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GoyNex

Our objectives are

7o grow and develop as a leading independent manufacturer of high power and high réliability
éectronic products

Our key values are

Customers
Delivering confidence in our products and servita®ugh applying high standards of quality and iser
whilst maintaining a personal and flexible approxbur customers.

Engineering
Enabling access to the best engineering skillsapmlying the highest technical standards to outocoers’
requirements.

Profitability
Sustaining and developing our business throughctitig efforts into the most profitable sectors afr ¢
business.

Integrity
Being honest, straightforward and reliable in deglivith people across all areas of our business.
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This report may contain forward looking statemehé involve a number of risks and uncertaintias|uding statements regarding the outlopk
for the Corporation’s business and results of dpmera. By nature, these risks and uncertaintieddcoause actual results to differ materially
from those indicated. Such factors include, withiguitation, the various factors set forth in theaivbhgement Discussion & Analysis of this
report as discussed in public disclosure documi@atswith the Canadian Regulatory Authorities. Byrdisclaims any intention or obligation
to update or revise any forward looking statememetiver as a result of new information, future evemtotherwise.
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Company Profile

Dynex is one of the world’s leading independentudigps of specialist, high power semiconductor piaid. Dynex
Semiconductor Ltd is its main operating business iarbased in Lincoln, England in a facility hougitihe fully
integrated silicon fabrication, assembly and tsales, design and development operations. The Gongbesigns
and manufactures high power bipolar discrete semdigotors, high power insulated gate bipolar traosi@GBT)
modules, high power electronic assemblies, andatiadi hard silicon-on-sapphire integrated circg8©S IC’s).
Dynex power products are used world wide in povecteonic applications including electric powernsaission
and distribution, renewable and distributed enemggrine and rail traction motor drives, aerospagectric
vehicles, industrial automation and controls andvgro supplies. Our IC products are used in demanding
applications in the aerospace industry.

Company Facts

e DPI Technologies Inc. was founded in February 1998
e DPI Technologies Inc. changed its name to Dynexd?dmc. in May 1999
e Dynex Semiconductor Ltd was formed to acquire tbeets of the Lincoln Business Unit in January

2000
e The Lincoln Business Unit was founded in Lincolmgiand in 1956 and had previously traded as:
AEI Semiconductors Ltd (AEI)
Marconi Electronic Devices Ltd (MEDL)
GEC-Plessey Semiconductors Ltd. (GPS)

e 224 employees (March 2007)
e |S09001:2000 and 1ISO14001:2004 approved
e Further information; www.dynexsemi.com

Products
e High power bipolar discrete semiconductors
e High power IGBT modules
e High power electronic assemblies and components
e High reliability silicon-on-sapphire ICs

Customers & Markets

Our customers are electronic equipment manufactaed maintenance providers in the following sector
e Electric power transmission and distribution

Renewable and distributed power

Marine and rail propulsion and on-board systems

Heavy industries such as steel and mining

Factory automation

Aerospace

Medical equipment

Telecommunications

Electric vehicles
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Letter to Shareholders

A solid foundation for growth

Over the past two years, since my appointment as

CEO of Dynex Power Inc. our focus has been on

building a solid foundation for growth. This has

resulted in a number of achievements:

e reducing our cost base by streamlining our
organisation;

< refinancing and balancing our cash flow;

» rebuilding and reducing the costs of the supply
lines for our materials and services;

e re-establishing our customers’ confidence in our
operations; and

e strengthening our manufacturing operations to
give focus on our core strengths and our most
profitable sectors in high power semiconductors,
high power electronic assemblies and silicon-on-
sapphire integrated circuit products.

Much of this work is beginning to show returns. Our

order book has grown to record levels and as a
consequence we are now moving into a period of
robust growth in our operations. The first such

positive growth since Dynex Semiconductor Ltd.

was established in the year 2000.

In 2006 our year on year growth was just 4%, but
this masked an underlying 10% growth in UK
sterling terms. This modest growth has heralded a
more significant growth expectation for 2007 of
around 18% in UK sterling terms. We are able to
realise this growth because of the hard work weshav
undertaken during the past two years and due to our
strong market position in both high power and
silicon-on-sapphire technologies.

The mix of revenue in the first quarter and the
increase in energy costs resulted in a reduction in
margins. However, as the year progresses, and
revenues rise, we expect an improvement in our
margins to take place.

Developing our manufacturing operations

Through increasing our revenues we expect to report
an overall profit in 2007, and it is our intentiom
invest these profits in the operations. At the same
time, we will be working to secure capital investine

in an extensive medium term programme developing
our manufacturing operations. Accordingly, our
management focus is being redirected from the

basics of recovery and foundation to one of growth
and business development.

The capital investment will be applied to service
three requirements. Firstly, certain items of our
equipment can be brought up to date to reduce
energy usage and improve efficiencies: this will
increase our equipment uptime and reduce energy
costs. Secondly, the increased demand on our IGBT
products places a strain on our equipment capacity,
and so additional production capacity is required.
Finally, to introduce new products, and to
accommodate larger silicon wafers, we plan to
expand our fabrication facilities for handling 12%m
and 150mm material.

As reported in the last quarter of 2006, Dynex is
receiving grant support from the UK Department of
Trade and Industry to develop advanced high power
semiconductor devices. The new products resulting
from these research and development programmes
will strengthen the core of our high power products
Investment in the manufacturing facilities will ey
Dynex to derive the maximum return from these new
products and keep us at the forefront of high power
semiconductor manufacture

Growth in the second half of 2007

As you read the MD&A in this report you will see
that we have made a good solid start to the yedr an
are on track against our plans. Our expectatioas ar
that revenues in the second quarter will be very
similar to the first, but higher revenues are fastc
for the third and fourth quarters. The growth ie th
second half of 2007 is based on both integrated
circuit product sales for aerospace and module powe
assembly shipments to the marine drive sector. In
both cases these expectations are underpinned by
firm customer contracts.

Whilst management is encouraged by the recent
improved performance of Dynex, we believe there is
stil much to be done to improve the business
operations. To allow us the opportunity to achieve
that ambition we look forward to your continued
support and management thank you along with our
employees, customers and suppliers for your loyalty
and commitment.

Plo s

Paul Taylor
President and Chief Executive Officer
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Management Discussion &

Analysis

The following discussion and analysis should be read
in conjunction with the Consolidated Financial
Satements and Notes of the Corporation for the
quarter ended March 31st, 2007.

This report may contain certain forward-looking
statements that involve a number of risks and
uncertainties, including statements regarding the
outlook for the Group’s business and results of
operation. By nature, these risks and uncertainties
could cause actual results to differ materiallyniro
those indicated. Such factors include, without
limitation, the various factors set forth in the
Management Discussion & Analysis of this report as
discussed in public disclosure documents filed with
Canadian regulatory authorities.

Overview

The first quarter has been satisfactory for the
Company with revenue higher than in any quarter
last year. The gross margin percentage of 17.2% was
slightly lower than the average for 2006 of 17.7%.
This reduction reflects the significantly higher
energy costs that became effective from the
beginning of October 2006 and provision for salary
increases that will be effective from January 2007,
the first increases for eighteen months. Expenses
rose to $1.3 million from a quarterly average of251
million last year. The weakening of the Dollar
explained this increase. In Sterling terms, expgnse
were lower than the quarterly average in 2006. The
small loss of $39,000 was better than we had fateca
and strengthened management’s confidence in a
return to profitability for 2007 as a whole.

Revenue

Revenue for the first quarter of 2007 was $7.2
million, up by $491,000 or 7% from the fourth
quarter of 2006, which had been the highest qugrter
revenue in that year. Revenue was higher in aflethr
high power sectors. Revenue was up by $1.1 million
or 18% from the corresponding quarter of last year,
with growth recorded in all three high power
segments. Revenue for integrated circuits had risen
against the corresponding quarter of last year, but
was below the very high sales in the fourth quaster
2006.

Gross Margin

The gross margin in the first quarter of $1.2 miili
was $4,000 lower than in the fourth quarter of 2006
which had been the highest quarterly gross margin
during that year. The fall in gross margin percgata
from 18.5% to 17.2% was a result of a change in the
mix of sales. Gross margin was $117,000 or 10%
higher than the gross margin reported in the
corresponding quarter of last year with the inoeeas
coming from the increased sales. The fall in gross
margin percentage from 18.3% to 17.2% reflected
higher costs, particularly for electricity.

Expenses

Overhead expenses in the first quarter of 2007 of
$1.3 million were $419,000 or 46% higher than in
the fourth quarter of 2006. The fourth quarter fegu
had been lessened by a $230,000 insurance recovery.
Excluding that, the rise against the fourth quanias
$189,000 or 21%. The majority of this increase
occurred in sales and marketing and was related to
the recruitment and training of new sales engineers
The rest of the increase in overhead expenses was a
combination of devaluation of the Dollar and
providing for salary increases. The figure was
$196,000 or 17% higher than in the corresponding
quarter of last year with the recruitment and frajn

of new sales engineers, depreciation of the Dollar
and providing for salary increases again being the
explanation.

Interest & Other Income

Interest and other income was $52,000 in the first
guarter of 2007, $9,000 or 14% lower than in the
preceding quarter. The figure was $22,000 or 30%
lower than that of the corresponding quarter of las

year. The main constituent of Other Income

continues to be the $39,000 quarterly release of
deferred revenue arising from the sale and leagebac
of a building in 2003.

Foreign Exchange Gains and Losses

There was a foreign exchange gain in the quarter of
$6,000, compared to a gain of $46,000 in the fourth
quarter of 2006 and a gain of $20,000 in the

corresponding quarter of last year. By their nature

these gains and losses are unpredictable.

Income Taxes

No tax is payable on the small loss recorded in the
quarter. As a result of brought forward tax losses,
tax was payable on the profit reported in the fourt
quarter of 2006 nor on the profit reported in the
corresponding quarter of last year.
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Net Loss/Earnings

The Company reported a net loss of $39,000 in the
quarter compared to a profit in the previous quarte
of $423,000. The fall resulted from a change in mix
of sales, the benefit of the insurance recoverthen
fourth quarter of last year, the additional saled a
marketing costs in this quarter and the impact of
providing for salary increases. A net profit of
$66,000 had been reported in the corresponding
quarter of last year, with the increase in saled an
marketing costs and salary increases being the main
influences.

Segmental Analysis

Sales prices in all business segments remainebk stab
during the quarter but a fall in the value of tludlat
means that the sales figures exaggerate the volume
increases.

Revenue for the Bipolar Discrete Group in the
quarter of $4.1 million was $675,000 or 20% higher
than the previous quarter and $598,000 or 17%
higher than in the corresponding quarter of lasirye
The increases were 9% and 4% respectively when
measured in Sterling.

Revenue for Power Modules Group in the quarter of
$1.2 million was $64,000 or 6% higher than in the
fourth quarter of 2006 and $175,000 or 18% higher
than in the corresponding quarter of last year. iVhe
measured in Sterling, these equated to a 3% fdll an
a 5% rise respectively.

Revenue for the Power Electronic Assemblies Group
of $1.2 million was $171,000 or 16% higher than in

the previous quarter and $148,000 or 14% higher
than in the corresponding quarter of last year. The
increases were 6% and 10% respectively when
measured in Sterling.

Revenue from Integrated Circuits for the quarter of
$655,000 was £420,000 or 39% lower than in the
preceding quarter but was $159,000 or 32% higher
than in the corresponding quarter of 2006.

Prospects for all business segments remain godd wit
further growth in sales forecast during the resthef
year.

Seasonality

Management does not regard the business as
seasonal. Significant changes in quarterly revenues
in Bipolar Discrete units and Power Modules in the
past have reflected internal operating conditidns.
the case of Power Electronic Assemblies and
Integrated Circuits, small numbers of large congrac
drive both these segments. The delivery of a large
contract in a particular quarter can cause revéaue
fluctuate significantly, giving the appearance of
seasonality.

Liquidity & Capital Resources

During the quarter, shares were issued to directors
for their services in the second half of 2006. As t
value of this transaction exceeded the loss for the
quarter, and as a result of the change in accayntin
for financial instruments (see note 2), the defiit
shareholders’ funds has reduced since the year end.

The total borrowings of the Company have fallen by
$465,000 during the quarter. $351,000 of this
reduction relates to the change in valuation of
financial instruments (see note 2). The remaining
$114,000 represents a reduction primarily in short
term debt.

The Company believes that it has access to adequate
liquidity to meet its needs for at least the nexelve
months. In the longer term, additional funds may
have to be raised to finance growth and capital
investment.

The Company has a capital commitment at the
quarter end of $68,000 for the purchase of air
conditioning equipment. The purchase will be paid
for in cash.

The Company had no off balance sheet financing
arrangements at the year end.

Page 7



G BYNeX

Selected Financial Information

2007 2006 2006 2006
Q1 Q4 Q3 Q2
Revenue 7,163 6,671 5,707 5,253
Net earnings/(loss) (38) 423 (132) (629)
Basic EPS (0.00) 0.01 (0.00) (0.02)
Diluted EPS (0.00) 0.01 (0.00) (0.02)
Total assets 13,377 13,652 12,058 10,923
Long term liabilities 4,449 4,841 4,494 4,401
Cash Dividends declared 0 0 0 0

2006 2005 2005 2005 2006 2005 2004
Q1 Q4 Q3 Q2 FY FY FY
6,082 7,356 5681 5559 123,722,761 23,886

66 781  (293)  (671)(273) (1,788) (5,380)
0.00 003 (0.01) (0.020.01) (0.07) (0.23)
0.00 0.03 (0.01) 2.0 (0.01) (0.07) (0.23)
11,745 12,798 2821, 11,444 13,652 12,798 14,669
4,447 44444335 4160 4,841 4,444 426

0 0 0 0 0 0 0

Selected quarterly financial information (takennfro
the unaudited quarterly reports) and annual
information (taken from the annual reports) is
presented above. All figures have been prepared in
accordance with Canadian generally accepted
accounting principles. All amounts are stated in
thousands of Dollars except for earnings per share
figures (EPS) which are stated in Dollars per share
The figures for long term liabilities do not incld
deferred revenues, as these are not a liabilitthef
Corporation and will not give rise to a cash owtflo

Annual revenue in Dollars dipped between 2004 and
2005 by 5% and then recovered in 2006 and then
grew significantly in the first quarter of 2007.
However, this picture is dramatically affected by
fluctuations in the exchange rate of the Dollar.ewvh
viewed in Sterling terms, in which all revenues are
initially recorded, a different picture emerges.
Revenue remained stable between 2004 and 2005
and has grown by over 10% in 2006 and then
remained stable in the first quarter of 2007. Fenth
growth, in Sterling terms, is forecast to be achikv

in the rest of 2007. Quarterly revenues are more
volatile and the underlying trend in Sterling reves
has also been affected by exchange rate fluctugation
The general trend has been for higher Sterling
revenues and the figure for the first quarter cd20

is the best apart from the unusually high figure
reported in the fourth quarter of 2005.

The reduction in the annual loss between 2004, 2005
and 2006 is encouraging and clearly shows the
impact of long-term cost reduction initiatives. The
same trend is evident in the quarterly earnings
figures. The net earnings figure in the fourth ¢erar

of 2005 was particularly high due to the large
deliveries of Integrated Circuits and that levelswa
uncharacteristic. The return to net losses in the
second quarter of 2006 was expected and was a

direct result of the lower revenue. An improvement
was seen in the third quarter with a return to ipiof
the fourth quarter. A small loss was reportedhia t
first quarter of 2007. A further small loss is exfss

in the second quarter but with a return to prafithie
second half of the year and for the year overall.

Risk Management

The level of worldwide demand for power
semiconductors and power  semiconductor
assemblies is one of the key uncertainties for the
Corporation. Demand was at a relatively low level
during 2002 and 2003. The incidence of widespread
power blackouts, the rising cost of energy and the
global plan to reduce carbon emissions have led to
widespread discussion of the need for significant
investment in power electronic equipment,
electrification of transport systems, alternatiesver
generation and high quality power transmission and
distribution. Such investment would benefit the
Corporation and management has seen strong growth
in demand from such investment. The failure toycarr
through this investment would be detrimental to the
future of the business.

Worldwide demand for silicon has risen sharply of
late, mainly driven by the demands of the solar
power industry. Any shortage in supply of silican i
likely to have a direct impact on costs and the
volume of business that the Corporation can carry
out.

As disclosed in the Financial Statements, the
Corporation has no single customer accounting for
over 10% of revenue during the quarter. Our
relationship with all our main customers and
suppliers remains good.
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Although the Corporation buys some materials in
continental Europe, the Far East and North America,
the bulk of its costs are incurred in Sterling.
However, it sells into world markets with many sale
denominated in Euros and US dollars. As a
consequence, the Corporation’s results are affected
by changes in exchange rates between these
currencies. Management monitors these exposures
but does not believe that it would be beneficial to
hedge them at the present time. The need to
undertake such hedging is reviewed from time to
time.

The Corporation’s main operating business is in
Lincoln, England and the majority of its assets,
liabilities, revenues, expenses and cash flows take
place and are recorded in Sterling. These values ha
to be translated to Dollars for inclusion in the
consolidated financial statements of the Corponatio
Movements in the Dollar-Sterling exchange rate
directly affect such values. The Corporation doats n
hedge such exposures.

Financial Instruments & Other Instruments
The Company does not use financial instruments or
other instruments to manage its risks.

Government Assistance

The Company received grants totalling $151,000
from the European Union and the British

Government to assist in its research and developmen
activities and a grant of $6,000 in the form of an
interest free loan to purchase energy saving
equipment.

Related Party Transactions

The Corporation issued a total of 571,430 common
shares at $0.07 to the independent directors in
January 2007 in payment of their fees for the merio
July ¥, 2006 to December 312006.

The Corporation incurred expenses of $20,000 in the
quarter in respect of fees payable to directorsatAs
March 3f' 2007 a total of $20,000 was payable to
Directors in respect of their fees.

The Corporation has loans from two Directors
totalling $3.8 million which bear interest at rates
between 7% and 10% per annum compounded
monthly. Repayment of these loans is scheduled to
take place between April 2007 and October 2010.

The Corporation retains a business law firm in
Canada to provide legal services and advice. During
the quarter, this firm was paid $16,000 in fees and
expenses. One of the Corporation’s independent
directors is a partner of this firm.

Business Development

Revenue in Sterling terms remained stable in ttse fi
quarter and is expected to remain at the same ievel
the second quarter before growing strongly in the
second half of the year. Subject to exchange rate
movements, strong growth is expected in revenue for
the year when measured in Dollars.

The business incurred a small loss in the firstrigua
and a similar small loss is expected in the second
guarter. Nevertheless, the improving trend in our
annual results is strongly established and thénéurt
growth in revenue that is forecast for the year and
continuing control of all costs and overheads sthoul
enable the Company to report a profit in 2007.

Order Book

At the end of the first quarter, the order boolostat
$25.0 million of which $21.4 million is for deliver
during 2007. This is the highest level of orders i
the order book for several years.

Changes in Accounting Policies

The CICA has issued two new accounting policies
that came into effect for fiscal years beginningoon
after October ¥, 2006 and which affect the
Company’s financial statements. Section 1530 of the
CICA Handbook, Comprehensive Income deals with
the change in net assets that results from
transactions, events and circumstances from sources
other than the Company’s shareholders. Section
3855, Financial Instruments-Recognition and
Measurement requires that most financial assets,
some financial liabilities and all derivative firgal
instruments be measured at fair value.

These new accounting policies have been taken into
account in the preparation of these quarterly fieln
statements.

Disclosure Controls

Disclosure controls and procedures are designed to
provide reasonable assurance that all relevant
information is gathered and reported to senior
management, including the Chief Executive Officer
and Chief Financial Officer, on a timely basistisat
appropriate decisions can be made regarding public
disclosure.
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An evaluation of the effectiveness of our disclesur
controls and procedures was conducted as of March
31*, 2007, by the Chief Executive Officer and Chief
Financial Officer. Based on this evaluation, theeCh
Executive Officer and Chief Financial Officer have
concluded that our disclosure controls and
procedures, as defined in Multilateral Instrumept 5
109 — Certication of Disclosure in Issuers’ Annual
and Interim Filings, are affective to ensure that
information required to be disclosed in reportst tha
we file or submit under Canadian securities
legislation is recorded, processed, summarized and
reported within the time periods specified in those
rules

Internal Controls

Internal control over financial reporting has been

designed to provide reasonable assurance regarding

the reliability of financial reporting and the

preparation of financial statements for external
purposes in accordance with Canadian generally
accepted accounting principles.

During the quarter ending March 312007, there
have been no changes in the design of the
Company’s internal controls over financial repagtin
that has materially affected, or is reasonablylyike
affect materially the Company’s internal controbov
financial reporting.

Additional Information
Additional information relating to the Company is
available on SEDAR at www.sedar.com

08 L

Bob Lockwood.
Director and Chief Financial Officer
May 25" 2007
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DYNEX POWER INC.
Consolidated Balance Sheets (Unaudited)
Quarter Ended March 31st, 2007

Mar 31st Dec 31st
2007 2006
CURRENT ASSETS
Cash $ 553,788 $ 357,042
Accounts receivable 4,504,604 4,936,028
Inventories (Note 4) 7,373,016 7,198,306
Prepaid expenses and deposits 296,817 715,935
12,728,225 13,207,311
CAPITAL ASSETS (Note 5) 648,791 444,715
$ 13,377,016$% 13,652,026
CURRENT LIABILITIES
Accounts payable and accrued liabilities $ 4,438,495% 4,592,004
Short-term loan (Note 6) 2,940,818 3,013,654
Current portion of long-term debt (Note 7) 1,395,990 1,269,994
Current portion of deferred revenue (Note 8) 175,887 175,832
8,951,190 9,051,484
LONG-TERM DEBT (Note 7) 3,052,992 3,570,847
LONG-TERM DEFERRED REVENUE (Note 8) 1,758,867 1,802,283
13,763,049 14,424,614
CONTINGENCIES (Note 18) - -
SHAREHOLDERS' DEFICIENCY
Share capital (Note 9) 14,124,319 13,888,690
Deficit (13,941,188) (14,098,044)
Accumulated other comprehensive loss (Note 2) (569,164) (563,234)
(386,033) (772,588)
$ 13,377,016%$% 13,652,026
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DYNEX POWER INC.
Consolidated Statement of Losses and Deficits (U
Quarter Ended March 31st, 2007

naited)

3 months 3 months
Mar 31st Mar 31st
2007 2006
Revenue $ 7,162,598% 6,082,299
Cost of sales 5,930,965 4,967,543
Gross margin 1,231,633 1,114,756
Expenses
General and administration 642,765 606,158
Sales and marketing 325,904 203,150
Research and development (Note 10) 144,545 150,271
Interest expense 214,738 182,392
1,327,952 1,141,971
Loss before other income and income taxes (96,319) (27,215)
Other income
Interest and other income 51,584 73,346
Foreign exchange gain 5,877 19,834
57,461 93,180
Income taxes (Note 11) - -
NET (LOSS) EARNINGS (38,858) 65,965

DEFICIT, BEGINNING OF PERIOD

Adjustment to deficit, beginning of period (Note 2)

(14,098,044)

195,714

(13,824,595)

DEFICIT, END OF PERIOD

$ (13,941,188)$ (13,758,630)

(Loss) Earnings per share

Basic $ (0.00) $ 0.00
Diluted (Note 12) $ (0.00) $ 0.00
Weighted average number of shares

Basic 33,224,757 27,058,244
Diluted (Note 12) 33,224,757 28,065,387
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DYNEX POWER INC.
Consolidated Statement of Comprehensive Loss (Unaiteld)
Quarter Ended March 31st, 2007

3 months 3 months
Mar 31st Mar 31st
2007 2006
Net (loss) earnings $ (38,858) $ 65,965
Other Comprehensive (loss), net of tax:
Unrealized (loss) on translating financial statetsenf self-
sustaining foreign operations (5,930) (15.377)
OTHER COMPREHENSIVE (LOSS) (5,930) (15,377)
COMPREHENSIVE (LOSS) INCOME $ (44,788) $ 50,588
DYNEX POWER INC.
Consolidated Statement of Accumulated Other Comprednsive Loss (Unaudited)
Quarter Ended March 31st, 2007
Mar 31st Dec 31st
2007 2006
Accumulated other comprehensive loss, beginning pkriod $ (563,234) $ -
Adjustment to accumulated other comprehensive loss,
beginning of period (Note 2)
Cumulative adjustment on translation of financitements
o . ) - (415,092)
of self-sustaining foreign operations
Accumulated other comprehensive loss, beginning pkriod (563,234) (415,092)
Other comprehensive loss (5,930) (148,142)
ACCUMULATED OTHER COMPREHENSIVE LOSS $ (569,164) $ (563,234)
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DYNEX POWER INC.

Consolidated Statement of Cash Flows (Unaudited)

Quarter Ended March 31st, 2007

3 months 3 months
Mar 31st Mar 31st
2007 2006
OPERATING
Net (loss) earnings (38,858) $ 65,965
Items not affecting cash
Amortization 71,475 53,688
Gain on disposal of capital assets (55,581) (39,188)
Shares and options issued for services 42,744 57,110
Non cash interest (Note 2) 51,392 -
Non cash grant income (Note 2) (13,977) -
Changes in non-cash operating working capital (Ndfe 527,264 1,362,827
584,459 1,500,402
FINANCING
(Decrease) in short-term debt (74,081) (694,584)
(Decrease) in long-term debt (43,014) (30,921)
(117,095) (725,505)
INVESTING
Proceeds of disposal of capital assets 11,420 -
Purchase of capital assets (276,290) (33,491)
(264,870) (33,491)
NET INCREASE IN CASH 202,494 741,406
Effect of foreign currency translation on cash flow (5,748) (430)
Cash, beginning of period 357,042 331,897
CASH, END OF PERIOD 553,788 $ 1,072,873
Supplementary Information:
Interest paid during period 160,020 $ 202,325

Income taxes paid during period
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

1. DESCRIPTION OF BUSINESS

The Corporation is engaged in the design and mathutaof industrial power equipment.

2. ADOPTION OF NEW ACCOUNTING POLICIES

From January 1st 2007, the Company has adoptddltbeing new accounting standards. Any changes in
measurement resulting from applying the new statdan January 12007 has been recorded against
Deficit or opening Accumulated other Comprehensiveome with no impact on net income for the
quarter.

Comprehensive Income

A new statement has been included of Comprehensiveme. Comprehensive Income includes net
earnings, as reported in the profit and loss adg@nma other comprehensive income. Other compréreens
income includes changes in net assets other tlmam fransactions with shareholders. Such changes are
now reported separately from the net earnings.amiqular, the unrealised gain or loss on transtpthe
financial statements of self-sustaining foreignragiens is reported as part of other compreherisis@me.

At December 31, 2006, $563,234 of cumulative tratitsh adjustment was reclassified as accumulated
other comprehensive loss.

Financial Instruments

All financial assets and liabilities are now reguirto be recorded on the balance sheet. Initi@igm®ition
of financial assets and liabilities is at fair valuSubsequent measurement of the financial assets a
liabilities is determined as described below.

Accounts receivable, accounts payable and accrakilitles and short term loans are valued at aineat
cost with interest accretion recorded in net incoMee to the short term nature of all these assets
liabilities, the amortised cost is similar to thkook value.

Long term debt is valued at amortized cost witkri@st accretion recorded in net income.

At the start of the year, the Company had one éstefree loan that required revaluing to meet the n
policy. An amount of $12,500 was debited to thenlaad credited to the opening deficit to reflea th
amounts that will be charged to interest expenge the then remaining life of the loan in accoraganith
the effective interest rate method.

At the start of the year, the following adjustmewtsre made to reflect the impact of the new acdognt
policy on the value of convertible debt: an amooin$376,099 was debited to the loan account, $1883,2
was credited to the opening deficit and $192,885 evadited to share capital.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Accounting policies
The consolidated financial statements presented &er prepared using the same accounting polisies a

were used last year, details of which are set muhé Annual Report for 2006 apart from the changes
discussed in Note 2 above and are in accordanteGaihadian generally accepted accounting principles
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (conti nued)
Basis of consolidation

The consolidated financial statements include tbeoants of the Corporation and its wholly-owned
subsidiaries, Dynex Semiconductor Limited and Dy@RL, in accordance with Canadian generally
accepted accounting principles. All intercompamysactions have been eliminated.

Currency of reporting
All figures are in Canadian dollars except as otlez stated.
Use of accounting estimates

The preparation of financial statements in confeymiith Canadian generally accepted accounting
principles requires the Corporation’s managemennéke estimates that affect the reported amounts of
assets and liabilities and disclosure of contingesdets and liabilities as at the date of the @izdn
statements and the reported amounts of revenuesxmehses during the reporting period presented.
Examples of such estimates include the anticipasedul lives of assets, the provisions requiredraga
inventory and accounts receivable, the fair val@idirmncial liabilities, stock based compensatiord a
warranties. Actual results could differ from thstimates made by management.

Inventories

Raw materials and work in progress are valued atlaver of cost and replacement cost, and finished
goods at the lower of cost and net realizable valigaw materials are valued at standard cost that
accurately reflects their purchase cost. Workrogpess and finished goods are valued at the starodat

of direct materials and labour plus allocated ogads. Inventory is provided for if raw materiatéssé@ not
moved in six months and if work in progress ordivéd goods have not moved in three months unless th
Corporation has orders or a realistic expectatfooraers for those parts.

Capital assets

Capital assets are recorded at cost. Amortizasocalculated using the straight-line method over t
anticipated useful lives of the assets as follows:

Equipment 3-8 years

Capital assets are tested for recoverability i€winstances indicate that their carrying value matyhe
recoverable and, if appropriate, an impairment Issecognised. To date, no such impairment lobags
been recognised.

Long-Term Debt

Long-term debt is valued at amortized cost witkeliest accretion recorded as net income.

Deferred revenue

The gain on the sale and leaseback of the landaitdings (Note 8) is being amortized over the Eary
minimum term of the resulting lease.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (conti nued)
Revenue recognition

The Corporation recognizes revenues from salesitiecastomers and to its distributors at the tintie ti
passes provided that all significant contractualigaltions, including customer acceptance, have been
satisfied and collection is reasonably assuredy gatential for warranty claims is provided forthé time

of sale, based on warranty terms and prior clakxpgeence.

Foreign currency trangation

The Corporation considers its wholly owned subsidé& Dynex Semiconductor Limited and Dynex
SARL, to be self-sustaining subsidiaries and thepants in foreign currency are translated into Céara
dollars using the current rate method of foreigmrency translation. Under this method, assets and
liabilities are translated at the exchange ratefiect as of the balance sheet date and incomegnehse
items are translated at the average exchange oatthd period. Net unrealized exchange adjustments
arising on translation of foreign currency are uglgdld in shareholders’ deficiency as cumulativediation
adjustment.

Research and devel opment costs

Research costs are expensed as incurred. Expesditor research and development equipment are
capitalized. Development costs are expensed asred; unless the criteria for deferral under gelher
accepted accounting principles are met. To datsunb costs have been capitalised.

Income taxes

The Corporation and its subsidiaries account f@oine taxes using the liability method. Under this
method, current income taxes are recognized fomattd income taxes payable for the current year.
Future income tax assets and liabilities are reizeghfor temporary differences between the tax and
accounting basis of assets and liabilities andHerbenefits of tax losses available to be carfioedard to
future years if these are more likely than noteadalized.

Sock-based compensation

The fair value of stock options granted to emplayisecalculated using the Black-Scholes pricing ehod
The resulting fair value is charged to General Addinistrative Expenses over the period to theimgst
date of the options.

The fair value of warrants and conversion rightatimeg to loans is calculated using the Black-Sekol
pricing model. The resulting fair value is chargednterest expense over the life of the loans gisive
effective interest method.

4, INVENTORIES
Mar 31st Dec 31st
2007 2006
Raw materials $ 1,846,651 $ 1,896,099
Work in progress 4,443,846 4,240,482
Finished goods 1,082,519 1,061,725

$ 7,373,016 $ 7,198,306

Inventory is stated net of a provision of $5,74@,%Dec 31st, 2006 - $5,905,448) for obsolescence.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

5. CAPITAL ASSETS
Accumulated Net Book
Cost Amortization Value
Mar 31st, 2007
Equipment $ 2,697,104 2,048,313 648,791
Total $ 2,697,104 2,048,313 648,791
Dec 31st, 2006
Equipment $ 2,428,080 1,983,365 444,715
Total $ 2,428,080 1,983,365 444,715
6. SHORT-TERM LOAN

The Corporation has a short-term loan of $2,940,@1&c 31st, 2006 - $3,013,654) secured by a first
charge on all capital assets, inventory, cash asth @quivalents and accounts receivable. The iban

repayable on demand.

7. LONG-TERM DEBT

Interest free unsecured loan of $92,524 payablemanthly $

instalments of $11,566 to November 2007 (see Npte 2

Interest free unsecured loan of $70,514 payablemonthly
instalments of $1,959 from May 2007 to April 205@¢ Note 2).

Loans from individual shareholders payable in mbnth

instalments of $26,180 between January 2007 andb@c2008,
bearing interest at 10% and secured by a genemrige
agreement. A total of $107,955 of these loar®iw/ertible into
308,442 shares at a conversion price of $0.35 paresat any
time prior to the repayment date at the optiorheflender.

Loans from two directors of $2,774,524 payable ionthly
instalments of $69,363 between April 2007 and J2010,
bearing interest at 7% and secured by a generalrisec
agreement. A total of $1,964,368 of these loansoisvertible
into approximately 33.2% of the share capital of nBy
Semiconductor Limited at any time prior to the ngpant date at
the option of the lender (see Note 2).

Loan from a director payable in monthly instalmeots$34,113
between July 2007 and October 2010 bearing intates0% and
secured by a general security agreement.

Current portion

Mar 31st Dec 31st
2007 2006
85,207 $ 127,182
56,597 -
497,420 575,889
2,445,238 2,773,670
1,364,520 1,364,100
4,448,982 4,840,841
1,395,990 1,269,994
3,052,992 $ 3,570,847
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

7. LONG-TERM DEBT (continued)
Principal payments

Principal payments required in each of the nex fiears are:

Under 1 year $ 1,395,990
1-2 years 1,334,760
2-3 years 1,208,133
3-4 years 510,099

$ 4,448,982

Interest Expense

Total interest expense on long term debt for thartgn ended March 31st, 2007 was $145,135 (Mar, 31st
2006 - $126,511).

8. DEFERRED REVENUE

On March 25th, 2003 the Corporation’s subsidiangesd into a sale and leaseback of its Lincoln,| &)
land and buildings. The gain realized on the bakebeen deferred. Amortization of this gain, antiog
to $44,161, is included in other income for thertpraended March 31st, 2007 (Mar 31st, 2006 - $&9),1

9. SHARE CAPITAL

Authorized:

An unlimited number of common shares.

An unlimited number of preferred shares issuabkeiies.

| ssued:

The Corporation’s issued and outstanding shardatapias follows:

Mar 31st Dec 31st

2007 2006
Common shares - amount $ 14,124,319 $ 13,888,690
- number 33,339,043 32,767,613

The Corporation has no issued and outstanding npeefshares.
Common share transactions

On May 8th, 2006 the Corporation issued 5,000,d@yes by way of a private placement at $0.11 per
share.

On May 8th, 2006 the Corporation issued 137,939eshto the independent directors who are related
parties for their services in the second half dd20nder the Independent Directors’ Share Planpaica
of $0.2955 per share.

On August 8th, 2006 the Corporation issued 571gtgfes to the independent directors who are related
parties for their services in the first half of B00nder the Independent Directors’ Share Planmatca of
$0.07 per share.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

8. SHARE CAPITAL (Continued)
Common share transactions(Continued)

On January 18th, 2007 the Corporation issued 501shares to the independent directors who areerklat
parties for their services in the second half d&0nder the Independent Directors’ Share Planpatca
of $0.07 per share.

Warrant transactions

During July and August 2006 warrants to acquire83,234 shares at the option of the holders at $0e60
share expired unexercised.

During the quarter warrants to acquire 48,701 shateb0.35 per share lapsed. The Corporationhsts|
outstanding warrants to acquire 308,442 shareheabption of the holders at $0.35 per share ang tim
before October 2008.

Sock option plan

A total of 2,657,316 (Dec 31st, 2006 — 2,657,31f6)he common shares of the Corporation outstanding
from time to time are reserved for the issuancstoék options pursuant to the Corporation’s stoghom
plan. Generally, options granted under the plast ggenly over a three-year period commencing @ag y
from the date of grant and expire five years fréwva tlate of the grant. Options are not assignablee
movements in stock options are summarized below:

Number of Weighted Average
Options Exercise Price
Outstanding at December 31st, 2005 875,000 $ 0.24
Granted - -
Exercised - -
Cancelled (75,000) 1.59
Outstanding at December 31st, 2006 800,000 0.11
Granted - -
Exercised - -
Cancelled - -
Outstanding at March 31st, 2007 800,000 $ 0.11

The weighted average remaining life of the outstagdptions is 3 years and 2 months (Dec 31st, 2006
years and 5 months). At March 31st, 2007 there3662667 options exercisable with a weighted awerag
exercise price of $0.14 and a weighted averageinemgalife of 2 years and 7 months (Dec 31st, 2606
366,667 options exercisable at $0.14 cents wimaaining life of 2 years and 10 months).
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

9. SHARE CAPITAL (Continued)
Sock option plan(Continued)

At March 31st, 2007 the following stock options atgstanding:

Grant Expiry Number of Exercise
Date Date Options Price
Officers April 28, 2003 April 27, 2008 150,000 $ 0.23
Nov 30, 2005 Nov 29, 2010 550,000 0.08
All other employees Nov 30, 2005 Nov 29, 2010 100,000 .080
Total outstanding 800,000 $ 0.11

Sock-based compensation

As a result of accounting for stock based compamsaelated to options granted to employees udileg t
fair-value based method, the Corporation recorde@3B of stock based compensation in general &
administrative expenses in the quarter ended Matsh 2007 (Mar 31st, 2006 - $15,250).

Share Continuity

The movement in share capital is summarized below:

Mar 31st Dec 31st
2007 2006
Share Capital at start of the year 13,888,690 $ 12,955,163
Adjustment to share capital at start of year (seeIR) 192,885 -
Adjusted share capital at start of year 14,081,575 12,955,163
Shares issued for cash - 550,000
Shares issued for services 40,000 80,761
Stock based compensation re employee options 2,744 26,914
Stock based compensation re loans - 275,852
Share Capital at the end of the period $ 14,124,319 $ 13,888,690

10. RESEARCH & DEVELOPMENT

The Company received grants totalling $150,893éndquarter ending March 31st, 2007 (Mar 31st, 2006
$43,045) from the European Union and the Britislvépment to assist in its research and development
activities. These grants paid for specific work rigat out under agreed research and development
programmes. The income received has been credjsdsd research and development expenditure.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

11.

INCOME TAXES

The provision for income taxes reported differsnfrehe amount computed by applying the Canadian
statutory rate to earnings before income taxethi®following reasons:

3 months 3 months

Mar 31st Mar 31st

2007 2006

(Loss) earnings before income taxes $ (38,858) $ 65,965

Expected tax (recovery) provision (14,028) 23,813
Increase (decrease) resulting from unrecorded

Benefit of tax loss - -

Prior year losses utilized (372) (23,813)

Permanent differences 14,400 -

$ - $ -

The Canadian statutory tax rate of 36.1% (Mar 32806 — 36.1%) comprises Federal income tax at
approximately 22.1% (Mar 31st, 2006 — 22.1%) anovicial income tax at approximately 14% (Mar
31st, 2006 — 14%). The United Kingdom statutotg ia 30% (Mar 31st, 2006 — 30%).

As at March 31st, 2007 the Corporation has undeducesearch and development expenditures of
approximately $43,000 (Dec 31st, 2006- $43,000)ctvrare available without expiry to reduce future
years’ Canadian Federal and Provincial taxablenreo

As at March 31st, 2007 the Corporation also hasa@iam tax loss carry forwards available to reduteré
years’ income for tax purposes. These loss camydrds expire as follows:

Year of expiry Provincial Federal

2007 % 424,000 $ 424,000

2008 421,000 421,000
2010 688,000 688,000
2014 109,000 109,000
2015 498,000 498,000
2016 305,000 305,000
2017 70,000 70,000

$ 2,515,000 $ 2,515,000

As at March 31st, 2007 the Corporation has Unitédlglom tax loss carry forwards of approximately
£3,900,000 ($8,870,000) (Dec 31st, 2006- £3,900,(8)870,000)) available to reduce future years’
income for tax purposes. These tax loss carrydaierhave no expiry date.

The potential future income tax benefits relateth above items have not been recorded in thadiah
statements.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

12.

13.

14.

15.

16.

LOSS PER SHARE

For the quarter ended March 31st, 2007 the numibgrares that could potentially dilute basic eagriper
share in future but which were not included in ¢benputation of diluted earnings per share becaus®t
so would have been anti-dilutive was 1,108,442 r(8lsst, 2006 — 3,488,334).

COMMITMENTS

Minimum operating lease commitments over the nievde years are as follows:

2007 $ 436,928

2008 646,805

2009 662,151
$ 1,745,884

CHANGES IN NON-CASH OPERATING WORKING CAPITAL ITE MS

3 months 3 months

Mar 31st Mar 31st

2007 2006

Accounts receivable $ 434,804 $ 1,575,222
Inventories (173,235) 208,294
Prepaid expenses and deposits 421,153 85,962
Accounts payable and accrued liabilities (155,458) (506,651)
$ 527,264 $ 1,362,827

ECONOMIC DEPENDENCE

For the quarter ended March 31st, 2007 the Corporaad no customers accounting for more than 10% o
revenue (Mar 31st, 2006 - one customer accountinggproximately 15% of revenue).

FINANCIAL INSTRUMENTS

There is financial risk to the Corporation’s eagsrihat arises from fluctuations in foreign excreangtes
and the degree of volatility of those rates. TloepOration has not used derivative instrumentseidgk its
exposure to foreign currency risk. The exposurfoteign currency risk is primarily to fluctuatioirs the
value of the United Kingdom Pound, the Euro andUhéed States Dollar.

The Corporation is exposed to credit risk from oostrs. The Corporation’s business is mostly watige
corporations, governments and quasi-governmentgnigsations. The Corporation has credit evaluation
approval and monitoring processes intended to atgigotential credit risk.

The book value for accounts receivable, accoungalja and short-term loans approximate amortized co
because of the short maturity of these instruments.

The amortized cost of long-term debt is determibgcdtalculating the fair value of such debt wheretak
and then accreting interest over the life of thbility using the effective interest method.
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

17. BUSINESS SEGMENT INFORMATION
Business area

The business operates in four distinct productsaredigh power bipolar discrete devices, high power
modules, power electronic assemblies (the desighassembly of power devices into stacks) and high
reliability integrated circuits. The product maaciuring for these areas are supported by common
infrastructure at the Corporation’s Lincoln, Englafacility. As at December 31st, 2006 the Corporat
does not segregate assets or other balance slkeeen&by product area nor does the Corporatiorsanea
operating profits by these areas. The Corporati@iuates performance and allocates resources based
revenue by product area.

Geographic area

The destination of sale (the location of the custgnof revenues and the location of tangible assets
determine the geographic areas.

3 months 3 months
Mar 31st Mar 31st
2007 2006
Revenue:

Business segment
Bipolar Discrete Group $ 4,106,640 $ 3,508,263
Power Modules Group 1,160,259 985,025
Power Electronic Assemblies 1,240,198 1,092,445
Integrated Circuits 655,501 496,566

$ 7,162,598 $ 6,082,299

Geographic area

Europe $ 4,422,632 $ 4,132,086
North America 1,323,015 873,328
Far East and other 1,416,951 1,076,885

$ 7,162,598 $ 6,082,299

Mar 31st Dec 31st
2007 2006
Capital assets:
Geographic area
Europe $ 648,791 $ 444,715
$ 648,791 $ 444,715
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DYNEX POWER INC.
Notes to the Consolidated Financial Statements (Undited)
Quarter Ended March 31st, 2007

18.

19.

20.

CONTINGENCIES

An action against the Corporation was commencea foaymer consultant of the Corporation in the Ontar
Superior Court of Justice on February 4th, 2002fyment of $321,000 in respect of claimed outstand
payments. The Corporation has defended this actiah believes there is a reasonable prospect of a
settlement of this matter that will not have a mateadverse effect on the operating results andnicial
condition of the Corporation. However, the outcdmpot determinable at this time.

PENSION PLAN

The Corporation incurred expenses of $98,279 (Mkst,32006 - $80,413) with respect to a defined
contribution pension plan in place at Dynex Semitantor Limited. The Corporation instigated a six-
month suspension of contributions into this plammmencing November, 2001. At March 31st, 2007
$43,037 (Dec 31st, 2006 - $118,945) is includeddeorued liabilities relating to these contributionkhis
amount will be contributed to the plan by the eht¥lay 2007.

RELATED PARTY TRANSACTIONS

The Corporation incurred expenses of $20,000 (M&fddt, 2006 - $20,000) with respect to fees paytble
directors. As at March 31st, 2007, $20,000 is pbkydo directors (Dec 31st, 2006 - $40,000). The
directors fees are recorded at the negotiated atsioun

A total of 571,430 common shares was issued at7$0.@he independent directors on January 18th7 200
in payment of their fees for the period July 160@ to December 31st, 2006.

The Corporation has loans from two directors titgli$4,139,044 (Dec 31st, 2006 - $4,137,770). Full
details of these loans are set out in Note 6.

The Corporation retains a business law firm in @ant provide legal services and advice. During the
quarter ended March 31st, 2007, this firm was [#i6,112 (Mar 31st, 2006 - $15,474) in fees and
expenses. One of the Corporation’s independenttdire is a partner of this firm.
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