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The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant as of
February 28, 2007 was approximately $3,397,004 computed by reference to the closing price of the common stock for

that date.
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or requires otherwise.

Edgar Filing: EMTEC INC/NJ - Form 10-K

TABLE OF CONTENTS 4



Cautionary Statement Regarding Forward-Looking Statements

You should carefully review the information contained in this Annual Report and in other reports or documents that
we file from time to time with the Securities and Exchange Commission (the �SEC�). In this Annual Report, we state
our beliefs of future events and of our future financial performance. In some cases, you can identify those so-called

�forward-looking statements� by words such as �may,� �will,� �should,� expects,� �plans,� �anticipates,� �believes,� �estimates,�
�predicts,� �potential,� or �continue� or the negative of those words and other comparable words. You should be aware that

those statements are only our predictions. Actual events or results may differ materially. In evaluating those
statements, you should specifically consider various factors, including the risks discussed in this Annual Report for
the year ended August 31, 2007 and other reports or documents that we file from time to time with the SEC. Those

factors may cause our actual results to differ materially from any of our forward-looking statements. All
forward-looking statements attributable to us or a person acting on our behalf are expressly qualified in their entirety

by this cautionary statement.

Assumptions relating to budgeting, marketing, and other management decisions are subjective in many respects and
thus susceptible to interpretations and periodic revisions based on actual experience and business developments, the
impact of which may cause us to alter our marketing, capital expenditure, or other budgets, which may in turn affect

our business, financial position, results of operations, and cash flows.

ii
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PART I

Item 1. Business

Introduction

Emtec, Inc. (�the Company�) is an information technology company, providing consulting, services and products to
commercial, U.S. Federal Government, education, U.S. state and local clients. Our services and products address the

technology needs of our clients including communications, data management, enterprise computing, managed
services, storage and data center planning and development. Our solutions are crafted to enable our clients to become
more efficient and effective, thereby making them more profitable and giving them a competitive advantage. To date,
the most significant portion of our revenues has been derived from our activities as a reseller of IT products, such as

workstations, servers, microcomputers, application software and networking and communications equipment.
However, we are actively endeavoring to increase the portion of our revenues that are derived from IT services.

Our primary business objective is to become a leading single-source provider of high quality and innovative IT
consulting, services and products. Through our strategic partners, we have an expanded array of products and

technology solutions to offer our clients.

Over the past two decades, we have built strong relationships with leading manufacturers, such as Cisco, HP,
LENOVO, Microsoft, Sun Microsystems, Dell, Samsung and Symantec, thereby enabling us to provide cutting-edge,

scalable, reliable and secure solutions. This development along with our background in information technology,
positions us as a single-source provider of information systems and network solutions.

Our clients are primarily large business organizations, federal, state and local governments, local school districts, and
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other large and mid-sized companies located principally in the New York/New Jersey Metropolitan area and the
Southeastern United States. We service our client base from leased facilities in New Jersey, New York, Virginia,

Georgia, and Florida as well as five sales offices in the South and Western United States. We provide IT products to
federal government civilian and military locations throughout the United States.

Our executive offices are located at 525 Lincoln Drive, 5 Greentree Center, Suite 117, Marlton, New Jersey;
telephone: (856) 552-4204. Our website is www.emtecinc.com. We have made available free of charge through our

website our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of

1934 as soon as reasonably practicable after such material was electronically filed with, or furnished to, the SEC. The
information on our website is not part of this Annual Report.

The Merger

On August 5, 2005, we completed our merger pursuant to the Agreement and Plan of Merger dated as of July 14, 2005
(the �Merger Agreement�), by and among Emtec, Inc., a Delaware corporation (�Old Emtec�), Emtec Viasub LLC, a

Delaware limited liability company and a wholly-owned subsidiary of Old Emtec (�MergerCo�), and Darr Westwood
Technology Corporation, a Delaware corporation (�Darr�). Prior to the Merger, Darr was a holding company formed in

April 2004 in order to effectuate the purchase of all of the outstanding capital stock of Westwood Computer
Corporation (�Westwood�). Darr�s acquisition of Westwood�s capital stock was completed on April 16, 2004 (the

�Westwood Acquisition�). In March 2007, we changed Westwood�s name to Emtec Federal, Inc. (�Emtec Federal�).
Pursuant to the terms of the Merger Agreement, Darr merged with and into MergerCo (the �Merger�) and became a part

of the consolidated entity that retained the name Emtec, Inc.

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

fiscal year end from March 31 to August 31.

1
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Upon completion of the Merger, all of the shares of Darr common stock issued and outstanding immediately prior to
the Merger were exchanged for 9,528,110 shares of our common stock and the former Darr stockholders were issued

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

Accounting Treatment

The issuance of our common stock in connection with the Merger gave the former Darr shareholders shares equal to
approximately 55.7% of our total outstanding common stock post-merger and resulted in a change in control of the

Company and determination that the transaction should be accounted for as a reverse merger, whereby Darr was
considered the accounting acquirer of Old Emtec for financial reporting purposes. In what was regarded as a
recapitalization, the historical stockholders' equity of Darr, the accounting acquirer, prior to the merger, was

retroactively restated for the equivalent number of shares received in the merger after giving effect to any difference in
the par value of Old Emtec�s and Darr�s stock with an offset to paid-in capital. Retained earnings of Darr are carried

forward after the merger. Operations prior to the merger are those of Darr. Earnings per share for periods prior to the
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merger were restated to reflect the equivalent number of shares. The consolidated financial statements and related
footnotes for the year ended August 31, 2005 includes the amounts and transactions of Darr for the year ended August

31, 2005 and Old Emtec for the period from August 6, 2005 to August 31, 2005.

Industry Background

The broad market in which we compete is the provision of IT services and products. This marketplace consists of
traditional IT services such as hardware and software procurement, life-cycle services, and network consulting, as well
as internet services such as web enablement, remote network monitoring, help desk services, and information security.

As the market for IT products has matured over the past several years, price competition has intensified. That factor,
combined with abbreviated product lifecycles, has forced IT product manufacturers to pursue lower cost

manufacturing and distribution strategies. Resellers who were able to serve the needs of corporate end users requiring
diverse brands of products and related IT services were initial beneficiaries of this heightened competition. More

recently, however, continuing competition and manufacturers� renewed efforts to improve their cost structures have led
to both consolidations and business failures among resellers. Manufacturers have shifted from exclusive distribution
partners to �open sourcing� and some have begun direct selling efforts with a view toward capturing market share from

resellers.

At the same time that the market for IT products is consolidating, the market for IT services is expanding. Many
companies have become increasingly dependent on the use of IT as a competitive tool in today�s business environment.
The need to distribute and access data on a real-time basis throughout an organization and between organizations has
led to the rapid growth in network computing infrastructures that connect numerous and geographically dispersed end

users through local and wide area networks. This growth has been driven by the emergence of industry standard
hardware, software, and communications tools, as well as the significant improvement in the performance, capacity,

and utility of such network-based equipment and applications.

The decision-making process that confronts companies when planning, selecting, and implementing IT infrastructure
and services continues to grow more complex. Organizations are continually faced with technology obsolescence and
must design new networks, upgrade, and migrate to new systems. As a result of the rapid changes in IT products and
the risks associated with the commitment of large capital expenditures for products and services whose features and

perceived benefits are not within the day-to-day expertise of operating management, many businesses increasingly are
outsourcing some or all of their network management and support functions and are seeking the expertise of

independent providers of IT products and services.

Regarding the federal government business, the U.S. federal government is one of the largest purchasers of IT
products and services in the world and one of the largest users of outside contractors. The use of outside contractors is

driven primarily by an effort to address specific skills needed by the federal government. There is a high demand
requirement for certain service capabilities such as security, storage, networking and integration. Engagements

support mission-specific goals rather than routine and deferrable office automation efforts.

2
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While the government will likely always support small and disadvantaged businesses, efforts toward shared data and
IT functions across agencies should increase the need for vendors with scale as prime contractors. Federal IT spending

growth is expected to outpace the growth of private sector spending.
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Our Strategy

Our primary business objective is to become a leading single-source provider of high quality and innovative IT
consulting, services and products. With the Merger, we believe we have created a strong, stable platform for growth

and management depth. Through our strategic partners, we have an expanded array of products and technology
solutions to offer our clients. We believe that by working with a single-source provider, organizations will be able to

adapt more quickly to technological changes and reduce their overall IT costs. To this end, we are pursuing the
following strategies:

Pursuing Strategic Acquisitions

We are seeking to expand our service offerings. We plan to enhance our base of technical and sales personnel, and to
nurture and expand client relationships by means of acquisitions of companies whose businesses complement our

businesses and, in particular, expand into the area of software consulting services. We intend to focus on companies
with management teams who are willing to commit to long-term participation in our organization and who share our

vision of continued growth.

Capitalizing on Existing Relationships

We have invested in training and committed resources to obtain company certifications from key industry
manufacturers, and have entered into agreements with most of these manufacturers, such as Sun Microsystems, IBM,

LENOVO, HP, Dell, CISCO, Microsoft, Novell and Citrix. These agreements grant us a nonexclusive right to
purchase the manufacturer�s hardware and license its software for our internal business use and for commercial

integration and resale. Typically, our agreements with such manufacturers, such as those with Sun Microsystems,
IBM, LENOVO, CISCO, Microsoft, Novell and Citrix, provide for a one-year term, renewable by the parties for

successive one-year terms and are terminable by either party on prior written notice ranging from 30 to 45 days. They
generally do not contain financial terms for resale of the manufacturer�s products, which terms are separately governed

by purchase orders.

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

Our Business

IT Reseller

We are an authorized reseller of the products of many leading IT manufacturers, such as 3Com, CISCO, HP, Lenovo,
IBM, Intel, Microsoft, NEC, Symantec, Novell, Dell, and Sun Microsystems. Such products include workstations,
servers, networking and communications equipment, enterprise computing products, and application software. Our

business depends in large part upon our ongoing access to well established aggregators, as well as directly with
manufacturers to enable us to acquire IT products at competitive prices and on reasonable terms for resale to our
customers. Typically, we have not entered into any long-term supply contacts with any of our suppliers, as we

purchase computers, computer systems, components, and parts on a purchase order basis. In general, our agreements
with any of our suppliers including manufacturers can be terminated by such companies at any time upon 30 to 45

days prior notice.

Through our vendor alliances, we provide our customers with competitive pricing and value-added services such as
electronic product ordering, product configuration, testing, warehousing, and delivery. Our relationships with our

suppliers allow us to minimize inventory risk by ordering products primarily on an as-needed basis. We believe that in
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most cases our ability to acquire products on a cost-plus basis affords us the opportunity to avail ourselves of prices
lower than those that could be obtained independently from manufacturers or other vendors. We utilize electronic

ordering and pricing systems that provide real-time status checks on the aggregators� inventories and maintain
electronic data interchange links to other suppliers. Our sales team is thereby able to schedule shipments more

accurately and to provide electronically-generated client price lists.

3
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We receive manufacturer rebates resulting from certain equipment sales. In addition, we receive volume discounts and
other incentives from various suppliers. Our accounting policy is to reduce cost of revenues for rebates, discounts, and
other incentives received from these suppliers. Except for products in transit or products awaiting configuration at our

facility, we generally do not maintain large inventory balances. Our primary vendors limit price protection to that
provided by the manufacturer (generally less than 30 days) and they restrict product returns, other than defective
returns, to a percentage (the percentage varies depending on the vendor and when the return is made) of products

purchased. Those returns must occur during a defined period, at the lower of the invoiced price or the current price,
subject to the specific manufacturer�s requirements and restrictions.

Our IT reseller activities accounted for approximately for 87.4%, 87.6% and 89.9% of our total revenues for the
twelve months ended August 31, 2007, 2006 and 2005, respectively.

IT Services

Enterprise Computing Solutions:  We offer a full spectrum of IT product acquisition and support services needed to
support client/server environments, including product sourcing, network design and implementation, technical

support, server consolidation, virtualization, and clustering and load balancing for high availability.

Managed Services and Staff Augmentation Solutions:  We manage and support customers� networks through the
utilization of help desk and network monitoring services as well as through our own on-site engineering resources.

This allows organizations to focus the majority of their efforts on their businesses � not on managing their IT
infrastructures.

Data Communications Solutions:  We offer Local Area Network / Wide Area Network and data wireless connectivity,
voice over IP and structured cabling solutions that are designed to enhance communication capabilities, while

decreasing costs.

Data Access Solutions:  We enable on-demand access to information from anywhere over any network; our mobility,
messaging, and management solutions provide secure data access, increased business productivity, and reduced IT

costs for any organization.

Data Storage Solutions:  We offer storage needs assessments, solution recommendations with hardware, software and
implementation project requirements, implementation and integration services, post-sales training, maintenance and

support services.

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

security, power distribution and cable management.

Edgar Filing: EMTEC INC/NJ - Form 10-K

IT Reseller 9



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

spectrum of IT product acquisition and support services needed to support server environments. Our services include:

� Evaluation and prioritization of business objectives to determine the best course of action for our customers;
� Consultation with customers to identify the right IT products and services for their needs;
� Leveraging our vendor relationships to quickly source the right combination of products;

� Providing logistical support needed to deploy a major technology roll out; and

�Providing continuous support to enable a client to improve end-user satisfaction, minimize downtime, and lower the
total cost of ownership.
K-12 Specialized Services for Student and Faculty Needs:  We integrate top-quality curriculum software and computer
products into the classroom. We have significant experience in building local area networks that link many campuses
together. We also provide district-wide support and sustain Internet access to educational resources worldwide. We

tailor our array of services to make the best use of limited funds.

4
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Manufacturers Support Services Contracts:  We offer manufacturer support service contracts that provide our clients
with extended technical support, onsite hardware service and access to new software releases at a fixed price.

Our IT services activities accounted for approximately 12.6%, 12.4% and 10.1% of our total revenues for the twelve
months ended August 31, 2007, 2006 and 2005, respectively.

Backlog

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

Distribution

Through our vendor alliances, we provide our customers with competitive pricing and value-added services such as
electronic product ordering, product configuration, testing, warehousing, and delivery. Our relationships with our

suppliers allow us to minimize inventory risk by ordering products primarily on an as-needed basis. We believe that in
most cases our ability to acquire products on a cost-plus basis affords us the opportunity to avail ourselves of prices
lower than those that could be obtained independently from manufacturers or other vendors. We utilize electronic

ordering and pricing systems that provide real-time status checks on the aggregators� inventories and maintain
electronic data interchange links to other suppliers. Our sales team is thereby able to schedule shipments more
accurately and to provide electronically-generated client price lists. Typically, our agreements with any of our
suppliers including manufacturers can be terminated by such companies at any time upon 30 days prior notice.

Marketing

Our marketing efforts are focused on:

� Broadening our public image as an IT service provider;
� Promoting our offerings to current customers, prospects, partners, and investors;

� Maintaining a constant flow of marketing communications to increase and maintain our market presence;
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� Driving prospects to our web site; and
� Increasing overall inquiries and sales from all sources.

Our marketing division is charged with sales lead generation. Through diverse efforts that include seminars,
tradeshows, direct mail, telemarketing, a bi-monthly newsletter, and through our website we create multiple and

frequent �touches� of our prospective customers. The primary goal is to increase the number of face to face meeting
opportunities between our account team and prospective clients, and to drive additional opportunities through our

sales pipeline.

Customers

Our clients are primarily large business organizations, federal, state and local governments, local school districts, and
other large and mid-sized companies located principally in the New York/New Jersey Metropolitan area and the

Southeastern United States. The majority of our sales are drawn from various civilian and military U.S. governmental
departments and agencies. We service our client base from leased facilities in New Jersey, New York, Virginia,

Georgia, and Florida as well as five sales offices in the South and Western United States. We provide IT products to
federal government civilian and military locations throughout the United States.

Our governmental agency customers include the Department of Defense, Department of Justice, Department of
Homeland Security, Department of Health and Human Services, Department of Commerce and the GSA. Our state
local government customers include various agencies in the State of New Jersey and other local government units.

Education customers primarily include k-12 school districts in GA and FL.

5
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The government utilizes a variety of contracting methods, including negotiated bids, pre-negotiated blanket purchase
agreement contracts and open-market procurements when purchasing from us. We participate in formal government

bids for all contract types, and also processes orders received on existing contracts on an ongoing basis.

Substantially all of these bids are awarded on a �best value� to the government basis (which depending on the bid can be
a combination of price, technical expertise, past performance on other government and commercial contracts and other

factors). We seek to use partner contacts, purchasing power, distribution strength, value-added services and
procurement expertise to compete successfully on these bids. These major procurements can generate millions of

dollars in annual revenue, span multiple years and provide government personnel with an expedited method of
purchasing from us.

We hold a GSA-designated Schedule 70 contract for the sale of IT products and services. Schedule 70 contracts are
multi-award schedule contracts managed by the GSA IT Acquisition Center. The current contract is valid through

December 31, 2007 with two five-year renewals. Additionally, we hold three Indefinite Delivery Indefinite Quantity
(�IDIQ�) contracts that are valid for all federal government agencies. An Electronic Commodity Store III (�ECS III�)

prime contract issued to us by the National Institute of Health provides various governmental agencies with an
efficient cost-effective means for buying commercial products. The ECS III contract is valid through December 2011.

An ADMC-2 prime contract issued to us by the Army Small Computer Program provides all military departments
(and other authorized government agencies) the ability to purchase desktops, laptops, thin clients/server-based

computing, ruggedized computers, peripheral devices and related accessories. The ADMC-2 contract is valid thru
April 2016. A National Aeronautics and Space Administration � Solutions for Enterprise-Wide Procurement IV (�SEWP

IV�) prime contract issued to us by NASA provides all governmental agencies with the means to purchase a wide
variety of IT products and related integration and installation services. Specifically for the SEWP IV contract, we are

considered a Large Business, and the SEWP IV contract is valid through April 2014.
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Our subsidiary, Emtec Federal, maintains a small-business designation with the federal government under its GSA
Schedule, ECS III, ADMC-2 and all current BPAs held based upon our size status (headcount based) at the time of the
contract�s original award date. As a small business, Emtec Federal enjoys a number of benefits, including being able to

compete for small business orders, qualifying as a small business subcontractor, bidding pursuant to small purchase
procedures directed to non-manufacturer small business, and offering government agencies an avenue to meet their

internal small business purchase goals.

It is expected that federal government business revenues will continue to represent a large portion of our total
revenues as we continue to strive to penetrate wider and deeper into various civilian and military agencies. During the

last three fiscal years ended on August 31, 2007, 2006 and 2005, U.S. governmental department and agency related
sales accounted for approximately 52.3%, 52.6%, and 76.1% of our total revenues, respectively. The federal

government business typically experiences increased activity during the months of August through November.

Government Contracts Potentially Subject to Termination

Our contracts with the U.S. Federal Government, U.S. state and local clients are generally subject to termination, in
whole or part, at the convenience of the government parties or if funding becomes unavailable.

Competition

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

providers. In addition, many computer product manufacturers also sell to customers through their direct sales
organizations and certain of them have announced their intention to enhance such direct sales efforts.

Many of our current and potential competitors have longer operating histories and financial, sales, marketing,
technical, and other resources substantially greater than we do. As a result, our competitors may be able to adapt more

quickly to changes in client needs or to devote greater resources than we can to the sales of IT products and the
provision of IT services. Such competitors could also attempt to increase their presence in our markets by forming

strategic alliances with our other competitors or with our customers, offering new

6
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or improved products and services to our customers or increasing their efforts to gain and retain market share through
competitive pricing. Although, we hold a GSA designated Schedule 70 contract, an ECS-III prime contract, an

ADMC-2 prime contract, a SEWP IV prime contract, and have contracts with the State of New Jersey, State of New
York, Gwinnett County School System, Duval County School System and Tiffany & Co., we typically have no

ongoing written commitments from any customers to purchase products, and all product sales are made on a
purchase-order basis.

We are also in direct competition with local, regional, and national distributors of microcomputer products and related
services as well as with various IT consulting companies. These competitors run the gamut from consulting companies

to the established consulting arms of nationwide accounting and auditing firms. Several of these competitors offer
most of the same basic products as we do. We also encounter competition from microcomputer suppliers that sell their

products through direct sales forces, rather than through resellers such as ourselves, and from manufacturers and
distributors that emphasize mail order and telemarketing sales.
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Depending on the customer, the principal areas of competition may include price, pre-sale and post-sale technical
support and service, availability of inventory, and breadth of product line. We have an insignificant market share of

sales in the microcomputer industry and of the service markets that we serve. Most of our competitors at the regional
and national levels are substantially larger, have more personnel, have materially greater financial, technological and

marketing resources, and operate within a larger geographic area than we do.

Employees

As of November 14, 2007, we employed 213 individuals, including 74 sales, marketing and related support personnel,
82 service and support employees, 35 operations and administration personnel, and 22 employees in accounting,
finance, and human resources. We believe that our ability to recruit and retain highly skilled technical and other

management personnel will be critical to our ability to execute our business model and growth strategy. We believe
that our relations with our employees are good.

Available Information

The public may read and copy any materials filed by us with the SEC at the SEC�s public reference room at 100 F
Street, N.E., Washington D.C. 20549. The public may obtain information about the operation of the SEC's public

reference rooms by calling the SEC at 1-800-SEC-0330. The SEC also maintains a website at http://www.sec.gov that
contains reports, proxy and information statements and other information about issuers such as us that file

electronically with the SEC.

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

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

Item 1A. Risk Factors

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

may be adversely affected.

Our transition from an emphasis on reselling IT products to an emphasis on providing IT services has placed
significant demands on our managerial, administrative, and operational resources. Our ability to manage this transition
effectively is dependent upon our ability to develop and improve operational, financial, and other internal systems, as
well as our business development capabilities, and to attract, train, retain, motivate, and manage our employees. If we
are unable to do so, our ability to effectively deliver and support our services may be adversely affected. Further, our

transitional efforts to access higher-margin services and consulting revenues may result in reduced IT product sales. If
we successfully expand our IT services offerings, periods of variability in utilization may continue to occur. In
addition, we are likely to incur greater technical training costs during such periods. Historically, our IT reseller

activities accounted for approximately 87.4%, 87.6% and 89.9% of our total revenues for the year ended August 31,
2007, 2006 and 2005, respectively. In contrast, our IT services activities accounted for approximately for 12.6%,

12.4% and 10.1% of our total revenues for the year ended August 31, 2007, 2006 and 2005, respectively.
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Our new services have not achieved widespread client acceptance. If they do
not achieve market acceptance, our profit potential may be adversely affected.

We have limited experience in developing, marketing, or providing these services. We cannot assure you that we will
be able to successfully market such services to either new or existing customers, that our services will achieve market
acceptance, or that we will be able to effectively hire, integrate, and manage additional technical personnel to enable

us to perform these services to our customers� expectations.

We may not be able to compete effectively in the highly competitive IT
services industry.

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

providers.

Many computer product manufacturers also sell to customers through their direct sales organizations and certain of
them have announced their intentions to enhance such direct sales efforts. Many of our current and potential

competitors have longer operating histories and financial, sales, marketing, technical, and other resources substantially
greater than we do. As a result, our competitors may be able to adapt more quickly to changes in client needs or to

devote greater resources than we can to the sales of IT products and the provision of IT services and we may not have
the resources to compete effectively.

Our inability to maintain high personnel-utilization rates may adversely impact
our profit potentiality.

The most significant cost relating to the services component of our business is personnel expense, which consists of
salaries, benefits, and payroll related expenses. Thus, the financial performance of our service business is based

primarily upon billing margins (billable hourly rates less the costs to us of service personnel on an hourly basis) and
utilization rates (billable hours divided by paid hours). The future success of the services component of our business

will depend in large part upon our ability to maintain high utilization rates at profitable billing margins. The
competition for quality technical personnel has continued to intensify, resulting in increased personnel costs. This

intense competition has caused our billing margins to be lower than they might otherwise have been. Our utilization
rates for service personnel likely will also be adversely affected during periods of rapid and concentrated hiring.

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

Our operating results have been, and will continue to be, impacted by changes in technical personnel billing and
utilization rates. Moreover, we expect that downward pricing pressure will persist due to the continued

commoditization of computer products. Further, there are numerous other factors, which are not within our control
that can contribute to fluctuations in our operating results, including the following:

� patterns of capital spending by customers;
� the timing, size, and mix of product and service orders and deliveries;

� the timing and size of new projects, including projects for new customers; and
� changes in trends affecting outsourcing of IT services.

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

Edgar Filing: EMTEC INC/NJ - Form 10-K

Our new services have not achieved widespread client acceptance. If they do not achieve market acceptance, our profit potential may be adversely affected.14



acquisitions, including the mix of product and service revenues of acquired companies.

Since our inception, we have funded our operations primarily from borrowings
under our credit facility.

Our credit facility contains financial covenants. As of August 31, 2007, we were not in compliance with our net
income financial covenant with the Lender. On November 16, 2007, we received a waiver from the Lender with

respect to our financial covenant compliance. We had an outstanding balance of $5.85 million under the revolving
portion of the Credit Facility, and $2.63 million (included in our accounts payable) outstanding plus $1.80 million in

open approvals under the floor plan portion of the Credit Facility with Lender
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