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FORWARD LOOKING STATEMENTS

Statements made in this Form 10-KSB that are not historical or current facts are
"forward-looking statements" made pursuant to the safe harbor provisions of
Section 27A of the Securities Act of 1933 (the "Act") and Section 21E of the
Securities Exchange Act of 1934. These statements often can be identified by the
use of terms such as "may," "will," "expect," "believe," "anticipate,"
"estimate," "approximate" or "continue," or the negative thereof. We intend that
such forward-looking statements be subject to the safe harbors for such
statements. We wish to caution readers not to place undue reliance on any such
forward-looking statements, which speak only as of the date made. Any
forward-looking statements represent management's best judgment as to what may
occur in the future. However, forward-looking statements are subject to risks,
uncertainties and important factors beyond our control that could cause actual
results and events to differ materially from historical results of operations
and events and those presently anticipated or projected. We disclaim any
obligation subsequently to revise any forward-looking statements to reflect
events or circumstances after the date of such statement or to reflect the
occurrence of anticipated or unanticipated events.

AVAILABLE INFORMATION

Transax International Limited files annual, quarterly, current reports, proxy
statements, and other information with the Securities and Exchange Commission
(the "Commission"). You may read and copy documents referred to in this Annual
Report on Form 20-F that have been filed with the Commission at the Commission's
Public Reference Room, 450 Fifth Street, N.W., Washington, D.C. You may obtain
information on the operation of the Public Reference Room by calling the
Commission at 1-800-SEC-0330. You can also obtain copies of our Commission
filings by going to the Commission's website at http://www.sec.gov
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PART I
ITEM 1. DESCRIPTION OF BUSINESS
BUSINESS DEVELOPMENT

Transax International Limited is a Colorado corporation and currently trades on
the OTC Bulletin Board under the symbol "TNSX.OB" and the Frankfurt and Berlin
Stock Exchanges under the symbol "TX6". Please note that throughout this report,
and unless otherwise noted, the words "we," "our," "us," or the "Company" refer
to Transax International Limited.

We were incorporated under the laws of the State of Colorado in 1999 under the
name "Vega-Atlantic Corporation". We were previously engaged in the business of
minerals and oil and gas exploration, acquisition and development within the
United States and worldwide. Our Board of Directors approved the execution of an
agreement in principle dated June 19, 2003 and a subsequent merger agreement and
its ancillary documents dated July 22, 2003 (collectively, the "Merger

Agreement") among us (then known as Vega-Atlantic Corporation), Vega-Atlantic
Acquisition Corporation, our wholly-owned subsidiary ("Vega-Atlantic"), Transax
Limited, a Colorado corporation ("Transax"), and certain selling shareholders of

Transax. The Merger Agreement and our acquisition of Transax by way of merger
was completed effective as of August 14, 2003 (the "Effective Date").

In accordance with the completion of the terms and conditions of the Merger
Agreement: (1) Vega—-Atlantic merged with Transax (so that Transax became the
surviving company and our wholly-owned subsidiary and, correspondingly, the
shareholders, warrant holders and option holders of Transax became our
shareholders, warrant holders and option holders; (ii) our business operations
became that of Transax, primarily consisting of the development, acquisition,
provider and marketing of information network solutions for healthcare providers
and health insurance companies world-wide; and (iii) we changed our name to
"Transax International Limited" and our trading symbol.

Together with our wholly-owned subsidiary, Medlink Connectividade em Saude Ltda
("Medlink"), formerly known as TDS Telecommunication Data Systems LTDA, we are
an international provider of information network solutions, products and
services specifically designed for the healthcare providers and health insurance
companies (collectively, the "Health Information Management Products").

SUBSIDIARIES
MEDLINK CONNECTIVIDADE EM SAUDE LTDA.

Medlink Connectividade em Saude Ltda ("Medlink"), formerly known as TDS
Telecommunication Data Systems, was incorporated under the laws of Brazil on May
2, 1998. On April 4, 2006, the name was changed to Medlink. Medlink is our
wholly-owned subsidiary and assists us in providing information network
solutions, products and services within Brazil.

TRANSAX AUSTRALIA PTY LTD.

Transax Australia Pty Ltd. was incorporated under the laws of New South Wales,
Australia on January 19, 2003, and is our wholly-owned subsidiary ("Transax
Australia”). Transax Australia assists us in seeking marketing opportunities to
provide information network solutions, products and services within Australia
and regionally. Effective April 17, 2007, this company is officially being wound
up and formal documents have been signed.
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MEDLINK TECHNOLOGIES, INC.

Medlink Technologies, Inc. was incorporated under the laws of Mauritius on
January 17, 2003, and is our wholly-owned subsidiary ("Medlink"). Medlink holds
the intellectual property developed by us and is responsible for initiating
research and development.

CURRENT BUSINESS OPERATIONS
GENERAL

As of the date of this Annual Report, through Medlink, we are an international
provider of health information management products (collectively, the "Health
Information Management Products"), as described below, which are specifically
designed for the healthcare providers and health insurance companies. We are
dedicated to improving healthcare delivery by providing to hospitals, physician
practices and health insurance companies with innovative health information
management systems to manage coding, compliance, abstracting and record
management's processes.

Our strategic focus is to become a premier international provider of health
information management network solutions for the healthcare providers and health
insurance companies, enabling the real time automation of routine patient
transactions. We believe that our unique combination of complimentary solutions
is designed to significantly improve the business of healthcare. Our Health
Information Management Products and software solutions are designed to generate
operational efficiencies, improve cash flow and measure the cost and quality of
care. In general, the Health Information Management Products and software
solutions, including the MedLink Solution, fall into four (4) main areas: (i)
compliance management; (ii) coding and reimbursement management; (iii)
abstracting; and (iv) record management.

We believe that hospitals and other healthcare providers must implement
comprehensive coding and compliance programs in order to minimize payer
submission errors and assure the receipt of anticipated revenues. We believe
that an effective program should include clear, defined guidelines and
procedures, which combined with our Health Information Management Products, will
enhance an organization's system and effectively increase revenues and reduce
costs. Our Health Information Management Products will include compliance
management and coding and reimbursement products and software, which are
designed to conduct automated prospective and retrospective reviews of all
in-patient and out-patient claims data. Management tools include internally
designed targets aimed to provide data quality, coding accuracy and appropriate
reimbursement. These tools work in conjunction with an organization's coding and
billing compliance program to (i) identify claims with potential errors prior to
billing; (ii) screen professional fees and services; and (iii) identify patterns
in coding and physician documentation. Results of the auditing and monitoring
activities are represented in executive reports summarizing clinical and
financial results as well as detailed reports providing information needed to
target specific areas for review. Billing practices for health care services are
under close scrutiny by governmental agencies as high-risk areas for Medicare
fraud and abuse. We believe that the Health Information Management Products will
increase an organization's progress in reducing improper payments and ensuring
that medical record documentation support services are provided.

3



Edgar Filing: TRANSAX INTERNATIONAL LTD - Form 10KSB

The Health Information Management Products are also designed to include
abstracting solutions, which enable healthcare facilities to accurately collect
and report patient demographic and clinical information. We believe that the
Health Information Management Products will provide the organization with the
ability to calculate in-patient and out-patient hospital reimbursements and
customize data fields needed for state, federal or foreign governmental
regulatory requirements. Standard and custom reports will provide the customer
with the ability to generate facility-specific statistical reporting used for
benchmarking, outcomes and performance improvement, marketing and planning. We
believe that the Health Information Management Products will further provide
healthcare organizations the flexibility to customize abstracting workflow to
meet data collection reporting and analysis needs. The Health Information
Management Products will provide the organization with the ability to customize
workflow by creating fields and rules and designing screen navigation.

We also believe that the Health Information Management Products will provide
record management, which will automate the record tracking and location
functions, monitor record completeness and facilitate the release of information
process within health information management departments. The Health Information
Management Products will assist healthcare organizations in properly completing
records pursuant to state, federal, foreign governmental and medical staff
requirements. The management tools are designed to monitor a facility's
adherence to patient privacy, disclosure and patient bill of rights
requirements, if applicable.

GESTAO E PROCESSAMENTO DE INFORMACOES DE SAUDE LTDA.

On January 18, 2007, our Board of Directors approved the execution of a
non-binding letter of intent (the "Letter of Intent") with Gestao e
Processamento de Informacoes de Saude Ltda, the wholly-owned subsidiary of
Companhia Brasileira de Meios de Pagamento, which is the leading credit card
payment processor in Brazil ("CBGS"). In accordance with the terms and
provisions of the Letter of Intent, we were proposing to sell to CBGS 100% of
the total issued and outstanding shares of our wholly-owned subsidiary, Medlink
Connectividade em Saude Ltda ("Medlink"), and related intellectual property held
by Medlink Technologies, Inc. for the aggregate consideration of approximately
$5,900,000.

In accordance with the further terms and provisions of the Letter of Intent,
CBGS was to pay cash and retain operating control of Medlink's assets and
intellectual property rights in Brazil. The proposed transaction was subject to
financial and legal due diligence and closing balance sheet adjustments to be
completed by approximately February 28, 2007. In the event that we and CBGS
enter into a final definitive agreement after the successful completion of due
diligence, we were to continue to retain licensing rights outside of Latin
America and intellectual property rights for the United States market.

As of the date of this Annual Report, by the terms of the Letter of Intent, the
Letter of Intent has expired and pursuant to the Letter of Intent, our
management terminated the Letter of Intent.

MEDLINK SOLUTION/MEDLINK WEB SOLUTION

We have developed a proprietary software trademarked (Brazil only) "MedLink
Solution", which was specifically designed and developed for the healthcare and
health insurance industry enabling the real time automation of routine patient
eligibility, verifications, authorizations, claims processing and payment
functions that are currently performed manually (the "MedLink Solution"). A
transaction fee is charged to the insurer for use of the MedLink Solution. The
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MedLink Solution hosts its own network processing system (the "Total
Connectivity Solution"), whereby we are able to provide an insurer with the
ability to cost effectively process all of the transactions generated regardless
of location or method of generation.

During fiscal year 2005, we released a new version of MedLink Solution that is
Health Insurance Portability and Accountability Act ("HIPAA") compliant, which
was developed in-house by our professional using the Microsoft.NET platform (the
"MedLink Web Solution"). Medlink became a member of the Microsoft Partnership
program, therefore, the initial design and specification of the MedLink Web
Solution was undertaken in collaboration with engineers from the Microsoft
Development and Training Center in Brazil. Our new MedLink Web Solution offers
all functionalities already available in our other capture solutions, but in an
Internet-based application that can be accessed by providers through a standard
Internet browser. The MedLink Web Solution allows providers to capture medical
and dental exams, procedures, therapies, visits, laboratory tests and doctor
referrals without complicated software conversion, utilizing an existing
Internet connection. MedLink Web Solution contains a number of important
security procedures following international standards, utilizing an intrusion
detection system and SSL security to encrypt transactions. Additional security
features are available at the application level to individual users.

We believe that the MedLink Solution and the MedLink Web Solution solves
technological and communication problems within the healthcare systems by
creating a virtual "paperless office" for the insurer and total connectivity,
regardless of method, for the health provider. The MedLink Solution replaces
manual medical claims systems and provides insurance companies and healthcare
providers significant savings through a substantial reduction in operational
costs. The MedLink Solution allows users to collect, authorize and process
transaction information in real-time for applications including, but not limited
to, patient and provider eligibility verification, procedure authorization and
claims and debit processing. Participants of the MedLink Solution include
private health insurance companies, group medical companies, and healthcare
providers.

During fiscal years ended December 31, 2006 and 2005, respectively, we installed
approximately 1,050 and 1,850 MedLink Solutions into healthcare provider
locations throughout Brazil. At the end of fiscal year 2006, we had an aggregate
of approximately 6,600 MedLink Solutions installed into healthcare provider
locations throughout Brazil inclusive of "overlapping solutions".

We anticipate that upon completion of compliance testing by an independent
third-party in the United States and subsequent certification, we will launch
our MedLink Web Solution to the United States market under our current
arrangements with Union Dental Corp. and to the general market. See "--Product
Market Target Strategy - Product Target Market - Union Dental Corp."

5

MEDLINK SOLUTION ARCHITECTURE AND DESIGN

We believe that the MedLink Solution is the total connectivity system that will
allow hospitals, clinics, medical specialists and other healthcare providers to
easily capture, route, and authorize medical, hospital, and dental claims in
"real time". The MedLink Solution will address pre-existing technological and
communication problems by creating a universal virtual link between the insurer
and the care provider.

The MedLink Solution's architecture and design is as follows: (i) seven capture
methods; (ii) a network processor; and (iii) an authorizer.
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CAPTURE METHODS. The MedLink Solution is tailored to the specific care
provider's environment and needs usage based upon its technological resources,
physical installation and volume of claims. The MedLink Solution offers seven
different methods to capture data. The health care provider can select which of
these seven methods best suit its operational needs and technological abilities.
Regardless of the capture method chosen, transactions are seamless and
efficient. The MedLink Solution's capture methods are:

MedLink Solution POS Terminal;
MedLink Solution Phone;

MedLink Solution PC Windows
MedLink Solution PC Net

MedLink Solution Server Labs
MedLink Solution Server Hospitals
MedLink Solution Web

O O O O O O O

NETWORK PROCESSOR. The MedLink Solution network processor routes the
transactions captured by the MedLink Solution (the "Network Processor") to the
authorization system of the healthcare plan (the "Authorization System"). For
example, in Brazil this process is carried out either using Embratel's Renpac
service or the Internet. The Network Processor offers uninterrupted twenty-four
(24) hour, seven days a week operation and service.

The Network Processor is secured from the Renpac and Internet communication
channels to the communication channels with the Authorization System, passing
through the elements of local network, processors and unities of storage of
data. It is implemented on a RAID5 disk array architecture.

AUTHORIZATION SYSTEM. The Authorization System's software is composed of a
control module and a group of storage procedures that validate the specific
rules of the health plan or insurer. It is responsible for: (i) receiving and
decoding the messages sent by the Network Processor, containing the
solicitations of the MedLink Solution installed at the provider; (ii)
identification of the kind of the message (claim, refund, settlement, etc) and
of the service provider; (iii) validation or denial of the transaction; (iv)
updating the historical database of the claims; and (v) replying to the request
by sending a message to the Network Processor.

PRODUCT TARGET MARKET STRATEGY
MARKET STRATEGY

Our key marketing strategy is to position ourselves as a market leader in
providing total information management network processing solutions for the
healthcare industry worldwide. We believe that its Health Information Management
Products encompass a variety of solutions for healthcare provider locations, a
complete network processing service for the health insurance companies, and
in-house software and systems development to address specific and unique
customer requirements, and the ability to operate the systems through a variety
of communication methods.

The promotional and marketing strategy is based on creating a proactive "push
pull" effect on the demand for the Health Information Management Products and
services within the healthcare industry. We have been focusing on the promotion
and marketing of its products to the Brazilian healthcare providers and
insurance companies by demonstrating: (i) the benefits of the MedLink Solution
application and services; (ii) real-time cash visibility; (iii) nominal to no
capital investment; (iv) the established Network Processor facility; (v) custom
software development support; and (vi) option of immediate payment of
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We believe that this commonly used marketing and promotional model will be
suitable and used for initial market penetration. However, international
marketing and promotional strategies will be developed and adapted on a
country-to-country basis to meet different market environments and governmental
requirements, build business and political relationships, and obtain domestic
media exposure and high visibility within the local healthcare industry to
establish credibility.

During fiscal year 2005 and 2006, we attended the ValueRich Small Cap Financial
Expo held at the Jacob Javits Center in New York City and in Miami, Florida
respectively. Our management made a presentation during which our current
operations, proprietary technology, including our new cost-saving software
MedLink Web Solutions, and growth strategies were discussed. We believe that
investment conferences are also an important opportunity to connect with
potential clients and the financial community in a way that allows them to
appreciate the benefits of our software solutions up close.

PRODUCT TARGET MARKET

We have identified two initial target markets for our products. They are: (i)
healthcare providers, such as physicians, clinics, hospitals, laboratories,
diagnosis centers, emergency centers, etc.; and (ii) health insurance and group
medicine companies.

We have previously been successfully short-listed by the Australian Federal
Government through its Health Insurance Commission (the "HIC"), to supply an
authorization and eligibility solution for the Australian health insurance
market. On January 19, 2003, we established our wholly-owned subsidiary, Transax
Australia, to seek additional opportunities within Australia and New Zealand.

7

We are currently focused primarily on the marketing and sale of our Health
Information Management products in Brazil and have commenced to seek other
opportunities in certain South American countries. We believe that there is a
significant global market opportunity for our Healthcare Information Management
Products and services and software technology.

UNION DENTAL CORP.

During fiscal year 2005, we developed and demonstrated a "real time" solution
for authorization and adjudication of dental claims for Union Dental Corp.
("ubpC"), for the United States market. The solution we demonstrated in
association with UDC and on behalf of the Communication Workers of America Union
will be developed in three phases. Phase I consisted of: (i) processing of
certain business rules in order to guarantee that error free claims are
generated; (ii) real time calculation of the proper co-pay according to the
existing and future schedules as negotiated; and (iii) generation of the
electronic claims files to be submitted to the insurer in real-time transactions
standards. The final stage of the project is expected to lead to a real time
payment option for union dental providers following the adjudication process. As
of the date of this Annual Report, we have completed our development of the
"real time" solution and UDC is testing our product. When completed, we
anticipate that it may lead to contracts in the United State to provide "real
time" authorization and auto-adjudication of health claims within the expanding
union dental network of dental providers throughout the United States.

STRATEGIC ALLIANCES
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We have developed key strategic alliances with the following technology
providers to support the MedLink Solution's unique system architecture and
design. We believe that the establishment of these strategic alliances has given
us a significant competitive advantage in Brazil.

CENTRO BRASILERIO DE INFORMATICA MEDICA S/A

On February 14, 2006, we entered into an agreement (the "CEBIM Agreement") with
Centro Brasilerio De Informatica Medica S/A, a Brazilian company ("CEBIM").
CEBIM is the developer of Brazil's Amigo premier medical practice management
system ("Amigo PMS"). Pursuant to the terms and provisions of the CEBIM
Agreement, CEBIM was to integrate our MedLink Web Solution real time online
claims adjudication with the Amigo PMS software to provide users with a new
version of the Amigo PMS, including connectivity. As of the date of this Annual
Report, CEBIM has undertaken development of the technical aspects of the
integration of our MedLink Web Solution. Under a proposal we received from
CEBIM, the net fee per transaction would be less than our current contracts.
Therefore, there is no financial benefit for MedLink and we have not proceeded
with this relationship.

MOSAIC SOFTWARE INC. - NETWORK PROCESSOR SYSTEM

On November 25, 2002, we entered into a supplier agreement (the "Mosaic Supplier
Agreement") with Mosaic Software, Inc. ("Mosaic"), to develop the Network
Processor software package, known as the "Positllion", for use in the MedLink
Solution. We believe that Mosaic is the supplier of the most modern technology
for network control software, based on a low cost hardware platform (PC's) and
Windows NT software. Management believes the Position software is the best cost
/effect solution for this kind of system. During 2005 Mosaic Software, Inc. was
acquired by S1 Corporation of Atlanta, Georgia.

HYPERCOM CORPORATION

On December 1, 2003, we entered into a servicing agreement (the "Hypercom
Service Agreement") with Hypercom Corporation, a publicly traded multinational
company ("Hypercom'"). Pursuant to the terms and provisions of the Hypercom
Service Agreement Hypercom would provide leasing arrangements for POS (Point of
Sale) terminals in Brazil.

On April 30, 2002, we entered into a service agreement with Netset, Inc.
("Netset"), a wholly-owned subsidiary of Hypercom (the "Service Agreement").
Pursuant to the terms and provisions of the Service Agreement, Netset will (i)
provide to us installation, servicing, training, customer service and technical
support (Call Center) for its terminal network in Brazil; and (ii) allow us to
use the entire Hypercom structure to serve its clients.

RESEARCH AND DEVELOPMENT

Our research and development department is responsible for the definition,
design and implementation of our products. This comprises three main areas of
activity: research of electronic transaction product trends both in Brazil and
around the world as it applies to the healthcare industry, definition of
products and services required for MedLink Solution services and implementation
of the hardware and software products to support MedLink Solution services.
Products to be offered by MedLink Solution involves interactive discussions with
the marketing and sales team in order to identify the market needs, costs and
timing to introduce such products and solutions. We have entered into agreements
with Hypercom and Dione PLC, of the United Kingdom, to utilize their terminals
for the MedLink Solution.

10
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During fiscal year 2005, we developed a biometric (fingerprint reader) version
of our MedLink Solution on behalf of a major health insurance group in Brazil,
which is currently piloting the solution in that region (the "Biometric
Solution"). The Biometric Solution is a new biometric security technology, which
is rendered from the first time a patient visits a medical provider location.
The patient passes a magnetic card through a reader for verification and then
provides a fingerprint and his/her biometric identity is stored in the MedLink
Solution authorizer. The Biometric Solution will be used in conjunction with
magnetic stripe or smart cards issued by the heath insurer to its policyholders
in such a way that through the MedLink Solution real time adjudication system,
information on the magnetic stripe card and fingerprint recognition must match
each time a patient requires authorization and adjudication of medical claims.

As of the date of this Annual Report, the Biometric Solution continues to be
operated as a pilot program and negotiations continue regarding
commercialization of the Biometric Solution on behalf of the health insurance
group.

MATERIAL AGREEMENTS

GOLDEN CROSS

On August 9, 2002, Medlink and Golden Cross, ("Golden Cross"), one of Brazil's
largest health insurance companies entered into an agreement (the "Golden Cross
Agreement"). The agreement expired in August 2006, but has been extended.

Pursuant to the terms and conditions of the Golden Cross Agreement, we have
committed to supply to Golden Cross a total of 5,500 installations consisting of
more than 1500 MedLink Solution POS terminals with the balance being MedLink PC
and MedLink Solution servers. The Golden Cross Agreement also provides for
MedLink Solution WEB and MedLink Solution phone solutions, which will be used as
appropriate by the healthcare provider. We have approximately 3,900 MedLink
Solutions in Golden Cross Provider's locations.

During fiscal years ended December 31, 2006 and 2005, respectively, we processed
3,300,000 and 2,800,000 transactions for Golden Cross.

CAMED

On October 17, 2002, Medlink and Camed, a self-insured company based in northern
Brazil ("Camed"), entered into an agreement (the "Camed Agreement") pursuant to
which we installed MedLink Solution POS terminals for pilot testing.

During fiscal years ended December 31, 2006 and 2005, respectively, we completed
the installation of approximately 164 and 330 MedLink Solution POS terminals and
250 IVR Phone solutions. The Camed Agreement also provides for MedLink Solution
WEB and MedLink Server Solution solutions which will be used as appropriate by
the healthcare providers. We have approximately six hundred (600) MedLink
Solutions in Camed providers' locations. During fiscal years ended December 31,
2006 and 2005, respectively, we processed 600,000 and 400,000 transactions for
Camed.

10

BRADESCO HEALTH

On October 17, 2002 Medlink and Bradesco Insurance ("Bradesco"), Brazil's
largest health insurance company, entered into an agreement for the provision of

11
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a four month pilot program contract for the testing of its "MedLink" Solution.
Subsequently, in February 2003, the pilot program was extended for a further six
(6) months at the request of Bradesco. On October 1, 2003, Medlink and Bradesco
entered into a contract pursuant to which we would undertake and install our
MedLink Solution into the Bradesco healthcare provider's network. In order to
undertake this program, Bradesco agreed to set up a stand alone processing
facility to hold its database, which was subsequently contracted to a third
party. Phase one of the program went live during March 2004. At the end of
fiscal year December 31, 2006, we had installed 1018 solutions including 959 POS
terminals into the Bradesco provider network. Current roll out plans indicate
that we will install up to 3,500 solutions into the Bradesco provider's network
in order to achieve Bradesco's initial target of 1,000,000 transactions per
month. During fiscal years ended December 31, 2006 and 2005, respectively, we
processed 3,800,000 and 3,200,000 transactions for Bradesco.

CABESP

On April 20 2006, we entered into a contract to provide real time adjudication
services to Caixa Beneficente dos Funcionarios do Banespa ("CABESP"), a self
insured managed scheme based in Sao Paulo, Brazil with approximately 110,000
members. On August 1, 2006, the contract became effective. At the end of fiscal
year December 31, 2006, we had installed 71 POS terminals into CABESP provider
locations. When fully rolled out, we anticipate that the CABESP installed base
will consist of 900 POS terminals and up to 900 IVR (Interactive Voice Response)
solutions and is expected to produce 70,000 transactions per month.

CORNELL CAPITAL PARTNERS

On October 13, 2004 and May 17, 2005, we entered into two respective Standby
Equity Distribution Agreements, (collectively, the "Standby Equity Distribution
Agreements"), and associated documentation, including a promissory note, with
Cornell Capital Partners. The Standby Equity Distribution Agreements were
terminated on May 17, 2005 and January 13, 2006, respectively, (collectively,
the "Termination Agreement (s)"). In accordance with the terms and provisions of
the Standby Equity Distribution Agreements we: (i) issued to Cornell Capital
Partners 1,202,779 shares of our common stock; and (ii) issued to Monitor
Capital, Inc. ("Monitor Capital") 125,000 shares of our common stock as
compensation for placement services. During fiscal year ended December 31, 2006,
and in accordance with the terms and provisions of the Termination Agreements:
(i) Cornell Capital Partners returned to us 601,884 shares of our common stock,
which have been returned to treasury, and retained 600,889 shares of our common
stock; and (ii) Monitor Capital returned to us 62,500 shares of our common
stock, which have been returned to treasury, and retained 62,500 shares of our
common stock.
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On January 13, 2006, we entered into the Investment Agreement with Cornell
Capital Partners. In accordance with the terms and provisions of the Investment

Agreement: (i) we sold to Cornell Capital Partners 16,000 shares of our Series A
Preferred for a total price of up to $1,600,000; (ii) the Series A Preferred
Shares are senior to all common stock and all series of preferred stock; (iii)

the holders of Series A Preferred Shares are entitled to receive dividends or
distribution on a pro rata basis in the amount of seven percent (7%) per year
which shall be paid in cash and shall be cumulative; and (iv) each Series A
Preferred Share can be converted into shares of our common stock equal to the
sum of the Liquidation Amount, which is defined as an amount equal to $100 per
shares of Series A Preferred, plus accrued but unpaid dividends thereon, divided
by the conversion price (which conversion price is defined to be equal to the
lower of (a) $0.192 or (b) eighty percent (80%) of the lowest daily volume
weighted average price of our common stock as determined by price quotations
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from Bloomberg, LP during the ten (10) trading days immediately preceding the
date of conversion.

In connection with the Investment Agreement, the parties entered into an
Investor Registration Rights Agreement (the "IRRA"), dated January 13, 2006,
pursuant to which the parties agreed that, in the event a registration statement
on Form SB-2 is not filed within thirty (30) days from the date we filed our
Annual Report on Form 10-KSB for the year ended December 31, 2005 (the "Filing

Deadline") or is not declared effective by the Securities and Exchange
Commission within ninety (90) days of the date of the IRRA (the "Effective
Deadline"), or if after the registration statement has been declared effective

by the Securities and Exchange Commission, sales cannot be made pursuant to the
registration statement, then as relief for the damages to any holder of
Registrable Securities (as defined in the IRRA) by reason of any such delay in
or reduction of its ability to sell the underlying shares of common stock (which
remedy shall not be exclusive of any other remedies at law or in equity), we
will pay as liquidated damages to the holder, at the holder's option, either a
cash amount or shares of our common stock equal to two percent (2%) of the
Liquidation Amount (as defined above) outstanding as liquidated damages for each
thirty (30) day period or any part thereof after the Filing Deadline or the
Effective Deadline as the case may be. Any liquidated damages payable hereunder
shall not limit, prohibit or preclude the holder from seeking any other remedy
available to it under contract, at law or in equity. We shall pay any liquidated
damages hereunder within three (3) business days of the holder making written
demand. It shall also become an event of default under the IRRA if the
registration statement is not declared effective by the Securities and Exchange
Commission within one-hundred twenty (120) days from the date of the IRRA. We
initially filed a registration statement with the SEC on May 9, 2006 and filed
amended registration statements on July 28, 2006 and October 11, 2006. As of the
date of this Annual Report, the registration statement has not been declared
effective. At December 31, 2006 we recorded a $160,000 penalty that is included
in Accrued Expenses in the accompanying financial statements.
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Certain negative covenants in the Investment Agreement could substantially
impact our ability to raise funds from alternative sources in the future. For
example, so long as any Series A Preferred Shares are outstanding, we shall not,
without the prior written consent of Cornell Capital Partners (a) directly or
indirectly consummate any merger, reorganization, restructuring, reverse stock
split consolidation, sale of all or substantially all of our assets or any
similar transaction or related transactions; (b) incur any indebtedness for
borrowed money or become a guarantor or otherwise contingently liable for any
such indebtedness except for trade payables or purchase money obligations
incurred in the ordinary course of business; (c) file any other registration
statements on any form (including but not limited to forms S-1, SB-2, S-3 and
S-8); (d) issue or sell shares of common stock or preferred stock without
consideration or for a consideration per share less than the bid price of the
common stock determined immediately prior to its issuance or issue any preferred
stock, warrant, option, right, contract, call, or other security or instrument
granting the holder thereof the right to acquire common stock without
consideration or for a consideration per share less than the bid price of the
common stock determined immediately prior to the issuance of such convertible
security or (e) enter into any security instrument granting the holder a
security interest in any and all of our assets.

In connection with the Standby Equity Distribution Agreements, we entered into
the Promissory Note with Cornell Capital Partners in the principal amount of

$255,237. On January 13, 2006, Cornell Capital Partners surrendered to us the
Promissory Note in exchange for the issuance by us to Cornell Capital Partners
of $255,237 of Series A Preferred Shares. Thus, as of the date of this Annual
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Report, the Promissory Note has been terminated and canceled. See "Item 6.
Management's Discussion and Analysis or Plan of Operation."

COMPETITION

The information network solutions market for the healthcare providers and health
insurance companies is characterized by rapidly evolving technology and intense
competition. Many companies of all sizes, including a number of large technology
companies, such as IBM, Siemens, Visanet and EDS, as well as several specialized
healthcare information management companies, are developing various products and
services. There may be products on the market that do or will compete directly
with the products and services that we are seeking to develop. These companies
may also compete with us in recruiting qualified personnel. Many of our
potential competitors have substantially greater financial, research and
development, human and other resources than we do.

Furthermore, the larger companies may have significantly more experience than we
do in developing such products and services. Such competitors may: (i) develop
more efficient and effective products and services; (ii) obtain patent
protection or intellectual property rights that may limit our ability to
commercialize our products or services; or (iii) commercialize products and
services earlier than we do.

We expect technology developments in the healthcare information management and
technology industry to continue to occur at a rapid pace. Commercial
developments by any competitors may render some or all of our potential products
or services obsolete or non-competitive, which could materially harm our
business and financial condition.
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We believe that the following Brazilian companies, which have developed or are
developing various types of similar products or services, could be our major
competitors: (i) Polimed Ltda, which offers two modalities for the authorization
software. During November 2006 Polimed Ltda was acquired by a wholly-owned
subsidiary of Visanet in Brazil (ii) Connectmed, which offers Internet
connectivity services; and (iii) Salutia, which offers a connectivity system
with software to be installed and integrated to the management systems, similar
to our MedLink Solution Web and MedLink Solution Server and related
technologies.

We believe, however, that our Health Management information Products and related
services and solutions for the healthcare providers and health insurance
companies represent an unique approach and has certain competitive advantages as
follows: 1) the MedLink Solution significantly reduces medical administrative
procedures and costs through connecting in real time individual healthcare
provider locations to health insurance companies; (ii) irrespective of the
choice of connectivity or the method of transmission, MedLink provides a secure
and reliable service where healthcare providers can automatically verify patient
eligibility, receive authorization for the performance of approved medical
procedures and process a paperless claim electronically with each insurance
provider it interacts with, provided they are subscribed to the network; (iii)
once connected to the network, MedLink Solution provides numerous benefits to
doctors and private health insurance companies including the automation of their
paper-based clerical duties; and (iv) by using MedLink Solution, many of these
cumbersome tasks can be processed electronically in seconds, virtually
eliminating processing costs, paperwork, and the high risks associated with
fraud.

GOVERNMENT REGULATION
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As of the date of this Annual Report, none of our software products or services
are regulated by the U.S. Department of Health. However, there is substantial
state and federal regulation of the confidentiality of patient medical records
and the circumstances under which such records may be used, disclosed to or
processed by us as a consequence of our contacts with various healthcare
providers and health insurance companies. Although compliance with these laws
and regulations is presently the principal responsibility of covered entities,
including hospitals, physicians or other healthcare providers, regulations
governing patient confidentiality rights are rapidly evolving.

Additional federal and state legislation governing the dissemination of medical
record information may be adopted which could have a material affect on our
business. Those laws, including HIPAA and ICD 10 implementation, may
significantly affect our future business and materially impact our product and
service development, revenue and working capital. During the past several years,
the healthcare industry also has been subject to increasing levels of
governmental regulation of, among other things, reimbursement rates and certain
capital expenditures. We are unable to predict what, if any, changes will occur
as a result of such regulation.
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INTELLECTUAL PROPERTY, PATENTS AND TRADEMARKS

Patents and other proprietary rights are vital to our business operations. Our
policy 1is to seek appropriate copyright and patent protection both in the United
States and abroad for our proprietary technologies and products. We have
acquired the license to certain intellectual property as follows:

(1) "MedLink" registered trade name in Brazil Registration number
820986160 filed on August 17, 1998 with INPI Brazil; and

(1ii) Source code for all of the MedLink Solutions, source nodes and
Network processor source code.

We have hired appropriate counsel in the United States to apply for copyright
protection of our products in the United State. We intend to apply for a process
patent in the near future.

EMPLOYEES

Our subsidiary, Medlink, employs approximately thirty-six (36) staff and
contract personnel. As of the date of this Annual Report, we do not employ
management on a full-time or on a part-time basis. Our President/Chief Executive
Officer and Chief Financial Officer are primarily responsible for all day-to-day
operations. Other services are provided by outsourcing and verbal management
contracts. As the need arises and funds become available, however, management
may seek employees as necessary in our best interests.

RISK FACTORS

An investment in our common stock involves a number of very significant risks.
You should carefully consider the following risks and uncertainties in addition
to other information in evaluating our company and its business before
purchasing shares of our common stock. Our business, operating results and
financial condition could be seriously harmed due to any of the following risks.
The risks described below are all of the material risks that we are currently
aware of that are facing our company. Additional risks not presently known to us
may also impair our business operations. You could lose all or part of your
investment due to any of these risks.

15
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RISKS RELATED TO OUR BUSINESS

WE HAVE BEEN THE SUBJECT OF A GOING CONCERN OPINION FROM OUR
INDEPENDENT AUDITORS, WHICH MEANS THAT WE MAY NOT BE ABLE TO CONTINUE
OPERATIONS UNLESS WE OBTAIN ADDITIONAL FUNDING.

Our independent auditors have added a "going concern" statement to their audit
report for fiscal years ended December 31, 2006 and 2005, which states that we
will need additional working capital to be successful and to service our current
debt for the coming year and, therefore, our continuation as a going concern is
dependent upon obtaining the additional working capital necessary to accomplish
our objectives. Our inability to obtain adequate financing will result in the
need to curtail business operations and you could lose your entire investment.
Our financial statements do not include any adjustments that might result from
the outcome of this uncertainty.

Our management anticipates that we will incur net losses for the immediate
future, and expect our operating expenses to increase significantly, and, as a
result, we will need to generate monthly revenue if we are to continue as a
going concern. To the extent that we do not generate revenue, that we do not
obtain additional funding, that our stock price does not increase, and that we
are unable to adjust operating expense levels accordingly, we may not have the
ability to continue on as a going concern.

WE HAVE A WORKING CAPITAL DEFICIT AND IF WE ARE UNABLE TO RAISE
ADDITIONAL CAPITAL WE WILL NEED TO CURTAIL BUSINESS OPERATIONS.

We had a working capital deficit of $4,394,389 and $2,068,956 at December 31,
2006 and 2005, respectively, and continue to need cash for operations. At
December 31, 2006, we have an accumulated deficit of $12,918,217. We have relied
on significant external financing to fund our operations. As at December 31,
2006, we had $71,501 in cash on hand and total current assets were $692,630 and
our total current liabilities were $5,087,019. We will need to raise additional
capital to fund our anticipated operating expenses and future expansion. Among
other things, external financing may be required to cover our operating costs.
Unless we achieve profitable operations, it is unlikely that we will be able to
secure additional financing from external sources. If we are unable to secure
additional financing, we believe that we will not have sufficient funds to
continue operations. We estimate that we will require $1,000,000 to $3,000,000
of financing to fund our anticipated operating expenses for the next twelve (12)
months. The sale of our common stock to raise capital may cause dilution to our
existing shareholders. Our inability to obtain adequate financing will result in
the need to curtail business operations. Any of these events would be materially
harmful to our business and may result in a lower stock price. Our inability to
obtain adequate financing will result in the need to curtail business operations
and you could lose your entire investment. Our financial statements do not
include any adjustments that might result from the outcome of this uncertainty.
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WE WILL REQUIRE ADDITIONAL FUND AND FUTURE ACCESS TO CAPITAL IS
UNCERTAIN AND WE MAY HAVE TO DELAY, REDUCE OR ELIMINATE CERTAIN
BUSINESS OPERATIONS.

It is expensive to develop and commercialize Health Information Management
Products. We plan to continue to conduct research and development, which is
costly. Our product development efforts may not lead to new commercial products,
either because our products fail to be found effective or because we lack the
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necessary financial or other resources or relationships to pursue
commercialization. Our capital and future revenues may not be sufficient to
support the expenses of its business operations and the development of
commercial infrastructure. We may need to raise additional capital to: (i) fund
operations; (ii) continue the research and development of Health Information
Management Products; and (iii) commercialize our products.

Management believes that the Standby Equity Distribution Agreement may provide
some of the necessary capital. However, we may need additional financing within
this time frame depending on a number of factors. We may not be able to obtain
additional financing on favorable terms or at all. If we are unable to raise
additional funds, we may have to delay, reduce or eliminate certain business
operations. If we raise additional funds by issuing equity securities, further
dilution to our existing stockholders will result.

MEDLINK, OUR WHOLLY-OWNED SUBSIDIARY, OWES TO THE BRAZILIAN GOVERNMENT
MONEY FOR PAYROLL TAXES AND SOCIAL SECURITY TAXES. FAILURE TO PAY SUCH
PAYROLL AND SOCIAL SECURITY TAXES TO THE BRAZILIAN AUTHORITIES WHEN
REQUIRED TO DO SO COULD RESULT IN LIABILITY.

Since fiscal 2000, we have been deficient in the payment of Brazilian payroll
taxes and social security taxes. At December 31, 2006, these deficiencies
(including interest and fines) amounted to approximately $758,900. This payroll
liability is included as part of the accounts payable and accrued expenses
(short-term and long-term) within the consolidated balance sheet.

During 2005 and 2006 we entered into a number of payment programs with the
Brazilian authorities whereby the social security taxes due, Severance Fund
Taxes due, plus other taxes and applicable penalties and interest will be repaid
over periods of between eighteen (18) and sixty (60) months. At December 31,
2006, we negotiated approximately $546,400 of tax liabilities under these
programs. The payment program requires us to pay a monthly fixed amount of the
four taxes negotiated. Discussions are currently ongoing for us to enter into a
similar payment plan for the remainder of the payroll tax liabilities. We made
the first payment as per the plan in April 2004 and continue to make the
required payments. As of the date of this Annual Report, we are current in all
monthly payments. However, there is no certainty that the Brazilian authorities
will enter into a similar plan in the future.
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WE MAY EXPERIENCE PRICE REDUCTIONS, REDUCED GROSS MARGINS AND LOSS OF
MARKET SHARE IT WE ARE UNABLE TO SUCCESSFULLY COMPETE.

Competition for our products and services 1s intense and is expected to
increase. Increased competition could result in reductions in our prices, gross
margins and market share, and could have a material adverse effect on our
business, financial condition and results of operations. We compete with other
providers of healthcare information software and services, as well as healthcare
consulting firms. Some competitors may have formed business alliances with other
competitors that may affect our ability to work with some potential customers.
In addition, if some of our competitors merge, a stronger competitor may emerge.
Some principal competitors include: Polimed, Connectmed and Salutia, major
software information systems companies, including those specializing in the
healthcare industry, may not presently offer competing products but may in the
future enter our market. Many of our competitors and potential competitors have
significantly greater financial, technical, product development, marketing and
other resources, and market recognition than we have. Many of these competitors
also have, or may develop or acquire, substantial installed customer bases in
the healthcare industry. As a result of these factors, our competitors may be
able to respond more quickly to new or emerging technologies, changes in
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customer requirements, and changes in the political, economic or regulatory
environment in the healthcare industry. These competitors may be in a position
to devote greater resources to the development, promotion and sale of their
products than we can. We may not be able to compete successfully against current
and future competitors, and such competitive pressures could materially
adversely affect our business, financial condition and operating results.

MARKET VOLATILITY MAY AFFECT OUR STOCK PRICE AND THE VALUE OF A
SHAREHOLDER'S INVESTMENT IN OUR COMMON STOCK MAY BE SUBJECT TO SUDDEN
DECREASES.

The trading price for our shares of common stock has been, and we expect it to
continue to be, volatile. The price at which our common stock trades depends on
a number of factors, including the following, many of which are beyond our
control: (i) historical and anticipated operating results, including
fluctuations in financial and operating results; (ii) the market perception of
the prospects for health information management network solutions companies as
an industry sector; (iii) general market and economic conditions; (iv) changes
in government regulations affecting product approvals, reimbursement or other
aspects of our and/or competitors' businesses; (v) announcements of
technological innovations or new commercial products by us or our competitors;
(vi) developments concerning our contractual relations with our executive
officers, executive management and intellectual property rights; and (vii)
announcements regarding significant collaborations or strategic alliances.

In addition, the stock market has from time to time experienced extreme price
and volume fluctuations. These broad market fluctuations may lower the market
price of our common stock and affect the volume of trading in the stock. During
periods of stock market price volatility, share prices of many health
information management network solution companies have often fluctuated in a
manner not necessarily related to their individual operating performance.
Accordingly, our common stock may be subject to greater price volatility than
the stock market as a whole. See "Item 5. Market for Common Equity and Related
Stockholder Matters."
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THE HEALTHCARE INFORMATION MANAGEMENT AND TECHNOLOGY MARKET IS HIGHLY
FRAGMENTED AND CHARACTERIZED BY ON-GOING TECHNOLOGICAL DEVELOPMENTS,
EVOLVING INDUSTRY STANDARDS AND RAPID CHANGES IN CUSTOMER REQUIREMENTS
AND WE MAY NOT SUCCESSFULLY, OR IN A TIMELY MANNER, DEVELOP, ACQUIRE,
INTEGRATE, INTRODUCE OR MARKET NEW PRODUCTS OR PRODUCT ENHANCEMENTS.

The healthcare information management and technology market is highly fragmented
and characterized by on-going technological developments, evolving industry
standards and rapid changes in customer requirements. Our success depends on our
ability to timely and effectively: (i) offer a broad range of software products;
(ii) enhance existing products and expand product offerings; (iii) respond
promptly to new customer requirements and industry standards; (iv) remain
compatible with popular operating systems and develop products that are
compatible with the new or otherwise emerging operating systems; and (v) develop
new interfaces with healthcare provider organizations to fully integrate our
products and services in order to maximize features and functionality.

Our performance depends in large part on our ability to provide the increasing
functionality required by its customers through the timely development and
successful introduction of new products and enhancements to existing products.
We may not successfully, or in a timely manner, develop, acquire, integrate,
introduce or market new products or product enhancements.

Product enhancements or new products developed by us may not meet the

18



Edgar Filing: TRANSAX INTERNATIONAL LTD - Form 10KSB

requirements of hospital or other healthcare providers or health insurance
companies or achieve or sustain market acceptance. Our failure to either
estimate accurately the resources and related expenses required for a project,
or to complete its contractual obligations in a manner consistent with the
project plan upon which a contract is based, could have a material adverse
effect on our business, financial condition, and results of operations. In
addition, our failure to meet a customer's expectations in the performance of
our services and products could damage our reputation and adversely affect our
ability to attract new business.

FAILURE TO ACCURATELY ASSESS, PROCESS OR COLLECT HEALTHCARE CLAIMS OR
ADMINISTER CONTRACTS COULD SUBJECT US TO COSTLY LITIGATION AND FORCE US
TO MAKE COSTLY CHANGES TO OUR PRODUCTS.

It is anticipated that some of our products and services will be used in the
payment, collection, coding and billing of healthcare claims and the
administration of managed care contracts. If our products and services fail to
accurately assess, possess or collect these claims, customers could file claims
against us. As of the date of this Annual Report, we do not carry insurance
coverage to cover such claims or, if it does carry such insurance coverage in
the future, such insurance coverage may not be adequate to cover such claims. A
successful claim that is not covered by or is in excess of insurance coverage
could adversely affect our business, financial condition, and results of
operations. Even a claim without merit could result in significant legal defense
costs and could consume management time and resources.
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In addition, claims could increase insurance premiums such that appropriate
insurance cannot be found at commercially reasonable rates. Furthermore, if we
were found liable, we may have to significantly alter one or more of our
products, possibly resulting in additional unanticipated research and
development expenses.

THE NATURE OF OUR PRODUCTS MAKES US VULNERABLE TO UNDETECTED ERRORS
THAT COULD REDUCE REVENUES, MARKET SHARE OR DEMAND.

Health Information Management Products may contain errors or failures,
especially when initially introduced or when new versions are released. Although
we conduct extensive testing of our products and services, software errors could
be discovered in certain enhancements and products after their introduction.
Despite such testing by us and by our current and potential customers, products
under development, enhancements or shipped products may contain errors or
performance failures resulting in, among other things: (i) loss of customers and
revenue; (ii) delay in market acceptance; (iii) diversion of resources; (iv)
damage to our reputation; or (v) increased service costs. Any of these
consequences could have a material adverse effect on our business, financial
condition and results of operations.

WE MAY BE REQUIRED TO MAKE SUBSTANTIAL CHANGES TO OUR PRODUCTS IF THEY
BECOME SUBJECT TO GOVERNMENTAL REGULATION.

None of our Health Information Management Products are subject to regulation by
the United States' federal government. Computer products used or intended for
use in the diagnosis, cure, mitigation, treatment or prevention of disease or
other conditions or that affect the structure or function of the body are
subject to regulation by the U.S. Department of Health. In the future, however,
the U.S. Department of Health could determine that some of our products (because
of their predictive aspects) may be clinical decision tools and subject them to
regulation. Compliance with U.S. Department of Health regulations such as HIPPA
could be burdensome, time consuming and expensive.
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Other new laws and regulations affecting healthcare software development and
marketing could also be enacted in the future. If so, it is possible that our
costs and the length of time for product development and marketing could
increase and that other unforeseeable consequences could arise.
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GOVERNMENT REGULATION OF CONFIDENTIALITY OF PATIENT HEALTH INFORMATION
COULD RESULT IN REQUIRED PRODUCT MODIFICATIONS WHICH WOULD REQUIRE
SIGNIFICANT EXPENDITURE OF CAPITAL RESOURCES.

There is substantial U.S. federal and state and foreign regulation of
confidentiality of patient health information and the circumstances under which
such information may be used by, disclosed to or processed by us as a
consequence of any contracts with various health care providers or insurance
companies. Although compliance with these laws and regulations is presently the
principal responsibility of the hospital, physician or other healthcare
provider, regulations governing patient confidentiality rights are dynamic and
rapidly evolving. Changes may be made which would require us to change our
products and systems and methods which could require significant expenditures of
capital and decrease future business prospects. Additional federal and state
legislation governing the dissemination of individually identifiable information
have been proposed in the United States and may be adopted, which may also
significantly affect our business.

GOVERNMENT REGULATION OF HEALTHCARE INFORMATION DELIVERY SYSTEMS MAY
AFFECT HEALTHCARE PROVIDERS' DECISIONS WHICH COULD RESULT IN UNPLANNED
PRODUCT ENHANCEMENTS, DELAYS, OR CANCELLATIONS OF PRODUCT ORDERS OR
SHIPMENTS, OR REDUCE THE NEED FOR CERTAIN SYSTEMS.

During the past several years, the healthcare industry within the United States
and other countries has been subject to changing political, economic and
regulatory influences and to increasing levels of governmental regulation.
Certain proposals to reform the U.S. healthcare systems have been and are being
considered by Congress. These proposals, if enacted, could change the operating
environment for any of our customers within the United States that could have a
negative impact on our business, financial condition and results of operations.
However, the U.S. federal government recently mandated the use of electronic
transmissions for large Medicare providers, which may positively affect the
marketability of our products in the United States. We are unable to predict
what, if any, changes will occur.

Changes in current healthcare financing, reimbursement systems and procurement
practices could result in unplanned product enhancements, delays, or
cancellations of product orders or shipments, or reduce the need for certain
systems. A portion of our revenues is expected to be derived from sales of our
Health Information Management Products to hospitals in the United States.

Consolidation in the healthcare industry, particularly in the hospital and
managed care markets, could decrease the number of potential purchasers of our
Health Information Management Products and adversely affect our business. In
addition, the decision to purchase such products generally involves a committee
approval. Consequently, it is difficult for us to predict the timing or outcome
of the buying decisions of our potential customers.
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THERE ARE POLITICAL AND ECONOMIC RISKS IN FOREIGN MARKETPLACES WHICH
COULD AFFECT OUR OPERATIONS.
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As of the date of this Annual Report, our Health Information Management Products
are sold by us principally in Brazil. We intend to enter the global marketplace
which includes, but is not limited to, the marketplaces within the United
States, Australia, South America and Europe. During fiscal years ended December
31, 2006 and 2005, respectively, international sales accounted for one hundred
percent (100%) of our total revenue. As a result, we face certain risks
associated with international sales. International sales may be subject to
political, economic, legal and other uncertainties occurring within these
countries. Changes in policies by the respective governments may result in
changes in laws, regulations or the interpretation thereof, confiscatory
taxation, restrictions on imports and sources of supply, import duties,
corruption, economic reforms, and currency revaluation, all of which may
materially and adversely affect us. The continuation or increase of any such
disparities could affect the political and social stability of the country, and
thus our operations. Moreover, future controversies could arise which would
threaten trade relations between the United States and the respective country.
In any of such eventualities, our business could be adversely affected.

WE MAY FACE SCRUTINY FROM GOVERNMENTAL AGENCIES.

As a result of the rising healthcare costs, U.S. federal and state governments
and foreign governments have placed an increased emphasis on detecting and
eliminating fraud and abuse in healthcare programs. Numerous laws and
regulations now exist within the U.S. and other foreign countries to prevent
fraudulent or abusive billing, to protect patients' privacy rights, and to
ensure patients' access to healthcare. Violation of the laws or regulations
governing our operations could result in the imposition of civil or criminal
penalties, including temporary or permanent exclusion from participation in
government healthcare programs, such as Medicare and Medicaid in the U.S., the
cancellation of any contracts with us to provide managed care services, and the
suspension or revocation of any of our governmental licenses. We intend to
conduct routine internal audits in an effort to ensure compliance with all
applicable laws and regulations. If errors, discrepancies or violations of laws
are discovered in the course of these internal audits or otherwise, we may be
required by law to disclose the relevant facts, once known, to the appropriate
authorities.

THE INABILITY TO PROTECT OUR INTELLECTUAL PROPERTY COULD LEAD TO
UNAUTHORIZED USE OF OUR PRODUCTS.

We rely on a combination of trade secrets, copyright and trademark laws,
nondisclosure, non-compete and other contractual provisions to protect our
proprietary rights. Measures taken by us to protect our intellectual property
may not be adequate, and our competitors could independently develop products
and services that are substantially equivalent or superior to our products and
services. Any infringement or misappropriation of our proprietary software and
databases could put us at a competitive disadvantage in a highly competitive
market and could cause us to lose revenues, incur substantial litigation
expense, and divert management's attention from other operations. Intellectual
property litigation is increasingly common in the software industry.
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Therefore, the risk of an infringement claim against us may increase over time
as the number of competitors in the industry segment grows and the functionality
of products overlaps. Third parties could asset infringement claims against us
in the future. Regardless of the merits, we could incur substantial litigation
expenses in defending any such asserted claim. In the event of an unfavorable
ruling on any such claim, such an infringement may result in significant
monetary liabilities that could have a material adverse effect on the business.
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In the event of an unfavorable ruling on any such claim, a license or similar
agreement may also not be available to use on reasonable terms, if at all. We
may not be successful in the defense of these or similar claims.

WE ARE DEPENDENT UPON THE LICENSE AGREEMENT TO FURTHER DEVELOP AND
COMMERCIALIZE OUR PRODUCTS EFFECTIVELY OR AT ALL.

To further develop and successfully commercialize the Health Information
Management Products and related services, we entered into a license agreement
(the "License Agreement") with MedLink to carry out development and
commercialization of the MedLink Solution within Brazil. Under the terms of the
License Agreement, we will receive certain royalties once our subsidiary in
Brazil has entered cash flow status. The risks associated with the License
Agreement include, but are not limited to, the following: (i) Medlink may not
apply the expected resources or required expertise in developing the MedLink
Solution resources and systems or other systems necessary to successfully
commercialize the MedLink Solution products; and (ii) disputes may arise between
us and Medlink that delay the commercialization of the MedLink Solution or
adversely affect its sales or profitability. Our success will depend on the
successful introduction and marketing of the MedLink Solution and other products
which, in turn, is dependent on the continued existence of favorable contractual
relations with Medlink. Our business operations may be materially affected in
the event Medlink fails to honor the terms and provisions of License Agreement.

FAILURE TO RETAIN KEY PERSONNEL COULD IMPEDE OUR ABILITY TO
COMMERCIALIZE OUR PRODUCTS, MAINTAIN THE LICENSE AGREEMENT OR OBTAIN
SOURCES OF FUNDS.

We depend to a significant extent on the efforts of Mr. Stephen Walters, our
President, Chief Executive Officer and a director, and on the efforts of our
research and development personnel. The development of Health Information
Management Products requires expertise from a number of different disciplines,
some of which are not widely available. The quality and reputation of our
research and development personnel, including our executive officers, and their
success in performing their responsibilities, may directly influence our
success. In addition, Mr. Walters is involved in a broad range of critical
activities, including providing strategic and operational guidance. The loss of
Mr. Walters or our inability to retain or recruit other key management and
research and development personnel may delay or prevent us from achieving our
business objectives. We face intense competition for personnel from other
companies, public and private research institutions, government entities and
other organizations. We do not employ management on a full-time or part-time
basis and do not have a written employment agreement with Mr. Walters. In
addition, we do not maintain any key man life insurance policies on Mr. Walters.
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RISKS RELATED TO OUR COMMON STOCK

FUTURE SALES BY OUR STOCKHOLDERS MAY ADVERSELY AFFECT OUR STOCK PRICE
AND OUR ABILITY TO RAISE FUNDS IN NEW STOCK OFFERINGS.

Sales of our common stock in the public market could lower the market price of
our common stock. Sales may also make it more difficult for us to sell equity
securities or equity-related securities in the future at a time and price that
our management deems acceptable or at all. Of the 32,030,511 shares of common
stock outstanding as of the date of this Annual Report, 14,635,451 shares are
freely tradable without restriction, unless held by our "affiliates". The
remaining 17,395,060 shares of common stock which will be held by existing
stockholders, including the officers and directors, are "restricted securities"
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and may be resold in the public market only if registered or pursuant to an
exemption from registration. Some of these shares may be resold under Rule 144.
In addition, as of December 31, 2006, if exercised or converted, we may issue
4,687,500 shares underlying the Debenture, up to 12,902,500 shares of common
stock underlying the warrants (including the SHG Warrant and the Warrants), up
to 3,425,000 shares underlying stock options, 29,090,909 shares underlying our
Series A Preferred stock, and up to 1,400,000 shares of common stock upon
conversion of related party debt.

THERE ARE A LARGE NUMBER OF SHARES UNDERLYING OUR SERIES A PREFERRED
STOCK THAT MAY BE AVAILABLE FOR FUTURE SALE AND THE SALE OF THESE
SHARES MAY DEPRESS THE MARKET PRICE OF OUR COMMON STOCK.

As of the date of this Annual Report, we have 32,030,511 shares of common stock
issued and outstanding and 16,000 shares of our Series A Preferred stock issued
and outstanding. In addition, the number of shares of common stock issuable upon
conversion of the outstanding Series A Preferred stock may increase if the
market price of our stock declines. All of the shares, including all of the
shares issuable upon conversion of the Series A Preferred Shares, may be sold
without restriction. The sale of these shares may adversely affect the market
price of our common stock.

THE CONTINUOUSLY ADJUSTABLE CONVERSION PRICE FEATURE OF OUR SERIES A
PREFERRED STOCK COULD REQUIRE US TO ISSUE A SUBSTANTIALLY GREATER
NUMBER OF SHARES, WHICH WILL CAUSE DILUTION TO OUR EXISTING
SHAREHOLDERS.

The number of shares of common stock issuable upon conversion of our Series A
Preferred stock will increase if the market price of our common stock declines,
which will cause dilution to our existing stockholders. Our obligation to issue
shares upon conversion of our Series A Preferred stock is essentially limitless
if the trading price per common share declines towards zero as the number of
Series A Preferred stock convertible into common stock is based on the trading
price per common share.

THE CONTINUOUSLY ADJUSTABLE CONVERSION PRICE FEATURE OF OUR SERIES A
PREFERRED STOCK MAY ENCOURAGE INVESTORS TO MAKE SHORT SALES IN OUR
COMMON STOCK, WHICH COULD HAVE A DEPRESSIVE EFFECT ON THE PRICE OF OUR
COMMON STOCK.
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The shares of Series A Preferred stock are convertible into common stock at any
time by dividing the dollar amount being converted by the lower of $0.192 or
eighty percent (80%) of the lowest daily volume weighted average of our common
stock, as determined by price quotations from Bloomberg, LP, during the ten (10)
trading days immediately preceding the date of conversion.

The significant downward pressure on the price of the common stock as the
selling stockholder converts and sells material amounts of common stock could
encourage short sales by investors. This could place further downward pressure
on the price of the common stock. In addition, not only the sale of shares
issued upon conversion of preferred stock, but also the mere perception that
these sales could occur, may adversely affect the market price of the common
stock.

THE HOLDER OF THE DEBENTURE AND SERIES A PREFERRED STOCK HAVE THE
OPTION OF CONVERTING THE PRINCIPAL OUTSTANDING UNDER THE DEBENTURE INTO
SHARES OF OUR COMMON STOCK. IF THE HOLDER CONVERTS THE DEBENTURE AND
THE SERIES A PREFERRED STOCK, THERE WILL BE DILUTION OF YOUR SHARES OF
OUR COMMON STOCK.
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The conversion of the Debenture and the Series A Preferred Stock will result in
dilution to the interests of other holders of our common stock since the holders
may ultimately convert the full amount of the Debenture and the Series A
Preferred Stock and sell all of these shares into the public market.

The following table sets forth the number and percentage of shares of our common
stock that would be issuable if the holders of the Debenture and the shares of
Series A Preferred Stock converted at conversion prices of $0.20, $0.15, $0.10,
$0.05 and $0.03 (the conversion price shall be equal to the lesser of (i) one
hundred twenty percent (120%) of the closing bid price of our common stock on
April 1, 2005 and (ii) eighty percent (80%) of the lowest closing bid price of
the common stock for five (5) trading days immediately preceding the conversion
date) :

NUMBER OF SHARES

ISSUABLE
ON CONVERSION PERCENTAGE OF ISSUED
CONVERSION PRICE (1) AND OUTSTANDING (2)
$0.20 9,125,000 22.17%
$0.15 12,166,666 27.53%
$0.10 18,250,000 36.30%
$0.05 36,500,000 53.26%
$0.03 60,833,333 65.51%

(1) Represents the number of shares issuable if the principal amount of the
Debenture and the shares of Series A Preferred Stock were converted at the
corresponding conversion price.

(2) Represents the percentage of the total outstanding common stock that the
shares issuable on conversion of the Debenture and the shares of Series A
Preferred Stock without regard to any contractual or other restriction on the
number of securities the stockholder may own at any point in time (including a
4.99% ownership limitation set forth in the Debenture) and based on 32,030,511
shares issued and outstanding as of the date of this Annual Report.
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OUR COMMON STOCK IS SUBJECT TO THE "PENNY STOCK" RULES OF THE
SECURITIES AND EXCHANGE COMMISSION AND THE TRADING MARKET IN OUR
SECURITIES IS LIMITED, WHICH MAKES TRANSACTIONS IN OUR STOCK CUMBERSOME
AND MAY REDUCE THE VALUE OF AN INVESTMENT IN OUR STOCK.

The Securities and Exchange Commission has adopted Rule 15g-9 which establishes
the definition of a "penny stock", for the purposes relevant to us, as any
equity security that has a market price of less than $5.00 per share or with an
exercise price of less than $5.00 per share, subject to certain exceptions. For
any transaction involving a penny stock, unless exempt, the rules require: (i)
that a broker or dealer approve a person's account for transactions in penny
stocks; and (ii) the broker or dealer receive from the investor a written
agreement to the transaction, setting forth the identity and quantity of the
penny stock to be purchased.

In order to approve a person's account for transactions in penny stocks, the
broker or dealer must: (i) obtain financial information and investment
experience objectives of the person; and (ii) make a reasonable determination
that the transactions in penny stocks are suitable for that person and the
person has sufficient knowledge and experience in financial matters to be
capable of evaluating the risks of transactions in penny stocks.
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The broker or dealer must also deliver, prior to any transaction in a penny
stock, a disclosure schedule prescribed by the SEC relating to the penny stock
market, which, in highlight form: (i) sets forth the basis on which the broker
or dealer made the suitability determination; and (ii) that the broker or dealer
received a signed, written agreement from the investor prior to the transaction.

Generally, brokers may be less willing to execute transactions in securities
subject to the "penny stock" rules. This may make it more difficult for
investors to dispose of our common stock and cause a decline in the market value
of our stock.

Disclosure also has to be made about the risks of investing in penny stocks in
both public offerings and in secondary trading and about the commissions payable
to both the broker-dealer and the registered representative, current quotations
for the securities and the rights and remedies available to an investor in cases
of fraud in penny stock transactions. Finally, monthly statements have to be
sent disclosing recent price information for the penny stock held in the account
and information on the limited market in penny stocks.
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HISTORICAL DEFICIENCIES IN THE EFFECTIVENESS OF OUR DISCLOSURE CONTROLS
AND PROCEDURES MAY POSE A MATERIAL RISK TO INVESTORS.

On July 6, 2006, we announced that we were restating our Consolidated Balance
Sheets at June 30, 2005, September 30, 2005, December 31, 2005 and March 31,
2006 and our Consolidated Statements of Operations and Statements of
Stockholders' Deficit as of and for the year ended December 31, 2005 and for the
periods ended June 30, 2005, September 30, 2005 and March 31, 2006 to properly
reflect an embedded derivative conversion liability related to our debenture
payvable. The change in presentation of our embedded derivative feature
associated with its debenture payable had the effect of increasing assets by
$19,131, increasing liabilities by $208,117, increasing the stockholders'
deficit by $188,986 as of March 31, 2006, and increasing our net loss by $30,038
for the three (3) months ended March 31, 2006. This change in presentation of
our embedded derivative feature affected some of the items within our
consolidated statement of cash flows for the three (3) months ended March 31,
2006 but did not impact cash at the end of the year.

As a result of the restatement of our Consolidated Balance Sheet, Consolidated
Statement of operations and the Consolidated Statements of Stockholders'
Deficit, our management determined that there had been a significant deficiency
in our internal control over financial reporting as of December 31, 2005 and
March 31, 2006 related to the presentation of derivative liabilities.. Although
our management believes that we have corrected our presentation and recording of
the derivative liabilities and have determined that such significant deficiency
did not rise to the level of a material weakness in our internal control over
financial reporting, a material risk to investors may exist due to the fact that
recent changes have been made to our disclosure controls and procedures to
address such significant deficiencies.

We have implemented additional measures as part of changes to our internal
controls to determine and ensure that information required to be disclosed in
reports filed under the Exchange Act was recorded, processed, summarized and
reported within the time periods specified in the rules and forms including, but
not limited to, the following: (i) documentation of processes, performing
testing and reviewing our internal control over financial reporting in
connection with our assessment under Section 404 of the Sarbanes-Oxley Act; (ii)
evaluation and implementation of improvements to our accounting and management
information systems; and (iii) development and implementation of a remediation
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plan to address any perceived deficiencies identified in our internal control
over financial reporting. The costs of these additional measures did not have a
material impact on our future results or operations liquidity.

Our management, including our Chief Executive Officer and Chief Financial
Officer, do not expect that our disclosure controls and internal controls will
prevent all errors and all fraud. A control system, no matter how well conceived
and operated, can provide only reasonable, not absolute, assurance that the
objectives of the control system are met. Our disclosure controls and procedures
are designed to provide reasonable assurance of achieving our objectives and our
certifying officers have concluded that our disclosure controls and procedures
are effective at a reasonable assurance level as of June 30, 2006. See "Item 8.
Internal Controls and Procedures."
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A DECLINE IN THE PRICE OF OUR COMMON STOCK COULD AFFECT OUR ABILITY TO
RAISE FURTHER WORKING CAPITAL AND ADVERSELY IMPACT OUR OPERATIONS.

A decline in the price of our common stock could result in a reduction in the
liquidity of our common stock and a reduction in our ability to raise additional
capital for our operations. Because a portion of our operations to date have
been financed through the sale of equity securities, a decline in the price of
our common stock could have an adverse effect upon our liquidity and our
continued operations. A reduction in our ability to raise equity capital in the
future would have a material adverse effect upon our business plan and
operations, including our ability to continue our current operations. If our
stock price declines, we may not be able to raise additional capital or generate
funds from operations sufficient to meet our obligations.

THE TRADING PRICE OF OUR COMMON STOCK ON THE OTC BULLETIN BOARD HAS
BEEN AND MAY CONTINUE TO FLUCTUATE SIGNIFICANTLY AND STOCKHOLDERS MAY
HAVE DIFFICULTY RESELLING THEIR SHARES.

Our common stock has traded as low as $0.04 and as high as $0.31 In addition to
volatility associated with Bulletin Board securities in general, the value of
your investment could decline due to the impact of any of the following factors
upon the market price of our common stock: (i) changes in the world wide price
for oil or natural gas; (ii) disappointing results from our discovery or
development efforts; (iii) failure to meet our revenue or profit goals or
operating budget; (iv) decline in demand for our common stock; (v) downward
revisions in securities analysts' estimates or changes in general market
conditions; (vi) technological innovations by competitors or in competing
technologies; (vii) lack of funding generated for operations; (viii) investor
perception of our industry or our prospects; and (ix) general economic trends.

In addition, stock markets have experienced price and volume fluctuations and
the market prices of securities have been highly volatile. These fluctuations
are often unrelated to operating performance and may adversely affect the market
price of our common stock. As a result, investors may be unable to sell their
shares at a fair price and you may lose all or part of your investment.

A MAJORITY OF OUR DIRECTORS AND OFFICERS ARE OUTSIDE THE UNITED STATES,
WITH THE RESULT THAT IT MAY BE DIFFICULT FOR INVESTORS TO ENFORCE
WITHIN THE UNITED STATES ANY JUDGMENTS OBTAINED AGAINST US OR ANY OF
OUR DIRECTORS OR OFFICERS.

A majority of our directors and officers are nationals and/or residents of
countries other than the United States, and all or a substantial portion of such
persons' assets are located outside the United States. As a result, it may be
difficult for investors to effect service of process on our directors or
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officers, or enforce within the United States any Jjudgments obtained against us
or our officers or directors, including judgments predicated upon the civil
liability provisions of the securities laws of the United States or any state
thereof. Consequently, you may be effectively prevented from pursuing remedies
under U.S. federal securities laws against them. In addition, investors may not
be able to commence an action in a foreign court predicated upon the civil
liability provisions of the securities laws of the United States. The foregoing
risks also apply to those experts identified in this prospectus that are not
residents of the United States.
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COLORADO LAW AND OUR ARTICLES OF INCORPORATION MAY PROTECT OUR
DIRECTORS FROM CERTAIN TYPES OF LAWSUITS.

Colorado law provides that our officers and directors will not be liable to us
or our stockholders for monetary damages for all but certain types of conduct as
officers and directors. Our Bylaws permit us broad indemnification powers to all
persons against all damages incurred in connection with our business to the
fullest extent provided or allowed by law. The exculpation provisions may have
the effect of preventing stockholders from recovering damages against our
officers and directors caused by their negligence, poor judgment or other
circumstances. The indemnification provisions may require us to use our limited
assets to defend our officers and directors against claims, including claims
arising out of their negligence, poor judgment, or other circumstances.

ITEM 2. DESCRIPTION OF PROPERTIES

Except as described above, we do not own any other real estate or other
properties. We lease office space in several locations as follows:

(i) United States: 8th Floor, 5201 Blue Lagoon Drive, Miami,
Florida, 33126 USA;

(1i) Brazil: Praia de Botafogo # 440, 4 andar, Botafogo 22250 -
040, Rio de Janeiro, RJ Brazil; and

(1ii) Brazil: Av, Paulista, 726, conj. 1707, Bela Vista Sao Paulo,
Brazil.

ITEM 3. LEGAL PROCEEDINGS

On March 14, 2005, X-Clearing Corp, a Colorado corporation ("X-Clearing"), our
former transfer agent, initiated legal proceedings against us by filing a
complaint and verified motion for replevin and for temporary order to preserve
property in the District Court of the City and County of Denver, State of
Colorado, civil action no. 05 CV 1980 (the "Complaint"). On August 9, 2006, we
entered into a Settlement Agreement with X-Clearing, releasing all claims and
counterclaims of the complaint without any admission of liability for an out of
court settlement of $37,250.

Other than as disclosed above, we are not aware of any legal proceedings
contemplated by any governmental authority or other party involving us or our
subsidiaries or our properties. None of our directors, officers or affiliates
is: (i) a party adverse to us in any legal proceedings; or (ii) has an adverse
interest to us in any legal proceedings. We are not aware of any other legal
proceedings pending or that have been threatened against us, our subsidiaries or
our properties.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
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During fiscal year ended December 31, 2006, no matters were submitted to our
stockholders for approval.
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ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
MARKET FOR COMMON EQUITY

Shares of our common stock are traded on the Over-the-Counter Bulletin Board
under the symbol "TNSX.OB". The market for our common stock is limited, and can
be volatile. The following table sets forth the high and low sales prices
relating to our common stock on a quarterly basis for the last two fiscal years
as quoted by the NASDAQ. These quotations reflect inter-dealer prices without
retail mark-up, mark-down, or commissions, and may not reflect actual

transactions.

QUARTER ENDED HIGH BID LOW BID
December 30, 2006 $0.17 $0.07
September 30, 2006 $0.19 $0.12
June 30, 2006 $0.21 $0.10
March 31, 2006 $0.16 $0.10
December 31, 2005 $50.20 $0.13
September 30, 2005 $0.26 $0.10
June 30, 2005 $0.14 $0.10
March 31, 2005 $0.18 $0.12

As of the date of this Annual Report, we have approximately 288 shareholders of
record, which does not include shareholders whose shares are held in street or
nominee names. We believe that there are approximately 1,000 beneficial owners
of our common stock.

DIVIDEND POLICY

No dividends have ever been declared by the Board of Directors on our common
stock. Our losses do not currently indicate the ability to pay any cash
dividends, and we do not indicate the intention of paying cash dividends either
on our common stock in the foreseeable future. There are no restrictions in our
articles of incorporation or by-laws that prevent us from declaring dividends.
The Nevada Revised Statutes, however, do prohibit us from declaring dividends
where, after giving effect to the distribution of the dividend, we would not be
able to pay our debts as they become due in the usual course of business or our
total assets would be less than the sum of our total liabilities plus the amount
that would be needed to satisfy the rights of stockholders who have preferential
rights superior to those receiving the distribution.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER COMPENSATION PLANS

We have one equity compensation plan, the Transax International Limited Stock
Option Plan (the "Stock Option Plan"). The table set forth below presents the
securities authorized for issuance with respect to the Stock Option Plan under

which equity securities are authorized for issuance as of December 31, 2006:

30

EQUITY COMPENSATION PLAN INEFORMATION

WEIGHTED-AVERAGE NUMBER OF SECURI
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NUMBER OF SECURITIES TO EXERCISE PRICE OF REMAINING AVAILABL
BE ISSUED UPON EXERCISE OUTSTANDING FUTURE ISSUANCE U
OF OUTSTANDING OPTIONS, OPTIONS, WARRANTS EQUITY COMPENSATION
WARRANTS AND RIGHTS AND RIGHTS (EXCLUDING COLUMN
PLAN CATEGORY (7) (B) (C)
EQUITY COMPENSATION PLANS
APPROVED BY SECURITY HOLDERS
Stock Options 1,250,000 $0.50
550,000 0.20
1,625,000 0.15
Total Stock Options 3,425,000 275,000
Warrants — Merger Agreement 4,100,000 $1.00 -0-
EQUITY COMPENSATION PLANS NOT
APPROVED BY SECURITY HOLDERS
Warrants 1,000,000 $0.25 -0-
5,302,500 $0.20 -0-
2,500,000 $0.30 -0-
Total warrants 12,902,500
Total Stock Options/Warrants 16,327,500

STOCK OPTION PLAN

On July 22, 2003, our Board of Directors unanimously approved and adopted a
stock option plan, and during fiscal year 2004, our Board of Directors
unanimously approved and adopted a 2004 incentive stock option plan
(collectively, the "Stock Option Plan"). The purpose of the Stock Option Plan is
to advance our interests and those of our shareholders by affording our key
personnel an opportunity for investment and the incentive advantages inherent in
stock ownership. Pursuant to the provisions of the Stock Option Plan, stock
options (the "Stock Options") will be granted only to our key personnel,
generally defined as a person designated by our Board of Directors upon whose
judgment, initiative and efforts we may rely including any of our directors,
officers, employees or consultants. The Stock Option Plan provides authorization
to our Board of Directors to grant Stock Options to purchase a total number of
shares of our common stock not to exceed 4,500,000 shares and, in accordance
with the provisions of the 2004 incentive stock option plan, an additional
2,500,000 shares for an aggregate of 7,000,000 shares.
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The Stock Option Plan is to be administered by our Board of Directors, which
shall determine (i) the persons to be granted Stock Options under the Stock
Option Plan; (ii) the number of shares subject to each option, the exercise
price of each Stock Option; and (iii) whether the Stock Option shall be
exercisable at any time during the option period of ten (10) years or whether
the Stock Option shall be exercisable in installments or by vesting only. At the
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time a Stock Option is granted under the Stock Option Plan, our Board of
Directors shall fix and determine the exercise price at which shares of our
common stock may be acquired; provided, however, that any such exercise price
shall not be less than that permitted under the rules and policies of any stock
exchange or over-the-counter market which are applicable.

In the event an optionee who is one of our directors or officers ceases to serve
in that position, any Stock Option held by such optionee generally may be
exercisable within up to ninety (90) calendar days after the effective date that
his position ceases, and after such 90-day period any unexercised Stock Option
shall expire. In the event an optionee who is one of our employees or
consultants ceases to be employed by us, any Stock Option held by such optionee
generally may be exercisable within up to sixty (60) calendar days (or up to
thirty (30) calendar days where the optionee provided only investor relations
services to us) after the effective date that his employment ceases, and after
such 60- or 30-day period any unexercised Stock Option shall expire.

No Stock Options granted under the Stock Option Plan will be transferable by the
optionee, and each Stock Option will be exercisable during the lifetime of the
optionee subject to the option period of ten (10) years or limitations described
above. Any Stock Option held by an optionee at the time of his death may be
exercised by his estate within one (1) year of his death or such longer period
as our Board of Directors may determine.

Unless restricted by the option agreement, the exercise price shall by paid by
any of the following methods or any combination of the following methods: (i) in
cash; (ii) by cashier's check, certified check, or other acceptable banker's
note payable to us; (iii) by net exercise notice whereby the option holder will
authorize the return to the Stock Option Plan pool, and deduction from the
option holder's Stock Option, of sufficient Stock Option shares whose net wvalue
(fair value less option exercise price) is sufficient to pay the option price of
the shares exercise (the fair value of the shares of the Stock Option to be
returned to the pool as payment will be determined by the closing price of our
shares of common stock on the date notice is delivered); (iv) by delivery to us
of a properly executed notice of exercise together with irrevocable instructions
(referred to in the industry as ‘delivery against payment') to a broker to
deliver to us promptly the amount of the proceeds of the sale of all or a
portion of the stock or of a loan from the broker to the option holder necessary
to pay the exercise price; of (v) such other method as the option holder and our
Board of Directors may determine as adequate including delivery of acceptable
securities (including our securities), set-off for wages or invoices due,
property, or other adequate value. In the discretion of our Board of Director,
we may grant a loan or guarantee a third-party loan obtained by an option holder
to pay part of all of the exercise option price of the shares provided that such
loan or our guaranty is secured by the shares of common stock.
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INCENTIVE STOCK OPTIONS

The Stock Option Plan further provides that, subject to the provisions of the
Stock Option Plan and prior shareholder approval, our of Board of Directors may
grant to any one of our key personnel who is an employee eligible to receive
options one or more incentive stock options to purchase the number of shares of
common stock allotted by our Board of Directors (the "Incentive Stock Options").

The option price per share of common stock deliverable upon the exercise of an
Incentive Stock Option shall be no less than fair market value of a share of
common stock on the date of grant of the Incentive Stock Option. In accordance
with the terms of the Stock Option Plan, "fair market value" of the Incentive
Stock Option as of any date shall not be less than the closing price for the
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shares common stock on the last trading day preceding the date of grant.

The option term of each Incentive Stock Option shall be determined by our Board
of Directors, which shall not commence sooner than from the date of grant and
shall terminate no later than ten (10) years from the date of grant of the
Incentive Stock Option, subject to possible early termination as described
above.

FORM S-8 REGISTRATION STATEMENT

On November 16, 2004, we filed with the Securities and Exchange Commission a
registration statement on Form S-8 for the registration of Stock Options and
Incentive Stock Options under the Stock Option Plan in the amount of up to
2,500,000 at an exercise price of $0.25.

STOCK OPTIONS GRANTED AND EXERCISED

As of the date of this Annual Report, there are an aggregate of 3,425,000 Stock
Options granted and outstanding. During fiscal year ended December 31, 2006, we
granted 475,000 Stock Options to our officers and directors. See "Item 10.
Executive Compensation.”

COMMON STOCK PURCHASE WARRANTS

As of the date of this Annual Report, there are an aggregate of 12,902,500
common stock purchase warrants issued and outstanding. During fiscal year ended
December 31, 2006, we granted an aggregate of 7,400,000 common stock purchase
warrants, of which 2,000,000 were cancelled, as follows: (i) 400,000 common
stock purchase warrants to Scott and Heather Grimes exercisable at $0.20 per
share until February 1, 2008; (ii) 2,000,000 common stock purchase warrants to
ROI Group Associates, Inc., of which 1,000,000 warrants were exercisable at
$0.20 per share and 1,000,000 warrants were exercisable at $0.25 per share
(which 2,000,000 warrants were subsequently cancelled); and (iii) 5,000,000
common stock purchase warrants to Cornell Capital Partners, of which 2,500,000
warrants are exercisable at $0.20 per share until January 13, 2011 and 2,500,000
warrants are exercisable at $0.30 per share until January 13, 2011. See " -
Recent Sales of Unregistered Securities" and "item 6. Management's Discussion
and Analysis or Plan of Operation - Plan of Operation."

33

RECENT SALES OF UNREGISTERED SECURITIES

As of the date of this Annual Report and during fiscal year ended December 31,
2006, to provide capital, we sold stock in private placement offerings, issued
stock in exchange for our debts or pursuant to contractual agreements as set
forth below.

ROI CONSULTING AGREEMENT

On March 20, 2006, we entered into a one-year consulting agreement with ROI
Associates Inc. ("ROI") for investor relations services (the "ROI Consulting
Agreement"). In accordance with the terms and provisions of the ROI Consulting
Agreement, we issued an aggregate of 900,000 shares of our restricted common
stock to ROI at $0.12 per share (which was the fair market value of our shares
of common stock based on the quoted trading price as of the date of execution of
the ROI Consulting Agreement). On December 27, 2006, we entered into a
settlement agreement with ROI (the "Settlement Agreement"). In accordance with
the terms and provisions of the Settlement Agreement, ROI returned to us 200,000
shares of our common stock previously issued to them.
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SERVICES RENDERED

During fiscal year ended December 31, 2006, we issued an aggregate of 43,270
shares of our S-8 common stock to a creditor at approximately $0.16 per share
for legal services rendered in the aggregate amount of $6,940. The shares were
issued pursuant to an exemption from registration under Section 4(2) of the 1933
Securities Act.

CONSULTING SERVICES

On October 5, 2006, we entered into a consulting agreement with Andrew Barwicki
("Barwicki") for investor services to be provided (the "Barwicki Consulting
Agreement") . In accordance with the terms and provisions of the Barwicki
Consulting Agreement, we issued an aggregate of 55,000 shares of our restricted
common stock to Barwicki at $0.135 per share for consulting expenses in the
amount of $7,425. The shares were issued pursuant to an exemption from
registration under Section 4(2) of the 1933 Securities Act.

CONVERSION OF CONVERTIBLE DEBENTURE

During fiscal year ended December 31, 2006, we issued an aggregate of 255,682
shares of our common stock to Scott and Heather Grimes in connection with
conversion of an aggregate amount of $25,000 of the Convertible Debenture. See
"Item 6. Management's Discussion and Analysis or Plan of Operation - Material
Commitments."
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SERIES A PREFERRED SHARES

On January 13, 2006, we entered into an Investment Agreement with Cornell
Capital Partners, LP ("Cornell"), pursuant to which we shall sell to Cornell up
to 16,000 shares of Series A Convertible Preferred Stock, which shall be
convertible at Cornell's discretion into shares of our common stock for a total
price of up to $1,600,000. Of the 16,000 Series A Preferred Shares to be sold to
Cornell, 8,000 Series A Preferred Shares had a purchase price of $800,000, which
consisted of $255,237 from the surrender of a Promissory Note and $544,763
consisting of new funding of which we received net proceeds of $495,734 after
the payment of placement fees of $49,029. Additionally, we paid $25,000 in legal
fees with the proceeds of this financing. On May 8, 2006, we sold the remaining
8,000 shares of Series A Preferred Shares to Cornell for the purchase price of
$800,000 and received net proceeds of $728,000 (net of placement fees of
$72,000) . See "Item 6. Management's Discussion and Analysis or Plan of Operation
— Plan of Operation."

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

The summarized consolidated financial data set forth in the tables below and
discussed in this section should be read in conjunction with our consolidated
financial statements and related notes for fiscal years ended December 31, 2006
and 2005, which financial statements are included elsewhere in this Annual
Report.
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FOR FISCAL YEAR ENDED FOR FISCAL YEAR ENDED
DECEMBER 31, 2006 DECEMBER 31, 2005
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REVENUES ..ttt ittt e it ittt it e i e S 4,164,429 $ 3,380,150

OPERATING EXPENSES

Cost of product support services ............. $ 1,576,563 $ 1,162,945
Compensation and related benefits ............ 1,018,196 780, 643
Professional fees ...ttt ittt et e e 191,174 130,936
Management and consulting fees-related parties 498,325 235,081
Investor relatdlons ...t ittt i te e 253,947 128,332
Depreciation and amortization ................ 237,341 250,511
General and administrative ........... ... .. ... 1,136,071 855,086
LOSS FROM OPERATIONS ittt ittt it teeeeeneneas (747,188) (163,384)
OTHER INCOME (EXPENSES)
Other EXPeNSEeS v ittt ittt ettt ettt eenaenns (32,843) (18,044)
Foreign Exchange gain (1losSs) ..o, (16,966) 22,735
Debt settlement and offering costs ........... (153,671) -0-
Loss from derivative liabilities ............. (257,560) (18,512)
Registration rights penalty .................. (160,000) -0-
Interest EeXPENSE & ittt t it et eeenneeeennn (606, 963) (407,976)
Interest expense - related party ............. (36,162) (179,303)
NET LOS S ittt ittt ettt eeeeeeeeeseeneenaeeeeenens (2,011,353) (764,484)
OTHER COMPREHENSIVE INCOME
Unrealized foreign currency translation gain . 79,902 76,803
COMPREHENSIVE LOSS & ittt ittt ittt ittt tieieeennnns (1,931,451) (687,681)

RESULTS OF OPERATION

FOR FISCAL YEAR ENDED DECEMBER 31, 2006 COMPARED TO FISCAL YEAR ENDED DECEMBER
31, 2005

Our net losses during fiscal year ended December 31, 2006 were $2,011,353
compared to $764,484 for fiscal year ended December 31, 2005 (an increase of
$1,246,869 or 163.1%).

During fiscal year ended December 31, 2006, we generated $4,164,429 in revenues
compared to $3,380,150 in revenues generated during fiscal year ended December
31, 2005 (an increase of $784,279 or 23%). The significant increase in revenues
is due to the continue installation of our software and/or hardware devices
containing our software at the healthcare providers' locations in Brazil. Upon
installation, we begin the processing of applications submitted by healthcare
providers for approval of patients for healthcare services from the insurance
carrier. We charge for these services on a per transaction basis. We undertook
approximately 7,700,000 "real time" transactions during fiscal year ended
December 31, 2006, of which 4,900,000 were from POS terminals, 2,000,000 from PC
servers, and 800,000 from interactive wvoice response.
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During fiscal year ended December 31, 2006, we incurred operating expenses in
the aggregate amount of $4,911,617 compared to $3,543,534 incurred during fiscal
year ended December 31, 2005 (an increase of $1,368,083 or 38.6%). The increase
in operating expenses incurred during fiscal year ended December 31, 2006
compared to operating expenses incurred during fiscal year ended December 31,
2005 resulted from: (i) an increase of $413,618 or 35.6% in cost of product
support services resulting from the increase in revenues; (ii) an increase of
$237,553 or 30.4% in compensation and related benefits associated with the
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increased operations of our MedLink operations; (iii) an increase of $60,238 or
46.0% in professional fees relating to legal and accounting costs associated
with our filings and the filing of a registration statement of Form SB-2; (iv)
an increase of $263,244 or 112.0% in management and consulting fees-related
parties due to an increase in use of management and a director/consultant needed
to handle our increased operations; (v) an increase in investor relations of
$125,615 or 97.9% in investor relations primarily resulting from the issuance of
common stock and warrants to a consultant for investor relations services; and
(vi) an increase of $280,985 or 32.9% in general and administrative expenses
resulting from an increase in operating costs associated with increased
operations and increased travel expenses and a decrease in depreciation and
amortization expense of $13,170 or 5.3%.

We reported a loss from operations of $747,188 for fiscal year ended December
31, 2006 as compared to a loss from operations of $163,384 for fiscal year ended
December 31, 2005 (an increase of $583,804 or 357.3%). Although there can be no
assurances, we anticipate that during fiscal year 2007, our ongoing marketing
efforts and product roll-out will result in an increase in our net sales from
those reported during fiscal year 2006. To support these increased sales, we
anticipate that our operating expenses will also increase during fiscal year
2007 as compared to fiscal year 2006. We are, however, unable to predict at this
time the amount of any such increase in operating expenses.

During fiscal year ended December 31, 2006, we incurred other expenses in the
aggregate of $1,264,165 compared to $601,100 incurred during fiscal year ended
December 31, 2005 (an increase of $663,065 or 110.3%). The increase in other
expenses incurred during fiscal year ended December 31, 2006 compared to other
expenses incurred during fiscal year ended December 31, 2005 resulted from: (i)
an increase of $14,799 or 82.0% in other expenses; (i1i1) an increase of $198,987
or 48.8% in interest expense, which reflects the amortization of debt discounts
and debt offering costs; (i1iii) an increase of $239,048 or 129.3% in loss from
derivative liabilities, which relates to the classification of the embedded
conversion feature and related warrants issued in connection with our Series A
Preferred Stock and debenture payable as a derivative instrument; (iv) an
increase of $153,671 from $-0- in debt settlement and offering costs, which
relates to the issuance of warrants to the debenture holder and amortization of
certain debt offering costs; (v) an increase of $160,000 from $-0- in
registration rights penalty relating to the liquidated damage clause in the
Investor Registration Rights Agreement. See "-Plan of Operation", (vi) an
increase of $39,701, or 174.6% in loss on foreign exchange and (vii) a decrease
in interest expense - related parties of $143,141 or 79.8%.

For fiscal year ended December 31, 2006, our net loss was $2,011,353 compared to
a net loss of $764,484 for fiscal year ended December 31, 2005.
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During fiscal year ended December 31, 2006, we recorded a deemed preferred stock
dividend of $1,600,000 and recorded cumulative dividends of $62,444, which
related to our Series A Preferred Stock. These non-cash items relate to the
embedded beneficial conversion features of those securities and the fair value
of the warrants issued with those securities.

We reported a net loss attributable to common shareholders of $3,673,797 for
fiscal year ended December 31, 2006 as compared to a net loss attributable to
common shareholders of $764,484 for fiscal year ended December 31, 2005. This
translates to an overall per-share loss available to shareholders of $0.06 and
$0.03 for fiscal years ended December 31, 2006 and 2005, respectively.

LIQUIDITY AND CAPITAL RESOURCES
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FOR FISCAL YEAR ENDED DECEMBER 31, 2006

As of December 31, 2006, our current assets were $692,630 and our current
liabilities were $5,087,019, which resulted in a working capital deficit of
$4,394,389. As of December 31, 2006, our total assets were $2,062,527 consisting
of: (i) $71,501 in cash; (i1i) $243,627 in prepaid expenses and other current
assets; (iii) $377,502 in accounts receivable; (iv) $327,903 in net software
development costs; (v) $1,032,411 in net property and equipment; (vi) $4,800 in
other assets; and (vii) $4,783 in deferred debt offering costs.

As of December 31, 2006, our total liabilities were $5,590,591 consisting of:
(i) $2,110,308 in long-term and current portion of accounts payable and accrued
expenses; (ii) $245,374 due to related parties; (iii) $217,621 in convertible
loans and interest to related party; (iv) $155,508 in loan payable to related
party; (v) $193,750 in net convertible debenture payable; (vi) $522,198 in
long-term and current portion of loans payable; (vii) $307,570 in warrant
liability; and (viii) $1,838,262 in convertible feature liability. As at
December 31, 2006, our current liabilities were $5,087,019 compared to
$2,563,200 at December 31, 2005. The increase in current liabilities is due
primarily to the recording of warrant and convertible feature liabilities offset
by the repayment of loans and related loans payable.

Stockholders' deficit increased from $1,627,640 for fiscal year ended December
31, 2005 to $3,528,064 for fiscal year ended December 31, 2006.

For fiscal year ended December 31, 2006, net cash flow used in operating
activities was ($483,996) compared to net cash provided by operating activities
of $214,649 for fiscal year ended December 31, 2005. The change in cash flows
used by operating activities is due to the increase in net loss for fiscal year
ended December 31, 2006 as well as the repayment of accounts payable offset by
the loss from derivative liability.

Net cash flows used in investing activities amounted to $776,047 for fiscal year
ended December 31, 2006 compared to $662,355 for fiscal year ended December 31,
2005. During fiscal year ended December 31, 2006 and 2005, we capitalized
software development costs and acquired equipment for our hardware and software
installations.

38

Net cash flows provided by financing activities for fiscal year ended December
31, 2006 were $1,322,931 compared to $526,524 for fiscal year ended December 31,
2005, resulting primarily from net proceeds from the sale of shares of Series A
Preferred Stock of $1,478,971 and proceeds from loans in the amount of $201, 932,
offset by repayment of capital lease obligations of $17,735, the satisfaction of
a note payable of $255,237, and the repayment of related party loans of $85,000.
Net cash flows provided by financing activities were $526,524 for fiscal year
ended December 31, 2005 resulting from proceeds from a convertible debenture of
$336,738, proceeds from loans payable of $315,594 offset by repayment of related
party advances of $35,000, repayment of capital lease obligations of $75,724 and
the repayment of related party loans of $15,084.

PLAN OF OPERATION

Since our inception, we have funded operations through short-term borrowings and
equity investments in order to meet our strategic objectives. Our future
operations are dependent upon external funding and our ability to increase
revenues and reduce expenses. Management believes that sufficient funding will
be available from additional related party borrowings and private placements to
meet our business objectives including anticipated cash needs for working
capital, for a reasonable period of time. However, there can be no assurance
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that we will be able to obtain sufficient funds to continue the development of
our software products and distribution networks.

On January 13, 2006, we entered into an Investment Agreement with Cornell
Capital Partners, LP ("Cornell") (collectively, the "Parties"), pursuant to
which we shall sell to Cornell up to 16,000 shares of Series A Convertible
Preferred Stock, no par value per share, (the "Series A Preferred Shares") which
shall be convertible, at Cornell's discretion, into shares of our common stock
for a total price of up to $1,600,000.

Of the 16,000 Series A Preferred Shares to be sold to Cornell, 8,000 Series A
Preferred Shares had a purchase price of $800,000, which consisted of $255,237
from the surrender of a Promissory Note (as described below) and $544,763
consisting of new funding of which we received net proceeds of $495,734 after
the payment of placement fees of $49,029. Additionally, we paid approximately
$25,000 in legal fees with the proceeds of this financing. On May 8, 2006, we
sold the remaining 8,000 shares of Series A Preferred Shares to Cornell for the
purchase price of $800,000 and received net proceeds of $728,000 (net of
placement fees of $72,000).

In connection with the Investment Agreement, the Parties entered into an
Investor Registration Rights Agreement (the "IRRA"), dated January 13, 2006,
pursuant to which the Parties agreed that, in the event the Registration
Statement is not filed within thirty (30) days from the date we file our Annual
Report on Form 10-KSB for the year ended December 31, 2005 (the "Filing

Deadline") or is not declared effective by the Securities and Exchange
Commission within ninety (90) days of the date of the IRRA (the "Effective
Deadline"), or if after the Registration Statement has been declared effective

by the Securities and Exchange Commission, sales cannot be made pursuant to the
Registration Statement, then as relief for the damages to any holder of
Registrable Securities (as defined in the IRRA) by reason of any such delay in
or reduction of its ability to sell the underlying shares of common stock (which
remedy shall not be exclusive of any other remedies at law or in equity), we
will pay as liquidated damages to the holder, at the holder's option, either a
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cash amount or shares of our common stock equal to two percent (2%) of the
Liquidation Amount (as defined in the Certificate of Designation of Series A
Convertible Preferred Shares) outstanding as liquidated damages for each thirty
(30) day period or any part thereof after the Filing Deadline or the Effective
Deadline as the case may be. Any liquidated damages payable hereunder shall not
limit, prohibit or preclude the holder from seeking any other remedy available
to it under contract, at law or in equity. We shall pay any liquidated damages
hereunder within three (3) business days of the holder making written demand. It
shall also become an event of default under the IRRA if the Registration
Statement is not declared effective by the Securities and Exchange Commission
within one-hundred twenty (120) days from the date of the IRRA. We initially
filed our Registration Statement with the Securities and Exchange Commission on
May 9, 2006. As of the date of this Annual Report, the Registration Statement
has not been declared effective by the Securities and Exchange Commission.

In connection with the sale of the Series A Preferred Shares, on January 13,
2006, the Parties agreed that Cornell will surrender the Promissory Note issued
by us to Cornell on May 17, 2005, in the principal amount of $255,237, in
exchange for $255,237 of Series A Preferred Shares. As of January 13, 2006, the
full amount outstanding under the Promissory Note was $255,237, plus accrued and
unpaid interest of $0. As a result of the Parties' agreement, the Promissory
Note was retired and canceled. The Parties also agreed to terminate the
Securities Purchase Agreement and the Investor Registration Rights Agreement,
each dated as of October 25, 2004, as well as the Pledge and Escrow Agreements,

36



Edgar Filing: TRANSAX INTERNATIONAL LTD - Form 10KSB

each dated as of October 21, 2004, that were entered into by the Parties in
connection with the issuance of the Promissory Note.

Certain negative covenants in the Investment Agreement could substantially
impact our ability to raise funds from alternative sources in the future. For
example, so long as any Series A Preferred Shares are outstanding, we shall not,
without the prior written consent of Cornell (a) directly or indirectly
consummate any merger, reorganization, restructuring, reverse stock split
consolidation, sale of all or substantially all of our assets or any similar
transaction or related transactions; (b) incur any indebtedness for borrowed
money or become a guarantor or otherwise contingently liable for any such
indebtedness except for trade payables or purchase money obligations incurred in
the ordinary course of business; (c) file any other registration statements on
any form (including but not limited to forms S-1, SB-2, S-3 and S-8); (d) issue
or sell shares of common stock or preferred stock without consideration or for a
consideration per share less than the bid price of the common stock determined
immediately prior to its issuance or issue any preferred stock, warrant, option,
right, contract, call, or other security or instrument granting the holder
thereof the right to acquire common stock without consideration or for a
consideration per share less than the bid price of the common stock determined
immediately prior to the issuance of such convertible security or (e) enter into
any security instrument granting the holder a security interest in any and all
of our assets.

On January 13, 2006, we also issued to Cornell warrants to purchase up to
5,000,000 shares of our common stock. The first warrant issued to Cornell
exercisable for 2,500,000 shares of common stock at an exercise price of $0.30
per share shall terminate after the five (5) year anniversary of the date of
issuance. The second warrant issued to Cornell exercisable for 2,500,000 shares
of common stock at an exercise price of $0.20 per share shall terminate after
the five (5) year anniversary of the date of issuance.
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As of the date of this Annual Report, there is substantial doubt regarding our
ability to continue as a going concern as we have not generated sufficient cash
flow to fund our business operations and material commitments. Our future
success and viability, therefore, are dependent upon our ability to develop,
provide and market our information network solutions to healthcare providers,
health insurance companies and other end-users, and the continuing ability to
generate capital financing. We are optimistic that we will be successful in our
business operations and capital raising efforts; however, there can be no
assurance that we will be successful in generating revenue or raising additional
capital. The failure to generate sufficient revenues or raise additional capital
may have a material and adverse effect upon us and our shareholders.

We anticipate an increase in operating expenses over the next three years to pay
costs associated with such business operations. We may need to raise additional
funds. We may finance these expenses with further issuances of our common stock.
We believe that any anticipated private placements of equity capital and debt
financing, if successful, may be adequate to fund our operations over the next
twelve months. Thereafter, we expect we will need to raise additional capital to
meet long-term operating requirements. If we raise additional funds through the
issuance of equity or convertible debt securities other than to current
shareholders, the percentage ownership of our current shareholders would be
reduced, and such securities might have rights, preferences or privileges senior
to our existing common stock. In addition, additional financing may not be
available upon acceptable terms, or at all. If adequate funds are not available,
or are not available with acceptable terms, we may not be able to conduct our
business operations successfully. This eventuality could significantly and
materially restrict our overall business operations.

37



Edgar Filing: TRANSAX INTERNATIONAL LTD - Form 10KSB

Based upon a twelve (12) month work plan proposed by management, it is
anticipated that such a work plan would require approximately $1,000,000 to
$3,000,000 of financing designed to fund various commitments and business
operations

In April 2005, we entered into a financing agreement with Scott and Heather
Grimes, Joint Tenants with Right of Survivorship (the "Investor"). Under the
terms of the financing arrangement with the Investor, we issued convertible
debentures to the Investor in the original principal amount of $250,000. The
debentures are convertible at the Investor's option any time up to maturity at a
conversion price equal to the lower of: (i) 120% of the closing bid price of our
common stock on the date of the debentures, or (ii) 80% of the lowest closing
bid price of our common stock for the five trading days immediately preceding
the conversion date. The debentures have a two-year term and accrue interest at
5% per year. At maturity, the debentures will automatically convert into shares
of our common stock at a conversion price equal to the lower of: (i) 120% of the
closing bid price of our common stock on the date of the debentures, or (ii) 80%
of the lowest closing bid price on our common stock for five trading days
immediately preceding the conversion date. On July 13, 2006, the Investor
converted $15,000 of the Debenture into 104,167 shares of our common stock and
on October 31, 2006, the Investor converted $10,000 of the debenture into
151,515 shares of our common stock.
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Certain negative covenants in the Securities Purchase Agreement could
substantially impact our ability to raise funds from alternative sources in the
future. For example, for as long as the convertible debenture remains
outstanding and without the written consent of the debenture holder, we (a)
shall not directly or indirectly consummate any merger, reorganization,
restructuring, reverse stock split consolidation, sale of all or substantially
all of our assets or any similar transaction or related transactions; (b) shall
not issue or sell shares of common stock or preferred stock without
consideration or for a consideration per share less than the bid price of the
common stock determined immediately prior to its issuance or issue any warrant,
option, right, contract, call, or other security or instrument granting the
holder thereof the right to acquire common stock without consideration or for a
consideration per share less than the bid price of the common stock determined
immediately prior to the issuance of such convertible security; (c) shall not
enter into any security instrument granting the holder a security interest in
any or all of our assets; (d) shall not file any registration statement on Form
S—-8 except we may file one registration statement on Form S-8 for up to
2,500,000 shares of common stock and provided however, anyone receiving shares
pursuant to such permitted Form S-8 registration shall be restricted from
selling such shares for a period of ninety (90) days after the registration
statement becomes effective and (e) shall not, and shall cause each of its
subsidiaries not to, enter into, amend, modify or supplement, or permit any
subsidiary to enter into, amend, modify or supplement any agreement,
transaction, commitment, or arrangement with any of its subsidiary's officers,
directors, person who were officers or directors at any time during the previous
two years, stockholders who beneficially own five percent (5%) or more of our
common stock, or Affiliates (as defined in the Securities Purchase Agreement) or
with any individual related by blood, marriage, or adoption to any such
individual or with any entity in which any such entity or individual owns a five
percent (5%) or more beneficial interest, except for (i) customary employment
arrangements and benefit programs on reasonable terms, (ii) any investment in
one of our Affiliates, (iii) any agreement, transaction, commitment, or
arrangement on an arms—length basis on terms no less favorable than terms which
would have been obtainable from a person other than such related party and (iv)
any agreement transaction, commitment, or arrangement which is approved by a
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majority of our disinterested directors.

On February 1, 2006, we and the debenture holder mutually agreed to extend the
term of the debentures until December 1, 2007. In addition, we granted a warrant
to purchase 400,000 shares of our common stock to the debenture holder. The
warrant has a term of 2 years and is exercisable at $0.20 per share. We agreed
to register 3,571,429 shares of our common stock underlying the conversion of
the Debentures and the exercise of the warrant on a best efforts basis not later
than 30 days after we filed our Annual Report on Form 10-KSB/A for the fiscal
year ended December 31, 2005. We initially filed a registration statement with
the SEC on May 9, 2006 and filed amended registration statements on July 28,
2006 and October 11, 2006. As of the date of this Annual Report, the
registration statement been not been declared effective.
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We believe that we can satisfy our cash requirements for the next twelve (12)
months based on our ability to enter into additional financing arrangements as
necessary. Our future success and viability are primarily dependent upon our
current management to generate revenues from business operations and raise
additional capital through further private offerings of our stock or loans from
private investors. There can be no assurance, however, that we will be able to
raise additional capital. Our failure to successfully raise additional capital
will have a material and adverse affect upon us and our shareholders.

MATERIAL COMMITMENTS
CONVERTIBLE LOANS - RELATED PARTY

A significant material liability for us for fiscal year 2007 is the aggregate
principal amount of $175,000 and $42,621 in accrued interest due and owing to a
related party in accordance with two convertible promissory notes (collectively,
the "Convertible Promissory Note(s)"). Previously, the aggregate principal
amounts of the Convertible Promissory Notes were $200,000 and $100,000,
respectively. During March 2005, we modified the terms of the Convertible
Promissory Notes: (i) $200,000 is due on March 31, 2007 and convertible into
shares of our common stock at $0.125 per share together with a warrant per share
to purchase our common stock at $0.25 per share for a period of two years; and
(ii) $100,000 is due on April 30, 2007 and convertible into shares of our common
stock at $0.125 per shares together with a warrant per share to purchase our
common stock at $0.25 per share for a period of two years. On June 28, 2005 and
September 30, 2005, the holders of the Convertible Promissory Notes partially
exercised the respective conversion rights. As at December 31, 2006, an
aggregate principal amount of $175,000 and interest in the amount of $42,621
remains due and owing under the Convertible Promissory Notes.

LOAN - RELATED PARTY

A significant material liability for us for fiscal year 2007 is the aggregate
amount of $151,834 in principal due and owing to Stephen Walters, our Chief
Executive Officer (the "Loan"). The Loan is evidenced by a promissory note with
an interest rate of 0.8% per month compounded and was repayable during March
2006. As of the date of this Annual Report, the Loan due date is being
negotiated. Additionally, during 2005, we borrowed $85,000 from Mr. Walters,
which amount was repaid during fiscal year ended December 31, 2006. At December
31, 2006, $3,674 in interest was accrued on this Loan.

CONSULTING AGREEMENT

A significant and estimated material liability for us for fiscal year 2007 is
the aggregate amount of $221,991 due and owing to Stephen Walters, our Chief
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Executive Officer and President. In accordance with the terms of an agreement
effective April 2006, we pay monthly to Mr. Walters an aggregate amount of
$15,000 as compensation for managerial and consulting services he provides.
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CONVERTIBLE DEBENTURE

A significant material liability for us for fiscal year 2007 is the convertible
debenture payable in the amount of $225,000. On April 1, 2005, we entered into a
financing agreement with Investor. Under the terms of the financing arrangement
with the Investor, we issued convertible debentures to the Investor in the
original principal amount of $250,000, of which $25,000 was converted into
255,682 shares of our common stock during fiscal year 2006. The debentures are
convertible at the Investor's option any time up to maturity at a conversion
price equal to the lower of: (i) 120% of the closing bid price of our common
stock on the date of the debentures, or (ii) 80% of the lowest closing bid price
of our common stock for the five trading days immediately preceding the
conversion date. The debentures have a two-year term and accrue interest at 5%
per year. At maturity, the debentures will automatically convert into shares of
our common stock at a conversion price equal to the lower of: (i) 120% of the
closing bid price of our common stock on the date of the debentures, or (ii) 80%
of the lowest closing bid price on our common stock for five trading days
immediately preceding the conversion date. On February 1, 2006 we agreed to
extend the term of the debentures to December 1, 2007 and issued 400,000
warrants at 0.20 per share valid for two (2) years.

ACCRUED TAXES AND RELATED EXPENSES

A significant and estimated material liability for us for fiscal year 2007 is
the aggregate amount of approximately $758,900 due and owing for Brazilian
payroll taxes and Social Security taxes.

Effective April 1, 2004, we entered into a payment program with the Brazilian
authorities whereby the Social Security ("INSS") taxes due and applicable
penalties and interests will be repaid over a period of up to sixty months. At
December 31, 2006, approximately $758,900 of our INSS and other taxes are to be
repaid over periods from eight to fifty months. The payment program requires us
to pay a monthly fixed amount of approximately $9,000. During 2006 we entered
into a payment program for $246,000 of other taxes to be repaid over a period of
sixty months. We continued to make the required payments.

PURCHASE OF SIGNIFICANT EQUIPMENT

We do not intend to purchase any significant equipment during the next twelve
months.
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OFF-BALANCE SHEET ARRANGEMENTS

As of the date of this Annual Report, we do not have any off-balance sheet
arrangements that have or are reasonably like to have a current or future effect
on our financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital
resources that are material to investors. The term "off-balance sheet
arrangement" generally means any transaction, agreement or other contractual
arrangement to which an entity unconsolidated with us is a party, under which we
have: (i) any obligation arising under a guarantee contract, derivative
instrument or variable interest; or (ii) a retained or contingent interest in
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assets transferred to such entity or similar arrangement that serves as credit,
liquidity or market risk support for such assets.

CRITICAL ACCOUNTING POLICIES

Our financial statements and accompanying notes are prepared in accordance with
generally accepted accounting principles in the United States. Preparing
financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenue and expenses. These
estimates and assumptions are affected by management's application of
accounting policies. Critical accounting policies for Transax International
Limited include the useful lives of property and equipment and accounting for
stock based compensation.

We review the carrying value of property and equipment for impairment at least
annually or whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recoverability of long-lived
assets is measured by the comparison of its carrying amount to the undiscounted
cash flows that the asset or asset group is expected to generate. If such assets
are considered to be impaired, the impairment to be recognized is measured by
the amount by which the carrying amount of the property, if any, exceeds its
fair market value.

Under the criteria set forth in SFAS No. 86, "Accounting for the Costs of
Computer Software to be Sold, Leased or Otherwise Marketed", capitalization of
software development costs begins upon the establishment of technological
feasibility of the software. The establishment of technological feasibility and
the ongoing assessment of the recoverability of these costs require considerable
judgment by management with respect to certain external factors, including, but
not limited to, anticipated future gross product revenues, estimated economic
life, and changes in software and hardware technology. Capitalized software
development costs are amortized utilizing the straight-line method over the
estimated economic life of the software not to exceed three years. We regularly
review the carrying value of software development assets and a loss is
recognized when the unamortized costs are deemed unrecoverable based on the
estimated cash flows to be generated from the applicable software.
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Accounting for Stock Based Compensation - Effective January 1, 2006, we adopted
Statement of Financial Accounting Standards No. 123 (revised 2004), "Share Based
Payment" ("SFAS No. 123R"). SFAS No. 123R establishes the financial accounting
and reporting standards for stock-based compensation plans. As required by SFAS
No. 123R, we recognize the cost resulting from all stock-based payment
transactions including shares issued under its stock option plans in the
financial statements. The adoption of this pronouncement may have a material
effect on our results of operations.

Revenue Recognition - Our revenues, which do not require any significant
production, modification or customization for the Company's targeted customers
and do not have multiple elements, is recognized when (1) persuasive evidence of
an arrangement exists; (2) delivery has occurred; (3) the Company's fee is fixed
and determinable, and; (4) collectibility is probable.

Substantially all of our revenues are derived from the processing of
applications by healthcare providers for approval of patients for healthcare
services from insurance carriers. Our software or hardware devices containing
our software are installed at the healthcare provider's location. We offer
transaction services to authorize and adjudicate identity of the patient and
obtain "real time" approval for any necessary medical procedure from the
insurance carrier. Our transaction-based solutions provide remote access for
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healthcare providers to connect with contracted insurance carriers. Transaction
services are provided through contracts with insurance carriers and others,
which specify the services to be utilized and the markets to be served. Our
clients are charged for these services on a per transaction basis. Pricing
varies depending on the type of transactions being processed under the terms of
the contract for which services are provided. Transaction revenues are
recognized in the period in which the transactions are performed.

RECENT ACCOUNTING PRONOUNCEMENTS

In July 2006, the Financial Accounting Standards Board ("FASB") issued FASB
Interpretation No. 48 ("FIN 48"), "Accounting for Uncertainty in Income Taxes,"
an interpretation of FASB Statement No. 109 ("SFAS 109"). The interpretation
clarifies the accounting for uncertainty in income taxes recognized in an
entity's financial statements in accordance with SFAS 109, "Accounting for
Income Taxes." It prescribes a recognition threshold and measurement attribute
for financial statement recognition and measurement of a tax position taken or
expected to be taken on a tax return. FIN 48 is effective for fiscal years
beginning after December 15, 2006. We are currently evaluating the impact, if
any, of FIN 48 on our financial statements.

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" (SFAS
157), which provides guidance for how companies should measure fair value when
required to use a fair value measurement for recognition or disclosure purposes
under generally accepted accounting principle (GAAP). SFAS 157 is effective for
fiscal years beginning after November 15, 2007. We are currently assessing the
impact, if any, the adoption of SFAS 157 will have on our financial statements.
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In December 2006, FASB Staff Position No. EITF 00-19-2, "Accounting for
Registration Payment Arrangements," was issued. The FSP specifies that the
contingent obligation to make future payments or otherwise transfer
consideration under a registration payment arrangement, whether issued as a
separate agreement or included as a provision of a financial instrument or other
agreement, should be separately recognized and measured in accordance with SFAS
No. 5, "Accounting for Contingencies." We believe that our current accounting is
consistent with the FSP. Accordingly, adoption of the FSP had no effect on our
financial statements.

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for
Financial Assets and Financial Liabilities, Including an Amendment of FASB
Statement No. 115", under which entities will now be permitted to measure many
financial instruments and certain other assets and liabilities at fair value on
an instrument-by-instrument basis. This Statement is effective as of the
beginning of an entity's first fiscal year that begins after November 15, 2007.
FEarly adoption is permitted as of the beginning of a fiscal year that begins on
or before November 15, 2007, provided the entity also elects to apply the
provisions of SFAS 157. We are currently assessing the impact, if any, the
adoption of SFAS 159 will have on our financial statements.

ITEM 7. FINANCIAL STATEMENTS
See our Financial Statements beginning on page F-1.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Our independent registered public accounting firm is Moore Stephens. P.C., 708
Third Avenue, New York, New York 10017-4109, telephone no. 212.682.1234.
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ITEM 8A. CONTROLS AND PROCEDURES

FINANCIAL DISCLOSURE CONTROLS AND PROCEDURES

We maintain "disclosure controls and procedures," as such term is defined in
Rule 13a-15(e) under the Securities Exchange Act of 1934 (the "Exchange Act"),
that are designed to ensure that information required to be disclosed in our
Exchange Act reports is recorded, processed, summarized and reported within the
time periods specified in the Securities and Exchange Commission rules and
forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer,
as appropriate, to allow timely decisions regarding required disclosure. We
conducted an evaluation (the "Evaluation"), under the supervision and with the
participation of our Chief Executive Officer ("CEO") and Chief Financial Officer
("CFO"), of the effectiveness of the design and operation of our disclosure
controls and procedures ("Disclosure Controls") as of the end of the period
covered by this report pursuant to Rule 13a-15 of the Exchange Act.
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It is our responsibility and that of our management to identify any deficiencies
in internal controls over financial reporting. We discovered certain
deficiencies in our internal control over financial reports, which resulted in
the restatement of our financial statements as discussed below. The restatement
was undertaken to properly reflect an embedded derivative conversion liability
related to our debentures payable in accordance with SFAS No. 133 and EITF 00-19
after further consultation with our independent auditors.

During the quarter ended June 30, 2006, we implemented measures as part of our
internal controls to determine and ensure that information required to be
disclosed in reports filed under the exchange Act are recorded, processed,
summarized and reported within the time periods specified in the rules and forms
including, but not limited to, the following: (i) documentation of processes,
performing testing and reviewing our internal control over financial reporting
in connection with our assessment under Section 404 of the Sarbanes-Oxley Act;
(ii) evaluation and implementation of improvements to our accounting and
management information systems; and (iii) development and implementation of a
remediation plan to address any perceived deficiencies identified in our
internal control over financial reporting. The costs of these additional
measures did not have a material impact on our future results or operations
liquidity.

On July 6, 2006, we announced that we were restating our Consolidated Balance
Sheets at June 30, 2005, September 30, 2005, December 31, 2005 and March 31,
2006 and our Consolidated Statements of Operations and Statements Of
Stockholders' Deficit as of and for the year ended December 31, 2005 and for the
periods ended June 30, 2005, September 30, 2005 and March 31, 2006 to properly
reflect an embedded derivative conversion liability related to our debenture
pavable in accordance with SFAS No. 133 and EITF 00-19. We restated our annual
financial statements as of December 31, 2005 and for the year then ended. The
change in presentation of our embedded derivative feature associated with our
debenture payable had the effect of increasing total assets by $23,914,
increasing liabilities by $136,176, increasing the stockholders' deficit by
$112,262 as of December 31, 2005, and increasing our net loss by $49,762 for the
year ended December 31, 2005. The change in presentation of the Company's
embedded derivative feature associated with its debenture payable had the effect
of increasing assets by $19,131, increasing liabilities by $208,117, increasing
the stockholders' deficit by $188,986 as of March 31, 2006, and increasing the
Company's net loss by $30,038 for the three months ended March 31, 2006. This
change in presentation of the Company's embedded derivative feature affected
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some of the items within the Company's consolidated statement of cash flows for
the three months ended March 31, 2006 and had no impact on cash at the end of
the period.

As a result of the restatement of our Consolidated Balance Sheet, Consolidated
Statement of operations and the Consolidated Statements of Stockholders'
Deficit, our management determined that there was a significant deficiency in
our internal control over financial reporting as of December 31, 2005 and March
31, 2006 related to the presentation of derivative liabilities. We determined
that such significant deficiency did not rise to the level of a material
weakness in our internal control over financial reporting. Because we corrected
our presentation and recording of the derivative liabilities in June 2006, our
CEO and CFO concluded and believe that we have corrected this significant
deficiency.
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Other than the changes related to the proper recording of a derivative liability
associated with a debenture payable, there were no changes in our internal
control over financial reporting identified in connection with the evaluation
required by paragraph (d) of Rule 13a-15 under the Exchange Act with respect to
the fiscal year ended December 31, 2005 that have materially affected, or are
reasonably likely to materially affect, our internal control over financial
reporting.

Our management, including our CEO and CFO, do not expect that our disclosure
controls and internal controls will prevent all errors and all fraud. A control
system, no matter how well conceived and operated, can provide only reasonable,
not absolute, assurance that the objectives of the control system are met. Our
disclosure controls and procedures are designed to provide reasonable assurance
of achieving our objectives and our certifying officers have concluded that our
disclosure controls and procedures are effective at a reasonable assurance
level. Further, the design of a control system must reflect the fact that there
are resource constraints, and the benefits of controls must be considered
relative to their costs.

Because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues and instances of
fraud, if any, within our Company us have been detected. These inherent
limitations include the realities that Jjudgments in decision-making can be
faulty, and that breakdowns can occur because of a simple error or mistake.
Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people, or by management or board override
of the control. The design of any system of controls also is based in part upon
certain assumptions about the likelihood of future events, and there can be no
assurance that any design will succeed in achieving its stated goals under all
potential future conditions; over time, controls may become inadequate because
of changes in conditions, or the degree of compliance with the policies or
procedures may deteriorate. Because of the inherent limitations in a
cost-effective control system, misstatements due to error or fraud may occur and
not be detected.

ITEM 8B. OTHER INFORMATION
Not applicable.
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ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS;
COMPLIANCE WITH SECTION 16 (A) OF THE EXCHANGE ACT
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IDENTIFICATION OF DIRECTORS AND EXECUTIVE OFFICERS

All of our directors hold office until the next annual general meeting of the
shareholders or until their successors are elected and qualified. Our officers
are appointed by our board of directors and hold office until their earlier
death, retirement, resignation or removal.

Our directors and executive officers, their ages, positions held are as follows:

NAME AGE POSITION WITH THE COMPANY

Stephen Walters 48 President, Chief Executive Officer and a Director
Laurie Bewes, BBA 54 Director

Adam Wasserman 42 Chief Financial Officer

David Sasso 32 Vice President Investor Relations

The following describes the business experience of each of our directors and
executive officers, including other directorships held in reporting companies:

STEPHEN WALTERS is our President/Chief Executive Officer and a director. Mr.
Walters currently is the President/Chief Executive Officer and a director of
Transax. Mr. Walters has more than fifteen (15) years of business experience in
the Asia-Pacific Region. He is responsible for corporate development initiatives
that have seen a successful restructuring of the predecessor company. Mr.
Walters is also the founder and principal of the Carlingford Group of companies
based in Singapore. In the past thirty-six (36) months, Mr. Walters has raised
over $6,000,000 for investment in promising early stage technology companies
principally from North America and to expand their operations to the
Asia-Pacific region through the establishment of joint ventures with strategic
partners and licensing arrangements. The Carlingford Group focuses on companies
in the biomedical, computer network and wireless telecommunications industries.
Mr. Walters possesses an in depth knowledge of the public markets having
previously acted as President and Chief Executive Officer of a US public
company. Mr. Walters currently is a director of a publicly traded company in
Canada.

LAURIE BEWES is one of our directors. Mr. Bewes currently is a director of
Transax. Mr. Bewes has a Bachelor of Business Administration (RMIT) and is a
member of the 