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Fellow Shareholders,

With a benchmark quarter featuring continued sales growth, 
solid margin improvement and increasing visibility in the market, 
I am pleased to be reporting on how our Company has begun 2006.
While we remain committed to looking at the bigger picture 
and continue to position ourselves for what we know will be a
tremendous future for this Company, I believe the financial results
we delivered demonstrate that we are well on our way to achieving
our financial and strategic objectives for 2006.

Two of our most noteworthy accomplishments in the quarter can
be attributed to decisions that were made long ago in anticipation
of where we believed the market was heading. As time has passed, 
I am pleased to see that we were correct in our anticipation.

First, in making the acquisition of a minutia-matching algorithm back
in December of 2004, we positioned ourselves to recently become one
of only 6 vendors in the world qualified to do template matching under
the Personal Identity Verification system. This is a program whereby 
all US federal government employees and contractors are issued cards
containing biometric information. This gives us significant 
positioning for future US government business.

Second, ASUSTeK, known as ASUS in North America, expects to
ship 1 million laptops over the next year with our VeriSoft technology.
This, of course, is the identity and access management product 
we acquired when we purchased Cognizance in March of 2005. 
By adding this second PC manufacturer to go along with Hewlett
Packard, we are well on our way to propagating the software 
on to computers and extending our ability to deliver on the
Door to Desktop vision. 

We are further pleased that, for the period, we are ahead of our
licensing revenue objectives and look forward to a strong second
half of the year for the VeriSoft Suite of software applications. Our
anticipation is based on the expectation of HP introducing our
product to more PC lines, that we will begin to recognize revenue
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CAPABILITY TO DELIVER RESULTS
Capital Resources and Liquidity

At March 31, 2006, Bioscrypt had cash of approximately $6.76 million,
versus $7.12 million at December 31, 2005. The decrease in cash of
approximately $0.37 million was primarily due to the use of cash to fund
operations and working capital. The use of cash in the quarter is a 
significant improvement from the fourth quarter of fiscal 2005 where the
Company utilized approximately $0.97 million of cash. For the period
ended March 31, 2006, non-cash working capital decreased by 
approximately $0.32 million relative to December 31, 2005. Accounts
receivable decreased by $0.69 million to $3.28 million as compared to
December 31, 2005. The decrease is primarily a result of the lower rev-
enue in the first quarter of 2006 ($4.02 million) versus the fourth quarter
of 2005 ($4.54 million) plus positive collection efforts. Inventory
decreased by $0.20 million to $1.94 million as compared to December
31, 2005. The mix of inventory at March 31, 2006 was 54% finished goods
and 46% raw materials/components versus 56% finished goods and 44%
raw materials/components at December 31, 2005, the increase in raw
materials/components will allow for more flexibility in the production
process. Management continues to address the overall inventory 
balance and believes the appropriate plan is in place to reduce this to
$1.60 to $1.90 million by the end of fiscal 2006. Prepaids and deposits
increased by $0.10 million to $0.33 million as compared to December 31,
2005. The increase is due to deposits for inventory and sales and market-
ing activities. Accounts payable and accrued liabilities decreased by
$0.47 million to $1.94 million as compared to December 31, 2005. The
decrease is due to the settlement of the previous contract manufacturerÕs
balance of $0.23 million and payment of 2005 bonuses of $0.38 million
offset by the accrual for 2006 bonuses. 

from the ASUSTeK deal and that certain VeriSoft Access Manager
opportunities will close. 

Our new additions were not the only products making great headway
in the quarter. During the period we also announced a design win
with Amano as they selected our MV Series module for their time
clocks. This proves, again, that the time and attendance business is
a very strong one for us. Further, given that Amano has more than
18 billion yen in capital and a very strong international distribution
channel, we are hopeful they can perform for us the way that
Kronos has in the past. It is worth noting that Kronos delivered
17 percent or approximately $2 million in revenue for us last year.

Further, we announced an installation at an undisclosed Port
Authority. This project is of particular value as it serves as proof 
to the industry that the TWIC program is moving forward and that
we are winning our share of that business. As that program continues
to advance, we look to maintain our position and deliver our 
technology to this strategic US government project.

We believe that these are precursors of exciting things to come 
in the months and years ahead, as needless to say, we continue to
work on many initiatives that we believe will be of great interest not
only to the biometrics industry but to our shareholders.

It is my privilege to work with an outstanding team of individuals
and I would like to thank them for their efforts and also thank our
shareholders and other business partners for their support. I look
forward to reporting on our progress in the months ahead.

Sincerely,

Robert L. Williams
President and CEO



For the period ended March 31, 2006 Bioscrypt invested approximately
$0.04 million in capital assets. These purchases primarily relate to 
computer hardware and software.

The Company had no financing activities for the period ended March 31, 2006.

Commitments

On January 5, 2006, the Company finalized an Offer to Lease for new
premises in El Segundo, California. The lease was effective February 1,
2006, and extends for a term of sixty months. At March 31, 2006 the
Company was committed to approximately $2.63 million in operating
leases for premises and equipment. Lease payments due during the
remainder of fiscal 2006 are $0.40 million. Lease payments due in fiscal
years 2007 to 2008 are $1.06 million. Lease payments due during fiscal
years 2009 to 2010 are $1.09 million. Lease payments due in fiscal years
2011 and beyond are $0.08 million.

As at March 31, 2006 the Company has commitments to purchase
approximately $0.94 million of inventory over the next three months.

RESULTS
Quarterly Financial Information

Revenues
For the three-month period ended March 31, 2006 revenues were $4.02
million, an increase of $0.52 million or 15% from the same period in the
prior year. First quarter sales have historically been lower than the
fourth quarter of the preceding year and this trend continued in the first
quarter of fiscal 2006. The decline from the fourth quarter of fiscal 2005
to the first quarter of fiscal 2006 was 12%; consistent with the decline
from the fourth quarter of fiscal 2004 to the first quarter of fiscal 2005
which was 11%. 

Product revenue, for the three-month period ended March 31, 2006,
accounted for 95% of total revenue, with 5% representing software
license, royalty and services revenue which is a 3% increase from the
same period in the prior year. Management anticipates that licensing
revenue will account for approximately 10% of revenue for the year.

In terms of product sales, the Veri-Series product line and MVXX 
embedded solutions increased significantly in terms of units shipped
and dollar sales over the same period in the prior year. In the period end-
ed March 31, 2006 the Company shipped approximately 3,800 units of
the Veri-Series product line a 14% increase over the same period in the
prior year. Revenue for the Veri-Series product line represented 59% of
total product sales which is consistent with the same period in the prior
year of 58%. In the period ended March 31, 2006 the Company shipped
approximately 6,400 units of the embedded solution, which represents a
marginal decrease from the same period in the prior year. 

International growth continues to be a primary goal for Bioscrypt. 
As a percentage of sales, revenue outside of the Americas remained 
consistent at 27% of 2006 first quarter revenue an increase of 
approximately $0.14 million as compared to the prior year comparable
period. The Company still believes there are significant opportunities
for biometric solutions in the international market, primarily in Europe
and, accordingly, intends to continue to invest in this strategic market.

The concentration of key customers has remained relatively consistent
from year to year. For the three months ended March 31, 2006 and 2005,
one customer accounted for approximately 13% and 18% respectively 
of the CompanyÕs total revenue. In addition, BioscryptÕs five largest 
customers accounted for 34% and 38% respectively of the CompanyÕs
total revenue for the periods ended March 31, 2006 and 2005.

Cost of Revenues and Gross Margin
Cost of revenues consists primarily of hardware manufacturing 
costs, including applicable share of manufacturing overhead, sales 
commissions, warranty charges and shipping charges. Effective January 1,

2006, the Company changed how it determined its cost of inventory.
Cost previously included materials and direct labour applied to assemble
the product. The Company has changed this model to include materials,
direct labour applied to assemble the product and the applicable share
of manufacturing overhead. For the three month period ended March
31, 2006 gross margin increased 37% or $0.53 million relative to the 
comparable period in the prior year. This increase was a result of the
increase in product margins and an increase in software license, royalty
and services revenue. As a percentage, overall gross margin increased 8%
to 49% of sales as compared to the prior year comparable period.
Hardware margin increased 7% to 47% for the three month period 
ended March 31, 2006 as compared to the prior year comparable period.
This increase is attributable to the change in the CompanyÕs 
manufacturing model of assembling products in-house.

Expenses
Research and development expenditures consist largely of salaries for
technical personnel, the cost of related engineering materials, software
tools and support, project expenses and related third party consulting
costs. Research and development expenditures were approximately
$0.89 million for the period ended March 31, 2006 compared to 
approximately $0.80 million for the comparable period in the prior year.
This increase is primarily due to the acquisition of Cognizance
Corporation which increased the size of our team of developers for the
whole quarter versus only one month in the prior year comparable period.

Selling, general and administration expenses consist of employee
salaries and related personnel costs for sales, marketing, executive,
financial and administrative functions, related travel for these 
individuals, public relations and communications costs, trade shows, and
administrative costs. Selling, general and administration expenses were
approximately $1.76 million for the three months ended March 31, 2006
compared to approximately $1.63 million for the comparable period in
the prior year. The increase is primarily due to an increase in sales and
marketing headcount. As a percentage of sales, selling, general and
administration expenses decreased from 46% in the three month period
ended March 31, 2005 to 44% in the current year.

Stock compensation for the period ended March 31, 2006 was $0.16 
million versus $0.18 million in the comparable period in the prior year.

Amortization for the period ended March 31, 2006 was $0.58 million
versus $0.08 million in the comparable period in the prior year. This 
significant increase is primarily due to the amortization of acquired
intangible assets: all of the intangible assets resulting from the 
acquisition of Cognizance have been determined to be core technology,
and as such, are being amortized over the expected useful life of four
years; plus the core technology purchased from AretŽ Associates 
in December 2004 and other purchased source code which is being 
amortized over ten years. 

Other. Interest income was approximately $0.06 million for the period
ended March 31, 2006, which was consistent with the prior year. The
increase is primarily due to higher interest rates and the resulting return
on invested cash, despite lower average cash balances. The interest
expense for the period ended March 31, 2006 was nominal. Finally, the
Company incurred approximately $0.01 million of foreign exchange loss
for the current period versus a loss of $0.08 million for the same period
in the prior year. The decrease is due to the slight devaluation of the
Canadian dollar from December 31, 2005 and its effect on Canadian 
dollar assets and liabilities.

Accounting Change
On January 1, 2006, the Company changed how it determined the cost of
its inventory. Cost previously included materials and direct labour
applied to assemble the product. The Company has changed this model
to include materials, direct labour applied to the product and the 
applicable share of manufacturing overhead. This accounting policy,
which was adopted as of January 1, 2006, was applied retroactively with
restatement of the comparative financial statements. The cumulative
effect of the change as at December 31, 2005 was an increase to inventory
and a decrease to opening deficit of $0.34 million. The restatement of the
prior period financial statements resulted in an increase to cost of revenue
and a decrease to selling, general and administration expense of 
approximately $0.82 million for the three months ended March 31, 2005. 

Outstanding Share Data
As of April 21, 2006 the Company had 58,932,582 common shares 
outstanding.

As of April 21, 2006, 2,707,724 issued and assumed stock options were
outstanding and are exercisable for common shares of Bioscrypt Inc. on
a one-for one basis.

As of April 21, 2006, 200,000 share purchase warrants were outstanding.
Each share purchase warrant entitles the holder to purchase one 
common share of the Company at the exercise price of $0.58 Canadian
per share purchase warrant.

Other Information
Additional information related to the Company can be found on SEDAR
at www.sedar.com.

Three months Three months 

ended March 31, ended March 31,

2006 2005

Revenue $ 4,020 $ 3,504

Cost of Revenue 2,045 1,977

Gross Margin 1,975 1,527

Operating expenses 2,805 2,642

Loss from operations (830) (1,115)

Amortization 583 81

Loss before other (1,413) (1,195)

Other (1) 39 (21)

Net loss $ (1,374) $ (1,216)

Loss per share … 
basic and diluted $ (0.02) $ (0.02)

Common shares 
outstanding at March 31 58,932,582 58,918,482

(1) Other represents the net of interest income, interest expense 
and foreign exchange
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(unaudited) Three months ended March 31,
(in U.S. dollars) 2006 2005

Net Inflow (Outflow) of Cash

Related to the Following Activities:

Operating

Net loss $ (1,374,377) $ (1,269,311)

Items not affecting cash:

Amortization:

Fixed assets 85,203  56,574

Intangible assets 498,309  24,119  

Deferred tenant inducement (14,328) (5,421)

Stock compensation 162,428 184,488 

Loss on disposal of fixed assets 7,894 …

(634,871) (1,009,551) 

Changes in non-cash operating 
working capital items:

Accounts receivable 693,485 599,608 

Inventory 196,277  (338,994)

Prepaid expenses and deposits (100,158) (254,606)

Accounts payable and accrued liabilities (469,378) 898,759

Deferred revenue (3,676) (7,368)

(318,321) (112,152)

Investing

Purchase of fixed assets (42,495) (73,752)

Purchase of intangible assets (6,671) …

Aquisition net of cash acquired … (465,856)

(49,166) (539,608)
Financing
Issuance of common shares … 10,924 

Net decrease in cash (367,487) (640,836)

Cash at Beginning of Period 7,124,305  12,056,981

Cash at End of Period $ 6,756,818 $ 11,416,145 

Supplementary Information

Interest paid during the year $ 11,336  $ 201 

Interest received during the year $ 61,266  $ 62,376 

(unaudited) March 31, December 31,
(in U.S. dollars) 2006 2005

ASSETS

Current Assets

Cash $ 6,756,818 $ 7,124,305

Accounts receivable 3,280,933 3,974,418

Inventory 1,936,556 2,132,833

Prepaid expenses and deposits 332,221 232,063

12,306,528 13,463,619

Fixed Assets 1,058,832 1,109,434

Intangible Assets 6,438,431 6,930,069

Goodwill 6,978,742 6,978,742

$ 26,782,533 $ 28,481,864

LIABILITIES AND SHAREHOLDERS• EQUITY

Current Liabilities

Accounts payable and 

accrued liabilities $ 1,937,804 $ 2,407,182

Deferred revenue … 3,676

Current portion of 

deferred tenant inducement 57,312 57,312

1,995,116 2,468,170

Deferred Tenant Inducement 210,145 224,473

2,205,261 2,692,643

SHAREHOLDERS• EQUITY

Share Capital 66,026,367 66,026,367

Warrants 59,420 59,420

Contributed Surplus 2,339,780 2,177,352

Deficit (43,848,295) (42,473,918)

24,577,272 25,789,221

$ 26,782,533 $ 28,481,864

(unaudited) Three months ended March 31,
(in U.S. dollars) 2006 2005

Revenue
Product sales $ 3,814,787 $ 3,433,477
License, royalties and services 205,105 70,523

4,019,892 3,504,000
Cost of Revenue

Product sales 2,034,668 2,059,072
License, royalties and services 10,279 …

2,044,947 2,059,072
Gross Margin 1,974,945 1,444,928
Expenses

Research and development 887,276 799,334
Selling, general and administration 1,755,007 1,629,016
Stock compensation 162,428 184,488

2,804,711 2,612,838
Loss Before Amortization 
and Other (829,766) (1,167,910)

Amortization
Fixed assets 85,203 56,574
Intangible assets 498,309 24,119

583,512 80,693
Loss Before Other (1,413,278) (1,248,603)
Other

Interest income 61,266 62,376
Interest expense (11,336) (201)
Foreign exchange (loss) gain (11,029) (82,883)

38,901 (20,708)
Net Loss (1,374,377) (1,269,311)
Deficit, Beginning of Period

As previously reported (42,508,213) (37,149,734)
Change in accounting policy 
(Note 2) 34,295 32,500

As restated (42,473,918) (37,117,234)
Deficit, End of Period $ (43,848,295) $ (38,386,545)
Loss Per Share
Basic and diluted $ (0.02) $ (0.02)
Basic and diluted weighted 
average number of shares 58,932,582 56,643,930

CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT CONSOLIDATED STATEMENTS OF CASH FLOWS

CONSOLIDATED BALANCE SHEETS

(Restated - Note 2)

(Restated - Note 2)


