other assets. The impact was a
decrease in other assets of $375, a decrease in subordinated debenture of $384 and a decrease

in deficit of $9.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements have been prepared by management on the historical cost basis in
accordance with Canadian generally accepted accounting principles ["GAAP"]. The significant

accounting policies are summarized as follows:
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Basis of consolidation

These consolidated financial statements include the accounts of Adeptron and its subsidiaries,
Adeptron USA, Inc. and Pacific Circuit Assembly, Inc. ["PCA"]. All intercompany balances and
transactions has been eliminated on consolidation.

Use of estimates

The preparation of consolidated financial statements in conformity with Canadian GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the year. The most
significant assumptions made by management in the preparation of the Company's consolidated
financial statements include, but are not limited to, the allowance for doubtful accounts, inventory
valuation, valuation allowances for income taxes, restructuring accruals, the useful lives and
recoverability of property, plant and equipment, fair value of stock-based compensation and the
valuation of goodwill. Actual results could differ from those estimates.

Inventories

Inventories comprise raw materials, work-in-process and finished goods, which are valued at the
lower of cost or market value, on a first-in, first-out basis.

Cost for work-in-process and finished goods includes the cost of materials, principally electronic
components, direct labour and an allocation of overhead.

Market value for raw materials inventory is replacement cost, and for work-in-process and
finished goods is net realizable value. In determining market value, the Company considers
factors, such as shrinkage, the aging and future demand of the inventory, past experience with
specific customers and the ability to redistribute inventory to other programs or return inventory to
suppliers.
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[in thousands of dollars, except as noted]
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Property, plant and equipment

Property, plant and equipment are recorded at cost less accumulated depreciation. Depreciation is
calculated using the straight-line method, commencing when the assets become available for
productive use, based on the following estimated useful lives:

Manufacturing equipment 5 to 10 years
Computer hardware and software 3 years
Furniture and office equipment 5 years
Vehicles 5 years
Leasehold improvements Term of lease

The Company reviews the recoverability of property, plant and equipment annually or more
frequently, if events or circumstances indicate that the carrying amount may not be recoverable.
Recoverability is measured by comparing the carrying amounts of a group of assets to future
undiscounted cash flows expected to be generated by that group of assets. When an asset is not
recoverable, the impairment loss recognized is measured as the amount by which the carrying
amount of the asset exceeds its fair value.

Goodwill

Goodwill represents the excess of the purchase consideration over the fair value of the net tangible
and intangible assets acquired at the date of acquisition.

Goodwill is not amortized and is tested for impairment annually. The impairment test is carried
out in two steps.

In the first step, the carrying amount of the reporting unit is compared with its fair value. When
the fair value of a reporting unit exceeds its carrying amount, goodwill of the reporting unit is
considered not to be impaired and the second step of the impairment test is not required. The fair
value of the reporting unit is principally based on management's estimates of future discounted
cash flows.

The second step is carried out when the carrying amount of a reporting unit exceeds its fair value,
in which case, the implied fair value of the reporting unit's goodwill is compared with its carrying
amount to measure the amount of the impairment loss, if any. The implied fair value of goodwill
is determined in the same manner as the value of goodwill is determined in a business
combination described in the preceding paragraph, using the fair value of the reporting unit as if it
was the purchase consideration. When the carrying amount of a reporting unit's goodwill exceeds
the implied fair value of the goodwill, an impairment loss is recognized in an amount equal to the
excess.
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The Company is also required to evaluate goodwill for impairment between annual tests if an
event occurs or circumstances change that would more likely than not reduce the fair value of a
reporting unit below its carrying amount. Certain indicators of potential impairment that could
impact the Company's reporting unit include, but are not limited to, the following: [a] a significant
long-term adverse change in the global electronics business industry that is expected to cause a
substantial decline in sales and/or gross margins and [b] a significant technological change that
results in a substantially more cost-effective method of production and [c] the continued
appreciation of the Canadian dollar relative to the U.S. dollar may result in reduced contributions.

As at December 31, 2007, the Company had two [2006 - one] reporting units.

Other assets

Other assets consist of up-front lease costs, customer relationships, customized software, and
deferred financing costs.

Up-front lease costs represent lump-sum amounts paid on the initiation of operating leases and are
amortized on a straight-line basis over the life of the related lease.

Deferred financing costs represent the costs incurred by the Company related to bank financing.
The costs are being amortized over the expected term of the bank financing. In the event of early
settlement of the bank financing, the unamortized balance of the respective deferred financing
costs will be written off.

Customer relationships and customized software are carried at cost less accumulated amortization
and are amortized on a straight-line basis over their economic life, which is estimated to be three
years. The cost of these assets represents the fair value of these assets acquired as part of a
business acquisition. Internal costs incurred on developing customer relationships are expensed as
incurred. Management periodically reviews the carrying value of these assets whenever events or
changes in circumstances indicate that the carrying amount of these assets may not be recoverable,
which is determined by comparing the carrying amount to the estimated undiscounted future net
cash flows. The Company writes down the costs associated with these assets to their fair value
when the value is determined to be impaired.
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Revenue recognition

The Company recognizes revenue upon shipment, when title has passed to the customer,
persuasive evidence of an arrangement exists, performance has occurred, specified test criteria
have been met and the earnings process is complete. Revenue is derived from turnkey and
consignment sales. Turnkey revenue involves the sale of electronics-based assemblies and sub-
assemblies that have been built to customer specifications. Consignment revenue is generated by
providing a manufacturing assembly service to customer-owned parts. The Company has no
further performance obligations other than its standard manufacturing warranty.

Income taxes

The Company follows the liability method of accounting for income taxes. Under this method, the
future tax assets or liabilities are determined based on differences between the financial reporting
and tax bases of assets and liabilities, as well as for the benefit of losses available to be carried
forward to future years for tax purposes that are more likely than not to be realized. Future tax
assets and liabilities are measured using the substantively enacted tax rates and laws which are
expected to be in effect when the differences are expected to reverse. The Company records a
valuation allowance against the future income tax asset until management believes it is more likely
than not that the future income tax asset will be realized.

Stock-based compensation plan
The Company has a stock-based compensation plan that is described in note 15[d].

Stock options are accounted for using the fair value method. The fair value of stock options
granted is recognized on a straight-line basis over the applicable stock option vesting period as
compensation expense included in selling, general and administrative expenses in the consolidated
statements of operations and contributed surplus within shareholders' equity on the consolidated
balance sheets. On the exercise of stock options, the total of the consideration received and the
accumulated contributed surplus is credited to share capital.

Fair value is calculated using the Black-Scholes option pricing model with the assumptions
described in note 15[d].

Income (loss) per share

Basic income (loss) per share is computed using the weighted average number of shares
outstanding during the year. Diluted income (loss) per share is computed in accordance with the
treasury stock method. Diluted income (loss) per share reflects the dilution that would occur if
outstanding stock options and warrants were exercised or converted into common shares using the
treasury stock method.
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Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian
dollars using exchange rates in effect at the year end. Revenue and expenses are translated into
Canadian dollars at the rates of exchange in effect on the dates of the transactions. Gains or losses
arising from the translation of foreign currencies are included in the consolidated statements of
operations.

The assets and liabilities of self sustaining foreign subsidiaries that are denominated in foreign
currency are translated into Canadian dollars using exchange rates in effect at the year end.
Revenue and expenses are translated into Canadian dollars at the rates of exchange in effect on the
dates of the transactions. Gains or losses arising from the translation of self sustaining foreign
subsidiaries are included in the shareholders' equity section of the consolidated balance sheet as
accumulated other comprehensive income or loss.

S. ACQUISITION

On May 31, 2007, the Company acquired all of the issued and outstanding shares of PCA, a San
Jose based electronics manufacturing service provider. Purchase consideration consisted of
$1,300 in cash paid on closing, $802 in notes payable and 903,520 common shares of the
Company. The notes payable bear interest at 5% per annum and are repayable in equal annual
instalments over a three-year period. The notes payable were recorded at fair value using a
discount rate of 10% and amounting to $734 and are being accreted using the effective interest rate
method to the principal amount, which is denominated in U.S. dollars. The carrying amount of the
notes payable as at December 31, 2007, after adjusting for the accretion of interest, was $696, of
which $247 is shown as current portion on the consolidated balance sheets. The fair value of share
consideration was based on the market price of the Company's common shares over a short period
before and after the announcement of the acquisition. The Company incurred $280 in acquisition
costs related to this transaction.

The acquisition of PCA has been accounted for using the purchase method and accordingly, the
results of operations have been included in these consolidated financial statements from the date of
acquisition. The consideration paid has been allocated to the net assets acquired on their
respective fair values and the excess has been recorded as goodwill. The allocation of the
purchase price was completed during the fourth quarter of 2007.
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Net assets acquired:

Current assets, excluding cash acquired
Property, plant and equipment
Intangible assets

Goodwill

Future income taxes

Accounts payable and accrued liabilities

Cash acquired
Fair value of net assets acquired

Purchase consideration consists of :
Cash

Notes payable

Common shares

Acquisition costs

Total purchase consideration

6. INVENTORIES

Inventories consist of the following:

Raw materials
Work-in-process
Finished goods

-4] -

2007

468
1,181
364
1,224
(538)
(236)
2,463
68
2,531

1,300
734
217
280

2,531

2006

2,765
914
256

2,835
1,408
285

3,935

4,528
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7. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following:

2007

Accumulated Net book

Cost depreciation value

$ $ $
Manufacturing equipment 12,369 9,953 2,416
Computer hardware and software 681 618 63
Furniture and office equipment 37 289 82
Vehicles 28 28 —
Leasehold improvements 950 304 646
14,399 11,192 3,207
2006

Accumulated Net book

Cost depreciation value

$ $ $

Manufacturing equipment 11,090 9,355 1,735
Computer hardware and software 644 553 91
Furniture and office equipment 291 271 20
Vehicles 28 23 5
Leasehold improvements 461 297 164
12,514 10,499 2,015

Depreciation of property, plant and equipment during the year ended December 31, 2007
amounted to $782 [2006 - $503], of which $679 [2006 - $426] is recorded in cost of goods sold.

During 2007, disposals of property, plant and equipment comprising leasehold improvements

associated with the Markham restructuring had a cost of $113 and accumulated depreciation of
$84. The net book value of $29 was written off.
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8. OTHER ASSETS

Other assets consist of the following:

2007 2006
$ $
Up-front lease costs 121 141
Customer relationships /note 5] 247 7
Software [note 5] 24 —
Deferred financing costs /note 10] 170 605
562 753

Up-front lease costs are net of accumulated amortization of $78 [2006 — $59], of which $20 [2006
- $20] was recorded as amortization expense in the consolidated statement of operations in 2007.

Customer relationships are net of accumulated amortization of $295 [2006 — $236], of which $59
[2006 - $81] was recorded as amortization expense in the consolidated statements of operations in
2007.

Software is net of accumulated amortization of $6 [2006 - nil], all of which was recorded as
amortization expense in the consolidated statement of operations in 2007.

Deferred financing costs are net of accumulated amortization of $111 [2006 - $43], of which $88
[2006 - $43] was recorded as interest expense in the consolidated statements of operations in
2007.

9. GOODWILL

As at December 31, 2007, management performed its annual goodwill impairment test in
accordance with its accounting policies /note 4]. Management considered a number of valuation
methodologies including discounted future cash flows, recent acquisition and divestiture
transactions, recent trading activity and capital market pricing of the Company's shares.
Management also considered the Company's signed letter of intent in respect of a proposed private
placement transaction whereby the Company will issue common shares at $0.10 per share for
gross proceeds of $6 million. Management determined that there was no impairment to
identifiable assets; however, management determined that the fair value of the Canadian reporting
unit was less than the book value of that reporting unit. Management considers that such
deterioration in fair value was due to the strengthening Canadian dollar and a slow-down in the
economy having a negative impact on the reporting unit's cash flows.
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Management engaged third party valuation specialists to assist in determining the fair value of this
reporting unit's intangible assets and long-lived tangible assets. As a result, management has
determined that all of the goodwill amounting to $5,531 relating to the Canadian reporting unit
should be written off.

A summary of the changes to goodwill for the years ended December 31, 2007 and 2006 is as
follows:

2007 2006

$ $

Balance, beginning of year 5,531 5,531
Acquisition of PCA [note 5] 1,224 —
Unrealized translation loss 94) —
Impairment (5,531) —
Balance, end of year 1,130 5,531

10. BANK CREDIT AGREEMENT

On September 21, 2006, the Company entered into a three-year credit agreement with a senior
lender that provides the Company with an aggregate senior lending facility in the amount of up to
$6,750. The total senior lending facility is comprised of a $6,000 revolving credit facility and a
$750 term loan facility. The aggregate senior lending facility is collateralized by a first ranking
general security agreement covering substantially all of the Company's assets.

The credit agreement contains various covenants that the Company must comply with, including
financial covenants related to minimum levels of net assets and interest coverage, and maximum
levels of capital spending.

The Company incurred financing costs of $253 related to the credit agreement and these costs
have been recorded on the consolidated balance sheets as deferred financing costs in other assets.
These deferred financing costs will be amortized over the three-year term of the agreement and
will be included in the consolidated statements of operations as interest expense.
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[a] Revolving credit facility

Under the revolving credit facility, the Company can borrow by way of Canadian dollar prime
rate loans or U.S. dollar base rate loans. In addition, the revolving credit facility allows for the
issuance of letters of credit and has a foreign exchange trading component. The maximum
availability under the revolving credit facility is based on certain terms and conditions,
including, but not limited to, the levels of accounts receivable and inventory, and is
established on an ongoing basis. Borrowings under this facility are subject to interest at the
bank's prime rate plus 1% for Canadian dollar loans and U.S. base rate plus 0.5% for U.S.
dollar loans and is payable monthly.

As at December 31, 2007, the Company's bank operating loan balance of $2,612 was within
its borrowing limit based on the accounts receivable and inventory margining conditions in its
agreement with its senior lender. Under the revolving credit facility, the effective interest rate
for the year was 7.2%.

[b] Term loan facility

In addition, the Company borrowed $750 under its term loan facility with its senior lender.
The term loan is repayable over 36 months in equal monthly installments commencing on
November 1, 2006. The term loan is subject to interest on the outstanding balance at the
bank's prime rate plus 1.5% and interest is payable monthly. The effective interest rate for the
year was 7.6%.

The credit agreement contains various covenants that the Company must comply with, including
financial covenants related to minimum levels of net assets and interest coverage, and maximum
levels of capital spending. As at December 31, 2007, the Company did not comply with the
financial covenants and has therefore classified the balance remaining on the term loan facility as
a current liability on the 2007 consolidated balance sheet.

- 45 -



Adeptron Technologies Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars, except as noted]

December 31, 2007

11. BUSINESS RESTRUCTURING

During the year ended December 31, 2001, the Company restructured its operations, resulting in
the closing of its manufacturing facilities in Calgary, Alberta. During the year ended
December 31, 2007, the Company restructured its operations by consolidating its facilities in
Markham, Ontario. The restructuring resulted in staff reductions, consolidation of office and
manufacturing space and the sale of non-core assets.

Restructuring accrual activity for the years ended December 31 is as follows:

2007 2006
$ $

Balance, beginning of year 234 296
New restructuring 651 —
Restructuring payments (283) —
Lease payments, net of sublease income (112) (62)
Balance, end of year 490 234
Less current portion (322) (68)

168 166

The remaining obligations consist of two facility leases that will be paid out over the remaining
lease period, net of sublease income, which extends through 2011.

During the year, the restructuring expense was $651. Of this amount, $490 remains as an
obligation consisting of [i] an estimated $274 relating to facility leases that will be paid out over
the remaining lease period which extends to 2011, and [ii] $216 relating to severance and moving
costs. The long-term portion of the restructuring obligation is $168 and is recorded in other long-
term liabilities, and the current portion is recorded in accounts payable and accrued liabilities.

12. SUBORDINATED DEBENTURE

On September 21, 2006, the Company completed a private placement financing consisting of a
subordinated debenture and common share purchase warrants in the amount of $5,000. As part of
the private placement, the Company issued 6,851,000 common share purchase warrants, each of
which entitles the holder thereof to purchase one common share of the Company for $0.20 per
common share for a period of five years. The subordinated debenture has a principal amount of
$5,000, a term of 66 months and carries interest at 12% per annum, payable monthly. In addition,
beginning on November 1, 2008, the Company will make principal repayments of $35 per month
for 42 months with the remaining outstanding principal due at the end of the 66-month term. The
subordinated debenture is collateralized by a second ranking general security agreement covering
substantially all of the Company's assets.
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The Company has allocated the $5,000 gross proceeds received from the private placement to debt
and equity based on the relative fair values of the common share purchase warrants and the
subordinated debenture. The fair value of the common share purchase warrants was determined to
be $822 using an option-pricing model. The fair value allocated to the subordinated debenture
was based on an effective interest rate of 17% and was determined to be $4,178. In addition, the
Company incurred financing costs of $473 related to the private placement and these costs have
been allocated on a pro-rata basis to debt and equity, amounting to $395 and $78, respectively.
The amount related to the issuance of the subordinated debenture has been recorded in the
consolidated balance sheets as a reduction to the carrying value of the subordinated debenture.
These financing costs will be amortized using the effective interest rate method over the 66-month
term of the subordinated debenture and will be included in the consolidated statements of
operations as interest on long-term debt. The amount allocated to equity is included as a reduction
in the warrant value within shareholders' equity. Interest expense on the subordinated debenture,
including amortization of the financing costs, will be charged to income at the effective rate of
20%.

The carrying value for the debenture is as follows:

2007 2006
$ $

Principal of debenture 5,000 5,000
Amount allocated to warrants (822) (822)
Amount allocated to debenture 4,178 4,178
Financing costs (395) —

3,783 4,178
Accreted interest 206 28

3,989 4,206

The subordinated debenture agreement contains various covenants that the Company must comply
with including financial covenants related to the ratio of current assets to current liabilities, debt
coverage, interest coverage and debt to equity. During November 2007, the Company entered into
a forbearance agreement with its subordinated lender in which the lender has agreed to waive its
right to enforce the security it holds in the assets of the Company. The agreement will remain in
effect until the earlier of September 30, 2008 or the occurrence of a further event of default, as
defined in the original debenture agreement or in the forbearance agreement. In particular, the
forbearance agreement contains additional financial targets that must be met over the term of the
agreement.
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In consideration for the forbearance agreement, the Company will pay to the lender a finance fee
of $50 per quarter that the forbearance agreement is in effect. As at December 31, 2007, this fee
has been added to the outstanding principal balance of the debenture. As at December 31, 2007,
6,851,000 common share purchase warrants related to the private placement financing remain
outstanding.

As at December 31, 2007, the Company did not comply with the additional financial targets under
the forbearance agreement. As a result, the Company was in a default position and has classified
the subordinated debenture as a current liability on the 2007 consolidated balance sheet.

13. SUBORDINATED NOTES

During 2004, the Company issued subordinated notes with a principal amount of $2,250. These
notes were subordinated to the bank operating loan and accrued interest at a rate of 12% per
annum. In September 2006, the Company paid $3,014 to the note holders which represented full
payment of the original principal and all interest accrued and unpaid up to September 29, 2006.
As a result of this payment, the Company has no further debt obligation related to these
subordinated notes.

14. INTEREST EXPENSE

Interest expense is comprised of the following:

2007 2006
$ $
Subordinated debenture [note 12] 819 235
Term loan facility /note 10] 56 15
Notes payable [note 5] 41 —
Bank operating loan [note 10] 294 390
Subordinated notes [note 13] — 302
1,210 942
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15. SHARE CAPITAL

[a] Authorized

Unlimited non-voting preferred shares
Unlimited voting common shares without nominal or par value

[b] Common shares issued

On November 21, 2006, the Company completed a private placement with a newly appointed
director of the Company. Simultaneously, the Company entered into a consulting arrangement
with this director. The private placement was for aggregate gross proceeds of $200 on the
issuance of 1,000,000 units and share issue costs related to the private placement were $12. Each
unit includes one common share and one-half common share purchase warrant /see 15/c]].

The fair value of the units exceeded the gross proceeds by approximately $49. This amount has
been recorded as stock-based compensation in the consolidated statements of operations.

[c] Warrants

Warrants Amount
# $
[000's]

Balance, December 31, 2005 2,097 112
Expired unexercised [i] (557) —
Modification of warrants /i] — 61
Exercise of common share purchase warrants /i/ (191) 2n
Issued on private placement, net of issuance costs [ii/ 6,851 744
Issued on private placement, net of issuance costs [7ii] 500 49
Balance, December 31, 2006 8,700 945
Expired unexercised [i] (1,349) (152)
Balance, December 31, 2007 7,351 793
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[i]

(ii]

Warrants outstanding at December 31, 2005 include 1,540,000 common purchase share
warrants issued in relation to the subordinated notes [mote 13] where each warrant was
originally exercisable for one common share at a price of $0.35 for a period of 24 months.
During 2006, the Company modified the warrants whereby each warrant is exercisable for
one common share at a price of $0.25 and the warrants expired on August 31, 2007. During
2006, 191,000 warrants were exercised for cash proceeds of $48. As at December 31, 2007,
there are no [2006 - 1,349,000] warrants related to the issuance of the subordinated notes
outstanding.

In addition, the Company's agent for the subordinated notes was issued common share
purchase warrants entitling the agent to acquire up to a maximum of 557,000 common shares
at a price of $0.35 per share for a 24-month period. During 2006, these warrants expired
unexercised.

As part of the private placement described in note 12, the Company issued 6,851,000 common
share purchase warrants, each of which entitles the holder thereof to purchase one common
share of the Company for $0.20 per common share for a period of five years. The fair value
of the common share purchase warrants was determined to be $822 using an option-pricing
model. The Company incurred financing costs related to the private placement and the pro-
rata amount of these costs allocated to equity amounts to $78.

[iii] As part of the private placement described in note 15[b], the Company issued 500,000

common share purchase warrants, each of which is exercisable into one common share for a
period of 48 months at an exercise price of: [i] $0.30 for the period between the date of
issuance and the second anniversary of issuance; [ii] $0.40 for the period between the second
and third anniversaries of issuance; and [iii] $0.50 for the period between the third
anniversary and expiry of the warrants. The fair value of the common share purchase
warrants was determined to be $49 using an option-pricing model.

[d] Stock options

The Company has established a stock option plan for its directors, officers, employees and
consultants, whereby options to a maximum of 4,800,000 common shares may be granted subject
to certain terms and conditions. Stock options vest over a period of up to three years and expire at
various dates through 2011.
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Changes in the number of options, with their weighted average exercise prices, are summarized
below:

2007 2006

Weighted Weighted
Number average Number average
of exercise of exercise

options price options price

[000's] $ [000's] $

Outstanding, beginning of year 3,240 0.34 2,434 0.43
Granted 890 0.18 1,270 0.28
Forfeited/expired (1,279) 0.40 (464) 0.61
Outstanding, end of year 2,851 0.27 3,240 0.34
Options exercisable, end of year 2,071 0.29 2,537 0.37

The following table summarizes information about the stock options at December 31, 2007:

Options outstanding Options exercisable
Weighted

average Weighted Weighted
Range of Number remaining average Number average
exercise of contractual exercise of exercise

price options life price options price

$ [000's] [years] $ [000's] $

0.00 - 0.19 690 4.2 0.13 465 0.14
0.20 - 0.29 810 3.8 0.22 452 0.22
0.30 - 0.39 890 3.9 0.32 693 0.32
0.40 - 0.49 286 1.3 0.42 286 0.42
0.50 - 0.59 175 1.3 0.51 175 0.51
2,851 3.5 0.27 2,071 0.29
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The estimated fair value of the options is amortized to expense over the options' vesting period on
a straight-line basis, and was determined using the Black-Scholes option pricing model with the
following assumptions:

2007 2006
Risk-free interest rate 3.82% 3.9%
Volatility factor of the future expected market price
of common shares 73% 82%
Weighted average expected life of the options 3 years 3 years

During the year, the Company recorded $124 [2006 - $131] of stock-based compensation expense.
These amounts are included in selling, general and administrative expenses and contributed
surplus. For options granted in 2007, the weighted average estimated fair value at the date of the
grant was $0.09 [2006 - $0.15] per option.

16. COMMITMENTS AND CONTINGENCY

As a result of the acquisition of PCA, the Company has a 26-month lease related to a
manufacturing facility. The monthly lease payments are approximately $15 per month, resulting
in a remaining commitment of approximately $292 at December 31, 2007.

In December 2006, the Company received an order from the Pay Equity Commission of Ontario
[the "Commission"] requiring it to develop and implement a pay equity plan for its operations in
Ontario. In addition, the order requires the Company to pay any retroactive pay equity
adjustments, in accordance with Ontario pay equity legislation, that may be warranted as a result
of the plan's implementation. The Company began a process that it believed would allow it to
achieve compliance with the order before the end of 2007. However, during the third quarter of
2007, the Company determined that the process could not be completed by the end of 2007 and
requested an extension to June 30, 2008. As a result of the request for an extension, the
Commission filed an application with the Pay Equity Hearings Tribunal requesting that the
tribunal issue an order that the Company comply with the original order issued by the Commission
in December 2006. The Company is in the process of responding to the Pay Equity Hearings
Tribunal. In the interim, the Company is continuing its internal process that will allow it to
comply with the original order by June 30, 2008 or earlier. At this time, the Company is unable to
determine the likelihood and amount, if any, of any potential retroactive pay equity adjustments.
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Future minimum annual operating lease payments for office space and equipment are as follows:

$

2008 918
2009 878
2010 751
2011 468
2012 456
Thereafter 549

4,020

Excluded from the amounts noted above is $1,440 [2006 - $1,335], representing certain lease costs
for the years 2008 to 2011. Offsetting these commitments is $1,171 [2006 - $1,101] of sublease
income that has been committed to the Company from sub-tenants. These amounts were recorded
as part of the 2001 and 2007 restructuring charges and are included in restructuring accruals
[note 11].

17. INCOME TAXES

The income tax expense (recovery) differs from the amount obtained by applying the combined
federal and provincial income tax rate to income (loss) before income taxes. The difference
relates to the following items:

2007 2006
$ $
Combined statutory income tax rate 34.0% 34.0%
Expected income tax expense (recovery) (2,398) 548
Decrease in income tax expense (recovery) resulting from
Benefit of tax losses not recognized (utilized) 353 (966)
Change in future tax rates — 383
Permanent differences 1,922 63
Foreign tax rate differential 5) —
Other 43 (28)
Future tax (recovery) (95) —
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The components of the Company's net future tax assets at December 31, none of which has been
recorded in these consolidated financial statements, are as follows:

2007 2006
$ $
Future tax assets
Non-capital losses 4,613 5,009
Share issue costs 46 22
Intangible assets 109) —
Non-deductible reserves 559 474
Property, plant and equipment 1,552 1,725
6,661 7,230
Valuation allowance (6,999) (7,230)
Future tax liability (338) —
The non-capital loss carryforwards expire as follows:
$
2008 10,814
2009 2,369
2014 695
2015 1,473
2027 555
15,906

-54.-



Adeptron Technologies Corporation

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

[in thousands of dollars, except as noted]

December 31, 2007

18. INCOME (LOSS) PER SHARE

The dilutive effect of stock options and warrants on the weighted average number of shares
outstanding in 2007 is as follows:

2007 2006

# #
[000's] [000's]
Basic weighted average number of shares outstanding 36,334 34,742
Dilutive effect of stock options — 80
Dilutive effect of warrants — 391
Diluted weighted average number of shares outstanding 36,334 35,213

In 2007, all stock options and warrants were excluded from the calculation of diluted loss per
share, as the effect of including them would have been anti-dilutive.

19. RELATED PARTY TRANSACTIONS

During the year, the Company entered into a consulting agreement and completed a private
placement [note 15/b]] with a newly appointed director of the Company. During the year, the
Company paid $65 [2006 - nil] in fees regarding this consulting agreement.

20. FINANCIAL INSTRUMENTS

[a] Fair values

The carrying values of cash, accounts receivable, bank operating loan and accounts payable
and accrued liabilities approximate their fair values due to the relatively short periods to
maturity of these financial instruments.

The carrying value of long-term debt, comprised of the subordinated debenture, term loan and
notes payable, approximates its fair value due to the fact that there have been minimal

changes in prevailing interest rates and the long-term risk profile of the Company has not
significantly changed.

[b] Credit risk

At December 31, 2007, the Company's two largest customer accounts receivable balances
represented 22% [2006 - 46%)] of the total accounts receivable balance.
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[c] Foreign currency risk

The Company's activities that result in exposure to fluctuations in foreign currency exchange
rates consist of the sale of products to customers invoiced in foreign currencies and the
purchase of services, raw materials and property and equipment from suppliers invoiced in
foreign currencies. The Company does not use derivative instruments to hedge its currency
risk. Of the Company's accounts receivable and accounts payable at December 31, 2007,
65% [2006 - 67%] and 51% [2006 - 57%], respectively, are denominated in foreign
currencies. During the year, approximately 69% [2006 - 66%)] of sales and approximately
33% [2006 - 45%] of expenses were incurred in U.S. dollars.

21. SEGMENTED INFORMATION

The Company operates in one business segment, which is the supply of electronics manufacturing
services. The Company markets its services primarily in Canada and the United States.

Sales attributable to geographic location based on the location of the customer are as follows:

2007 2006

$ $
Canada 25,085 35,024
United States 13,321 8,808
38,406 43,832

For the year ended December 31, 2007, sales to the Company's two largest customers represent
29% [2006 - 47%] of the Company's total sales. The two customers represent 18% [2006 - 31%)]
and 11% [2006 - 16%)] of total sales, respectively.

All of the Company's identifiable assets as at December 31, 2007 and 2006 are located in Canada
and the United States as detailed below.

Current assets are located as follows:

2007 2006

$ $
Canada 9,625 11,859
United States 1,296 —
10,921 11,859
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Property, plant and equipment and other assets are located as follows:

2007 2006
$ $
Canada 2,511 2,768
United States 1,258 —
3,769 2,768
Goodwill is located as follows:
2007 2006
$ $
Canada — 5,531
United States 1,130 —
1,130 5,531

22. NEW CANADIAN ACCOUNTING STANDARDS

The CICA has issued new accounting standards, Section 1400, "General Standards of
Financial Statement Presentation"; Section 1535, "Capital Disclosures"; Section 3031,
"Inventories"; Section 3862, "Financial Instruments — Disclosures"; and Section 3863,
"Financial Instruments — Presentation", which are applicable to the Company's 2008 fiscal
year.

[i] Section 1400, General Standards of Financial Statement Presentation

Section 1400, "General Standards of Financial Statement Presentation", was amended to
include requirements to assess and disclose an entity's ability to continue as a going concern.
The new requirements are effective for interim and annual financial statements relating to
fiscal years beginning on or after January 1, 2008. The Company will adopt the amendments
to Section 1400 on January 1, 2008 and is currently evaluating the effects of adopting the new
requirements of this standard.

[ii] Section 1535, Capital Disclosures

This new standard requires disclosure of the Company's objectives, policies and processes for
managing capital; quantitative data about what the Company regards as capital; whether the
Company has complied with any capital requirements; and, if the Company has not complied,
the consequences of such non-compliance. The new accounting standard covers disclosure
only and will have no effect on the financial results of the Company.
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[iii] Section 3031, Inventories

The new standard provides more guidance on the measurement and disclosure requirements
for inventories than the previous standard, Section 3030, "Inventories". Specifically, the new
standard requires that inventories be measured at the lower of cost and net realizable value,
and provides more guidance on the determination of cost and its subsequent recognition as an
expense, including any write-down to net realizable value. The Company is assessing the
effect of the new standard and does not anticipate a material effect on its results.

[iv] Section 3862, Financial Instruments — Disclosures
Section 3863, Financial Instruments — Presentation

These new standards replace Section 3861, "Financial Instruments - Disclosure and
Presentation". Presentation requirements have not changed. Enhanced disclosure is required
to assist users of the financial statements in evaluating the significance of financial
instruments on the Company's financial position and performance, including qualitative and
quantitative information about the Company's exposure to risks arising from financial
instruments. The new accounting standards cover disclosure only and will have no effect on
the financial results of the Company.

[v] Convergence with International Financial Reporting Standards

In 2006, Canada's Accounting Standards Board ratified a strategic plan that will result in
Canadian generally accepted accounting principles ["GAAP"], as used by public companies,
being evolved and converged with International Financial Reporting Standards ["IFRS"] over
a transitional period to be complete by 2011. The Company will be required to report using
the converged standards effective for interim and annual financial statements relating to fiscal
years beginning on or after January 1, 2011. Canadian GAAP will be converged with IFRS
through a combination of two methods: as current joint-convergence projects of the United
States' Financial Accounting Standards Board and the International Accounting Standards
Board are agreed upon, they will be adopted by Canada's Accounting Standards Board and
may be introduced in Canada before the complete changeover to IFRS; and standards not
subject to a joint-convergence project will be exposed in an omnibus manner for introduction
at the time of the complete changeover to IFRS. As the International Accounting Standards
Board currently, and expectedly, has projects underway that should result in new
pronouncements that continue to evolve IFRS, and as this Canadian convergence initiative is
in an early stage as of the date of these consolidated financial statements, it is premature to
currently assess the impact of the Canadian initiative on the Company.
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23. SUBSEQUENT EVENT

On February 25, 2008, the Company announced that it has entered into a letter of intent in respect
of a proposed private placement transaction whereby the Company will issue common shares at
$0.10 per share for gross proceeds of $6 million. The Company has set May 7, 2008 as the date
for a Special General Meeting of the Company's shareholders at which time the shareholders will
be asked to approve the proposed transaction.

24. COMPARATIVE CONSOLIDATED FINANCIAL STATEMENTS

The comparative consolidated financial statements have been reclassified from statements
previously presented to conform to the presentation of the 2007 consolidated financial statements.
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