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To the shareholders of QHR Technologies Inc.:

We have audited the accompanying consolidated financial statements of QHR Technologies Inc.,
which comprise the consolidated statements of financial position as at December 31, 2011,
December 31, 2010 and January 1, 2010, and the consolidated statements of earnings and
comprehensive income, consolidated statements of changes in equity, and consolidated statements
of cash flows for the years ended December 31, 2011 and December 31, 2010, and a summary of
significant accounting policies and other explanatory information.

Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these consolidated financial

statements in accordance with International Financial Reporting Standards and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with Canadian generally accepted auditing
standards. Those standards require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements are
free from material misstatement.



Grant Thornton

An audit involves performing procedures to obtain audit evidence, about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to
provide a basis for our audit opinion.

Opinion

Inpour opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of QHR Technologies Inc. as at December 31, 2011, December 31,
2010 and January 1, 2010, and its financial performance and its cash flows for the years ended
December 31, 2011 and December 31, 2010, in accordance with International Financial Reporting
Standards.

?Wm LLP

Vancouver, Canada

April 12, 2012 Chartered accountants



QHR TECHNOLOGIESINC.

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
AS AT DECEMBER 31, 2011, DECEMBER 31, 2010 AND JARNRY 1, 2010

Notes December 31, 2011

December 31, 2010

January 1, 2010

(Note 20) (Note 20)
ASSETS
Current Assets
Cash $ 2,043,637 $ 4,621,810 $ 1,037,609
Accounts receivable 2,850,538 2,834,197 2,206,851
Inventory 12,363 70,238 31,390
Prepaid expenses and deposits 704,332 617,660 24137,
Investment tax credit - - 579,092
5,610,870 8,143,905 4,592,183
Accounts receivable - - 82,874
Property and equipment 6 1,558,976 1,505,016 19163
Deferred income taxes 13 1,967,242 1,553,000 -
Goodwill 7 3,921,828 2,956,625 2,919,181
Intangible assets 8 13,944,499 8,275,381 8,947,11
$ 27,003,415 $ 22,433,927 $ 17,705,265
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities $ 33,601 $ 3,798,158 $ 3,677,266
Income tax payable 85,432 - -
Promissory notes payable 83,495 84,016 3,205,174
Current portion of capital lease obligations 9 4838, 438,625 366,659
Current portion of long-term debt 10 1,780,199 - 5,326
5,005,795 4,320,799 7,644,625
Deferred revenue 3,889,087 1,667,081 2,081,412
8,894,882 5,987,880 9,726,037
Deferred income taxes 13 - 20,000 -
Capital lease obligations 9 267,352 517,919 374,980
Long-term debt 10 255,187 - 1,518,293
9,417,421 6,525,799 11,619,310
EQUITY
Share capital 11 17,760,334 17,669,668 9,559,282
Contributed surplus 11 1,029,980 326,689 168,492
Warrants 11 438,300 1,024,343 477,709
Deficit (1,642,620) (3,112,572) (4,119,528)
17,585,994 15,908,128 6,085,955
$ 27,003,415 $ 22,433,927 $ 17,705,265
Commitments 16
Contingencies 18
Subsequent event 19

The accompanying notes are an integral part okthessolidated financial statements.

On behalf of the Board of Directors,

“Signed”
Director

“Signed”

Director



QHR TECHNOLOGIESINC.

CONSOLIDATED STATEMENTS OF EARNINGS AND COMPREHEN&E INCOME

YEARS ENDED DECEMBER 31, 2011 AND 2010

Notes 2011 2010
(Note 20)
REVENUE $ 23,857,147 $ 19,070,900
OPERATING EXPENSES
Cost of goods sold 2,094,766 1,945,026
Service costs 9,868,666 7,983,610
Selling and administrative expenses 8,618,656 6,681,652
20,582,088 16,610,288
Operating profit 3,275,059 2,460,612
Stock-based compensation expense 11 145,414 202,423
Amortization of property and equipment 6 509,413 2,390
Amortization of intangible assets 8 1,481,742 1,234
Interest expense 114,423 635,969
Loss on sale of property and equipment - 46,924
Gain on investment 5 (107,409) -
Loss on foreign exchange 7,660 5,656
2,151,243 2,710,656
Earnings (loss) before income taxes 1,123,816 (250,044)
Income taxes 13
Current 88,106 -
Deferred (recovery) (434,242) (1,257,000)
(346,136) (1,257,000)
Net earnings and comprehensiveincome $ 1,469,952 $ 1,006,956
Basic earnings per share 12 $ 0.03 $ 0.03
Diluted earnings per share 12 $ 0.03 $ 0.03
Basic weighted average number of shares outstanding 12 42,813,470 30,109,936
Diluted weighted average number of shares outstgndi 12 43,335,266 30,682,360

The accompanying notes are an integral part oktbeasolidated financial statements.



QHR TECHNOLOGIESINC.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2011 AND 2010

Issued Contributed Total
Notes Capital Surplus  Warrants Deficit Equity
December 3:2010 $ 17,669,668 $ 326,68 $ 1,024,33 $(3,112,572 $15,908,12
Net earnings for the year - - - 1,469,952 1,469,952
Total 17,669,66 326,68¢ 1,024,34: (1,642,62() 1737808C
Exercise of options 11 90,666 (28,166) - - 62,500
Warrants expired - 586,043 (586,043) - -
Stock based compensation - 145,414 - - 145,414
December 31, 2011 $ 17,760,334 $1,029,98( $ 438,30( $(1,642,62) $ 17585,99:
Notes Issued Contributed Warrants Deficit Total
Capital Surplus Equity
January 1, 201 $9,559,28 $ 16849z $ 477,70¢ $ (4,119,52) $ 6,085,95¢
Net earnings for the year 20 - - - 1,006,956 1,006,956
Total 9,559,28 168,492 477,70¢  (3,112,57) 7,092,91
Options exercised 11 146,976 (44,226) - - 102,750
Shares cancelled (2,500) - - - (2,500)
For cash pursuant to private
placement at $0.¢ 1,040,000 - - - 1,040,000
Less: value of warrants (100,480) - 100,480 - -
Share issue costs for private
placemer (10,475) - - - (10,475)
For cash pursuant to public
placement at $0.¢ 8,000,00! - - - 8,000,005
Less: value of warrants (446,154) - 446,154 - -
Share issue costs for public
placemer (957,703 - - - (957,703)
Tax effect of share issue 276,000 - - - 276,000
Shares issued with Clinicare
acquisition loar 164,717 - - - 164,717
Stock based compensation - 202,423 - - 202,423
December 31, 20: $17,669,66 $ 326,68¢ $1,024,34 $ (3,112,572 $15,908,12

The accompanying notes are an integral part oktbeasolidated financial statements.



QHR TECHNOLOGIESINC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2011 AND 2010

2011 2010
(Note 20)
OPERATING ACTIVITIES
Net earnings $ 1,469,952 $ 1,006,956
Items not affecting cash
Amortization of property and equipment 509,413 592,150
Loss on disposal of property and equipment - 46,924
Gain on investment (107,409) -
Amortization of intangible assets 1,481,742 1,227,534
Stock-based compensation 145,414 202,423
Accretion on long-term debt - 42,284
Deferred taxes (434,242) (1,257,000)
Accrued interest and costs on Healthscreen deleentur (190,919) -
Changes in non-cash operating assets and liabilitie
Accounts receivable 363,659 (544,472)
Inventory 89,450 (38,848)
Prepaid expenses and deposits (86,672) 119,581
Investment tax credit - 579,092
Accounts payable and accrued liabilities (1,284,657) 145,892
Income tax payable 85,432 -
Deferred revenue 542,006 (414,331)
2,583,169 1,708,185
INVESTING ACTIVITIES
Purchase of property and equipment (159,567) (465,324)
Business acquisitions, net of cash acquired (579183, (26,887)
Acquisition of intangible assets (544,015) (455,217)
(6,677,327) (947,428)
FINANCING ACTIVITIES
Repayment of capital (486,380) (2,356,635)
Proceeds from promissory note - 500,000
Proceeds from long term debt 1,950,000 -
Repayment of long-term debt (9,614) -
Repayment of promissory note (521) (3,466,998)
Proceeds from share issuances, less issue costs 50062, 8,147,077
1,515,985 2,823,444
(Decrease) increase in cash (2,578,173) 3,584,201
Cash - beginning of period 4,621,810 1,037,609
Cash - end of period $ 2,043,637 $ 4,621,810
Supplemental cash flow disclosure
Interest paid $ 114,423 $ 635,969
Non-cash financing and investing activities:
Capital assets acquired under capital lease oldigsat 220,356 615,437
Leaseholds financed by landlord 95,000 115,883
Common Shares issued for settlement of accounthpay - 25,000
Promissory notes issued in business acquisition - 10,557
Prepaid expenses acquired through promissory notes - 98,109
Share capital issued for long term debt - 164,717

The accompanying notes are an integral part oktbeasolidated financial statements.



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

1. Natureof Business

QHR Technologies Inc. is a public company whoseeshare traded on the TSX Venture Exchange (TSXV:
QHR) incorporated under the laws of British ColumiCanada and its registered office is Suite 30620
Dickson, Kelowna, British Columbia, Canada. The @any’s principal business is the development and
delivery of human resource management, payrollif steheduling and financial software systems for
healthcare organizations, social services and pudfety sectors as well as electronic medical rdsco
applications and hosting for physicians’ medicdices.

2. Basisof Preparation and statement of compliance with IFRS

These consolidated financial statements, includmmparatives, are expressed in Canadian dollarhawnel
been prepared in accordance wittternational Financial Reporting Standard$-RS) as issued by the
International Accounting Standards Boa(tlASB) and IFRS 1 “First Time Adoption of Interiaal
Financial Reporting Standards”. The Company’s fashual consolidated financial statements undeiSIFR
are presented for the year ended December 31, R@liding comparatives to the previous year. The
Company’s date of transition to IFRS is Januar2d10. The explanation of how the transition to IHRS
affected the reported financial position, finangatformance and cash flows of the Company is pexviin
note 20.

The term “QHR” or the “Company” are used to meanRQHechnologies Inc. and where the context of the
narrative permits, or requires, its subsidiaries.

The consolidated financial statements for the wrated December 31, 2011, including comparativese we
approved by the Board of Directors on April 12, 201

3. Significant Accounting Policies

The consolidated financial statements have beempapee under the historical cost convention. The
Company’s principal accounting policies are outlitelow:

a) Basis ofConsdidation

The consolidated financial statements comprisditifacial statements of the Company and its wholly
owned subsidiarieQHR Software Inc. and its US subsidiary Chartcaie Which consists of two operating
divisions as follows:

EM S division, and

EMR division: The EMR division consists of the amalgaed entities of (as further described below)
Optimed Software Corporation, Chartcare In€loudwerx Data Solutions In@and 2293035 Ontario
Limited which was specifically established for the acdigisiof the Healthscreen Solutions Inc. software
and EMR assets as further outlined in NoteClmudwerx Data Solutions Incthe Company’s hosting
division has been fully integrated into the EMRisiion.

Subsidiaries are fully consolidated from the dat@aquisition, being the date on which the Company
obtains control, and continue to be consolidatetil time date that such control ceases. The findncia
statements of the subsidiaries are prepared fosdhee reporting period as the parent company, using
consistent accounting policies. All significant drtompany balances and transactions have been
eliminated.



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

b)

d)

Amalgamation

On December 31, 2011 the Company concluded an amalipn ofOptimed Software Corporation,
Cloudwerx Data Solutions Inand 2293035 Ontario Limitednto one operating company &HR
Software Inc As previously disclosedClinicare Corporation was merged withOptimed Software
Corporationon March 31, 2011. Refer to note 13 for furtheoime tax related disclosures.

Prior to the amalgamation, the British Columbiapmyations ofQHR Software IncOptimed Software
Corporation Cloudwerx Data Solution Incand2293035 Ontario Limited which was legally continued
into the Province of British Columhidcollectively “the Amalgamated Subsidiaries”) weall wholly
owned subsidiaries of QHR Technologies Inc., aigrilColumbia CorporatiorChartcare Inc.was a
wholly owned subsidiary o©ptimed Software Corporatioand continues as a US subsidiary of QHR
Software Inc.

As a result of the amalgamation, the assets abiiti@s of the Amalgamated Subsidiaries becametass
and liabilities of QHR Software Inc. Subsectior{B7of the Income Tax Act allows assets owned ey th
predecessor companies to be disposed of and addujré¢he new amalgamated company at their tax
cost. Therefore, there will not be any income tability resulting from the assets being acquirgd b
QHR Software Inc. Additionally, any inter-companghd between the amalgamated subsidiaries and
QHR Software Inc. were deemed to be settled at cis¢ amalgamation was completed on a tax
deferred basis.

BusinesCombinationsand Goodwiill

Business combinations that occurred prior to JgnliaP010 were not accounted for in accordance with
IFRS 3, Business Combinationand IAS 27,Consolidated and Separate Financial Statements
accordance with the IFRS Eirst-time Adoption ofinternational Financial Reporting Standards
exemption discussed further in note 20.

Business combinations are accounted for using ttguisition method. The cost of the business
combination is measured as the aggregate of thsidemation transferred, measured at the acquisition
date at fair value. For each business combinati@acquirer measures the non-controlling inteirest
the acquiree either at fair value or at the appabpishare of the acquirer’s identifiable net assEhe
acquiree’s identifiable assets, liabilities and towgent liabilities that meet the conditions for
recognition under IFRS Business Combinatiorere recognized at their fair values at the actjorsi
date. Acquisition costs incurred are expensederperiod in which they are incurred.

Goodwill is initially measured at the excess of faé value of consideration transferred and amount
of non-controlling interest in the acquiree andwsiion date fair value of existing equity intetes

in the acquiree over the acquisition fair valuettwd net identifiable assets acquired and liabditie
assumed. If this amount is lower than the fair gatii the net assets of the subsidiary acquired, the
difference is recognized immediately in the Cordatied Statement of Earnings and Comprehensive
Income.

After initial recognition, goodwill is measuredaist less any accumulated impairment losses.

Use ofEstimates and Management Judgment

The preparation of consolidated financial statemémtconformity with IFRS requires the Company’s
management to make estimates and assumptions ffleat amounts reported in the consolidated
financial statements and notes thereto. Actual antsomay ultimately differ from these estimates.

The following are significant management judgmerdgstimates and assumptions in applying the

accounting policies of the Company that have thestmgignificant effect on recognition and
measurement of assets, liabilities, revenue andresgs:



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

Capitalization of internally developed software

Distinguishing the research and development phagesa new customized software project and
determining whether the recognition requirementstifi@ capitalization of development costs are met
requires judgment. After capitalization, managemenitors whether the recognition requirements
continue to be met and whether there are any itatisshat capitalized costs may be impaired.

Recognition of deferred tax assets

The extent to which deferred tax assets can begnimed is based on an assessment of the probadfility
the Company’s future taxable income against whitghdeferred tax assets can be utilized. In addition
significant judgment is required in assessing thpact of any legal or economic limits or uncertiast

in various tax jurisdictions.

Impairment of long-lived assets

In assessing impairment, management estimategtozerable amount of each asset or cash generating
units based on expected future cash flows and \eseinterest rate to discount them. Estimation
uncertainty relates to assumptions about futureratipgy results and the determination of a suitable
discount rate.

Useful lives of depreciable assets

The Company reviews its estimate of the usefulslieédepreciable assets at each reporting datedbas
on the expected utilization of the assets. Unaatits in these estimates relate to technical obselee
that may change the utilization of certain softwane equipment.

Inventories

The Company estimates the net realizable valudaveitories, taking into account the most reliable
evidence available at each report date. The futeiadization of these inventories may be affected by
future technology or other market-driven changes thay reduce future selling prices.

Business combinations

The Company uses valuation techniques in deteriifsiim values of the various elements of a business
combination based on future expected cash flowsaadscount rate. Estimation uncertainty relates to
assumptions about future operating results andébtermination of a suitable discount rate.

Share-based Payment

The Company measures the cost of equity settledadions by reference to the fair value of thetgqu
instruments at the date at which they are granksdimating fair value for share-based payment
transactions requires determining the most appatgrialuation model, which is dependent on the g¢erm
and conditions of the grant. This estimate alsaireg determining the most appropriate inputs ® th
valuation model including the expected life of #iere option, volatility and making assumptionsuabo
them.

Allowance for doubtful accounts

The Company provides for bad debts by reviewingdicific customer accounts and trends and sets asi
a specific amount towards the allowance accounédam this analysis. Uncertainty relates to the
actual collectivity of customer balances that canyfrom the Company’s estimation.

Share-based Payments
The Company grants stock options to buy commoneshaf the Company to directors, senior officers,
employees and service providers pursuant to amirveeshare option plan described in note 11. The

Board of Directors grants such options for perioflap to 2-5 years, with vesting periods determiaed
its sole discretion and at prices equal to theintpmarket price on the day the options were grhnte

1C



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

)}

h)

i)

)

Under this method, the Company recognizes compiensakpense for stock options awarded based on
the fair value of the options at the grant datengighe Black-Scholes option pricing model. The fair
value of the options is amortized over the vestopggiod and is included in selling, general and
administrative expense with a corresponding in@eéagquity. The amount recognized as an expense is
adjusted to reflect the number of share optiongetqul to eventually vest.

Cash and CasEquivalents

Cash and cash equivalents consist of highly liguigtrest bearing term deposits that are readily
convertible to known amounts of cash with termsntaturity of up to 3 months at the date of
purchase. The cash and cash equivalents act aSaimpany’s primary source of cash and fluctuate
directly as a result of its cash flows from opergtinvesting and financing activities.

Allowancefor Doubtful Accounts

The Company maintains an allowance for doubtfubaaots for estimated losses that may arise if any of
its customers are unable to make required paymiglaisagement provides for bad debts by reviewing all
specific customer accounts and trends and sets asgpecific amount towards the allowance account
based on this analysis. The amount reserved iddhasdhe Company’s historical default experience,

direct knowledge of customer credit worthiness, @ayment trends. Customer aging is reviewed
monthly by management to ensure consistency wilt peactices. At any time throughout the year, if

the Company determines that the financial conditibany of its customers has deteriorated; increase
in the allowance may be made.

Inventories

Computer hardware and supplies inventory is statethe lower of cost, determined on a first in —
first out basis, and net realizable value.

Prepaidexpenses andDeposits

Included in short-term prepaid expenses and depas# prepayments related to materials, insurance
premiums and other deposits required in the nocmaise of business which are less than one year.

Property and Equipment
Property and equipment are stated at cost lessmadated depreciation and impairment losses.

Amortization of property and equipment is recordeda straight-line basis at the following annuéésa
which approximate the useful lives of the assets:

Asset: Period
Furniture and fixture 10 year
Office equipmer 5 year:
Computer hardwa 3-4 year
Leasehold improvements Lessor of 5 — 10 years or lease term

When significant parts of property and equipmeet rquired to be replaced in intervals, the Company
recognizes such parts as individual assets withispeiseful lives and depreciation, respectivéihen

a major inspection is performed, its cost is redogph in the carrying amount of the property and

equipment as a replacement if the recognition riaitare satisfied. All other repair and maintenance
costs are recognized in the Consolidated Stateafdrarnings and Comprehensive Income as incurred.

11



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

k)

The assets’ residual values, useful lives and naistiod depreciation are reviewed at each finana@aky
end, and adjusted prospectively, if applicable. Tmnpany has elected to choose the cost method of
accounting for each class of property and equipnasnbutlined under IAS 1@&roperty, Plant and
Equipment

Leases are classified as either capital or opgrdéiases. A lease that transfers substantiallyetiiee
benefits and risks incidental to the ownership rafperty to the Company is classified as a capéasé.

All other leases are accounted for as operatingekeaherein rental payments are expensed as idcurre
At the inception of a capital lease, an asset anobdigation are recorded at an amount equal tdetbser

of the present value of the future minimum leasgEnts and the property’s fair value at the begigni
of such lease. Amortization of the equipment urwdgoital lease is on the same basis as similar prope
and equipment.

Intangible Assets

Intangible assets acquired separately are measuréuitial recognition at cost. The cost of intanigi
assets acquired in a business combination is itvdue as at the date of acquisition. Followingial
recognition, intangible assets are carried at ls®st any accumulated amortization and any accusuilat
impairment losses.

The useful lives of intangible assets are assessedher finite or indefinite.

Intangible assets with finite lives are amortizederothe useful economic life and assessed for
impairment whenever there is an indication thatititangible asset may be impaired. The amortization
period and the amortization method for an intarggddset with a finite useful life are reviewedestst

at each financial year end. Changes in the expadeful life or the expected pattern of consumptio
of future economic benefits embodied in the assetccounted for by changing the amortization period
or method, as appropriate, and are treated as ekangccounting estimates. The amortization expens
on intangible assets with finite lives is recoguize the Consolidated Statement of Earnings and
Comprehensive Income.

The assets with indefinite useful lives are not gimed, but are tested for impairment annuallyhe t
cash generating unit level. The assessment of imtefife is reviewed annually to determine whethe
the indefinite life continues to be supportablendt, the change in useful life from indefinitefioite is
made on a prospective basis. Gains or losses gufisim disposal of an intangible asset are measased
the difference between the net disposal proceeds tha carrying amount of the asset and are
recognized in the Consolidated Statement of Eamingd Comprehensive Income when the asset is
derecognized.

The Company records amortization of intangible &sagth finite lives on a straight-line basis aeth
following annual rates, which approximate the uklkdfes of the assets:

Assets Period
Developed technolog 3-5year
Contract developme 3 year
Customer relationshi 1-10 year
Acquired technolog 3-7 year
Software 3 years

Impairmentof Non-Financial Assets
The Company assesses at each reporting date whirer is an indication that an asset may be

impaired. If any indication exists, or when annimpairment testing for an asset is required, the
Company estimates the asset's recoverable amount.

12



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

m)

The recoverable amount is the higher of an assettash-generating unit’s fair value less costsetb
and value in use. In assessing value in use, timaaed future cash flows are discounted to thessent
value using a pre-tax discount rate that refleatsent market assessments of the time value of ynone
and the risks specific to the asset. For an ahs¢tdbes not generate largely independent castwisfl
the recoverable amount is determined for the casteigting unit to which the asset belongs.

An impairment loss is recognized when the carryamgount of an asset, or its cash-generating unit,
exceeds its recoverable amount. A cash-generatiiigsuthe smallest identifiable group of assetst th
generates cash inflows that are largely independkttie cash inflows from other assets or groups of
assets. Impairment losses are recognized in thedlidated Statement of Earnings and Comprehensive
Income.

An impairment loss is reversed if there is an iatlan that an impairment loss recognized in prior
periods may no longer exist. An impairment losseigersed only to the extent that the asset’s aagryi
amount does not exceed the carrying amount thatdmoave been determined, net of depreciation or
amortization, if no impairment loss had been redmaph previously. Such reversal is recognized in the
Consolidated Statement of Earnings and Comprehenaitome. An impairment loss with respect to
goodwill is never reversed.

The following criteria are also applied in assegsimpairment of specific assets:

Goodwill is tested for impairment annually and whntumstances indicate that the carrying value may
be impaired.

Impairment is determined for goodwill by assesshegrecoverable amount of each cash-generating unit
to which the goodwill relates. Where the recovezabhount of the cash generating unit is less theain t
carrying amount an impairment loss is recognizedhe extent the carrying amount exceeds the
recoverable amount. Impairment losses relatingptmlgyill are not reversed in future periods.

Intangible assets with indefinite lives are tedtmdmpairment annually either individually or &gt cash
generating unit level, as appropriate, and wheouaistances indicate that the carrying value may be
impaired.

DeferredRevenue

Revenue that has been paid for by customers blutjuallify for recognition within the next year urde
the Company’s policies is reflected in current ilitibs as deferred revenue (revenue that can be
recognized in one year or less). Amounts billeddwance of providing the related service, where the
Company has the contractual right to bill for arallect these amounts are also reflected in current
liabilities as deferred revenue. Included in dedfdrrrevenue are amounts related to installation,
training, extended warranty, and post contract sdppssociated with the sale of the Company’'s
products.

Financial I nstruments
Financial assets

Financial assets are classified into one of fotegaries:

« financial assets at fair value through profit ®4¢“FVTPL"),
* held-to-maturity investments,

* loans and receivables, and

» available for sale financial assets.

13



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

The Company determines the classification of iaificial assets at initial recognition, dependindhan
nature and purpose of the financial asset.

All financial assets are recognized initially air fealue plus directly attributable transaction tsosxcept
for those carries at fair value through profit@sd which are measured initially at fair value.

The Company’s financial assets include cash aneivables.

The subsequent measurement of financial assetaidepe their classification as follows:

Financial assets at FVTPL

Financial assets are classified as FVTPL whenitten€ial asset is held for trading or is designated
upon initial recognition as FVTPL. Financial assate classified as held for trading if they are
acquired for the purpose of selling or repurchadimghe near term, it is part of an identified

portfolio of financial instruments that are manadedether and for which there is evidence of a
recent actual pattern of short-term profit takingitois a derivative that is not designated as an
effective hedging instrument.

Financial assets classified as FVTPL are carriethénstatement of financial position at fair value
with changes in fair value recognized in the Coidstdéd Statement of Earnings and
Comprehensive Income.

During the year, the Company classified the investhin debenture as a FVTPL. The debenture
was redeemed to purchase Healthscreen softwareEMiR assets on October 11, 2012 and
therefore the Company has not designated any fiabagsets as FVTPL as at December 31, 2011.

Held-to-maturity investments

Non-derivative financial assets with fixed or detérable payments and fixed maturities are
classified as held-to-maturity when the Companythaspositive intention and ability to hold it to
maturity. After initial measurement held-to-matyrinvestments are measured at amortized cost
using the effective interest method. The lossesirayi from impairment are recognized in the
Consolidated Statement of Earnings and Comprehehstome.

The Company has not designated any financial aasdtsld-to-maturity investments.
Loans and receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable payments that
are not quoted in an active market. After initisdasurement, such financial assets are subsequently
measured at amortized costs using the effectiveréat rate method. The impairment loss of
receivables is based on a review of all outstandimgunts at year end. Bad debts are written off
during the period in which they are identified. Tlheses arising from impairment are recognized in
the Consolidated Statement of Earnings and Compede Income. Interest income is recognized
by applying the effective interest rate method.

The effective interest rate method calculates thertized cost of a financial asset and allocates
interest income over the corresponding period. &ffiective interest rate is the rate that discounts
estimated future cash receipts over the expecfedtithe financial asset, or, where appropriate, a
shorter period.

The Company has classified cash and receivablesas and receivables.
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iv. Available-for-sale financial assets

Non-derivative financial assets are designatedvaadle for sale or are not classified as (a) $oan
and receivables, (b) held-to-maturity investmemt$écd financial assets at fair value through profit
or loss. After initial measurement, available-fatesfinancial assets are subsequently measured at
fair value with unrealized gains or losses recoguhias other comprehensive income in the available
for sale reserve until the investment is derecaghiat which time the cumulative gain or loss is
recognized in the Consolidated Statement of Eamemgd Comprehensive Income and removed
from the available-for-sale reserve.

The Company has not designated any financial aasetsailable-for-sale assets.
Impairment of financial assets

Financial assets, other than those at FVTPL, asesasd for indicators of impairment at each
reporting date. Financial assets are impaired where is objective evidence that, as a result ef on
or more events that occurred after the initial gggtion of the financial asset, the estimated faitur

cash flows of the investment have been impacted.

Objective evidence of impairment could include filéowing:

< significant financial difficulty of the issuer ooanterparty;

e default or delinquency in interest or principal pegnts; or

e it has become probable that the borrower will ehtarkruptcy or financial reorganization.

For financial assets carried at amortized cost, gh®unt of the impairment is the difference
between the asset’s carrying amount and the presdoe of the estimated future cash flows,
discounted at the financial asset’s original effecinterest rate.

The carrying amount of all financial assets, extigdreceivables, is directly reduced by the
impairment loss. The carrying amount of receivalideseduced through the use of an allowance
account. When a receivable is considered uncdblegtit is written off against the allowance

account. Subsequent recoveries of amounts preyiougtten off are credited against the allowance
account. Changes in the carrying amount of thewaliwe account are recognized in the
Consolidated Statement of Earnings and Comprehehstome.

Financial liabilities

Financial liabilities are classified as either ficéal liabilities at fair value through profit oods or other
financial liabilities. The Company determines thiassification of its financial liabilities at indl
recognition. All financial liabilities are recogrid initially at fair value, net of transaction costxcept
for those carried at fair value through profit 083 which are measured initially at fair value.

The financial liabilities include accounts payalkdesl accrued liabilities, promissory notes payauiée
long-term debt.

Subsequent measurement of financial liabilitiesethels on their classification as follows:

Financial liabilities at fair value through profit loss

Financial liabilities at fair value through proét loss includes financial liabilities held for diag
and financial liabilities designated upon initiatpgnition as at fair value through profit or loss.

Financial liabilities are classified as held faading if they are acquired for the purpose of sglin

the near term. This category includes derivativ@riiments that are not designated as hedging
instruments in hedge relationships. Changes inviaine on liabilities classified as FVTPL
are recognized in the Consolidated Statement afikgs and Comprehensive Income.
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0)

p)

a)

The Company has not designated any financial itasl upon initial recognition as at fair value
through profit or loss.

ii. Other financial liabilities

After initial recognition at fair value lesfransaction costs, other financial liabilitiese
subsequently measured at amortized costs usirgffintive interest rate method.

The effective interest method is a method of calitng the amortized cost of a financial liability
and of allocating interest expenses over the cpomding period. The effective interest rate is the
rate that discounts estimated future cash paynoeetsthe expected life of the financial liability.

Gains and losses are recognized in the Consolidatagtment of Earnings and Comprehensive
Income.

The Company has classified accounts payables amdextliabilities, promissory notes payable and
long-term debt as other financial liabilities.

iii. Derecognition

A financial liability is derecognized when the aation under the liability is discharged, cancelled
or expired.

Private placements Equity Valuation

Shares and warrants issued as private placemetst amd measured using the residual value method
whereby value is first allocated to the liabilitgraponent based on its fair value with the resicadlie
being attributed to the equity units. The fair \abf the warrant is determined using the Black-&ho
Option Pricing Model.

All warrants are exercisable only in the Comparfyisctional currency. Upon exercise of the warrant,
the fair value of the warrant at the date of exsris transferred to share capital.

Provisions

Provisions are recognized when the Company hassept legal or constructive obligation as a result

a past event, it is probable that an outflow obueses embodying economic benefits will be requiced
settle the obligation, and a reliable estimate lbarmade of the amount of the obligation. The expens
relating to any provision is presented in the Céidated Statement of Earnings and Comprehensive
Income, net of any reimbursement.

RevenueRecogqition
EMS division

Software license revenues are recognized aftevatgland acceptance by clients in accordance Wwih t
terms of each contract. For multiple element areamgnts, the contract value is allocated and rezegdni
separately for each element. Professional feespteiment the software are recognized when the amoun
of revenue, cost and the stage for completion ofiges can be measured reliably. Annual maintenance
and support revenue is paid in advance and recedmn a straight-line basis throughout the yedhias
approximates the rate at which the service is dedid. Annual maintenance and support payments
received in advance are recorded as deferred revamthe balance sheet, until earned.
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)

s)

B

EMR division

EMR systems are sold based on monthly and annbslception agreements with recurring revenues
dependant on the number of physicians and othdthhe@fessionals using the software at the custome
site. The monthly fee is a blended payment for uke of the software, on-going enhancements and
technical support and is recognized as the seisidelivered on a monthly basis. There are upffees

to cover the cost of training and implementation éims revenue is recognized when the amount of
revenue and expense can be measured reliably, hed the stage of completion of the service can be
measured reliably.

The EMR division provides hosting services to comos, including application hosting, technical
support, off-site data storage and business catimu services. Customers are charged an indg&fdr
implementation and set-up followed by a monthlyureing subscription fee for ongoing use of the
hosting solution. In addition, the division may ekshardware in conjunction with the software
implementation to facilitate optimal system perfarme. Revenue from these services and the asgbciate
hardware is recognized as they are delivered.

The EMR division sales and marketing efforts amuf®d on selling Accuro® (the Company’s flagship

EMR product) to new and acquired customers. Estustomers of its other acquired EMR and patient
management systems are charged recurring monthlgnaval fees for software maintenance and
support. From time to time annual maintenance ampart payments are paid in advance and are
recorded as deferred revenue on the balance shiélehay are recognized as revenue.

Researcland DevelopmenCosts

The Company incurs costs to research and devedqrdfrietary software products to be sold, licdnse
or otherwise marketed. Research costs are expasséucurred. Development costs are expensed as
incurred unless a project meets certain criteria dapitalization and amortization. In this case the
development costs are capitalized and amortized tnveestimated useful life of the software product
developed. Amortization of capitalized developmemtsts commences when development of the
software is complete and the product is availabteséle to customers.

Investment Tax Credits

The benefits of investment tax credits (“ITCs”) fecientific research and experimental development
expenditures (“SRED”) are recognized in the yeardhalifying expenditure is made providing there is
reasonable assurance of recoverability. The ITT€&rded are based on management’'s estimates of
amount expected to be recovered and are subjexidid by taxation authorities. The ITC reduces the
carrying cost of expenditures for equipment andaesh and development expenses to which they relate

Income Taxes

Income tax expense consists of current and defeae@xpense. Income tax expense is recognized in
the Consolidated Statement of Earnings and Compse&eIncome.

Current tax expense is the expected tax payablthenaxable income for the year, using tax rates
enacted or substantively enacted at period endstd for amendments to tax payable with regards to
previous years.

Deferred taxes are recorded using the statemerftnahcial position liability method. Under the
statement of financial position liability methodefdrred tax assets and liabilities are recognized f
future tax consequences attributable to differetesieen the financial statement carrying amoufts o
existing assets and liabilities and their respectax bases. Future tax assets and liabilitiesre@sured
using the enacted or substantively enacted tas m@tpected to apply when the asset is realizetieor t
liability is settled.
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v)

The effect on future tax assets and liabilitiesaothange in tax rates is recognized in earningbén
period that substantive enactment occurs.

A deferred tax asset is recognized to the exteatt ithis probable that future taxable profits vk
available against which the asset can be utilized.

Deferred tax assets and liabilities are offset witene is a legally enforceable right to set offrent tax
assets against current tax liabilities, when thelate to income taxes levied by the same taxation
authority, and when the Company intends to sdtlelrrent tax assets and liabilities on a netshasi

The Company accounts for income tax credits in a@oce with 1AS 12|ncome Taxesvhere credits
are recorded as a credit to income tax expenskeostatement of earnings and comprehensive income.

Earningsper Share

Basic earnings per share are computed by dividatgarnings (loss) by the weighted average number o
common shares outstanding during the period.

Diluted earnings per share is computed similar dsib earnings per shares, except that the weighted
average shares outstanding are increased to ineldditional shares for the assumed exercise okstoc
options and warrants at the beginning of the répgrperiod, if dilutive. The number of additional
shares is calculated assuming that outstandingk stptions and warrants were exercised and the
proceeds from such exercises were used to repwat@mmon shares at the average market price
during the reporting period. Stock options and wmats are dilutive when the market price of the
common shares at the end of the period exceedsxdreise price of the options and warrants and when
the Company generates income from operations.

Foreign Currency Translation

The Company’s consolidated financial statementspagsented in Canadian dollars, which is also the
Company’s functional currency.

Transactions in foreign currencies are initiallggeded by the Company at their respective functiona
currency rates prevailing at the date of transactio

Monetary assets and liabilities denominated in ifprecurrencies are translated at the functional
currency spot rate of exchange prevailing at tipeméng date.

Non-monetary items that are measured in terms gibtical costs in a foreign currency are translated
using the exchange rates as at the dates of ta tnansactions. Non-monetary items measurediat f
value in a foreign currency are translated usirg @éRchange rates as at the date when fair value is
determined.

All gains and losses on translation of these faremurrency transactions are included in the
Consolidated Statement of Earnings and Comprehemsoome.

Segmented Reporting

The Company has two operating segments that arpaoents of the Company that engage in business
activities from which it may earn revenues and inexpenses. These operating segments are monitored
by the Company’s chief operating decision makers strategic decisions are made on the basis of the
segment’s operating results. The EMS division sgiezes in Workforce Management Software and
Financial Management Software target at mediunatge healthcare, public safety and social services
organizations. The EMR division provides ElectroMedical Records applications, ASP hosting and
data backup services and other technology produmadsservices for use in physicians’ medical offices
The Company allocates corporate costs based astaffecount in each division.
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X) Future Accounting Pronouncements

All accounting standards effective for periods lo@gig on or after January 1, 2011 have been adopted
as part of the transition to IFRS. The followinganaccounting pronouncements have been issued but
are not effective and may have an impact on the 2oyt

The Company will be required to adopt IFRSAdnsolidated Financial Statemergfective January 1,
2013, with earlier application permitted. IFRS Hplaces the consolidation requirements in IAS 27
Consolidated and Separate Financial Statemeartd interpretation SIC-1Zonsolidation — Special
Purpose Entities IFRS 10 provides a revised definition of contmold related application guidance so
that a single control model can be applied to alfities. IFRS also enhances disclosures about
consolidated and unconsolidated entities to be iplidl in a separate comprehensive disclosure
standard related to involvement in other entitidse Company has not early adopted this standard and
is currently assessing the impact that this stahdéli have on the consolidated financial statersent

The Company will be required to adopt IFRS E&jr Value Measuremergffective January 1, 2013,
with earlier application permitted. IFRS 13 setd awsingle framework for measuring fair value and
requires disclosures about fair value measurem#ériees not determine when an asset, a liabilitsro
entity’'s own equity instruments is measured at fealue. But, the measurement and disclosure
requirements for IFRS 13 apply when another IFRfuiires or permits the item to be measured at fair
value (with limited exceptions). The Company has$ early adopted this standard and is currently
assessing the impact that this standard will hawvthe consolidated financial statements.

The Company will be required to adopt the amendmémtlAS 1Financial Statement Presentation
effective January 1, 2013. These amendments imptbeepresentation of components of other
comprehensive income (“OCI”). The amendments te std@ndard do not change the nature of the items
that are currently recognized in OCI, but requiresgntational changes. The Company has not early
adopted this standard and is currently assessiagirtipact that this standard will have on the
consolidated financial statements.

The Company will be required to adopt IFRSFthancial Instrument®ffective January 1, 2015 with
earlier application permitted. This is a resultlé first phase of the IASB’s project to replacesIA9,
Financial Instruments: Recognition and Measuremdiiie new standard replaces the current multiple
classification and measurement models for finanasalets and liabilities with a single model that ha
only two classification categories: amortized castl fair value. IFRS 9 has also been amended not to
require the restatement of comparative period fifEnstatements for the initial application of the
classification and measuring requirements of IFRS@ instead requires modified disclosures on
transition to IFRS 9. The Company has not earlyp&etb this standard and is currently assessing the
impact that this standard will have on the consdéd financial statements.

4. Financial Instrumentsand Risk Exposures

Fair Value Measurement

The Company’s current financial assets include @ashreceivables. The Company’s financial liakati
include accounts payable and accrued liabilitis=ngssory notes payable and long- term debt.

The Company has classified its cash, and receigaddeloans and receivables, measured at amortostd ¢
using the effective interest rate method. Accopatgable and accrued liabilities, promissory notagaple
and long term debt are classified as other finddiibilities, measured at amortized cost usingéffective
interest rate method.

The carrying value of the Company’s financial assabd liabilities is considered to be a reasonable
approximation of fair value due to their immediateshort term maturity, or their ability for liquation at
comparable amounts.

The fair value of long-term debt bearing interdst &ariable rate approximates its carrying value.
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December 31, 2011

Carrying amount

Fair Market Value

Loans and receivables
Other financial liabilities

$ 4,894,175
4,752,382

$ 4,894,175
4,752,382

December 31, 2010

Carrying amount

Fair Market Value

Loans and receivables
Other financial liabilities

$ 7,456,007
3,882,174

$ 7,456,007
3,882,174

January 31, 2010

Carrying amount

Fair Market Value

Loans and receivables
Other financial liabilities

$ 3,327,334
8,796,259

$ 3,327,334
8,796,259

Credit Risk

Credit risk is the risk of a financial loss if astomer or counterparty to a financial instrumeiisfio meet
its obligations under a contract. This risk prirhaarises from the Company’s receivables from comsis.

The Company’s exposure to credit risk is dependgmbn the characteristics of each customer. Each

customer is assessed for credit worthiness thradigdct monitoring of their financial well-being oa
continual basis. In some cases, where customiérn® faneet the Company's credit worthiness benckmar
the Company may choose to transact with the customa prepayment basis.

The Company does not have credit insurance or dthancial instruments to mitigate its credit riak
management has determined that the exposure isnalidue to the composition of its customer base.

The Company regularly reviews the collectabilityitsfaccounts receivable and establishes an allosvéor
doubtful accounts based on its best estimate of @otgntially uncollectible accounts. Pursuant teirth
respective terms, net accounts receivable was agédollows as at December 31, 2011, December 31 20

and January 1, 2010:

Accounts Receivable December 31, 2011

December 31, 2010

January 1, 2010

Current $ 992,387 $ 1,847,295 $ 1,030,640
31-60 days 1,017,317 653,401 486,987
61-90 days 276,293 11,932 239,488
Greater than 90 days 666,180 448,641 521,260
Allowance for doubtful accounts (101,639) (127,072) (71,524)
Total $ 2,850,538 $ 2,834,197 $ 2,206,851

Allowance for doubtful accounts December 31, 2011

December 31, 2010

January 1, 2010

Opening $ (127,072) $ (71,524) (20,000)
Allowance (111,393) (83,396) (54,686)
Recovery 136,826 27,848 3,162
Total $ (101,639) $ (127,072) $ (71,524)

The Company may also have credit risk relatingash¢ which it manages by dealing with large chader
banks in Canada and investing in highly liquid stveents. The Company’s objective is to minimize its
exposure to credit risk in order to prevent lossasfinancial assets by placing its investmentsighlly
liquid investments such as guaranteed investmentisiu The Company’s cash carrying value as at
December 31, 2011 totaled $2,043,637 (December2810 - $4,621,810; January 1, 2010 - $1,037,609);
and accounts receivable of $2,850,538 (December2@10 - $2,834,197; January 1, 2010 - $2,206,851),
representing the maximum exposure to credit risthese financial assets.

20



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

Liguidity Risk

Liquidity risk is the risk that the Company will nbe able to meet its financial obligations as tfelydue.
The Company has in place a planning and budgetiagegs which helps determine the funds required to
ensure the Company has the appropriate liquiditpeet its operating and growth objectives.

As at December 31, 2011, the Company had cash,683%537 and accounts receivables of $2,850,538 for
a total of $4,894,175 which may not completely coit® short-term financial obligations from its deaand
other payables of $2,633,501, promissory note &{4b, capital lease obligations of $690,520 andect

and long-term debt of $2,035,386 which total $5,9082. The liquidity and maturity timing of thesesats

are adequate for the settlement of the Companyg-$érm (less than 1 year) financial obligations.

December 31, 2011 Less than 1 year 1to 3 years 4 to 5 years Total
Accounts payables and accrued

liabilities $ 2,633,501 $ - $ - $ 2,633,501
Promissory note payable 83,495 - - 83,495
Capital lease obligations 457,559 289,080 - 746,639
Current and long-term debt 1,869,209 267,946 2,137,155
Tota $ 5,043,764 $ 557,026 $ - $ 5,600,790
December 31, 2010 Lessthan 1 year 1to 3years 4 to 5 years Total
Accounts payables and accrued

liabilities $ 3,798,158 $ - $ - $ 3,798,158
Promissory note payable 84,016 - - 84,016
Capital lease obligations 500,590 591,085 - 1,091,675
Tota $ 4,382,764 $ 591,085 $ - $ 4,973,849
January 1, 2010 Lessthan 1 year 1to 3years 4 to 5 years Total
Accounts payables and accrued $ 3,677,266 $ - $ - $ 3,677,266

liabilities
Promissory note payable 3,205,174 - - 3,205,174
Capital lease obligations 417,511 426,986 - 844,497
Current and long-term debt 395,526 1,518,293 - 1,913,819
Tota $ 7,695,477 < $ 1,945,279 $ - $ 9,640,756

Foreign currency risk

Foreign currency risk is the risk that the futurastt flows or fair value of the Company’s financial
instruments will fluctuate due to changes in fonexchange rates. For the period ending December 31
2011, approximately 2% (December 31, 2010 - 3%udanl, 2010 - 2%) of revenue is transacted in US
dollars and the Company is exposed to foreign exghaisk thereon. The impact of future rate fluttuzs
cannot be predicted with certainty; however, than@any’'s exposure to fluctuations in the United &tat
dollar is small since the Company has minimal foiahassets or liabilities denominated in currescéher
than the Canadian dollar.
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Interest Rate Risk

Interest rate risk is the risk that the fair vatuefuture cash flows of a financial instrument wilictuate
because of changes in market interest rates.

The Company’s policy is to minimize interest ratesle flow risk exposures on long-term financing. The
Company’s is exposed to changes in market inteaés$ through bank borrowings at variable interatsts.

The following table illustrates the sensitivity pifofit and equity to a reasonably possible chamgeterest
rates of +/- 1%. These changes are considered tedsonably possible based on observation of durren
market conditions. The calculates are based oraagehin the average market interest rate for eadod
and the financial instruments held at each repgrtiate that are sensitive to changes in interaéss.rall
other variables are held constant.

Interest rate sensitivity Profit and equity for the year
-1% +1%
December 31, 2011 $ 20,35« $ (20,354)
December 31, 2010 - -
January 1, 2010 $ 19,138 $ (19,138)

5. Business Combinations

Healthscreen Solutions Inc.

On October 11, 2011, 2293035 Ontario Limited, (tReirchaser”), a wholly owned subsidiary of the
Company concluded the acquisition of the softward alectronic medical record assets of Healthscreen
Solutions Inc., (“Healthscreen”). The Ontario SupeCourt of Justice on September 27, 2011, apputdhe
agreement of the purchase and sale between théd2ercand Deloitte & Touche (the “Receiver”) of the
assets of Healthscreen, and provided for the \gsgtithe Purchaser, rights and title to the puretassets.

The acquisition of Healthscreen was strategicalpartant to the Company as it established QHR asobn
the largest EMR vendors in the country’s largestkea namely Ontario. The acquisition provided over
5,000 new physician clients to QHR which represamtversion potential for the Company to Accuro and
also provided a turnkey sales and support operdatitire Province of Ontario.

The Company paid $5.1 million to become the secuereditor of Healthscreen through the acquisition o
two debentures on July 25, 2011 with a combinedgpal value of $5,107,206, plus approximately
$215,821 of accrued interest. Additionally, the @amy was entitled to recover costs associated thith
enforcement and settlement of the debentures wakied the debentures at $5,400,000 (includingim ga
the investment of $107,049) at the time of the &ifion. The Company credit bid the value of the
debentures, accrued interest and costs with respedtie purchase and sale with the balance of $600,
financed from the Company’s cash.

The identified assets, liabilities and purchaseegltielow are a result of management’s best estinztd
assumptions after taking into account all relevaftrmation available. The Company conducted stidied
analysis of the acquired assets and liabilitieartive at the final purchase price allocation below

The fair value of the identifiable assets and liabs of Healthscreen as at October 11, 2011 arfeliows:
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Fair value recognized on acquisit

Assets

Accounts receivab $ 300,0¢
Intangible asset- customer relationshi 5,969,00!
Intangible asset- acquired technolog 532,00t
Total assets 6,801,00!
Liabilities

Deferred Revent 1,680,00!
Total liabilities 1,680,001
Total identifiable net assets $ 5,121,00!
Goodwill on acquisitior 879,00(
Purchase consideration transferred $ 6,000,000
Fair value of debenture $ 5,400,000
Cash 600,000
Total purchase consideration $ 6,000,000

The Company paid cash consideration of $600,000, $5107,206 for the debenture financed from the
Company’s cash and cash equivalents. The debewaseae-valued to its fair value on October 11, 2881
follows:

Debenture valuation Total
Cash pai $ 5,107,20
Accrued intere: 215,82:
Closing adjustme (30,436
Legal fees recovered on acquiring the debel 107,40¢
Total $ 5,400,00!

Due to lack of IFRS specific data prior to the &sifion of Healthscreen, pro-forma profit or losEtbe
combined entity for any periods prior to acquisitmannot be determined reliably.

EMIS Inc.

In the ordinary course of business, the Companygoistinuously looking to acquire EMR assets and
operations of EMR vendors who are looking to ex@& market. On July 4, 2011, the Company conclubed t
acquisition of the software and electronic medielord assets of EMIS Inc. (‘EMIS”) an EMR vendor
based in Edmonton, Alberta. EMIS was a subsidifigy Onited Kingdom Corporation desirous of exitiig
Canadian EMR market which they announced to théigpuh March 16, 2011.

The acquisition of EMIS gave the Company greatesibility in the Provinces of Alberta and British
Columbia and potentially some future benefit witltime province by taking on the responsibility of
continuing to service a constituency of physicidmest would otherwise have been abandoned by an EMR
vendor that left the market.

The identified assets, liabilities and purchaseetielow are a result of management's best estinatd

assumptions after taking into account all relevaftrmation available. The Company conducted stidied
analysis of the acquired assets and liabilitieartive at the final purchase price allocation below
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The fair value of the identifiable assets of EMESaa July 4, 2011 is as follows:

Fair value recognized on acquisit

Assets

Accounts receivab $ 80,0C
Property, plant and equipmi 120,02!
Intangible asset- customeirrelationship 105,00(
Total identifiable net assets 305,02!
Goodwill on acquisitio 86,20
Purchase consideration transferred $ 391,228
Net cash outflow on acquisition $ 391,228
Acquisition costs charged to expenses 9,183
Total purchase consideration $ 400,411

Due to lack of IFRS specific data prior to the dsijion of EMIS, pro-forma profit or loss of the mbined
entity for any periods prior to acquisition canbetdetermined reliably.

6. Property and Equipment, net

Furniture and Office  Computer Leasehold
Cost Fixtures Equipment Hardware Improvement Total
January 1, 201 $ 299,01 $ 179,51! $2,13629¢ $ 554,147 $ 3,168,97
Additions 116,063 115,313 612,623 151,785 995,784
Disposals (151,859) (81,154) - (230,296) (463,309)
December 31, 20: 263,21¢ 213,67 2,748,92. 475,63¢ 3,701,45:
Additions 16,884 33,492 387,965 125,032 563,373
December 31, 2011 $ 280,10 $ 247,16 $3,136887 $ 600,68 $ 4,264824

Furniture and Office Computer Leasehold
Accumulated Amortization Fixtures Equipment Hardware Improvements Total
January 1, 201 $ 177,30¢ $ 150,57¢ $ 1326,06: $ 361,11: $ 2,015,06(
Amortization for the year 23,435 23,919 496,139 48,657 592,150
Disposals (127,820) (79,353) (9,021) (194,581) (410,775)
December 31, 20: 72,92¢ 95,14: 1,813,18C 215,19( 2,19643E
Amortization for the year 24,067 35,425 397,864 52,057 509,413
December 31, 2011 $ 96,99 $ 130,567 $ 2211044 $ 267,24 $ 2,705848

Furniture and Office Computer Leasehold
Net book value Fixtures Equipment Hardware Improvements Total
January 1, 201 $ 121,700 % 28,93¢ $ 810,237 $ 19303 $ 1,15391¢€
December 31, 2010 190,296 118,532 935,742 260,446 1,505,016
December 31, 2011 $ 183,113 $ 116,599 $ 925843 $ 333,421 $ 1,558,976

The cost and accumulated amortization of capitsét@sacquired under capital lease obligations aeDéer
31, 2011 are $1,159,018 (December 31, 2010 - $9884 January 31, 2010 - $1,255,675) and December
31, 2011 $443,976 (December 31, 2010 - $357,46®Rafx 1, 2010 - $571,292) respectively.
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7. Goodwill

Goodwill is primarily related to growth expectatgrexpected future profitability, the substantiell sand
expertise of an acquired company’s workforce angeeted cost synergies. Goodwill arising on acqoisét
is not deductible for tax purposes. The year-tedhtinges to Goodwill are as follows:

EMS EMR Total
January 1, 201 $ 2,208,51- $ 710,667 $ 2,919,18
2009 legarelatec cost adjustme! 10,57t 16,31 26,88¢
2009promissory not adjustmer - 10,55¢ 10,55¢
December 31, 20: 2,219,08! 737,53¢ 2,956,62!
Acquired through business combinat (EMIS) - 86,2(3 86,2(3
Acquired through business combinai (Healthscreer - 879,00( 879,00(

December 31, 2011

$ 2,219,090 $ 1,70z73¢ $ 3,921,82

Goodwill in the EMS and EMR divisions were adjusted2010 to reflect the change in actual legaltezla
costs on 2009 business combinations of $10,575546813 respectively. In addition, goodwill in tB&R
division was adjusted to reflect a change in esénoa certain promissory notes payable of $10,556.

The weighted average cost of capital, as determisad) the Capital Asset Pricing Model, is 20.0%EMS
and 19.1% for the EMR division which have been usediscount cash flow projections.

EMS revenue and expenses are assumed to increagesaslightly below the average experienced thwer
past two years for existing business. These groatifs were selected after examining trends ovepést
several years in the EMS market and taking intcoact that this is a relatively stable market withw|
attrition rates for customers using our products.

EMR revenue is assumed to continue to grow at ratexcess of 10% per year during the forecastea fi
year period. This reflects our expectations fgngicant medical practitioner conversion to EMRst®ms as
government mandates and incentives, presentlyadblajlwill have a significant positive impact insfarea.
Expenses are assumed to grow at a slower pacedbant experience, reflecting the economies oksitam

a larger customer base and the benefits of a iaguevenue model.

A conservative growth rate of 0% was used to exii@p cash flow projections beyond the five year
projection period for both the EMS and EMR divison

8. Intangible Assets

Customer Acquired Developed Contract
Cost relationships ~ technology  technology development Software Total
January 1, 201 $ 7,126,00 $ 2,192,500 $ 864,10: $ 91,89 $ 541,77¢ $ 10,816,27.
Additions - 500,454 - 48,190 548,644
Disposals - - - (2,840) (2,840)
December 31, 20: 7,126,00! 2,192,50! 1,364,55! 91,89" 587,12t 11,362,07
Additions 6,074,000 532,000 522,591 - 22,269 7860,
December 31, 2011 $13,200,00 $ 2,72450 $ 1,887,14 $ 9189 $ 609,39 $ 18,512,93
Accumulated Customer Acquired Developed Contract
amortization relationships  technology  technology development Software Total
January 1, 201 $ 606,70 $ 73461¢ $ 7943 $ 28,08 $ 41032 $ 1,859,16:
Amortization for the year 702,757 332,000 71,558 ,6302 90,587 1,227,534
December 31, 20: 1,309,46! 1,066,61¢ 150,99: 58,71: 500,91! 3,086,69
Amortization for the year 927,110 345,300 127,481 0,632 51,219 1,481,742
December 31, 2011 $ 2,236,570 $ 1,411,919 $ 278472 $ 3489, $ 552,134 $ 4,568,439
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Customer Acquired Developed Contract
Net book value relationships  technology technology development Software Total
January 1201( $ 6,519,29° $ 1,457,88 $ 78466 $ 6381 $ 131,44 $ 8,957,111
December 31, 2010 5,816,540 1,125,881 1,213,564 1883, 86,211 8,275,381
December 31, 2011 $10,963,430 $ 1,312,581 $1,608,674 $ 2,55% 57,261 $ 13,944,499

9. Obligationsunder Capital Lease

Capital lease obligations are payable in monthbtaliments with interest at 8% to 14.9% per anntom,
April 2014, secured by certain computer equipmiemhiture and fixtures.

Minimum lease payments over the next five

years and thereafter amount to: December 31, 2011

December 31, 2010

January 1, 2010

2010 $ - $ - $ 406,667
2011 - 528,885 255,848
2012 477,540 353,878 133,052
2013 263,623 208,912 48,930
2014 and thereafter 5,476 - -
Total minimum lease payments 746,639 1,091,675 844,497
Lease payment amounts representing interest 56,119 135,131 102,858
Present value of net minimum capital lease
payments 690,520 956,544 741,639
Current portion of capital lease obligations (4BBYL (438,625) (366,659)
$ 267,352 $ 517,919 $ 930,

10. Long-term debt

December 31, 2011

December 31, 2010

January 1, 2010

Community Futures loan dated August 1, 2007,
repayable in 42 monthly installments of $2,045
including interest at 8.5% per annum. Secured by
a general security agreement. Loan repaid
December 2010. $

Harbourfront Holdings, interest only payments at
10% interest per annum, with principal due and
payable by April 15, 2010. Secured by a general
security agreement. Loan repaid April 2010.

UL Capital Corp, principal of $190,000 less
$9,000 adjustment to fair value in respect of the
interest free portion of the loan, repayable
starting December 1, 2008 at $10,000 per month
plus interest. The interest rate was 0% per annum
until August 31, 2009 and became 8% per annum
effective September 1, 2009. Secured by a
general security. Loan repaid June 2010.

Southern Interior Development Initiative Trust
loan dated October 28, 2009, repayable in 48
blended monthly installments of $27,326,
including interest at 14% per annum
compounded monthly. Secured by a general
security. Loan repaid December 2010.

$ 22,730

,000

70,000

984,340
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Momentum acquisition loans dated January 15,
2009, maturing January 15, 2012, including
interest at 12% per annum compounded
quarterly, payable monthly and bonus interest of
200 common shares of the Company for each
$1,000 of amount loaned. Secured by a general
security agreement. Loan repaid December

2010. - 736,749
Royal Bank of Canada non-revolving term loan
dated December 22, 2011 repayable in 24
monthly installments of $150,000 plus interest at
prime plus 2% per annum. Secured by a general
security agreement. Refer to Note 14 regarding
covenant requirements. 1,950,000 -
Al Stober Construction Ltd. leasehold
improvement loan dated September 1, 2011
repayable in 36 monthly installments of $2,929
including principal and interest at 7% per annum.
The loan is secured by tenant improvements at
625 — 1620 Dickson Avenue, Kelowna BC. 85,386
Total long-term debt 2,035,386 1,913,819
Current portion of long-term debt (1,780,199) 7326)
255,187 $ $ 518,293
11. Issued Capital
a) Authorized
Unlimited common shares without par value
Unlimited Class “A” Preference shares
b) Issued
Shares issued and outstanding Number of shares Amou
January 1, 2010 28,088,509 9,559,282
Shares issued with Clinicare acquisition loans 253,412 164,717
Shares cancelled - (2,500)
For cash pursuant to private placement at $0.65 1,600,000 1,040,000
Less value of warrants - (100,480)
Share issue costs for private placement - (10,475)
For cash pursuant to public placement at $0.65 12,307,700 8,000,005
Less: value of warrants - (446,154)
Share issue costs for public placement - (957,703)
Tax effect of share issue - 276,000
Options exercised 411,000 102,750
Transfer from contributed surplus - 44,226
December 31, 2010 42,660,621 17,669,668
Options exercised 250,000 62,500
Transfer from contributed surplus - 28,166
December 31, 2011 42,910,621 17,760,334
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c) Public offering

On December 22, 2010, the Company completed a@offfiering, under a short form prospectus, which
comprised a total of 12,307,700 units of the Conypatna price of $0.65 per unit for total gross meds of
$8,000,005. Each unit consisted of one common gbfatfee Company and one-half of one non-transferabl
purchase warrant with each whole warrant entittirgyholder to acquire for one additional commorrestud
the Company exercisable at a price of $0.90 withénfirst year after closing or $1.00 within thesed year
after closing.

d) Private placements

On March 16, 2010, the Company completed a nondseakprivate placement of 1,600,000 units with each
unit priced at $0.65 and consisted of one commarestand one-half non-transferable share purchase
warrant. One whole warrant entitled the holdeptiochase one additional common share of the Company
exercisable at a price of $0.75 until March 16, 20The private placement yielded proceeds of $1(BD

less $6,500 paid to one finder and $3,675 in legmts in connection with the private placement. All
securities issued in connection with this prival@cpment were subject to a four month hold periduciv
expired on July 17, 2010.

e) Stock-based Compensation Plan

The Company has a stock option plan (the “Plantspant to which options to subscribe for commorresha
of the Company may be granted to certain officensployees and consultants of the Company. The Bafard
Directors administers the Plan and, subject to gpecific provisions of the Plan, fixes the termgl an
conditions upon which options are granted.

The exercise price of each option granted underPlam is fixed by the Board, but cannot under any
circumstances be less than the closing price o€trapany’s shares on the last trading day prigh¢odate

of the grant, less any discount permitted by theomtw Stock Exchange, but, in any event, not lass t
$0.10 per share. Options granted shall be non+zaisig and non-transferable and shall not havera ter
excess of five years.

Share purchase options outstanding are as follows:

Weighted average
Share purchasgptions outstandng Numberof options exercise price
January 1, 2010 2,071,000 $ 037
Options Granted September 16, 2010 750,000 0.60
Forfeited (286,250) 0.51
Exercised (411,000) 0.25
December 31, 2010 2,123,750 0.45
Exercisel (250,000 0.2t
Forfeitec (22,500 0.6(
Options granted September 30, 2011 1,000,000 0.62
December 31, 2011 2,851,250 $ 053

A total of 250,000 (2010 — 411,000) stock purchaptons were exercised during the year at a weighte
average share value of $0.68 (December 31, 2000/2%
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The following tables summarize information pertagto the Company’s share purchase options outisignd

December 31, 2011 Options outstanding Options exercisable

Numberof Weightedaverage Numberof Weighted
options remaining contractual Weighted average options averageesxercise
outstanding life (years) exerciseprice exercisable price
385,000 1.58 $ 025 385,000 $ 025
250,00( 1.5¢ 0.2 250,00 0.2t
486,250 2.7¢ 0.6C 48625( 0.6C
730,00( 1.0C 0.6C 730,00( 0.6C
1,000,000 4.75 0.62 125,000 0.62
2,851,250 2.70 $ 053 1,976,250 $ 049
December 31, 2010 Options outstanding Options exercisable
Numberof Weightedaverage Numberof Weighted
options remaining contractual  Weighted average options averageesxercise
outstanding life (years) exerciserice exercisable price
885,00( 2.€ $ 0.2¢ 794,39! $ 0.2%
488,75( 3.6 0.6C 283,75( 0.6C
750,00( 2.C 0.6(C 187,50( 0.6C
2,123,750 2.67 $ 045 1,265,645 $ 0.38

The exercise price of all share purchase optioastgd during the period are equal to the closingkata
price at the grant date. The Company calculatekdiased compensation from the vesting of stoclonpt

using the Black Scholes Option Pricing Model antbrds related compensation expense as follows:

December 31, 2011

December 31, 20:

January 1, 201

Risk-free rate 1.28% 1.18% 1.41% to 2.08¢
Expected Volatility 26.4% 63.6% 62.4% to 70.4¢
Life of option 60 months 28 months 23 to 60 montt
Dividend yield 0.00% 0.00% 0.00%

2011 2010
Total stock based compensation $ 145,414 $ 202,423

f)  Warrants

The continuity of share purchase warrants is devia!:

Number of warrant:

Value ofwarrant:

January 1, 2010 2,625,000 $ 477,709
Issued pursuant to March 25, 2010 private placement 800,000 100,480
Issued pursuant to December 22, 2010 public offerin 6,153,850 446,154
Balance,Decanber 31, 2010 9,578,850 1,024,343
Warrants expired March 16, 2( (800,000 (100,480

Warrants expired June 20, 2011 (2,000,000) (342,000)
Warrants expires November 30, 2011 (625,000) (143,563)
Balance, December 31, 2011 6,153,850 $ 438,300
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g) Contributed Surplus

The continuity of contributed surplus is as follows

Amount
January 1, 201 $ 168,49
Options exercise (44,226
Stock based compensat 202,42:
December 31, 20: 326,68¢
Options exercise (28,166
Warrants expired March 16, 2( 100,48(
Warrants expired June 20, 2( 342,00(
Warrants expired November 30, 2! 143,56:
Stock based compensat 145,41
Balance, December 31, 2011 $ 1,029,980

12. Earningsper Share

The reconciliation of the numerators and denomisatof the basic and diluted earnings per share
calculations was as follows for the year ended ez 31, 2011 and 2010:

2011 2010

Numer ator
Net earnings $ 1,469,952 $ 1,006,956
Denominator
Weighted average number of shares outstandingtosed
compute basic EPS 42,813,470 30,109,936
Effect of dilutive securities

Dilution from exercise of options 521,796 572,424
Weighted average number of shares outstandingtos
compute diluted EPS 43,335,266 30,682,360
Net earnings per share

Basic $ 0.03 $ 0.03

Diluted $ 0.03 $ 0.03

The calculation of assumed exercise of stock optenmd warrants includes the effect of the dilubpéions
and warrants. Where their effect was anti-dilutheeause their exercise prices were higher thaatbeage
market price of the Company’s common shares a¢titeof the periods shown in the table, assumecdtiseer
of those particular stock options and warrants wetencluded.

13. Income Taxes
a) Income Tax Epense
The income tax expense differs from the expectqubese if the Canadian federal and provincial stayut

income tax rates were applied to earnings (losehfoperations before income taxes. The principetofa
causing these differences are shown below:
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2011 2010

Earnings (loss) before income taxes $ 1,123,816 $  (250,044)
Slatutory tax rate 27.40% 28.50%
Income tax provision using statutory tax ri 308,00t (71,000
Effect of statutory rate charge 17,75: 656,00(

Scientific research and experimental developr

investment tax credit recovery (474,082 -
Permanent differences and ot 118,19: (147,000
Benefit from previously unrecognized tax los (316,000 (1,695,00C

Income tax recovery $ (346,136) $ (1,257,000)
Deferred tax recoven (434,24 (1,257,00C
Currert income tax 88,106 -

$ (346,136) $ (1,257,000)

b) DeferredTax Assets &Liabilities

The tax effect of the temporary differences thakegiise to deferred tax assets and liabilitiespresented
below:

Recognized December 31,2011 December 31, 2010 January 1, 2010
Non-capital loss carry forwards $ 2,020,000 $ 1,649,000 $ -
Scientific research arexperimenta

development pool 809,00( 837,00( -
Investment tax credi 174,24. - -
Share issue co 149,00( 206,00( -
Tangible asse 167,00( 83,00( -
Intangible asse (1,352,00C (1,242,000 -
Total netdeferredtax asset $ 1,967,242 $ 1,533,000 $ -
Deferred ass 1,967,24. 1,553,00i -
Deferred liability - (20,000 -
$ 1,967,242 $ 1,533,000 $ -

Unrecognized December 31,2011 December 31, 2010 January 1, 2010

Non-capital loss carry forwards $ (44,000) $ (363,339) (1,805,000)
Scientific research and experimental

development po - - (856,000

Tangible assets - - (240,000)
Intangible assets - 3,339 836,000
Total unrecognized neteferredtax

asset $ (44,000 $ (360,000 $ (2,065,000

In assessing the recognition of the deferred tagrtasmanagement considers whether it is probhatesome
portion or all of the deferred tax assets will balized. In management’s opinion, the deferrechtets will
be utilized in the forthcoming years through prigeictaxable income. Additionally, the Company wéke
advantage of certain tax benefits available asaltref the amalgamation.
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LossCarry Forwards

At December 31, 2011, the consolidated Company ammsoximately $8,255,000 of non-capital loss
carry forwards available until 2031 (December 3Q1@ — approximately $7,754,000; January 1, 2010 -
$7,519,000), to reduce future years' income fooine tax. The Company employs strategies within the
corporate group to effectively utilize the benetifshese tax loss carry-forwards and to minimizepime tax
payable. The following table reflects tax loss gdaorwards prior to any tax losses that arise upotual
filing of the representative company tax returns:

December 31, 2011 December 31, 2010 January 1, 2010

EMS $ 24,00( $ 603,00( $ 410,00
EMR 8,231,000 7,151,000 7,109,000
Total $ 8,255,000 $ 7,754,000 $ 7,519,000

d) Investment Tax €edits on SRED Expenditures

At December 31, 2011, the Company and its subgididrave accumulated Investment Tax Credits tajalin
approximately $174,242 (December 31, 2010 — Nihuday 1, 2010 - $579,092), which may be applied
against future years’ taxes.

e) SRED Expenditure Pool Carry Forwards

At December 31, 2011 the Company and its subs@lignave accumulated a SRED expenditure pool of
approximately $3,568,000 (December 31, 2010 — apmately $3,568,000; January 1, 2010 - $3,568,000)
which may be applied against future years’ taxabmme. The SRED expenditures pool may be carried
forward indefinitely.

f) Tax Result on Subsidiary Amalgamation

For income tax purposes, the amalgamation refeaéa note 3(b) occurred pursuant to subsectiorl 8@{
the Income Tax Act.

Under the amalgamation, QHR was deemed to haveshspof its shares of the Amalgamated Subsidiaries
at cost and acquired new shares of the amalgancategpany ("NewAmalCo") at the same combined tax
cost; NewAmalCo was subsequently renamed QHR Sodtire.

The Amalgamated Subsidiaries all have a deemedegrahfor tax purposes immediately prior to the tiohe
the amalgamation, being the end of the day on Dbeefil, 2011.

14. Capital Disclosures

The Company’s objectives and policies for managiagital are to maintain a strong capital base stoas
maintain investor, creditor and market confidensastain future development of the business and to
safeguard the Company’s ability to support the Camyfs normal operating requirements on an ongoing
basis.

The capital of the Company consists of the itenduted in the Consolidated Statements of Financial
Position in the equity section, the promissory nofeerating line of credit (if drawn) and long-tedabt. The
Company manages its capital structure and makesgekabased on economic conditions and the risk
characteristics of the Company’s assets. Capitahforeporting periods is summarized as follows:
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December 31,2011 December 31, 2010 January 1, 2010

Total equity $ 1758599 $  15908,1C $ 6,0850E

Total equity $ 17,585,994 % 15,908,128 $ 6,085,955
Promissory note 83,495 84,016 3,205,174
Long-term debt 2,035,386 - 1,913,819
Overall financing $ 19,704,875 $ 15,992,144 $ 11,204,948

To manage the Company’s capital requirements, trapgany has in place a planning and budgeting psoces
which helps determine the funds required to ensueeCompany has the appropriate liquidity to méet i
operating and growth objectives. The Company ptansontinue to fund its short-term cash requirement
through operations, and if required, the Comparg/ draoperating line of credit in place that cardlawn
upon.

The Company secured an operating line of credih Wit Royal Bank (the “Bank”) of up to $1.5 million
subject to and limited to standard borrowing badewations and margining against trade accourgivable.
The operating line of credit is payable upon demiaydhe Bank. The Company had $Nil outstandingtsn i
operating line at December 31, 2011, (DecembefB10 - $Nil; January 1, 2010 - $Nil). The intereste is
at the Bank’s prime rate plus 2.00% per annum. Atdnber 31, 2011, the effective rate on this loas w
5.00% (December 31, 2010 — 5.00%; January 1, 201.05%).

As at December 31, 2011 the Company has the fallgwixternally imposed capital requirements under it
operating line of credit and non-revolving termraegreements.

a) EBITDA (less cash income taxes and unfunded capitpknditures) to Fixed Charges (total interest
expense, scheduled principal payments in respdantted debt and corporate distributions) - therat
is calculated on a rolling 4 quarters basis for fiseal quarter then ended and the immediately
preceding 3 fiscal quarters, of not less than 1.50:

b) Funded debt to EBITDA - calculated on a rollinguaters basis for the fiscal quarter then ended and
the immediately preceding 3 fiscal quarters, ofgrefater than 2.00:1.

c) On the non-revolving term loan only, a mandatopasament equaling 50% of QHR'’s free cash flow
(defined as earnings before interest, taxes, degiimt and amortization excluding non-cash
gains/losses, less taxes, unfunded capital assétallbprincipal payments) is payable within 12¢sla
of the fiscal year end.

d) Outlined in Note 19 as a subsequent event, thereolving term loan payment decreased from
$150,000 to $75,000 per month.

EBITDA is defined as earnings before interest, sax@epreciation and amortization and is a non-IFRS
measure. Unfunded capital expenditures are defisezhpital expenditures not financed by externatcss.
Funded debt includes the term loan and capitaélehtigations. Fixed charges are comprised of intatest
expense, scheduled principal payments in respdanodid debt, and corporate distributions.

The Company is in compliance with its bank covesdot all reporting periods.

33



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

15. Segmented Information

The Hosting division was presented as a separaeatipg segment on previous 2011 quarterly findncia
statements and is now being reported within the ENfSion below.

December 31, 2011 EMS EMR Total
Revenues from external customers $ 12,219,586 11%390,465 $ 23,610,051
Interest revenue 22,492 224,604 247,096
Total revenues 12,242,078 11,615,069 23,857,147
Operating expenses 9,469,140 11,112,948 20,582,088
Operating profit 2,772,938 502,121 3,275,059
Stock-based compensation 70,671 74,743 145,414
Amortization of property and equipment 137,959 371,454 509,413
Amortization of intangible assets 436,639 1,045,103 1,481,742
Interest expense 39,909 74,514 114,423
Gain on investment - (107,409) (107,409)
Loss (gain) on foreign exchange 7,808 (148) 7,660
Earnings (loss) before income taxes 2,079,952 (956,136) 1,123,816
Income tax (recovery) 147,636 (493,772) (346,136)
Net earnings (loss) $ 1,932,316 $  (462,364) $ 1,469,95
Total assets $ 8,781,139 $ 18,222,276 $ 27,003,415
Total liabilities 4,264,133 5,153,288 9,417,421
Additions to:

Goodwill $ - $ 956,203 $ 965,203
Capital assets 146,430 416,943 563,373
Intangible assets 371,139 6,779,721 7,150,860
December 31, 2010 EMS EMR Total
Revenues from external customers $ 9,848,074 9R14,546 $ 19,062,620
Interest revenue 3,687 4,593 8,280
Total revenues 9,851,761 9,219,139 19,070,900
Operating expenses 8,417,379 8,192,909 16,610,288
Operating profit 1,434,382 1,026,230 2,460,612
Stock-based compensation 116,753 85,670 202,423
Amortization of property and equipment 201,431 390,719 592,150
Amortization of intangible assets 450,673 776,861 1,227,534
Interest expense 399,731 236,238 635,969
Loss on sale of capital assets - 46,924 46,924
(Gain) loss on foreign exchange (148) 5,804 5,656
Earnings (loss) before income taxes 265,942 (515,986) (250,044)
Income tax (recovery) (32,000) (1,225,000) (1,257,000)
Net earnings $ 297,942 $ 709,014 $ 1,006,95
Total assets $ 11,311,670 $ 11,122,257 $ 22,433,927
Total liabilities 4,355,139 2,170,661 6,525,799
Additions to:

Goodwill $ 10,575 $ 26,869 $ 7,434
Capital assets 268,767 727,017 995,784
Intangible assets 276,230 272,414 548,644
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The Company generated revenues from external cestdocated in the following geographic locations:

2011 2010
Canada $ 23,473,172 $ 18,535,395
United Slates 383,975 535,505
$ 23,857,147 $ 19,070,900

16. Commitments

As of December 31, 2011, the Company has variogsatipg leases, primarily office rent, with remaui
terms of more than one year. These leases havmmimannual commitments as follows:

2012 $ 902,350
201¢ 392,865
201+ 187,728
201¢ 90,550
$ 1,573,493

17. Related Party Transactions

Compensation of key management personnel inclutiegCompany’'s Chief Executive officer and Chief
Financial Officer are as follows:

2011 201¢
Short-term employee benefits $ 618,250 $ 461,515
Share based payme 60,36 57,382
$ 678,613 $ 518,897

During the year ended December 31, 2011 the Comipamgwed $Nil (2010 - $300,000) from related pesti
and the total interest paid or accrued on all eel@tarty loans was $Nil (2010 - $21,084).

18. Contingencies

In the normal course of business, from time to fithe Company may become involved in litigation. as
December 31, 2011, the Company is a defendantiaim relating to a dispute arising from the Comgsan
acquisition of Clinicare Corporation. Managemernitdwes the claim is without merit and has respondiH

a statement of defense and a counter claim for dasa he foundation of the dispute relates to d back
that the Company made on disbursements of prodeasisd on specific commercial attributes not being
evident upon closing which were represented byviredor. Accordingly, the Company is confident that
there will be no material impact arising from thiigation.

On October 18, 2011 the Company and two of itsnigédiired employees, received a statement of claim
filed in the Ontario Supreme Court of Justice, tietato the hiring of two employees that formerlhens
employed by an Ontario-based EMR Company (“ther@dait”). The Claimant has requested (amongst other
things) that the court grant in excess of $10,000,@ damages against QHR and its two employee®R QH
contends that there is no merit to the claims magléhe Claimant. The Company will aggressively and
vigorously defend itself in this action and beliswbat there will be no material impact arisingnfrohis
litigation.

19. Subsequent Event

The Royal Bank non-revolving term loan agreemeferesced in Note 10 was amended March 2, 2012 that
under the terms of the amended agreement the myomtimimum payment was reduced from $150,000 to
$75,000 per month.
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20. Transition to IFRS

IFRS 1, First Time Adoption ofinternational Financial Reporting Standardsets forth guidance for the
initial adoption of IFRS. Under IFRS 1 the standamte applied retroactively at the transition dafte
January 1, 2010 with all adjustments to assetsliabidlities taken to retained earnings or if appiate
another category of equity unless certain exemptieme applied. The Company has applied the follgwin
optional exemptions to its opening statement adriirial position dated January 1, 2010:

a) Business Combinations

IFRS 1 indicates that a first-time adopter may telaot to apply IFRS 3Business Combinations
retrospectively to business combinations beforedidie of transition to IFRS. The Company has etetie
use this election and will apply IFRS 3 to businemsbinations that may occur on or after Janua010.

Fair Value or Revaluation as Deemed Cost

IFRS 1 allows a first-time adopter to elect that tteemed cost of an item of property and equiprisetiite
item’s fair value as at January 1, 2010, or it ise@aluation amount under previous Generally Acegpt
Accounting Principles (GAAP) that is broadly conmgiale to fair value.

The Company has elected to adopt the optionaliefeander IFRS 1 and therefore re-stated certapgmty
and equipment as at January 1, 2010 to their fdirev Because of the adoption of this electionyel@pation
is now based on the deemed cost starting from 3@riu2010, the date from which the Company esthblil
the fair value measurement.

b) Share-Based Payments

IFRS 1 encourages, but does not require, first tihapters to apply IFRS 3hare-Based Paymeta equity
instruments that were granted on or before Novenh)e2002, or equity instruments that were granted
subsequent to November 7, 2002 and vested beferlatér of the date of transition to IFRS and Jaynda
2005. The Company has elected to take advantagigeoéxemption and not apply IFRS 2 to awards that
vested prior to January 1, 2010.

IFRS 1 also outlines specific guidance that a-firse adopter must adhere to under certain circantss.
The Company has applied the following guidelinesitto opening statement of financial position dated
January 1, 2010:

c) Estimates

According to IFRS 1, an entity's estimates unddétSFat the date of transition to IFRS must be coasrsis
with estimates made for the same date under preV®AAP, unless there is objective evidence thaseho
estimates were in error. This exemption is to pnewan entity from adjusting previously made accont
estimates for the benefit of hindsight. The CompaihyRS estimates as of January 1, 2010 are censist
with its previous GAAP estimates for the same date.

IFRS employs a conceptual framework that is simitaCanadian GAAP; however, significant differences
exist in certain matters of recognition, measuremaed disclosure. While adoption of IFRS has nangjed

the Company's actual cash flows, it has resultezhanges to the Company's reported financial posaind
results of operations and statement of cash flomvsrder to allow the users of the financial statais to
better understand these changes, the Company'si@arfaAAP Consolidated Balance Sheets, Consolidated
Statement of Earnings, Deficit, and Comprehensio®ine, and Consolidated Statements of Cash Flows as
at and for the period ended December 31, 2011,y#er ended December 31, 2010 and have been
reconciled to IFRS, with the resulting differeneaglained in the following section:

36



QHR TECHNOLOGIESINC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

(i)

(ii)

Property and equipment

Under IFRS:

* Each class of property and equipment may be camidter on the cost basis (costs less
accumulated depreciation and any accumulated immeair losses), or at revalued amounts (fair
value), less depreciation. The Company has chtsetcount for property and equipment
under the cost basis.

« Annual depreciation is based on an allocation efdbst of an asset less its residual value over
the useful life of the asset, including any idleipe.

« Estimated residual value is the amount the ensityrates that it would receive currently for the
asset if it were already of the age and in the tmmdexpected at the end of its useful life, and
is therefore not increased for changes in prices.

« The impairment is the amount by which the carryinfjie exceeds the recoverable amount. The
recoverable amount of an asset or a CGU is defimédS 16, Property, Plant and Equipment
as the higher of an asset'’s fair value less cosgficand its value in use.

Under Canadian GAAP

« Canadian GAAP requires an entity to carry proparg equipment on the cost basis subsequent
to their initial recognition, and revaluation isopibited.

e Annual depreciation is based on the greater of:
- an allocation of the cost of an asset less g&ltml value over the useful life of the asset
- an allocation of the cost less salvage value thetife of the asset

e Under Canadian GAAP residual value is defined,dmés not contain guidance on the effect of
changes in prices.

* Net recoverable amount is defined as the estimateliscounted future net cash flow from the
use of the property or equipment, together witmétsdual value.

As a result, the Company has elected to use tlotigrieunder IFRS 1 whereby on the transition to
IFRS, the deemed cost of an item of property andpaeent is the item’s fair value as at January 1,
2010.

Share-based payment

Under IFRS:

« Each tranche of an award with different vestingedat considered a separate grant for the
calculation of fair value, and the resulting fairiwe is amortized over the vesting period of the
respective tranches.

« Forfeiture estimates are recognized in the petti@y fare estimated, and are revised for actual
forfeitures in subsequent periods.

Under Canadian GAAP:

e The fair value of stock-based awards with gradesting are calculated as one grant and the
resulting fair value is recognized on a straighe Ibasis over the vesting period.

« Forfeitures of awards are recognized as they occur.

Under Canadian GAAP, when share options are fedeliefore vesting, all the previous period

changes are to be reversed in the period thatftiens are cancelled using either the estimation or
actual method. The Company has previously chosereverse such forfeited options using the

actual method.

However, IFRS requires those forfeited optionsearéversed using an estimation method based on
estimated forfeitures.
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(i) Reclassification

(iv)

Under IFRS:

+ All deferred tax assets and liabilities are clasdifis non-current.
« Capitalized software is classified as an intangible

Under Canadian GAAP

« Deferred tax assets and liabilities are classdigdurrent or non-current as appropriate.

e Capitalized software can be can be classified theras property, plant and equipment or an
intangible.

As a result, the Company reclassified its defetiaed asset and liabilities to comply with IFRS
guidelines. In addition, the Company’s capitalizadftware was moved from Property, Plant and
Equipment to Intangibles.

Statement of cash flows

The transition from Canadian GAAP to IFRS has raat b material impact on the statement of cash
flows.

The Canadian GAAP statements of Changes in Equityaauary 1, 2010 and December 31, 2010 have
been reconciled to IFRS as follows:

Previously reported Share- Total effect of
under Canadian ~ Property and based transition to Restated under
January 1, 2010 GAAP equipment paymen Reclassification IFRS IFRS
EQUITY
Share capital $ 9,559,282 $ - $ - $ - $ - $ 9,559,282
Contributed surplus 134,165 - 34,327 - 34,327 1%68,4
Warrants 477,709 - - - - 477,709
Deficit (4,062,753) (22,448) (34,327) - (56,775) (4,119)528
$ 6,108,403 $ (22,448) $ - $ - $  (22,448) $ 6,085,955
Previously reported Share- Total effect of
under Canadian ~ Property and based transition to Restated under
December 31, 2010 GAAP equipment paymen  Reclassification IFRS IFRS
EQUITY
Share capital $ 17,669,668 $ - $ - $ - $ - $ 17,669,668
Contributed surplus 248,796 - 77,893 77,893 32%,6
Warrants 1,024,343 - - - 1,024,343
Deficit (3,001,231) (22,448) (77,893) (11,000) (111,341) ,1123,572)
$ 15,941,576 $ (22,448) $ - €.1,000) $  (33,448) $ 15,908,128
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The Canadian GAAP statement of financial positiorlanuary 1, 2010 has been reconciled to IFRS as

follows:
Previously
reported under Property Share- Total effect
Canadian and based of transition Restated under
GAAP equipment payment  Reclassification to IFRS IFRS
ASSETS (@ (ii) (iii)
Current assets
Cash $ 1,037,609 $ 1,037,609
Accounts Receivable 2,206,851 2,206,851
Inventory 31,390 31,390
Prepaid expenses and deposits 737,241 737,241
Investment tax credit receivable 579,092 578,09
4,592,18: 4,592,18:
Accounts receivable 82,874 82,874
Property and equipment 1,307,812 (22,448) (132,448 (153,896) 1,153,916
Goodwill 2,919,181 2,919,181
Intangible assets 8,825,663 131,448 131,448 81937
$ 17,727,713 $ (22,448) $ - $ - $ (22,448) $ 17,705,265
LIABILITIES
Current liabilities
Accounts payable and accrued $ 3,677,266 $ 3,677,266
Promissory notes payable 3,205,174 3,205,174
Current portion of capital lease obligations 366,659 366,659
Current portion of long-term debt 395,526 326,
7,644,62! 7,644,62!
Deferred revenue 2,081,412 2,081,412
9,726,037 9,726,037
Capital lease obligations 374,980 374,980
Long-term debt 1,518,293 1,518,293
11,619,310 - - - - 11,619,310
EQUITY
Share capital 9,559,282 9,559,282
Contributed surplus 134,165 34,327 34,327 168,492
Warrants 477,709 477,709
Deficit (4,062,753) (22,448) (34,327) (56,775) 1(9,528)
6,108,403 (22,448) - - (22,448) 6,085,955
$ 17,727,713 $ (22,448) $ - $ - $ (22,448) $ 17,705,265
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The Canadian GAAP statement of financial positianDeecember 31, 2010 has been reconciled to
IFRS as follows:

Previously Property Share- Total effect

Reclassificatio ” Restated under
reported under and based of transition
Canadian  equipment payment n to IFRS IFRS
GAAP
ASSETS (i) (ii) (iii)
Current assets
Cash $ 4,621,810 $ 4,621,810
Accounts Receivable 2,834,197 2,834,197
Inventory 70,238 70,238
Prepaid expenses and deposits 617,660 617,660
Deferred taxes 587,000 (587,000) (587,000) -
8,730,90! (587,000 (587,000 8,143,90!
Property and equipment 1,613,675 (22,448) (86,211)  (108,659) 1,505,016
Deferred taxes 957,000 596,000 596,000 1,553,000
Goodwill 2,956,625 2,956,625
Intangible assets 8,189,170 86,211 86,211 8,815,3
$ 22,447,375 $ (22,448) $ - $ 9,000 $ $ 22,433,927
LIABILITIES
Current liabilities
Accounts payable and accrued $ 3,798,158 $ 3,798,158
Promissory notes payable 84,016 84,016
Current portion of capital lease 438,625 438,625
4,320,79 4,320,79
Deferred revenue 1,667,081 1,667,081
5,987,880 5,987,880
Deferred taxes - 20,000 20,000 20,000
Capital lease obligations 517,919 517,919
6,505,799 - - 20,000 20,000 6,525,799
EQUITY
Share capital 17,669,668 17,669,668
Contributed surplus 248,796 77,893 77,893 326,689
Warrants 1,024,343 1,024,343
Deficit (3,001,231) (22,448) (77,893) (11,000) (13dm) (3,112,572)
15,941,576 (22,448) - (11,000) (33,448) 15,908,128
$ 22,447,375 $ (22,448) $ - $ 090 $ (13,448 $ 22,433,927
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The Canadian GAAP statement of loss and compreleisiome for the year ended December 31, 2010 has
been reconciled to IFRS as follows:

Previously
reported under
Notes Canadian IFRS Restated
Year ended December 31, 2010 GAAP adjustments under IFRS
Revenu $ 19,070,90 $ 19,070,90
Operating Expens
Cost of goods so 1,945,02 1,945,02
Service cos! 7,983,61 7,983,61
Selling and administrative expen 6,681,65; 6,681,65;
16,610,28 16,610,28
Earnings before the following itel 2,460,61. 2,460,61.
Stock-based compensation expe (i) 158,85 43,56¢ 202,42:
Amortization of property and equipm (i) 682,73 (90,587 592,15(
Amortization of intangible asst (i) 1,136,94 90,58° 1,227,53.
Interest expen: 635,96 635,96
Loss on salof capital asse 46,92« 46,92+
Loss on foreign exchan 5,65¢ 5,65¢
2,667,09 43 56€ 2,710,65
Loss before income tax (206,479 (43,56¢€) (250,044
Recovey of income taxe
Curren - - -
Deferrec (iii) (1,268,00C 11,00( (1,257,00C
(1,268,00C 11,00( (1,257,00C
Net loss and comprehensive incc $ 106152 $ (54566 $ 1,006,95
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The Canadian GAAP statement of cash flows for & yended December 31, 2010 has been reconciled to

IFRS as follows:

Previously
reported under IFRS Restated
Year ended December 31, 2010 Noteganadian GAAP adjustments under IFRS
OPERATING ACTIVITIES
Net loss $ 1,061,522 (54,566) $ 1,006,956
Items not affecting cash
Amortization of property and equipment (i) 682773 (90,587) 592,150
Loss on disposition of property and equipment 26,9 46,924
Amortization of intangible assets (iii) 1,136,947 0,887 1,227,534
Stock-based compensation (i) 158,857 43,566 2@®,42
Accretion on long-term debt 42,284 42,284
Deferred taxes (iii) (1,268,000) 11,000 (1,257,000)
Changes in non-cash operating assets and liabilitie
Accounts receivable (544,472) (544,472)
Inventory (38,848) (38,848)
Prepaid expenses and deposits 119,581 119,581
Investment tax credits receivable 579,092 579,092
Accounts payable and accrued liabilities 145,892 145,892
Deferred revenue (414,331) (414,331)
1,708,185 - 1,708,185
INVESTING ACTIVITIES
Purchase of property and equipment (iii) (420,087)  (45,237) (465,324)
Business acquisition net of cash acquired (26,887) (26,887)
Acquisition of intangible assets (iii) (500,454) 24537 (455,217)
(947,428) - (947,428)
FINANCING ACTIVITIES
Repayment of capital leases (400,532) (400,532)
Repayment of long-term debt (1,956,103) (1,958)10
Proceeds from promissory note 500,000 500,000
Repayment of promissory note (3,466,998) (3,48%),9
Proceeds from share issuances, less issue costs 147,8(7 8,147,077
2,823,444 2,823,444
Decrease in cash 3,584,201 3,584,201
Cash - beginning of period 1,037,609 1,037,609
Cash - end of period $ 4,621,810 $ 4,621,810

42



