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1.0 INTRODUCTION

The following Management Discussion and AnalysifQdfR Technologies Inc. (“QHR” or “the Company”) ek
August 18, 2011 should be read in conjunction whbk unaudited condensed interim consolidated fia&nc
statements for the three-month period ended Jun@@0L, and related notes included therein, whiab been
prepared in accordance with International Finan&eporting Standards (“IFRS”). All amounts followirare
expressed in Canadian Dollars.

Additional information relating to the Company ianding the Company’s most recent Annual Financial
Statements can be foundvatvw.sedar.com.

Forward Looking Statements

The following discussion and analysié the financial conditions and resultsf operations containsforward-looking
statements concerning anticipated developmenthenCGompany’s operations faoture periods, the adequaoy
the Company’sinancial resources and other events or conditions that owayr in thefuture. Forward-looking
statements ardrequently, but not always,identified by words such as “expects,anticipates,” “believes,”
“intends; “estimates,”, “predicts,” “potential,” “targeted,” “plans,” “possible” and similar expressions, or
statements that events, conditions or results /‘wilmay,” “could” or “should” occur or be achievedhese
forward-looking statements include, without limitation, statemeat®ut the Company’s market opportunities,
strategies, competition, expected activities angeerituresas the Company pursues its business plan, the
adequacyof the Company's available castesources and other statements abfuitre events or results.
Forward-looking statements are statements about ftitere and are inherently uncertain, and actual
achievementsf the Company or otliefuture events or conditions maiiffer materially from thosereflected in

the forward-looking statements due to a variedf risks, uncertainties and othéactors, such as businesmd
economic risks and uncertainties. The Comparfgevard-looking statements are based on theliefs,
expectations and opiniord management on the date the statements are madsedimmtly, alforward-looking
statements made in this discussion and anabfsibe financial conditions and resultof operations or the
documents incorporated meferenceare qualified by this cautionary statement and there can be sarasce
that actual resultsradevelopments anticipated by the Company will bdized. Somef these risks, uncertainties
and otherfactors are described herein under the heading “Risks Wmckrtainties. For the reasons setth
above, investors should not place undue relianc®rmrard-lookingstatements.
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2.0 BUSINESSOVERVIEW
2.1 Overview of the Business

QHR is a leading provider of software solutiongéded for the healthcare industry in Canada, féd@m provincial
funded entities which provide healthcare, wellngssjal services, public safety and other relaegament funded
agencies. QHR’s solutions are segmented into thpegations to take advantage of distinct marketodppities,
namely the Enterprise Management Software (“EMSfplizations, marketed under the Quadrant™ brand,
Electronic Medical Records (“EMR”) software, marketed under the Accuro® EMRubhd and thédosting division
which carries on business as Cloudwerx.

The Enterprise Management Software (“EMS”) applications, marketed under the Quadranbfand is
comprised of two product offerings, namely Work®ildanagement Software and Financial Managemenivardt
The Workforce Management Software consists of iatiegl applications, including payroll, staff schigaly, human
resources Quadrant provides human resource managesoleitions for complex healthcare and social isess
environments. The Financial Management Softwarevides customized financial software built on Miatis
Dynamics GP (formerly Great Plains) platform. Tdget these products enable QHR to offer compretiensi
enterprise management software solutions to thithoaae and social services market.

The Electronic Medical Records (“EMR”) software, is marketed under the Accuro® RMbrand. This
comprehensive suite of medical software moduledesigned to improve the quality of the operatiowalrk
environment of family physicians, medical spectaliand surgeons. Accuro delivers productivity gaansg cost
savings through computerized medical records amdocms to the stringent requirements of EMR protedhat
have been established by Federal and Provinciaérgovents. The EMR division also supports and maista
legacy-based EMR systems from acquired companies.Jompany provides customers on these legacymsyste
with a cost-effective upgrade path to the newermpnde advanced Accuro system.

The Hosting division provides integrated data hosting serviceboth its EMS and EMR customers who prefer to
access the software solution through an Applicat8arvice Provider (“ASP”) environment. Some proiahc
programs give preference to, and/or mandate a dha@steironment to meet the provincial EMR subsidggram
requirements for physicians. Accordingly, The Comphas found it necessary to build out its own dzater
infrastructure in conjunction with third party cochtion centers to accommodate the client needsotm their
software application and technical infrastructu€éboud computing is a growing business and for diemts it is
necessary to make this upfront investment to @ffeomplete offering of managed services.

2.2 CompanyProductsand Services

The EMS division provides software to organizationghe healthcare and social services sectorgetisig medium
to large organizations. This is a growing marketdshon the demographics of an ageing population.

Quadrant products are differentiated from compegitproducts in ways that are meaningful to Canadi@althcare
and public safety industry customers. The Workfokt@nagement Software has unique capabilities tot rifee
employee scheduling and payroll needs of compleskwavironments and the Financial Management Soéva
the only Microsoft Dynamics GP financial softwateat is customized to the Canadian healthcare mafket
Company is also recognized for its outstanding pecodupport to customers.

The Company’s strategy for this division is to:

1. Leverage its leadership position in the public @ed position that has been strengthened witkatiggiisition

of the financial software division (“Financials D8ion”) of Momentum Healthware, and target privatalthcare
and social services organizations;

2. Cross-sell Workforce Management Software to Firglnkianagement Software customers, and vice-versa,
and expand sales within the entire customer bafieeagrowth of these customers requires furthetieaton of the
Company’s products; and

3. Develop best of breed, stand-alone modules oftitseat products that can interface with other comgs
products, thus broadening market reach.
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Electronic Medical Records division (EMR)

The EMR division operates in a rapidly changing keslace, with increased adoption of EMR systems in
Canadian physician offices promoted and funded Hxy Federal and Provincial governments. The Federal
Government’s objective, through Canada Health mfy, plans to have Electronic Health Records ircgléor
most Canadians by 2016. The division’s flagshipdpat, Accuro EMR, is developed using the lateshtetogy
and offers industry-leading functionality, workfloand conforms to federal and provincial standaftie product is
built on a flexible platform which allows ongoinggaluct development to respond to the evolving neménts of
the EMR marketplace. The division also providespsupand maintenance of legacy EMR products andtice
management systems from acquired companies foigiags who have not yet upgraded to Accuro.

Currently there are approximately 69,000 physicignacticing in Canada of which 51% are speciaistl 49% are
general practitioners’. Of the total market, onboat 25% of all physicians in Canada currentlyizdgilan EMR
product representing good market growth for the Gamy.

The Company’s strategy has been to selectively iezdagacy-based EMR and practice management sgstem
which adds to the Company’s recurring revenue amdebses its customer base. Customers benefiteas th
Company’s support structure and resources are mbstantial than the acquired software companies dsa
standalone businesses. Over time, the Compangtegir is to selectively implement unique functigiyafrom the
acquired systems to the Accuro product, and to ldpveata conversion tools to allow customers toragg to the
Accuro system without losing their historic patiefata. This provides customers with an upgrade tmtmewer
technology that is cost-effective for both our omsérs and QHR, and it helps ensure that custoneengin on
QHR systems over the long term.

The EMR division’s goal is to be the leading praridf EMR systems across Canada. It has establiststbng
market position in B.C., Alberta, Saskatchewan &mahitoba. In 2010 the Company expanded into Ontario
strengthened by its Clinicare acquisition and momportantly, the OntarioMD CMS 3.0 funding program
certification completed on November 29, 2010 whieplaces the Clinicare product funding for the Aocproduct
funding as well as providing opportunities for n@ntarioMD funded sales in Ontario.

Currently OntarioMD is evaluating 21 EMR produats €ompliance with CMS 4.0 which sets a new stathdiar
vendors to be eligible for funding. This new tedahistandard may be a barrier to entry for new catitgrs
entering the market and may eliminate current cditqre from participating in the future program. QHeels
confident that it will meet and or exceed all teguirements to be selected as CMS 4.0 certified.

Overall, the Company'’s strategy for this divisierta:

1. Gain market share through both organic growth agligitions;
2. Leverage its position in existing and expansionkets, and
3. Become the leading national provider of EMR product

Hosting division

In addition to providing industry leading EMS andR software and services solutions, the Company has
enhanced its competitive position through the fdromaof its hosting division, namely Cloudwerx. @Qbbwerx
simplifies the management of enterprise applicatibmough a fully configurable set of applicatiorsting services
and customer support. With state-of-the-art capisl in hosting small to large scale enterprisgliaption
deployments, specifically focused on the Electrdviedical Record and Enterprise Management Solutiankets,
Cloudwerx helps clients increase their ROl on inwvesnt by reducing the amount of up-front cost rezgiion new
enterprise software purchases, while helping taawg deployment timelines.
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2.3 Business Model

Recurring Revenue

The Company’s business model is to provide teclgicddly advanced business software solutions arild bang-

term relationships with customers. The revenue tnisdgased upon providing professional servicesustomers to
implement those business solutions and theredfte€Cbmpany enjoys ongoing recurring revenues froppart and
maintenance contracts as well as perpetual licgnf@es as long as customers continue to use thep&uyis

products.

Enterprise Management Solutions division

Quadrant™ contracts are typically in the range ¥G000 to $1,000,000 and consist of three Elemeatsiely an
upfront purchase of software licenses, professisealices fees to implement the software at a ttHiesite over a 3-
12 month period and annual, recurring support aaht@nance fees.

Once installed, customers continue using the Cogipasoftware for many years because of the hight obs
changing vendors. This, added to the Company’statipn for strong customer service, has providesl EMS
division with a customer retention and annual resleate exceeding 95%.

Revenue from software licensing is recognized afempletion of the initial support and maintenameziod.

Professional fees to implement the software aregeized as services are rendered and annual manterand
support revenue is paid in advance and recognineal giraight-line basis throughout the year. Anmoaintenance
and support payments received in advance are red@s deferred revenue on the balance sheeteantiéd.

Electronic Medical Records division

Accuro® EMR systems are sold based on a monthlgne and services agreement with monthly recurring
revenues dependent on the number of physicianotmed health professionals using the software etctistomer
site. The monthly fee is a blended payment for ube of the software, on-going enhancements ancitath
support. Revenue is recognized on a monthly b&&senue from fees to cover the cost of training and
implementation is recognized when the services mowided and completed. Customers continue payimg t
monthly license and service fee for as long as they the software. Once installed, customers duetamt to
change systems due to the quality of the Accurtesysplus the deterrents of the investment in gstafhing and
challenges associated with converting historicquatiata to new systems.

The Company’s reputation for strong customer servias provided the EMR division with a customeemé&bn
rate also exceeding 95%. The division’s sales aarkating efforts are focused on selling Accuro éavrcustomers
and converting acquired customers who are on a etitive product which will not be supported indétty.
Existing customers of its acquired EMR and patimanagement systems, such as Clinicare, are chaggading
monthly or annual fees for software maintenancesamgbort. Annual maintenance and support paymeetpaid in
advance and are recorded as deferred revenue draldrece sheet until recognized monthly on a ditdige basis
throughout the year.

Hosting division

The Hosting division is dedicated to enhancing BMR solution by providing data hosting, data steragrvices
and application hosting solutions to the health@aré other social services sectors. QHR bringsthegehe most
experienced ASP hosting and servicing teams anitititsc to provide best-in class service to ourents across
Canada. We work closely with our customers to tthedr environments for optimum performance acrdssrt
application needs, and provide a managed storagi&ag environment through state-of-the-art faeititinstead of
local installs.

The division provides hosting services to EMR cawtos, including application hosting, technical suppoff-site

data storage and business continuation servicesto@ers are charged an initial fee for implemeatatind set-up
followed by a monthly recurring subscription fee foaintenance and support of the hosting solutioraddition,

the division may resell hardware in conjunctionhwthe software implementation to facilitate optinsgistem
performance. Revenue from these services and foeiased hardware is recognized as they are detiver
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30 2011 QUARTERLY REVIEW

In February 2008, the Canadian Accounting Stand@dard announced the adoption of IFRS for publicly
accountable enterprises in Canada effective Jan@iar@011. The unaudited condensed interim congelia
financial statements for the three and six montided June 30, 2011 are prepared under IFRS. Sexfiociudes
the significant accounting policies that we adoptedler and in accordance with the transition ruies; have
retroactively applied IFRS to our comparative data.

3.1 Selected Financial Information

Three months ended June 30 Six months ended June 30
2011 2010 2011 2010
(Section 5) (Section 5)
REVENUE $ 5,230,505 $ 5,092,462 $11,712,406 $ 9,754,408
OPERATING EXPENSES
Cost of goods sold 422,396 546,061 891,412 1,027,923
Service costs 2,435,606 2,174,863 4,864,576 4,269,922
Selling and administrative expenses 1,761,960 114686 3,919,710 3,280,266
4,619,962 4,157,080 9,675,698 8,578,111
Earnings before the following iterff$ 610,543 935,382 2,036,708 1,176,297
Stock-based compensation expense 37,622 45,083 2875,7 54,647
Amortization of property and equipment 124,178 584, 258,047 318,399
Amortization of intangible assets 293,603 286,480 584,596 561,617
Interest expense 24,044 127,576 54,275 276,866
Loss on foreign exchange 483 2,256 5,332 7,343
479,930 652,979 977,978 1,218,872
Earnings (loss) beforeincome taxes 130,613 282,403 1,058,730 (42,575)
Income taxes
Current (recovery) (50,373) - (257,064) -
Deferred 68,000 - 226,000 -
17,627 - (31,064) R
Net earnings (loss) and compr ehensive income $ 112,986 $ 282403 $ 1,089,794 $ @5
Basic earnings (loss) per share $ 0.00 $ 001 $ 003 $ 0.00
Diluted earnings (loss) per share $ 0.00 $ 001 $ 003 $ 0.00

Basic weighted average number of shares outstanding 42,790,621 29,886,965 42,753,936 29,287,480
Diluted weighted average number of shares outstgndi 43,146,750 30,621,330 43,126,103 30,043,806

(1) Earnings before interest, amortization, stock-bas®dpensation, foreign exchange and taxes are 4RR8 measure.

June 30, 2011 June 30, 2010 Change Percent
Current assets $ 11,439,887 $ 4,992,411 $6,447,476 129%
Long-term assets 14,026,344 12,917,151 1,109,193 9%
Current liabilities 3,712,604 4,640,274 (927,670) (20%)
Long-term liabilities 4,647,478 5,945,919 (1,298,441) (22%)
Shareholders’ equity 17,106,149 7,323,369 9,782,780 134%
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3.2 Seconduarter Highlights

The following are second quarter highlights:

» The EMS division’s revenue continues to increasgard compared to the same three month period &8t y
The EMS division continues to maximize its salesrtedium to large sized customers and ensures areabo
average retention rate to guarantee ongoing suppgnhents for our integrated software suite.

» Revenue for the 6 months ended June 30, 2011 v6e688&789 compared to $5,043,106 for the same gberio
last year, an increase of $1,595,683 or 32%. Whkeyparating costs over the same period were onftip

e The EMR division is ramping up its product develapm delivery and support capabilities through the
implementation of a scalable delivery process angdr@uct planning framework to capitalize on the
continued growth in the EMR marketplace.

» The Hosting division continues to invest in prowglibest-in-class platforms and services to enhanee
delivery and performance of our EMR solutions.

3.3 Results of Operations

The Company has three reportable segments. TheEise Management Software (‘EMS”) division spézés in
Workforce Management Software and Financial Manageroftware targeted at medium to large healthaace
social services organizations, the Electronic MaldiRecords (“EMR”) division which provides applizats for use
in physicians’ medical offices, and the Cloudwerat® Solutions (“Hosting”) division which providesSR hosting,
data backup services and other technology produdsservices to EMR and other clients. The accogrgplicies
of the segments are the same as those descriltleel summary of significant accounting policies and consistent
with previous periods. Since the year ended DecerBhbe2010: there have not been any changes itdkis of
segmentation or basis of measurement of segmefit prdoss. Furthermore, there have not been aggificant
changes in the total assets attributable to eagineet.

3 months ending June 30, 2011 EMS EMR Hosting Corporate Total
Revenues $ 2,633,575 2,128,023 $ 467,917 $ 990 $36,505
Operating expenses 1,716,298 1,496,963 530,051 6806, 4,619,962
Earnings before the undernoted 917,277 631,060 2,1%8) (875,660) 610,543
Stock-based compensation 19,779 15,027 2,816 - 6237,
Amortization of property and

equipment 37,328 25,319 61,531 - 124,178
Amortization of intangible assets 104,069 185,134 ,40@ - 293,603
Interest expense 8,611 12,082 3,351 - 24,044
(Gain) loss on exchange 526 (43) - - 483
Earnings (loss) before income taxes 746,964 393,541 (134,232) (875,660) 130,613
Income taxes 17,627
Net earnings $ 112,986

3 months ending June 30, 2010 EMS EMR Hosting Qatpo Total
Revenues $ 2,596,561 $ 2,033,321 $ 462,588 - $ 5,092,462
Operating expenses 1,377,517 1,637,934 469,483 1462, 4,157,080
Earnings before the undernoted 1,219,044 395,387  (6,903) (672,146) 935,382
Stock-based compensation 35,336 5,080 4,667 - 835,0
Amortization of property and equipment 55,020 58,64 81,918 - 191,584
Amortization of intangible assets 104,964 179,317 ,199 - 286,480
Interest expense 37,588 86,398 3,590 - 127,576
Gain (loss) on foreign exchange (337) 2,441 152 - ,25@
Earnings (loss) before income taxes 986,473 67,505 (99,429) (672,146) 282,403
Income taxes -
Net earnings $ 282,403
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6 months ending June 30, 2011 EMS EMR Hosting Corporate Total
Revenues $ 6,638,789 $ 3,972,831 $ 1,099,7%6 990 $ 11,712,406
Operating expenses 3,738,486 2,876,994 1,126,407 933,B11 9,675,698
Earnings before the undernoted 2,900,303 1,095,83 (26,611) (1,932,821) 2,036,708
Stock-based compensation 43,204 27,269 5,255 7285,
Amortization of property and
equipment 77,680 56,627 123,740 258,047
Amortization of intangible assets 209,929 370,267 ,40@ - 584,596
Interest expense 19,212 27,626 7,437 54,275
Gain (loss) on foreign exchange 5,241 94 3) 5,33
Earnings (loss) before income taxes 2,545,037 643,9 (167,440) (1,932,821) 1,058,730
Income tax recovery, net (31,064)
Net earnings $ 1,089,794
6 months ending June 30, 2010 EMS EMR lHgsti Corporate Total
Revenues $ 5,043,106 $ 3,857,11% 854,185 $ - $ 9,754,408
Operating expenses 3,608,504 2,605,435 1,011,296 1,352,876 8,578,111
Earnings before the undernoted 1,434,602 1,221,68 (157,111) (1,352,876) 1,176,297
Stock-based compensation 42,832 6,158 5,657 - 54,647
Amortization of property and
equipment 110,498 111,592 96,309 - 318,399
Amortization of intangible assets 209,929 347,289 4,399 - 561,617
Interest expense 65,299 203,114 8,453 - 276,866
Loss on foreign exchange (337) 7,246 434 - 7,343
Earnings (loss) before income taxes 1,006,381 B8B6,2 (272,363) (1,352,876) (42,575)
Income taxes -
Net loss $ (42,575)
Revenues

The Company recorded $5,230,505 in revenue fothtee months ending June 30, 2011 compared to 3362
for the three months ending June 30, 2010 an isere&3% and $11,712,406 for the six month periudireg June
30, 2011 compared to $9,754,408 for the periodrendune 30, 2010 an increase of 20%.

The EMS division revenue for the second quarter $8633,575 compared to $2,596,561 for the samiedést
year an increase of 1%. This increase is consistéhtthe financial budget for the period and supgd by a large
percent of recurring revenue.

The EMR division revenue for the second quarter $#428,023 compared to $2,033,321 for the samedgéast
year an increase of 5%. This increase was dueectoeiturring revenue from our Accuro® EMR systemthwbme
continued organic growth in our key market areas.

The Hosting division revenue for the second quastas $467,917 compared to $462,580 for the samedkrst
year, an increase of 1%.

Operating Expenses

Operating expenses including cost of goods soldevit,619,962 for the three months ending June 8Q1 2
compared to $4,157,080 for the same period in 2@h0increase of 11%. The increase in operating resgse
reflects an increase in staffing costs in the ENM@sbn associated with new licensing deals annedna the first
quarter. Furthermore, an increase in costs asedciaith the Hosting division which reflects the quanies
continued investment in ramping up this divisiom &203,514 increase in corporate costs associatadcbwilding
out the executive and corporate team.

Other Expenses
Other expenses including stock-based compensatioartization, interest and foreign exchange wer%B0 for

the three months ending June 30, 2011 compare@58,%$79 for the same period in 2010, a decreagd%f. The
decrease in these other expenses is largely dueetduction of interest costs from eliminated Idagn debt.
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Net Earnings

Income before stock-based compensation, amortizaiiderest and foreign exchange for the three hwended

June 30, 2011 were $610,543 compared to $935,382hé same period in 2010. Income before stock<base

compensation, amortization, interest and foreigrherge for the six months ended June 30, 2011 $&036,708
compared to $1,176,297 for the same period last grancrease of $860,411 or 73%. The net earnfmgthe
period ended were $112,986 compared to earningg282,403 in 2010, a decrease of $169,417 or 60%e T
decrease in earnings is attributed to an increasmiiporate expenses, largely as a result of IFR8udting fees,
and increase in corporate staffing levels and gbhefessional services.

3.4 Summary of Quarterly Results

* Revenue for the quarter ending June 30, 2011 etht$,230,505, 3% higher than the $5,092,462 reg@airi
the same period for 2010.

e Operating expenses were $4,619,962 in the secoadequcompared to $4,157,080 for the same period in

2010. The increase in operating expenses is laatiputed to staffing increases in both the ENdE EMR

divisions. The EMR division as entered the Ontamarket and is building both a sales and support

organization to take advantage of growth opporiemiin this new market.
« Earnings before stock based compensation expeme®tization, interest expense and foreign exchamae
$130,613 in the second quarter compared to $282dfhared to the same period in 2010.

* Net earnings and comprehensive income was $112rD8te second quarter compared to $282,403 in the

same period in 2010.

* As at June 30, 2011 earnings per share (basicl&edi) were $0.00 compared to $0.01 for the samieger
2010.

» As at June 30, 2011 the Company had positive wgrkapita” totaling $7,723,487 compared to a working

capital of $352,137 as at June 30, 2010. The wgrkiapital increase is due to increased earnings and

proceeds from share issuances.

(1) The Company uses working capital changes as a esmepltal non-IFRS financial measure in its evalmatib liquidity. Management believes monitoring wioig
capital items assists in assessing the efficierfcgllocation of short term financial resources. Wing Capital is calculated by subtracting curreabilities from
current assets excluding deferred revenue.

Quarterly Financial Data Three months ended
Mar 31 Jun 30 Sept 30 Dec 31

2011
Revenue $ 6,481,901 $ 5,230,505
Net earnings and comprehensive income 976,808 862,9
Net earnings per share — basic 0.02 0.00
Net earnings per share — diluted 0.02 0.00
Weighted average common shares outstanding

Basic 42,903,510 42,790,621

Diluted 43,780,767 43,146,750
2010
Revenue $ 4,661,946 $ 5,092,462 $ 4,645,807 $ 4,88,6
Net (loss) earnings and comprehensive income (334,9 282,403 (104,253) 1,128,98%
Net earnings per share — basic (0.01) 0.01 0.00 0 0.0
Net earnings per share — diluted (0.01) 0.01 0.00 .000
Weighted average common shares outstanding

Basic 28,235,953 29,886,965 30,259,774 30,109,936

Diluted 29,123,833 30,621,330 30,987,648 30,682,360
2009
Revenue $ 2,670,714 $ 3,749,243 $ 4,189,271 $ 3,2183,76
Net (loss) earnings and comprehensive income (36,9 655,812 329,887 575,521
Net earnings per share — basic (0.01) 0.03 0.01 0.02
Net earnings per share — diluted (0.01) 0.03 0.01 0.02
Weighted average common shares outstanding

Basic 22,662,984 26,106,259 24,512,973 24,512,973

Diluted 22,662,984 26,103,259 25,267,940 25,267,940

(2)  Amount reflects an income tax recovery recognizethé 4' quarter of 2010 in the amount of $1,257,08@. have restated our 2010 comparative data in daooe with IFRS.
We are not required to apply IFRS to periods piaa2010. Our 2009 comparative data was preparaddardance with Canadian GAAP.
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Economic Outlook and Company Strategy

Management believes that 2011 will continue to néshallenges to most Canadian businesses. Netattling
these challenges, healthcare is a steady and ggawamket and recent new contracts already annouinc@®d and
Q2, 2011 indicates continued growth opportunit@stie Company.

» Total spending in healthcare in Canada was expdotedach $192 billion in 2010. The Healthcaretsec
continues to grow based on demographic changesaimada, and represented approximately 11.7% of
Canadian GDP,

* The Company’s customers, being regional healthridist hospitals, long-term care facilities, sodapport
agencies, physicians’ offices and public safetyremeusually impacted by the business cycle;

e The Company’'s products, such as accounting andopayre mission critical to the running of those
enterprises,

» Federal and Provincial Governments are acceleratisgstment in information technology infrastrueur
creating more demand for the Company’s products, an

» There has been no evidence of the provinces ratgafiinding programs for physicians who are migrgtio
EMR products.

Management remains focused on implementing a bssinedel which will serve to (i) add a recurringereue
stream by offering a range of services, (ii) broatiee Company’s portfolio of products and servid@g, actively
recruit and cultivate reseller channel partners, @r) diversify the base of customers.

QHR expects to achieve continued growth over the wear based on the Company’s recent acquisitisineng
organic growth and potential expansion into new ket. The Company enjoys strong cash flow duetgo i
recurring revenue model, and will continue to invagproduct development as well as continuallyleate strategic
acquisitions. The Company also has raised equipitalato support operational growth and partialiynd
acquisitions, and expects to continue to do sbénftiture provided that market conditions remairotaable.

3.5 Liquidity and Capital Resources

June 30, 2011 June 30, 2010
Cash on hand $ 6,504,269 $ 344,813
Working capital surplus 7,723,487 352,137
Shareholders’ equity 17,106,149 7,345,817

The Company ended the period with cash on hand60#,269 compared to $344,813 compared to the same
period in 2010. The Company had a working camtaplus of $7,723,487 at June 30, 2011. This sar@ua
$7,375,146 improvement over the working capite$®52,137 at June 30, 2010.

Operating Activities

For the three month period ended June 30, 201lratipg activities resulted in net cash inflows df, 360,339
compared to net cash inflows of $599,834 in 201 $ix month period ended June 30, 2011, operatitigities
resulted in net cash inflows of $2,390,989 compdredet cash inflows of $1,454,905 in 2010. Theréase is
primarily due to the increase in earnings.

Investing Activities

For the three month period ended June 30, 2011Ctmapany made net investments of $120,396 comp@ared
$320,031 in 2010. The six month period ended Juhe2811, the Company made net investments of $285,9
compared to $525,118 in 2010. Investments were giiynrelated to decreased capital and intangitdeet
acquisitions.

Financing Activities
For the three month period ended June 30, 2011Ctrapany used cash in net financing activities B2 %803,

compared to $614,964 in 2010. The six month peeinded June 30, 2011, the Company used cash iinaeting
activities of $232,595 compared to $1,622,583 it@0The decrease in cash used for financing aetivivas the
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result of the retirement of the debt associatech waitquisitions made during 2009 and proceeds frbares
issuances.

4.0 FINANCIAL INSTRUMENTSAND RISK EXPOSURES

The Company’s financial assets include cash antl eggivalents, short term investments, and tradk ather
receivables. The carrying value of the Companiyiaricial assets is considered to be a reasonaptexamation of
fair value due to their immediate or short termumidy, or their ability for liquidation at comparkbamounts.

Credit Risk

Credit risk is the risk of a financial loss if astamer or counterparty to a financial instrumerisféeo meet its
obligations under a contract. This risk primaritisas from the Company'’s receivables from customers

The Company’s exposure to credit risk is dependgyin the characteristics of each customer. Eadomes
is assessed for credit worthiness, using thirdypamtdit scores and through direct monitoring ditHinancial
well-being on a continual basis. In some casegraltustomers fail to meet the Company's credithimess
benchmark, the Company may choose to transactthéticustomer on a prepayment basis.

The Company does not have credit insurance or ofimancial instruments to mitigate its credit rigls
management has determined that the exposure isnalidiue to the composition of its customer base.

The Company maintains an allowance for doubtfuloacts for estimated losses that may arise if anytsof
customers are unable to make required paymentsadanent provides for bad debts by reviewing alkifice
customer accounts and trends and sets aside afigpaoiount towards the allowance account basedhis t
analysis. The amount reserved is based on the Quyigpdistorical default experience direct knowledgie
customer credit worthiness, and payment trendstdbuesr aging is reviewed monthly by management tsuen
consistency with best practices. At any time thiang the year, if the Company determines that thantial
condition of any of its customers has deterioratedreases in the allowance may be made. Pursoatiieir
respective terms, net accounts receivable was agéollows as at June 30, 2011 and December 31,201

June 30, 2011 December 31, 2010
Current $ 2,319,055 $ 1,913,378
31-60 days 417,580 653,401
61-90 days 337,006 11,865
Greater than 90 days 1,182,336 382,626
Allowance for doubtful accounts (102,296) (127,073)

$ 4,153,681 $ 2,834,197

Liguidity risk

Liquidity risk is the risk that the Company will hbe able to meet its financial obligations as tfelydue. The
Company has in place a planning and budgeting peoudiich helps determine the funds required to renthe
Company has the appropriate liquidity to meet fisrating and growth objectives.

As at June 30, 2011, the Company had cash of $&#604and accounts receivables of $4,149,885 farta t
of $10,654,154 which will cover its short-term fiwdal obligations from its trade and other payabtds
$3,245,715, promissory note of $83,495 and capg@de obligations of $786,958, which total $4,166,1The

liquidity and maturity timing of these assets adeguate for the settlement of the Company’s slertvfinancial

obligations.

After 5
Less than lyeal 1to 3 year 4 to 5 year year: Total
Capital lease obligatio $ 383,39 $ 403,56 $ -8 - $ 786,95
Promissory note payakle 83,49t - - - 83,49t
Trade and other peyalkles 3,245,71! - - - 3,245,71!
Tota $ 3,712,604 $ 403,564 $ - $ - $ 4,116,168
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5.0 CONVERSION TO IFRS

Transitionto IFRS

a) Business Combinations

IFRS 1 indicates that a first-time adopter may telemt to apply IFRS 3Business Combinationgtrospectively
to business combinations before the date of triamsib IFRS. The Company has elected to use teistieh and
will apply IFRS 3 to business combinations that raagur on or after January 1, 2010.

b) 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 equipnsetiite item’s
fair value as at January 1, 2010, or it is a restidmn amount under previous Generally Accepted Aotiog
Principles (GAAP) that is broadly comparable to failue.

The Company has elected to adopt the optionalietecinder IFRS 1 and therefore re-stated certampgnty and
equipment as at January 1, 2010 to their fair valBecause of the adoption of this election, detam is now
based on the deemed cost starting from Januar§1D, 2he date from which the Company establishedahr value
measurement.

(c) Share-Based Payments

IFRS 1 encourages, but does not require, first tadepters to apply IFRS Bhare-Based Paymetd equity
instruments that were granted on or before Noverib@002, or equity instruments that were grantdzsssquent
to November 7, 2002 and vested before the laténeoflate of transition to IFRS and January 1,

2005. The Company has elected to take advantagfeeoéxemption and not apply IFRS 2 to awards tkated
prior to January 1, 2010.

IFRS 1 also outlines specific guidance that a-firse adopter must adhere to under certain circant®s. The
Company has applied the following guidelines toopening statement of financial position dated daya, 2010:

d) Estimates

According to IFRS 1, an entity's estimates undéSFat the date of transition to IFRS must be coasiswith
estimates made for the same date under previousRGAWAless there is objective evidence that thosmates
were in error. This exemption is to prevent antgrftiom adjusting previously made accounting estendgor the
benefit of hindsight. The Company's IFRS estimate®f January 1, 2010 are consistent with its Cana@AAP
estimates for the same date.

IFRS employs a conceptual framework that is simitaCanadian GAAP; however, significant differeneasst in
certain matters of recognition, measurement anclaiare. While adoption of IFRS has not changedGbepany's
actual cash flows, it has resulted in changes éoGbmpany's reported financial position and resafiteperations
and statement of cash flows. In order to allow tsers of the financial statements to better undedsthese
changes, the Company's Canadian GAAP ConsolidaatahBe Sheets, Consolidated Statement of EarnDefs;it,
and Comprehensive Income, and Consolidated StatsnoérCash Flows as at and for the quarter endee B0,
2011 and the period ended December 31, 2010 haee beconciled to IFRS, with the resulting differeac
explained in the following section:

(i) Property and equipment

Under IFRS:

« Each class of property and equipment may be casiidr on the cost basis (costs less accumulated
depreciation and any accumulated impairment lossas)at revalued amounts (fair value), less
depreciation. The Company has chosen to accouprdperty and equipment under the cost basis.

« Annual depreciation is based on an allocation ef ¢hst of an asset less its residual value over the
useful life of the asset, including any idle period
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(ii)

(i)

- Estimated residual value is the amount the ensityrates that it would receive currently for theets
if it were already of the age and in the conditexpected at the end of its useful life, and isdfame
not increased for changes in prices.

< In assessing for potential impairment of assetRSmeither requires nor prescribes discounting. The
impairment is the amount by which the carrying ealaxceeds the recoverable amount. The
recoverable amount of an asset is defined in IASt6perty, Plant and Equipmeas the higher of an
asset’s fair value less cost to sell and its valugse.

Under Canadian GAAP
» Canadian GAAP requires an entity to carry propary equipment on the cost basis subsequent to
their initial recognition, and revaluation is prbtiéd.
< Annual depreciation is based on the greater of:
- an allocation of the cost of an asset less g&ltel value over the useful life of the asset
- an allocation of the cost less salvage value thwelife of the asset
e Under Canadian GAAP residual value is defined, dos not contain guidance on the effect of
changes in prices.
« Netrecoverable amount is defined as the estinfatede net cash flow from the use of the property o
equipment, together with its residual value.

As a result, the Company has elected to use tlticieunder IFRS 1 whereby on the transition to $+R
the deemed cost of an item of property and equipiseahe item’s fair value as at January 1, 2010.

Share-based payment

Under IFRS:

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

« Forfeiture estimates are recognized in the perioely tare estimated, and are revised for actual
forfeitures in subsequent periods.

Under Canadian GAAP:

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

« Forfeitures of awards are recognized as they occur.

Under Canadian GAAP, when share options are fedeibefore vesting, all the previous period
changes are to be reversed in the period thatptiens are cancelled using either the estimatioactual
method. The Company has previously chosen to reversch forfeited options using the actual
method.

However, IFRS requires those forfeited options ® rbversed using an estimation method based on
estimated forfeitures.

Deferred tax asset/liability

Under IFRS:
« All deferred tax assets and liabilities are clasdifis non-current.

Under Canadian GAAP
« Deferred tax assets and liabilities are classidigdurrent or non-current as appropriate.

As a result, the Company reclassified current detetax assets and liabilities to non-current asaetl
liabilities respectively.
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The Canadian GAAP statement of financial positianD&cember 31, 2010 has been reconciled to IFRS as

follows:

Previously Property Share- Total effect of
reported under and based Deferred tax transition to Restated under
Canadian  equipment payment asset/liability IFRS IFRS
GAAP
ASSETS (i) (i) (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) (23,448 1,591,227
Deferred taxes 957,000 596,000 596,000 1,553,000
Goodwill 2,956,625 2,956,625
Intangible assets 8,189,170 8,189,170
$ 22,447,375 $ (22,448) $ - $ 9,000 $ (13,448) $ 22,433,927
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 3,798,1 $ 3,798,158
Promissory notes payable 84,016 84,016
Current portion of capital lease obligations 438,62 438,625
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
SHAREHOLDERS' 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) (111,341) ,113,572)
15,941,576 (22,448) - (11,000) (33,448) 15,908,128
$ 22,447,375 $ (22,448) $ - $,000 $  (13,448) $ 22,433,927
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The Canadian GAAP statement of financial positibduame 30, 2010 has been reconciled to IFRS asasll

Previously Property Share- Total effect of
reported under and based transition to Restated under
Canadian equipment payment IFRS IFRS
GAAP
ASSETS [0) (ii)
Current assets
Cash $ 344,813 $ 344,813
Accounts Receivable 3,580,233 3,580,233
Inventory 46,854 46,854
Prepaid expenses and deposits 441,419 441,419
Investment tax credit receivable 579,092 579,092
4,992,41 4,992,41
Accounts receivable 23,156 23,156
Property and equipment 1,434,330 (22,448) (22,448) 1,411,882
Goodwill 2,961,192 2,961,192
Intangible assets 8,520,921 8,520,921
$ 17,932,010 $ (22,448) $ - $ (22,448) $ 17,909,562
LIABILITIES
Current liabilities
Accounts payable and accrued liabilities $ 3,198, $ 3,198,721
Promissory notes payable 846,547 846,547
Current portion of long-term debt 271,029 279,02
Current portion of capital lease obligations 323,97 323,977
4,640,217 4,640,27.
Deferred revenue 4,156,080 4,156,080
8,796,354 8,796,354
Long-term debt 1,473,719 1,473,719
Capital lease obligations 316,120 316,120
10,586,193 - - - 10,586,193
SHAREHOLDERS' EQUITY
Share capital 10,684,144 10,684,144
Contributed surplus 172,804 50,335 50,335 223,139
Warrants 578,189 578,189
Deficit (4,089,320) (22,448) (50,335) (72,783) (4,162,103)
7,345,817 (22,448) - (22,448) 7,323,369
$ 17,932,010 $ (22,448) $ - $ (22,448) $ 17,909,562
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The Canadian GAAP statement of earnings and coraps#e income for the three months ended June 30,
2010 has been reconciled to IFRS as follows:

Previously
reported under IFRS Restated under
Three months ended June 30, 2010 Notes  Canadian  adjustments IFRS
GAAP
Revenu $ 5,092,46 $ 5,092,46
Operating Expens

Cost of goods so 546,06: 546,06

Service cos 2,174,86. 2,174,86.

Selling and administrative expen 1,436,15! 1,436,15

4,157,08! 4,157,08!

Earnings before the following itel 935,38: 935,38

Stock-based compensation expe (i) 19,32( 25,76 45,08

Amortization of property and equipmu 191,58 191,58

Amortization of intangible asse¢ 286,48 286,48

Interest expen: 127,57¢ 127,57t

Loss on foreign exchan 2,25¢ 2,25¢

627,21t 25,76 652,97¢

Earnings before income ta; 308,16¢ (25,763 282,40:
Recovery of income tax

Curren - - -

Deferrec - - -

Net earnings and comprehensive inc $ 308,16 $ (25763 $ 282,40
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The Canadian GAAP statement of loss and comprefeirsitome for the six months ended June 30, 20%Mbkan
reconciled to IFRS as follows:

Notes Previously reported
under Canadian IFRS Restated under
Six months ended June 30, 2010 GAAP adjustments IFRS
Revenu $ 9,754,40 $ 9,754,40
Operating Expens
Cost of goods so 1,027,92. 1,027,92.
Service cos! 4,269,92, 4,269,92.
Selling and administrative expen 3,280,26! 3,280,261
8,578,11 8,578,11
Earnings before the following itel 1,176,29 1,176,29
Stoclk-based compensation expe (i) 38,63¢ 16,00¢ 54,64’
Amortization ofproperty anc 318,39¢ 318,39¢
Amortization of intangible asst 561,61 561,61
Interest expen: 276,86t 276,86t
Loss on foreign exchan 7,34 7,34
1,202,86. 16,00¢ 1,218,87,
Earnings (loss) before income ta (26,567 (16,008 (42,575
Recovery of income tax
Curren - -
Deferrec - -
Net loss and comprehensive incc $ (26,567 $ $  (42,57¢
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The Canadian GAAP statement of cash flows for ther®nths ended June 30, 2010 has been reconoildRIS
as follows:

Previously

reported under IFRS Restated

Six months ended June 30, 2010

Noteg.onadian GAAP adjustments under IFRS

OPERATING ACTIVITIES

Net earnings (loss) (26,567) $ (42,575)
Items not affecting cash
Amortization of property and equipment 318,399 8,399
Amortization of intangible assets 561,617 561,617
Stock-based compensation (i) 38,639 16,008 54,647
Changes in non-cash operating assets and liabilitie
Accounts receivable (1,313,664) (1,313,664)
Inventory (15,464) (15,464)
Prepaid expenses and deposits 295,822 295,822
Accounts payable and accrued liabilities (478,545) (478,545)
Deferred revenue 2,074,668 2,074,668
1,454,905 1,454,905
INVESTING ACTIVITIES
Purchase of property and equipment (226,232) LB
Business acquisition net of cash acquired (42,011) (42,011)
Acquisition of intangible assets (256,875) (2568
(525,118) (525,118)
FINANCING ACTIVITIES
Repayment of capital leases and long-term debt 9,248) (489,298)
Repayment of promissory note (2,193,910) (2,183,9
Proceeds from share issuances, less issue costs 060,d25 1,060,625
(1,622,583) (1,622,583)
Increase (decrease) in cash (692,796) (692,796)
Cash - beginning of period 1,037,609 1,037,609
Cash - end of period 344,813 344,813
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6.0 CRITICAL ACCOUNTING ESTIMATES

On January 1, 2011, with the adoption of IFRS, @mnpany prepared its consolidated financial statesné
accordance with International Financial Reportingn8ards, and made estimates and assumptions ffhet its
reported amounts of assets, liabilities, revenukexpenses, and the related disclosures of comtinigdilities. The
Company based its estimates on historical expegiemd other assumptions that it believes are redééonn the
circumstances. Actual results may differ from thesémates.

Management has discussed the development andigelettthe Company’s critical accounting estimatéth the
Audit Committee of the Company’s Board of Directoesd the Audit Committee has reviewed the follayin
disclosures.

The following critical accounting policies reflettte Company’s more significant estimates and assongpused in
preparing its consolidated financial statements:

BusinessCombinationsand Goodwill

Business combinations that occurred prior to Jan@iai2010 were not accounted for in accordance RS 3,
“Business Combinationsadnd IAS 27, Consolidated and Separate Financial Statemeimtsaccordance with
the IFRS 1, First-time Adoption ofinternational Financial Reporting Standardg’kemption discussed further in
note 18.

Business combinations are accounted for using tgiisition method. The cost of the business contlmnas
measured as the aggregate of the consideratiosféraed, measured at the acquisition date at falnevand the
amount of any non-controlling interest in the acgei For each business combination, the acquirasuanes
the non-controlling interest in the acquiree eittarfair value or at the appropriate share of thgquaer’'s
identifiable net assets. The acquiree’s identiBahlssets, liabilities and contingent liabilitiesatthmeet the
conditions for recognition under IFRS 3BUsiness Combinatiohsare recognized at their fair values at the
acquisition date. Acquisition costs incurred arpensed in the period in which they are incurred.

Goodwill is initially measured at cost being thecegs of the consideration transferred over the Gowyip net
identifiable assets acquired and liabilities assiinffethis consideration is lower than the fair walof the net assets
of the subsidiary acquired, the difference is reipgd immediately in the Consolidated Statemerarihings and
Comprehensive Income.

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

Use ofEstimates

The preparation of consolidated financial statemémiconformity with IFRS requires the Company’smage ment
to make estimates and assumptions that affect aimaeported in the financial statements and ndteseto.
Actual amounts may ultimately differ from thesemsttes.

Significant areas requiring the use of managemetiimates relate to the determination of the nebverable
value of assets, including inventory obsolescenmogigions, allowance for doubtful accounts, impaimnof non-
financial assets, valuation of deferred tax asses&ful lives for depreciation and amortizationarghbased
payment, allocation of purchase price of acquisgjcselling prices, fair value of revenues, prarisifor warranties
and income taxes. Management reviews significatimases on a periodic basis and, where necessaaiesn
adjustments prospectively
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Share-base@ompensation

The Company grants stock options to buy commoneshaf the Company to directors, senior officerspleyees
and service providers pursuant to an incentive estogation plan described in note 12. The Board ok@ors
grants such options for periods of up to 2-5 yeait) vesting periods determined at its sole disereand at prices
equal to the closing market price on the day th@aop were granted.

Under this method, the Company recognizes compiensakpense for stock options awarded based orfdaine
value of the options at the grant date using thacBiScholes option pricing model. The fair valuetioé
options is amortized over the vesting period anth¢tuded in selling, general and administrativpense with a
corresponding increase in equity. The amount reieeghas an expense is adjusted to reflect the nuothsghare
options expected to eventually vest.

Allowancefor Doubtful Accaunts

The Company maintains an allowance for doubtfuloaots for estimated losses that may arise if anytof
customers are unable to make required paymentsadanent provides for bad debts by reviewing alkifice
customer accounts and trends and sets aside afigpaoiount towards the allowance account basedhis t
analysis. The amount reserved is based on the Quyigpdistorical default experience direct knowledgie
customer credit worthiness, and payment trendsstd@oer aging is reviewed monthly by managementngue
consistency with best practices. At any time thiang the year, if the Company determines that thantial
condition of any of its customers has deteriorabeckeases in the allowance may be made.

Intangible Assets

Intangible assets acquired separately are measureiditial recognition at cost. The cost of intarlgi assets
acquired in a business combination is its fair gais at the date of acquisition. Following initiatognition,
intangible assets are carried at cost less anynadatied amortization and any accumulated impairrosses.

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

Intangible assets with finite lives are armedt over the useful economic life and asseésfor impairment
whenever there is an indication that the intangidéset may be impaired. The amortization period #med
amortization method for an intangible asset witinae useful life are reviewed at least at eactaficial year end.
Changes in the expected useful life or the expeptatbrn of consumption of future economic beneditgbodied
in the asset is accounted for by changing the amatidn period or method, as appropriate, and ezated as
changes in accounting estimates. The amortizatiperese on intangible assets with finite lives isognized in the
Consolidated Statement of Earnings and Comprehehstome.

Intangible assets with indefinite useful lives aret amortized, but are tested for impairment arguaither
individually or at cash generating unit level. Thesessment of indefinite life is reviewed annutdlydetermine
whether the indefinite life continues to be supgbl¢. If not, the change in useful life from indé@ to finite is
made on a prospective basis. Gains or losses @rfsiin disposal of an intangible asset are measasethe
difference between the net disposal proceeds aedc#inrying amount of the asset and are recogniaethe
Consolidated Statement of Earnings and Comprehehstome when the asset is derecognized.

The Company records amortization of intangible &sea a straight-line basis at the following anmaa¢s, which
approximate the useful lives of the assets:

Developed technology 5 years
Contracted development 3 years
Customer relationships 3to 10 years
Acquired technology 3to 7 years
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RevenueRecogqition

EMS division

The software license revenues are recognized afierpletion of the initial support and maintenanaiqd.
Professional fees to implement the software aregeiced when the amount of revenue and cost candasured
reliably, and the stage of completion of the sexvamd be measured reliably. Annual maintenancesapgort
revenue is paid in advance and recognized on mistrine basis throughout the year as this appnates the rate

at which the service is delivered. Annual mainteaand support payments received in advance acedext as
deferred revenue on the balance sheet, until eafifeel EMS division generates approximately 30%tofévenue
through recurring revenue of existing customers.

EMR division

Accuro® EMR systems are sold based on a monthigne and services agreement with monthly recurring
revenues dependant on the number of physicianotied health professionals using the software atctistomer
site. The monthly fee is a blended payment forube of the software, on-going enhancements anditadrsupport
and is recognized as the service is delivered omathly basis. There are upfront fees to coverctiat of training
and implementation and this revenue is recognizedmthe amount of revenue and expense can be radasur
reliably, and when the stage of completion of thevice can be measured reliably. The EMR divisienegates
approximately 70% of its revenue through recurrieggnue of existing customers.

The EMR division sales and marketing efforts areued on selling Accuro® to new and acquired custsm
Existing customers of its other acquired EMR antepa management systems are charged recurringhiyoot
annual fees for software maintenance and suppsmhual maintenance and support payments are paadvance
and are recorded as deferred revenue on the badaeet until they are recognized as revenue.

Hosting division

The Hosting division provides hosting services MREcustomers, including application hosting, techhisupport,
off-site data storage and business continuatiovicges. Customers are charged an initial fee fqriémentation and
ongoing recurring charge for the maintenance af gygplication and data services. In some casesdithision sells
hardware in conjunction with the implementationv&®sue from implementation and setup is recognizsztk dhe
service is delivered and completed and the on-gaagnue for data management and hosting sensaesognized
on a monthly basis. To the extent hardware is sibld,revenue is recognized once the systems arapsand

delivered. The hosting division generates approteéiga50% of its revenue number for this division trend

upwards as the division matures.

IncomeTaxes

Income tax expense consists of current and defeta@dexpense. Income tax expense is recognizedan t
Consolidated Statement of Earnings and Comprehehstome.

Current tax expense is the expected tax payablthertaxable income for the year, using tax ratesceu or
substantively enacted at period end, adjustedrf@raments to tax payable with regards to previeassy

Deferred taxes are recorded using the statemefiinafcial position liability method. Under the statent of

financial position liability method, deferred tass&ts and liabilities are recognized for future taxsequences
attributable to differences between the financtatesnent carrying amounts of existing assets aatlliies and

their respective tax bases. Future tax assetsiabitities are measured using the enacted or sothetdy enacted

tax rates expected to apply when the asset iszezhbir the liability is settled.

The effect on future tax assets and liabilitiesaohange in tax rates is recognized in earningbénperiod that
substantive enactment occurs.

A deferred tax asset is recognized to the exteat ithis probable that future taxable profits wik available

against which the asset can be utilized. To thergxhat the Company does not consider it probidaiea future
tax asset will be recovered, it provides a valuatibowance against the excess.
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Deferred tax assets and liabilities are offset wtieare is a legally enforceable right to set offreat tax assets
against current tax liabilities, when they relaidricome taxes levied by the same taxation authaitd when the
Company intends to settle its current tax assatdiahilities on a net basis.

The Company account for income tax credits is toagance with IAS 12,Ihcome Taxes”
Contingencies

In the normal course of business, from time to tithe Company may become involved in litigation.aslune 30,
2011, the Company is a defendant in one third paltym relating to a dispute arising from the Comyga
acquisition of Clinicare Corporation. Managemenlidves the claim is without merit and has respondéith a
statement of defense. The foundation of the dispetéres on a hold back that the Company madesiudiements
of proceeds based on specific commercial attribntgsheing evident upon closing which were represeiy the
vendor. Accordingly, the Company is confident tthegre will be no material impact arising from thiggation.

Subsequent Event

On July 4, 2011 QHR concluded the purchase of asseEMIS Inc. the Canadian subsidiary of Egton Ma0
Information Systems Limited based in Leeds, UK prasly announced on April 26, 2011. The value of th
acquisition is approximately $400,000 of predonehatapital assets.

On July 25, 2011, QHR Technologies through a nefelyned subsidiary, 2293035 Ontario Limited, (“229")
concluded a transaction with WF Fund Il Limitedrfdarship, carrying on business as Wellington Faier_P and
Wellington Financial Fund Il ("Wellington") wheneiWellington assigned to 229 all of Wellington'ght, title and
interest in and to the Debentures and the secarity related documents in relation to Healthscreeluti®ns
Incorporated (the "Assignment Agreement"). Undex #hssignment Agreement, Wellington assigned to 329
Secured Debenture from Healthscreen dated May @68 2n the principal amount of $4,250,000, as arednd
("Debenture A") and a Secured Debenture from Heaitten dated April 7, 2009 in the principal amoaht
$550,000, as amended ("Debenture B" and togethtr Bebenture A, the "Debentures" ). As a resulttraf
assignment, Healthscreen is currently indebted2® i& excess of $5,100,000, which was the totakictEmation
paid for the debentures.by the Company. As secdatythis debt, 229 holds various securities ingtgdthe
following:

e A General Security Agreement from Healthscreendiiay 15, 2008 (the "GSA");

e Confirmation of security interests in intellectgabperty from Healthscreen dated May 15, 2008;

e A guarantee from MTC (a related entity to Healtbstr) dated May 15, 2008 in relation to Debenture A
secured by a Security Agreement from MTC dated May2008 (collectively, the “MTC Guarantee and
Security”);

* A Guarantee from 1589681 Ontario Limited (a relatedity to Healthscreen) dated May 15, 2008 in
relation to Debenture A, secured by a Security Agrent from 1589681 Ontario Limited dated May 15,
2008 (collectively, the "158 Guarantee and Sectrignd

« Acknowledgement, Agreement and Confirmation fromalttescreen and MTC dated April 7, 2009 (the
“Acknowledgment”) acknowledging and agreeing, amaiger things, the validity and enforceability of
the GSA and the MTC Guarantee and Security.

* QHR is working with Healthscreen and their advismmsstrategic options with regards to the Healtsicr
software and electronic medical records operatiohish QHR is interested in separating from the odst
Healthscreen business and acquiring through thgaitdns due to QHR under the debentures.

The Company’s liquidity (cash balance) was impachgdthe acquisition of the debentures by approxétyat
$5,100,000.
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7.0 BUSINESSRISKSAND UNCERTAINCIES

Risks Associated with Business adgerations

The Company is exposed to a variety of business rsome of which are inherent to all commercidegirises
and others specific to the software applicationdugtry. Management endeavors to limit the effedtgisk
factors through it planning and management processe

Government Regulation and Funding

The Company operates in market sectors influengeddvernment regulations and funding policies. HMS
division sells to large healthcare organizationscitan result in extended sales cycles and ungtaddée timing on
license revenue. The adoption rate of EMR softwiardeavily dependent on the continuation of funding
physicians by provincial governments. Additionallgrovincial regulations can significantly impactlesa of
software in each province. The Company ensuresitharoducts are compliant with government redorfet and
continually monitors changes in provincial regudas.

Software Industry & Competition

There are risks associated with the software imgugthe Company faces completion from companietnsel
similar solutions which will impact QHR’s abilitypotgrow, maintain market share and revenue. Conpetihay

also affect the software functionality that the Qxamy will need to develop and selling strategieseitds to adopt,
furthermore the Company cannot be sure it will lideao identify emerging technology and market dign
enhance its existing technologies or develop nehrielogies in order to effectively compete in itarkets. New
competitors may also appear as new technologi@glupts and services are developed. Competitiondcaldo

affect the Company’s pricing strategies and lovearenue and net earnings. Additionally, competitionld also

affect the Company’s ability to recruit and retk@y staff as well as retain existing customers.

Operating Results

The Company has incurred losses in the past arghvevin part depends on signing new contracts ssdméich

are subject to long and complex sales cycles. Fatlu continue to close these transactions woule lsamaterial
adverse effect on the Company’s operating perfoomamd results.

Acquisitions

A strategic initiative of the Company is to contnto grow through acquisitions. There is no ass@ahat the
Company will find suitable companies to acquirettmat the Company will have the necessary resourcesake
these acquisitions.

Key Employees

Success of the Company largely depends upon thénoed efforts and performance of its key employaed

executive team. Failure to attract and retain kapleyees with the requisite skills could have axesse material
impact upon the Company’s operating results arahfiral condition.

Liquidity

The Company's growth strategy anticipates beinge &bl fiancé the Company’s operations and its caetin

expansion through additional equity investments @elot financing. There is no assurance that thepaomwill be
able to secure such financing in the future.
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8.0 RISKSASSOCIATED WITH BUSINESS AND OPERATIONS

The Company’s exposure to business and operat&s mcludes but is not limited to the following:

The Company recognizes the threats posed by theentucredit crisis and global recession, but cannot
guarantee that it will be able to successfully gaté through the current downturn.

The Company cannot be sure it will be able to ifigmtmerging technology and market trends, enhatsce
existing technologies or develop new technologiesrier to effectively compete in its markets

The Company cannot be sure that it will be abledmpete effectively with the current competitorbeT
Company’s markets are intensely competitive. Soamepetitors have technologies and products that lneay
more advantageous and compete directly with thegaom Some of these competitors are large, eshedolis
companies which have significantly greater resaaithan those of the Company.

The Company has limited intellectual property petittn. The Company’s success and ability to compete
are dependent, in part, upon its proprietary teldgyy brand and reputation in the marketplace, and
customer relationships.

If the Company experiences rapid growth and doésnamage it effectively, profitability may be affed.

The Company’s operations may be disrupted by nhtlisasters and extreme weather conditions.
Mergers or other strategic transactions by our aditgys could weaken our competitive position atuee

our revenue.

The Company'’s level of indebtedness and its failereeomply with our indebtedness arrangements may
adversely affect our business and operations. tAgume 30, 2011 the Company currently holds no
applicable debt requiring a credit facility.

9.0 RISKSASSOCIATED WITH THE VALUE OF SHARES

The current financial market volatility can resintwide fluctuations in the market price of the Gmany's stock.
Despite the previously mentioned profitable resuhg uncertainty and volatility in current finaakimarkets can
result in wide fluctuations in the market price tbé Company’'s stock. The Company’s operating tesuhve
varied on a quarterly basis in the past and magtdhte significantly in the future
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