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AUDITORS REPORT

To the Director of
Pixman Cor poration

We have audited the balance sheet of Pixman Corporation [the“ Corporation”]
as at June 30, 2006 and the statements of operations and deficit and cash flows for
the year then ended. These financial statements are the responsibility of the
Corporation’s management. Our responsibility is to express an opinion on these
financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects,
the financial position of the Corporation as at June 30, 2006 and the results of its
operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

The financial statements for the preceding years are unaudited.

Montreal, Canada [signed] Ernst & Young LLP
August 25, 2006 Chartered Accountants



Pixman Corporation
Incorporated under the Canada Business Corporations Act

BALANCE SHEETS
[note 1]
As at June 30
2006 2005
$ $
[unaudited]

ASSETS[note 6]
Current assets
Cash and cash equivaents 476,285 —
Accounts receivable [ note 3] 238,409 261,037
Investment tax credits receivable 9,480 17,855
Inventory 48,035 —
Prepaid expenses 5,676 16,107
Total current assets 777,885 294,999
Property and equipment, net [ notes 4 and 8] 373,433 439,507
Intangible assets, net [notes 5 and 8] 246,902 174,269

1,398,220 908,775
LIABILITIESAND SHAREHOLDERS' DEFICIENCY
Current liabilities
Bank indebtedness and bank loan [ note 6] — 123,046
Accounts payable and accrued liabilities 443,145 164,592
Deferred revenue 124,341 39,246
Current portion of convertible debentures[note 7] 800,000 —
Advances from parent company [note 12] 259,993 44,993
Current portion of long-term debt [ note 8] 165,636 58,777
Total current liabilities 1,793,115 430,654
Convertible debentures [notes 7 and 12] 1,035,685 974,055
Long-term debt [note 8] 77,374 112,850

2,906,174 1,517,559
Shareholders deficiency
Capital stock [note 9] 569,800 500,000
Contributed surplus [ note 9] 1,863 —
Deficit (2,079,617) (1,108,784)
Total shareholders deficiency (1,507,954) (608,784)

1,398,220 908,775

Subsequent events [ note 17]
See accompanying notes

On behalf of the Board:

Director



Pixman Corporation

STATEMENTS OF OPERATIONS AND DEFICIT

[note 1]
Y ears ended June 30
2006 2005 2004
$ $ $
[unaudited]  [unaudited]
REVENUE 1,363,899 873,171 396,993
Cost of revenue [including depreciation of Pixman
Systems of $134,879 [2005 — $139,243; 2004 —
$112,215] 693,490 450,668 361,534
Grossmargin 670,409 422,503 35,459
OPERATING EXPENSES
Selling and marketing 85,603 34,998 42,582
General and administrative expenses 1,377,999 561,838 510,037
Research and development expenses, net [note 11] 20,520 43,083 —
Amortization of patent and trade marks 66,137 45,822 33,152
Depreciation of property and equipment 23,087 16,522 19,466
Impairment of property and equipment — 61,713 —
1,573,346 763,976 605,237
Short-term financing interest and bank charges 23,180 11,663 9,602
Interest on long-term debt and convertible 40,063 33,925 13,373
debentures
Gain on sale of property and equipment (4,433) (84,733) —
Foreign exchange loss 9,086 29,227 3,112
Net loss (970,833) (331,555) (595,865)
Deficit, beginning of year (1,108,784) (777,229) (181,364)
Deficit, end of year (2,079,617) (1,108,784) (777,229)

See accompanying notes



Pixman Corporation

STATEMENTSOF CASH FLOWS

[note 1]
Y ears ended June 30
2006 2005 2004
$ $ $
[unaudited] [unaudited]
OPERATING ACTIVITIES
Net loss (970,833) (331,555) (595,865)
Non-cash items:
Depreciation of property and equipment 157,966 155,765 131,681
Impairment of property and equipment — 61,713 —
Stock-based compensation 71,663 — —
Gain on sale property and equipment (4,433) (84,733) —
Amortization of intangible assets 66,137 45,822 33,152
Capitalized interest on convertible debentures 21,630 24,032 3,494
Foreign exchange loss 2,398 1,341 3,053
(655,472) (127,615) (424,485)
Net change in non-cash operating items [ note 16] 357,047 (82,081) (13,459)
Cash flows related to operating activities (298,425) (209,696) (437,944)
INVESTING ACTIVITIES
Purchase of property and equipment (95,354) (189,365) (353,010)
Disposal of property and equipment 7,895 136,205 5,002
Patent and trademarks applications (138,770) (79,263) (37,207)
Cash flowsrelated to investing activities (226,229) (132,423) (385,215)
FINANCING ACTIVITIES
Convertible debentures issued to parent company 40,000 193,796 300,000
Issuance of convertible debentures 800,000 — —
Advances from parent company 215,000 44,993 337,733
Issuance of long-term debt 183,500 — 225,000
Increase in bank indebtedness — 123,046 —
Repayment of bank indebtedness (123,046) — —
Repayment of long-term debt and bank loan (112,117) (61,866) —
Cash flowsrelated to financing activities 1,003,337 299,969 862,733
Foreign exchange loss on cash held in foreign
currencies (2,398) (1,341) (3,053)
Increase (decrease) in cash and cash equivalents
during the year 476,285 (43,491) 36,521
Cash and cash equivalents, beginning of year — 43,491 6,970
Cash and cash equivalents, end of year 476,285 — 43,491
Cash and cash equivalents consist of:
Cash 126,285 — 43,491
Cash eguivalents 350,000 — —
476,285 — 43,491
Supplemental cash flow information
Interest paid 9,569 16,254 11,785

See accompanying notes



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

1. DESCRIPTION OF THE BUSINESS AND GOING CONCERN
UNCERTAINTY

Pixman Corporation [the “Corporation”] was incorporated under the Canada Business
Corporations Act on January 30, 2003. The Corporation is a Montreal-based multimedia
promotions company whose foundation is a multi-media device [the “Pixman System”] with a
visual display worn by actors. The Pixman System is a kit integrating media and visualization
equipment into an ergonomic back-pack and is used to promote brands, companies, products and
services directly “on-site” with the target market in specific locations.

In North America, the Corporation operates a “turn-key” nomadic media services business which
includes event planning, Pixman System deployment, creative content development and event
reporting [“Nomadic Media Services’]. Outside North America, revenue is earned from sales,
leases and licensing for the use of the Pixman System [“International Licensing’].

The Corporation has a history of operating losses. To date, the Corporation has financed its cash
requirements primarily from operating revenues, advances from shareholders, share and debt
issuances, bank indebtedness, and government assistance. The Corporation’s ability to continue
on agoing concern basis is dependent on the completion of the Proposed Transaction as set out in
note 17, and on achieving profitable operations. If the Proposed Transaction does not occur, the
Corporation will require near-term aternative financing. These matters are dependent on a
number of items outside of the Corporation’s control. As a result, there is uncertainty as to
whether the Corporation will have the ability to continue as a going concern.

The financial statements have been prepared in accordance with Canadian generally accepted
accounting principles on a going concern basis that presumes the redlization of assets and the
discharge of liabilities in the normal course of business for the foreseeable future. The financial
statements do not reflect any adjustments that would be necessary if the going concern basis was
not appropriate. If the going concern basis was not appropriate for these financial statements,
significant adjustments would be necessary in the carrying value of assets and liabilities, the
reported revenue and expenses and the bal ance sheet classifications used.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

2.  SIGNIFICANT ACCOUNTING POLICIES

Use of estimates

The preparation of financia statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liahilities, the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates and such differences could be material.

Revenue recognition

Nomadic Media Services

Revenue from Nomadic Media Services is recognized when the services are performed; amounts
received or billed in advance of recognition are shown as deferred revenue.

International Licensing
i) Salesof Pixman Systems

Sdles of Pixman Systems are recognized when the product is shipped to the Corporation’s
customers, provided the Corporation has not retained any significant risks of ownership or future
obligations, persuasive evidence of an agreement exists, the price is fixed or determinable, and
collection is reasonably assured. Additional revenue sharing amounts are recognized as revenue
when reported by the customer, provided that collection is reasonably assured.

ii) Leasesof Pixman Systems

L eases that do not transfer substantially al of the benefits and risks of ownership to the customer
are classified as operating leases. For these leases, initial rental fees and minimum lease payments
are recognized as revenue on a straight-line basis over the lease term. Additional ongoing revenue
sharing amounts are recognized as revenue when reported by the customer, provided that
collection is reasonably assured. Cash installments of initia rents received in advance of the time
at which revenue is recognized are recorded as deferred revenue.

Leases that transfer substantially all of the benefits and risks of ownership to customers are
classified as salestype leases. At the inception of a sales-type lease the present value of the
minimum ongoing rental payments are recorded as revenue for the period, and the related Pixman
System costs are recorded as cost of revenue. Subseguently, financing revenue is recorded as
earned over the term of the lease. The Corporation recognizes revenue from a sales-type lease
when persuasive evidence of an arrangement exists, the Pixman System has been shipped, the
price is fixed or determinable and collection is reasonably assured. Cash installments received in
advance of the time at which revenue is recognized are recorded as deferred revenue.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

2.  SIGNIFICANT ACCOUNTING POLICIES[Cont’d]

If the Corporation and a lessee agree to change the terms of the lease, other than by renewing the
lease or extending its terms, management evaluates whether the new agreement would be
classified as a sales-type lease or an operating lease. Any adjustments which result from a change
in classification from a sales-type lease to an operating lease are recorded as a charge to income
during the period in which the change occurs.

iii) Licenserevenue

Revenue from rights or licenses granted to customers is recognized over the term of the license
operating period, provided the Pixman System is delivered, the license operating period has
commenced and the customer can begin exploitation, revenue is fixed and determinable, and
collection is reasonably assured. Cash installments received in advance of the time at which
revenue is recognized are recorded as deferred revenue.

Cash and cash equivalents

Cash and cash equivalents consist of cash and all highly liquid short-term investments that are
readily convertible to known amounts of cash and which are subject to an insignificant risk of
change in value. The Corporation considers these highly liquid short-term investments with a
maturity on acquisition of less than three months to be cash equivalents. As at June 30, 2006, the
effective yield on cash and cash equivalents was 4.0% [ 2005 — no cash equivalents were held)].

Accountsreceivable

Allowances for doubtful accounts receivable are based on the Corporation’s assessment of the
collectibility of specific customer balances, which is based upon areview of the customer’s credit
worthiness and past collection history.

Inventory

Inventory is valued at the lower of cost, which is determined on a first-in, first-out basis, and net
realizable value for finished goods and work-in-progress and replacement cost for raw materials.
Asat June 30, 2006, inventory was composed of raw materials.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

2.  SIGNIFICANT ACCOUNTING POLICIES[Cont’d]
Property and equipment

Property and equipment are carried at cost, less any government assistance.

Assets acquired under capital leases are carried at cost, being the present value of the minimum
lease payments after deduction of executory costs.

Depreciation of property and equipment and assets acquired under capital leases are calculated
over their estimated useful lives using the following methods and rates:

Pixman Systems Declining balance 30%
Computer equipment and software Declining balance 30%
Furniture and office egquipment Declining balance 20%
L easehold improvements Straight-line over the term of the lease up to 5 years

Intangible assets

Patents and trademarks, including application costs, are recorded at cost and are amortized on a
straight-line basis over five years.

Government assistance

Amounts received and receivable resulting from government assistance programs, including
grants and investment tax credits for research and development, are reflected as a reduction to the
cost of the assets or expenses to which they relate, at the time the eligible expenditures are
incurred, provided that there is reasonabl e assurance that benefits will be realized.

I mpairment of long-lived assets

Property and equipment and other long-lived assets are regularly reviewed for impairment
whenever events or changes in circumstances indicate that the carrying value of an asset may not
be recoverable. Impairment is assessed by comparing the carrying amount of an asset to be held
and used with the sum of the undiscounted cash flows expected from its use and disposal. If such
assets are considered impaired, the impairment loss to be recognized is measured by the amount
by which the carrying amount of the assets exceeds their fair value generally determined on a
discounted cash flow basis. Any impairment results in a write-down of the asset and a charge to
income during the year.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

2.  SIGNIFICANT ACCOUNTING POLICIES[Cont’d]

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are trandated into Canadian
dollars at the year-end exchange rate, non-monetary assets and liabilities are trandlated into
Canadian dollars at the historical exchange rate, and revenue and expense items are translated into
Canadian dollars at average monthly rates of exchange. Exchange gains and losses arising from
these transactions are included as a charge to income during the year.

Stock-based compensation

The Corporation has a stock-based compensation plan, which is described in note 9. Stock options
are accounted for under the fair value method. The options’ fair value at grant date is determined
using a minimal value option pricing model, the result of which is charged to the statement of
operations and deficit, over the vesting period of the option.

Resear ch and development costs

Research costs are charged against income in the year of expenditure. Development costs are
charged against income in the period of expenditure unless a development project meets the
criteria under Canadian generally accepted accounting principles for deferral and amortization.
To date, no such costs have been deferred.

| ncome taxes

The Corporation follows the liability method of accounting for income taxes. Under this method,
future tax assets and liabilities are determined based on the differences between the financia
reporting and tax bases of assets and liabilities and are measured using the substantively enacted
tax rates and laws that are expected to be in effect in the periods in which the future tax assets or
liahilities are expected to be realized or settled. A valuation allowance is provided to the extent
that it is more likely than not that future tax assets will not be realized.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

3. ACCOUNTSRECEIVABLE

2006 2005
$ $

[unaudited]

Trade receivables 286,302 245,745
Allowance for doubtful accounts (54,255) (17,314)
232,047 228,431

Sales taxes receivable 6,362 32,606
238,409 261,037

One client in the International Licensing segment represented 13% of the accounts receivable
balance as at June 30, 2006 [2005 — three clients in the International Licensing segment
represented 38% of the accounts receivable balance and one client in the Nomadic Media Services
segment represented 11% of the accounts receivable balance].

4. PROPERTY AND EQUIPMENT

Net
Accumulated  carrying
Cost depreciation value
$ $ $
2006
Furniture and office equipment 61,771 31,440 30,331
Pixman Systems 768,707 447,845 320,862
Leasehold improvements 7,028 7,028 —
Computer equipment and software 37,151 20,113 17,038
Computer equipment and software — capital leases 8,493 3,291 5,202
883,150 509,717 373,433
2005
[unaudited]
Furniture and office equipment 56,585 24,002 32,583
Pixman Systems 696,381 312,966 383,415
L easehold improvements 5171 5171 —
Computer equipment and software 29,395 13,317 16,078
Computer equipment and software — capital |eases 8,493 1,062 7,431
796,025 356,518 439,507

During the year ended June 30, 2006, the Corporation did not acquire any assets through capital
leases [2005 — $8,493].



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006

[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

5. INTANGIBLE ASSETS

Net
Accumulated carrying
Cost amortization value
$ $ $
2006
Patents 371,647 146,308 225,339
Trademarks 35,563 14,000 21,563
407,210 160,308 246,902
2005
[unaudited]
Patents 240,318 84,306 156,012
Trademarks 28,122 9,865 18,257
268,440 94,171 174,269

6. BANK INDEBTEDNESSAND BANK LOAN

The Corporation’s operating line of credit carries interest at prime plus 2.5% and has a limit of
$100,000. The facility is guaranteed by Investissement Québec up to a maximum of $65,000. The
loan is collateralized by afirst hypothec over the assets of the Corporation.

The Corporation is required to respect certain loan covenants, most notably maintaining certain
financial ratios. As at June 30, 2006 and June 30, 2005, the Corporation was not compliant with
these ratios. Subsequent to year-end, the Corporation obtained from the lender a waiver credit

with respect to non-compliance.



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006

[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

7. CONVERTIBLE DEBENTURES

2006

2005
$

On May 5, 2006, the Corporation issued convertible debentures in
the principal amount of $800,000. The debentures bear interest,
payable quarterly commencing on June 30, 2006, at an annual rate
of 9% and in the absence of aliquidity event will mature on May
5, 2007. The debentures are convertible into the same class of
common shares as is issued at a liquidity event. The principal
amount plus accrued interest will convert into a number of
common shares determined by dividing this amount by the
offering price of common shares in a liquidity event. In addition,
on conversion an identical number of similarly priced warrants to
purchase one common share of the same class issued at the
liquidity event will be issued with an exercise period of 24 months.
In the case that a conversion has not occurred within 12 months
from the issue date, the principal and outstanding accrued interest,
at the option of the holder, will become due and payable in cash or
convertible into common shares determined by dividing the
outstanding amount by a conversion price equa to $4,500,000
divided by the number of issued and outstanding common shares
immediately prior to such conversion. There is no value attributed
to the conversion option under either scenario noted above as it is
immaterial. Accounts payable and accrued liabilities includes
$8,864 in accrued interest on the principal amount, computed from
the date the funds were received on May 17, 2006 [2005 — nil]
[note 17]

The Corporation issued a series of convertible debentures starting
on December 24, 2003 up to June 30, 2005 in the principal amount
of $224,055 to the parent company. The debentures bear interest at
annual rate of 8%, calculated monthly, and have no fixed
repayment terms. Unpaid interest at each month end is capitalized.
During 2006, a further $40,000 was advanced and an additional
$21,630 in interest was capitalized [2004 — $24,032]. On June 30,
2006, the Corporation consolidated the series of debentures by
issuing a single debenture with the same terms as above, in the
principal amount of $285,645. On the occurrence of a liquidity
event, the principa amount plus accrued interest can fully or
partialy, at the option of the holder, be converted into the same
class of common shares as issued at the liquidity event. The
number of common shares will be determined by dividing the
outstanding debt and accrued interest by the offering price of
common shares at the liquidity event [note 17]

800,000

285,685

[unaudited]

224,055
8



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006

[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

7. CONVERTIBLE DEBENTURES[Cont’'d]

2006 2005
$ $

[unaudited]
On February 1, 2005, the Corporation issued a convertible
debenture in the principa amount of $750,000 to the parent
company. The debenture is non-interest bearing. On the
occurrence of a liquidity event, the principal amount can fully or
partidly, at the option of the holder be converted into common
shares. The number of common shares will be determined by
dividing the converted amount of debt by the conversion price that
will be determined on the liquidity event date [note 17]. The debt
has no fixed repayment terms, however, the Corporation has
obtained an undertaking from the parent company stating that the

repayment will not be demanded until at least August 1, 2007 750,000 750,000

1,835,685 974,055

Current portion (800,000) —

1,035,685 974,055

8. LONG-TERM DEBT
2006 2005
$ $

[unaudited]
Term loan, repayable in equal monthly payments of $4,687 plus
interest at prime plus 2.5% maturing in May 2008 collateralized by
a movable hypothec on property and equipment, intangible assets

and intellectual property related to the equipment 107,812 164,062

Term loan, repayable in equal monthly payments of $4,917 plus
interest a prime plus 25% maturing in October 2007
collateralized by a second ranking hypothec on all equipment,
intangible assets and intellectual property related to the equipment 78,667

Term loan, repayable in equal monthly payments of $3,958 plus
interest at prime plus 2.5% maturing in July 2007 collateralized by
a second ranking hypothec on al equipment, intangible assets and
intellectual property related to the equipment 51,493



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

8. LONG-TERM DEBT [Cont’d]

2006 2005
$ $

[unaudited]
Obligation under capital lease for computer equipment, bearing
interest at 18% and repayable in monthly installments of $306 until
January 2008; a bargain purchase option of $10 is available at the

end of the lease 5,038 7,565

243,010 171,627

Current portion (165,636) (58,777)

77,374 112,850

The Corporation is required to respect certain restrictive clauses, most notably maintaining certain
financial ratios. As at June 30, 2006, the Corporation was not compliant with these ratios.
Subsequent to year-end, the Corporation obtained from the lender a waiver letter with respect to
the non-compliance.

The installments on long-term debt for the next two years are $165,636 in 2007 and $77,374 in
2008.

9. CAPITAL STOCK
Authorized

The Corporation is authorized to issue an unlimited number of common and preferred shares with
the following characteristics:

Common shares
classA: Voting and participating.

classB: Non-voting and participating.

Preferred shares

classA: Voting, participating, with a non-cumulative fixed dividend of 1% of their issue price
per month; redeemable at their issue price plus all declared and unpaid dividends.

classB: Non-voting, participating, with a non-cumulative fixed dividend of 1% of their issue
price per month; redeemable at their issue price plus all declared and unpaid dividends.

classC: Voting, participating, with a non-cumulative fixed dividend of 1% of their issue per
month; redeemable and retractable at their issue price plus all declared and unpaid
dividends.

10



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

9. CAPITAL STOCK [Cont'd]
classD: Non-voting, participating, with a non-cumulative fixed dividend of 1% of their issue
price per month; redeemable and retractable at their issue price plus al declared and

unpaid dividends.

I ssued and fully paid

2006 2005
$ $
[unaudited]
10,698 class A common shares [2005 — 10,000 class A common] 569,800 500,000

On May 1, 2006, the Corporation issued 698 class A common shares to certain employees and
consultants of the Corporation as a bonus for no cash consideration. The fair market value of the
shares granted has been estimated at the award date at $100 per share for a total of $69,800 and
was recognized as a compensation expense, with a corresponding credit to capital stock.

Stock option plan

On July 1, 2005, the Corporation established a stock option plan [the “Plan”] for directors,
executive officers, employees and consultants of the Corporation to purchase class A common
shares at an issue price not less than the fair value of the shares at the time of the grant as
determined by the Board of Directors.

Options issued pursuant to the Plan have a 24-month vesting period. One third of these options
vest after 12 months, another third after 18 months, and the remaining third after 24 months.
Options are exercisable in whole or in part, and will expire up to a maximum of five years from
the date of grant as determined by the Board of Directors. All options become fully vested and
exercisable upon aliquidity event.

11



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

9. CAPITAL STOCK [Cont’'d]
As of June 30, 2006, 343 options are available for grant.

The number of stock options granted by the Corporation, and their weighted average exercise
prices are as follows:

2006 2005
[unaudited)]
# $ #
Balance, beginning of year — — — —
Granted 940 55.85 — —
Balance, end of year 940 55.85 — —

Options exercisable — — — —

Additional information concerning stock options as at June 30, 2006 is as follows:

Options outstanding Options exer cisable
Weighted- Weighted-
average average Weighted-
Number of remaining exercise Number of average
Exercise price options  contractual life price options exerciseprice

$ # [months] $ # $

50.00 830 48 50.00 — —

100.00 110 62 100.00 — —

940 — —

The fair value of options granted during the year was estimated at the date of grant using the
Black-Scholes option pricing model with the following weighted-average assumptions:

For theyear ended June 30 2006 2005

[unaudited]
Expected life S5years —
Risk-free interest rate 2.58% —
Dividend yield — —
Volatility 0.001% —

The weighted-average grant date fair value of stock options granted during the year ended June
30, 2006, was $4,839, of which $1,863 [2005 — nil] was amortized to income.

12



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

10. INCOME TAXES

The income tax provision differs from the amount that would have been calculated in applying the
combined federal and provincial income tax rate in Canada of 31.52% [2005 — 31.02%; 2004 —
32.22%)] to loss before income taxes. The reasons for the differences and the related tax effects are
asfollows:

2006 2005 2004
$ $ $
[unaudited] [unaudited]

Income tax recovery at the combined federal and

provincial tax rate (306,006) (102,848)  (184,837)
Decrease (increase) attributable to:
Non-deductible items 27,676 (5,221) 1,408
Deductible temporary differences not previously
recognized 76,805 42,983 (59,298)
Non-capital losses not recognized 201,525 65,086 242,727

During the years ended June 30, 2006 and 2005, the Corporation did not record any future tax
assets with respect to its operating losses.

The Corporation has research and development expenditures of approximately $63,603, which
have not been deducted for federal income tax purposes and $80,267 for provincia income tax
purposes. These expenditures are available to reduce future taxable income and have an unlimited
carry-forward period. Research and development tax credits and expenditures are subject to audit
by the tax authorities, and accordingly, these amounts may vary. During the years ended June 30,
2006 and 2005, the Corporation did not record any future tax assets with respect to its research
and devel opment expenditures.

The Corporation has also accumulated loss carry-forwards for federal and provincial purposes,
which are available to reduce future taxable income. The related tax benefit has not been
recognized in these financial statements. These |oss carry-forwards expire as follows:

Federal Provincial

$ $
2010 136,521 136,521
2014 532,027 532,027
2015 210,107 211,521
2026 643,024 642,399
1,521,679 1,522,468

13



Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

10. INCOME TAXES[Cont'd]
Future tax assets are attributable primarily to non-capital losses. They are summarized as follows:

2006 2005
$ $

[unaudited]

Future income tax assets attributable to:
Non-capital losses 470,293 272,685
Difference between accounting and tax bases of assets 152,337 78,748
622,630 351,433
Valuation allowance (622,630) (351,433)

Net futur e tax assets — —

In addition, the Corporation also has available non-refundable investment tax credits of $21,457
as at June 30, 2006 related to research and development expenditures which may be utilized to
reduce federal income taxes payable in future years and expire as follows:

$
2015 10,786
2026 5,220
16,006

The benefits of these non-refundable investment tax credits have not been recognized in the
financial statements.
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Pixman Corporation

NOTESTO FINANCIAL STATEMENTS

June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

11. GOVERNMENT ASSISTANCE

The Corporation incurred research and development expenditures, which are eligible for
investment tax credits. The investment tax credits recorded are based on management’s estimates
of amounts expected to be recovered and are subject to audit by taxation authorities. These
amounts have been recorded as government grants as a reduction of research and development
expenses or of property and equipment as follows:

2006 2005 2004
$ $ $
[unaudited] [unaudited)]
Property and equipment — 9,975 —
Investment tax credits related to research and
development expenditures 9,480 17,855 —

In addition, the Corporation has received grants under various programs. During 2006, the
Corporation received $30,538 [2005 — $10,000] in government assistance which was recorded as
areduction of general and administrative expenses.

12. RELATED PARTY TRANSACTIONS

Certain convertible debentures from the parent company do not bear any interest nor specific
terms of repayment [note 7].

Advances from parent company do not bear any interest nor specific terms of repayment.

The Corporation receives certain management services from a company controlled by the
Corporation’s parent company. These services include human resource management, information
technology services, financial services and security services. During the year ended June 30,
2006, the total amount of such management services amounted to $91,273 [2005 — $59,498; 2004
— $44,535]. As at June 30, 2006 the Corporation owed atotal of $44,756 to the related company
for services[2005 — nil].

Certain of the shareholders guarantee the repayment of a term loan to a maximum amount of

$84,375 [2005 — $84,375] and the bank operating line of credit to a maximum amount of $35,000
[2005 — $35,000].
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June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

13. CONTRACTUAL OBLIGATIONSAND COMMITMENTS

The Corporation has entered into arental agreement for its premises, expiring in July 2007. Future
minimum payments for the next two fiscal years are $46,125 in 2007 and $3,858 in 2008, for total
obligations of $49,983.

Moreover, the Corporation has entered into a long-term lease agreement for a vehicle expiring
May 2009, which calls for future minimum annual lease payments for the next three fiscal years
of $4,689 in 2007, $4,689 in 2008 and $4,296 in 2009.

A trademark opposition has been filed against the Corporation’s registration of a European
Community Trademark for the mark Pixman. Although, the outcome of this matter cannot be
determined with certainty, the Corporation believes that this outcome would not have a material
adverse effect on itsfinancial position and operating results.

The Corporation obtained from a French Court the right to seize a product which was allegedly
infringing the Corporation’s intellectual property. The Corporation seeks certain compensation
for their infringing acts. The Corporation believes that this outcome cannot be determined at this
time.

14. SEGMENTED DISCLOSURE

The Corporation has two reportable segments: Nomadic Media Services and International
Licensing. The Nomadic Media Services segment provides turn-key services in North America,
including event planning, deployment and content development to customers seeking to promote
brands, companies and products. The International Licensing segment designs, manufactures,
licenses and sells or leases Pixman Systems. The accounting policies of the segments are the same
as those described in note 2. Segment performance is evaluated based on gross margin and other
income attributable to a segment. Intersegment transactions are not significant.
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June 30, 2006

[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

14. SEGMENTED DISCLOSURE [Cont’d]

For the year ended June 30, 2006:

Nomadic
Media International
Services Licensing Corporate Total
$ $ $ $
Revenue 978,759 385,140 — 1,363,899
Cost of revenue 467,675 225,815 — 693,490
Segment gross margin 511,084 159,325 — 670,409
Selling and marketing — — 85,603 85,603
Genera and administrative
expenses — — 1,377,999 1,377,999
Research and devel opment
expenses, net — — 20,520 20,520
Depreciation and amortization — — 89,224 89,224
Interest expense — — 63,243 63,243
Gain on sale of assets — (4,433) — (4,433)
Foreign exchange loss — — 9,086 9,086
Net income (10ss) 511,084 163,758 (1,645,675) (970,833)
For the year ended June 30, 2005:
[unaudited]
Nomadic
Media I nter national
Services Licensing Corporate Total
$ $ $ $
Revenue 509,102 364,069 — 873,171
Cost of revenue 238,505 212,163 — 450,668
Segment gross margin 270,597 151,906 — 422,503
Selling and marketing — — 34,998 34,998
General and administrative
expenses — — 561,838 561,838
Research and devel opment
expenses, net — — 43,083 43,083
Depreciation and amortization — — 62,344 62,344
Impairment of property and
equipment — — 61,713 61,713
Interest expense — — 45,588 45,588
Gain on sale of assets — (84,733) — (84,733)
Foreign exchange loss — — 29,227 29,227
Net income (10ss) 270,597 236,639 (838,791) (331,555)
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[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

14. SEGMENTED DISCLOSURE [Cont'd]
For the year ended June 30, 2004:

[unaudited]
Nomadic
Media I nternational
Services Licensing Corporate Total
$ $ $ $

Revenue 396,993 — — 396,993
Cost of revenue 361,534 — — 361,534
Segment gross margin 35,459 — — 35,459
Selling and marketing — — 42,582 42,582
Genera and administrative

expenses — — 510,037 510,037
Depreciation and amortization — — 52,618 52,618
Interest expense — — 22,975 22,975
Foreign exchange loss — — 3,112 3,112
Net income (10ss) 35,459 — (631,324) (595,865)
The following table represents total revenue by customer location:

2006 2005 2004
$ $ $
[unaudited] [unaudited]

Canada 596,915 202,749 123,068
International

United States 395,160 306,352 273,925

Other 371,824 364,070 —

1,363,899 873,171 396,993

Revenues from operating leases were $377,245 in 2006 [2005 — $227,864; 2004 — nil].
During the year ended June 30, 2006, 43% of the Corporation’s revenues were with two Nomadic

Media Services clients. In 2005, 20% of the Corporation’s revenues were with two Nomadic
Media Services clients.
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June 30, 2006
[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

14. SEGMENTED DISCLOSURE [Cont'd]
The following table represents the net property and equipment by location:

2006 2005

$ $
[unaudited]
Canada 227,762 225,945
International 145,671 213,562
373,433 439,507

15. FINANCIAL INSTRUMENTS
Fair value

The fair value of short-term financial assets and liabilities approximates their carrying value due
to their short-term nature.

The fair value of the advances from parent company and convertible debentures could not be
determined since it is practicaly impossible to find financia instruments on the market with
substantially the same characteristics.

The fair value of variable-rate long-term debt approximates the carrying value since it bears
interest at rates that vary with the market.

Foreign exchange risk

The Corporation is exposed to foreign exchange risk because of business transactions with certain
foreign countries. The percentage of U.S. dollar transactions represents approximately 56% of
revenue [2005 — 77%; 2004 — 69%)]. The Corporation has not purchased any financial instruments
to offset this risk. As at June 30, 2006, assets in U.S. dollars consisted of cash and accounts
receivable totaling U.S. $278,162 [2005 — U.S. $186,143; 2004 — U.S. $80,048].
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[Figures as at June 30, 2005 and for the years ended June 30, 2005 and June 30, 2004 are unaudited]

16. NET CHANGE IN NON-CASH OPERATING ITEMS

2006 2005
$ $
[unaudited]
Accounts receivable 22,628 (151,181)
Investment tax credits receivable 8,375 (17,855)
Inventory (48,035) —
Prepaid expenses 10,431 2,817
Accounts payable and accrued liabilities 278,553 44,892
Deferred revenue 85,095 39,246
357,047 (82,081)

17. SUBSEQUENT EVENTS

On July 21, 2006, the Corporation and its shareholders entered into a binding Letter of Intent with
Pixman Capital Inc. [“Pixman Capital”], a Capital Pool Corporation listed on the Toronto Venture
Exchange, in which Pixman Capital agrees to purchase from the shareholders of the Corporation,
all the issued and outstanding shares of the Corporation, including shares issuable pursuant to the
conversion or exercise of securities convertible or exercisable for common shares of the
Corporation [the “Proposed Transaction”], in exchange for common shares of Pixman Capital.
The following will occur immediately prior to and subject to the approval of the Proposed
Transaction:

[i] Options will become fully vested and holders will be entitled to exercise al 940 stock
options for class A common shares of the Corporation. Unexercised options, if any, will
be cancelled.

[ii] Advances and convertible debentures from the parent company [including an additional
amount of $4,322 which was advanced on July 31, 2006] amounting to $1,300,000 will
be converted into 2,910 class A common shares of the Corporation.

The total number of class A common shares outstanding following the events outlined in [i] and
[ii] will be 14,548, which will be exchanged for 16,250,000 shares of Pixman Capital.
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17. SUBSEQUENT EVENTS[Cont’d]

[iii] In addition, the convertible debentures in the principa amount of $800,000 will

be

converted into 1,791 class A common shares of the Corporation and 1,791 warrants
available for conversion by the debenture holders will be issued; such shares and
warrants will be exchanged for 2,000,000 common shares and 2,000,000 warrants of

Pixman Capital.

Interest on the above-noted advances and convertible debentures accrued from July 1, 2006 to

the date of the Proposed Transaction will by paid by the Corporation in cash.

The Proposed Transaction is subject to certain terms and conditions including the approval of
the relevant securities regulators and the Toronto Venture Exchange, the approval of the
“Majority of the Minority” shareholders of Pixman Capital and the completion by Pixman
Capital of a private placement for gross proceeds of not less than $1,200,000 and not more
than $3,200,000. These funds and the existing funds of Pixman Capital will be used for the
purposes of financing the Corporation. The Corporation will be a wholly-owned subsidiary of

Pixman Capital.

This reverse takeover is expected to be accounted for by the Corporation, to the extent of the
net cash available to the Corporation, as a capital transaction, and, following the Proposed
Transaction, the Corporation's activities are expected to constitute all of the operations of the

resulting issuer.

The Corporation intends to enter into an assignment agreement with a director, officer and
significant indirect shareholder (“significant shareholder”) regarding the Portable Display
System and Electronic Image Display System (“the inventions”), before the completion of the

Proposed Transaction pursuant to which the Corporation will be assigned the inventions.

In

consideration of such assignment, the Corporation shall pay its significant shareholder an

annual royalty fee equal to 0,1% of its annual net sales revenues in excess of $10,000,000.
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