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MANAGEMENT�S DISCUSSION AND ANALYSIS

The following is a discussion and analysis of the interim unaudited consolidated financial
position, results of operations and cash flows of Bioscrypt Inc. for the three and nine
month periods ended September 30, 2006 and should be read in conjunction with the
discussion and analysis of the consolidated financial position, results of operations and
cash flows for the year ended December 31, 2005 along with the audited consolidated
financial statements for such period and the accompanying notes. The Company
reports its financial results in US dollars and under Canadian generally accepted
accounting principles. This discussion and analysis is dated October 20, 2006 and has
been prepared in conformance with the recent guidelines issued by the Canadian
Securities Administrators (“CSA”) relating to continuous disclosure – National
Instrument 51-102 Continuous Disclosure Obligations.
This document contains certain forward-looking statements relating to the Company’s
operations. Such statements are based on current expectations that involve a variety of
risks and uncertainties that are difficult to predict and/or beyond Bioscrypt’s control.
Many factors could cause the Company’s actual results, performance or achievements to
be materially different from any future results, performance or achievements that may
be expressed or implied by such forward-looking statements, including those factors
discussed below and in filings made by the Company with Canadian securities regulatory
authorities. Should one or more of these risks or uncertainties materialize, or should
assumptions underlying the forward-looking statements prove incorrect, actual results
may vary materially from those described herein as intended, planned, anticipated,
believed, estimated or expected. The Company does not intend, and does not assume
any obligation, to update these forward-looking statements.

FINANCIAL OUTLOOK AND STRATEGY UPDATE
The third quarter results were disappointing to management, as anticipated revenue
growth did not materialize.  Although product sales continued to be strong in North
America, the Company realized a significant shortfall in EMEA (“Europe, Middle East and

Africa”). Management believes the softness in this region is an isolated occurrence, 
primarily related to atypical purchasing behaviour by our channel partners in this region
resulting from the recently implemented RoHS (Reduction of Hazardous Substances)
directives that took effect on July 1, 2006. At this time it is difficult to predict whether sales
in this region will rebound in the fourth quarter or over a longer time horizon.
In addition, licensing revenue was well short of expectations, both from OEM and
enterprise business lines. Delays in the deployment of additional platforms for both HP
and ASUSTek contributed to the OEM shortfall, while an enterprise contract 
anticipated to close in the third quarter was also delayed.
The third quarter results continue to demonstrate the volatile nature of the emerging
identity verification market. This fact is corroborated by the experiences of other companies
in the market who also have recently reported challenges in meeting their revenue and
earnings targets. As a result of these factors, management does not expect to achieve its
stated goal of EBITDA profitability by the end of 2006, and believes that overall revenue
growth in 2006 will be in the range of 10-15% relative to 2005.
Despite these timing setbacks, management remains steadfast in its conviction as to the
promise of the identity verification market and in Bioscrypt’s positioning relative to this
promise. And while not losing sight of the goal of achieving EBITDA profitability, 
management believes that it would not be prudent to reduce expenses to the extent
necessary to achieve this goal in the short term, as continued investment in research and
development is required in order to strategically position us for the accelerated growth
curve that is anticipated.
The decision to continue to invest in innovation is supported by a number of significant
recent technological achievements. Among these successes is the United States
Government’s General Services Administration (“GSA”) qualification, in September
2006, of the American National Standards Institute (“ANSI”) 378 finger minutiae matching
algorithm. This qualification allows for the use of Bioscrypt’s algorithm in government

Fellow Shareholders,

The third quarter of 2006 proved to be both a challenging and
rewarding period for the Company. With sales of $3.8 million 
we did not achieve our revenue objective; however, there were 
a number of significant forward steps taken to support my 
optimism on the future of Bioscrypt.

The primary contributor to the sales short fall was weak 
demand in the Europe, Middle East and Africa (EMEA) region.
We believe much of this softness can be attributed to unusual
purchasing behavior by our channel partners in this region
resulting from the recently implemented RoHS (Reduction of
Hazardous Substances) directives that took effect on July 1, 2006.

While our product achieved RoHS compliance in the second
quarter and we began selling these products in phases during
the course of the third quarter, there appears to have been 
hesitation in the market to procure the new technology.  
We are beginning to see increased demand in the fourth quarter, 
however, at this time it is difficult to predict how far sales in this
region will rebound in 2006. We believe sales opportunities in
EMEA remain very strong in the longer term.

Licensing revenue also did not reach the level that had been
expected in the quarter. The principal reason is that our two 
PC manufacturer clients did not ship the number of platforms
including VeriSoft that were projected for the period.  
We continue to work with these customers and believe we will
see the anticipated traction beginning in the fourth quarter.  
We also were unable to complete the sale of certain enterprise
software projects in the quarter, but are confident these are 
only a result of delayed purchasing decisions.

We believe that these are temporary setbacks and are not 
indications of long term concerns.

What we do consider to be a long term indicator, however, 
is the progress by the government in the quarter.

We have referenced the Homeland Security Presidential
Directive 12 (HSPD-12), and the associated Federal Information
Processing Standard 201 (FIPS 201) which serves as the blueprint

for what agencies can use to build their Personal Identity
Verification (PIV) solutions in the past and I am very pleased
with the related events that unfolded in recent months.  

It is worth noting that the Office of Management and Budget (OMB)
has directed federal agencies to purchase only products and 
services from the General Services Administration (GSA) Approved
Products List for the implementation of their PIV solutions.

Under FIPS 201, the PIV credential, a card, is required to contain
two fingerprint templates that are compliant with the
ANSI/INCITS 378 fingerprint minutiae data interchange format
standard, to enable the authentication of an individual. It is for
this reason that our success this August in qualifying our ANSI
378 finger minutiae matching algorithm with the GSA was such 
a major move forward.  

Subsequent to this qualification, we have also made
announcements with respect to having a finished reader available
for the program, using a GSA approved sensor, and that our
VeriSoft offering supports the PIV logical access requirements.

The Stanford Group Company (an independent market research
firm) values the HSPD-12 market at approximately $1.3 billion over
five years, with the bulk of the revenue flowing in fiscal years 
2007-2009 (Identity Solutions Industry Outlook, July 2006).
We look forward to taking a share of this market in the coming years.

Although the third quarter was disappointing from a sales 
perspective, the path to future revenue has never been clearer.  
I would like to extend my gratitude to our many business partners
and the outstanding team of individuals I have the privilege of
working with. I look forward to reporting on our progress in the
months ahead.

Sincerely,

Robert L. Williams
President and CEO



programs, and specifically the Federal Information Processing Standards (“FIPS”) Personal
Identity Verification (“PIV”) program. The revenue generating possibilities associated with this
cannot presently be quantified, however, it is anticipated that approximately twelve million
government employees and contractors will be issued a card containing an ANSI 378 finger-
print template for authentication when accessing facilities and computer networks.
In advance of qualifying for the GSA list, the algorithm underwent significant testing to
demonstrate the technology has overcome what has arguably been the most significant 
gaiting factor to biometric adoption, algorithm interoperability. The test was called the MINEX04
test and was run by the National Institute of Standards and Technology (“NIST”). Fourteen 
vendors that claimed to comply with the ANSI standard submitted their algorithms to this test.
Following a year of analysis it was determined that six vendors were, in fact, interoperable.
Bioscrypt was among these initial six, and one of only two North American companies. 
It was also recently announced that the Company is developing a physical access control
reader that will address the facility access control demand using PIV cards. This reader will be
built using the UPEK sensor, which also recently qualified for the GSA list. It is incumbent on
the Company to continue to allocate the necessary financial and human resources to this
project in order to win a share of the business. Also recently announced was the release of the
latest version of the VeriSoft Access Manager software application, designed to comply with
the FIPS 201 PIV requirements.
It is the Company’s belief that progress within the industry has made the promise of biometric
technology a more near term eventuality. The standardization not only of the algorithms used to
match fingerprints but also of the hardware used capture the images is an indication of a greater
maturity of the technology and also furthers the potential for mass market acceptance.

CAPABILITY TO DELIVER RESULTS
Capital Resources and Liquidity
At September 30, 2006, Bioscrypt had cash of approximately $5.96 million, a decrease of $1.16
million year-to-date and a decrease of $0.58 million for the three month period ended
September 30, 2006. The decrease in cash for the first nine months was primarily due to the
use of cash to fund operations and working capital. Cash used to fund operations has
decreased by approximately $1.49 million year-to-date as compared to the same period in
the prior year.
For the nine month period ended September 30, 2006, non-cash working capital decreased by
approximately $1.21 million relative to December 31, 2005. The revenue shortfall in the third
quarter resulted in a year-to-date accounts receivable decrease of $1.11 million, to $2.86 million,
as compared to December 31, 2005. The $0.98 million revenue decrease in the three month
period ended September 30, 2006 as compared to the three month period ended June 30, 2006
caused accounts receivable to decrease by approximately $0.59 million for the three month
period ended September 30, 2006. For the nine month period ended September 30, 2006 
inventory increased by $0.16 million to $2.29 million as compared to December 31, 2005. For
the three month period ended September 30, 2006 inventory increased by $0.45 million. The
mix of inventory at September 30, 2006 was 50% finished goods and 50% 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. As a result of the revenue shortfall, inventory has grown to a higher level than manage-
ment would like and as such has put a plan in place to reduce inventory in the range of $0.30
million to $0.50 million by year-end. For the nine month period ended September 30, 2006, 
prepaids and deposits increased by $0.11 million to $0.34 million as compared to December 31,
2005. The increase is due to deposits for inventory. For the three month period ended
September 30, 2006 prepaids and deposits were relatively unchanged. For the nine month 
period ended September 30, 2006 accounts payable and accrued liabilities increased $0.36 
million to $2.77 million. For the three month period ended September 30, 2006 accounts
payable and accrued liabilities increased $0.40 million. The increase for both periods is due to
amounts payable for inventory purchases. 
For the nine and three month periods ended September 30, 2006 Bioscrypt invested approximately
$0.18 million and $0.07 million respectively in fixed assets and intangible assets purchases.
These purchases primarily relate to acquired source code, computer hardware and software.
The Company had nominal financing activities for the nine month and three month periods
ended September 30, 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 September 30, 2006 the Company was committed to approximately $2.41 million in 
operating leases for premises and equipment. Lease payments due during the remainder of
fiscal 2006 are $0.14 million. Lease payments due in fiscal years 2007 to 2008 are $1.08 million.
Lease payments due during fiscal years 2009 to 2010 are $1.11 million. Lease payments due
in fiscal years 2011 and beyond are $0.08 million.
As at September 30, 2006 the Company has commitments to purchase approximately 
$1.45 million of inventory over the next three months.

RESULTS
Quarterly Financial Information
The following unaudited information is provided for each of the eight most recently 
completed quarters of the Company in thousands of US dollars (except per share data):

Revenues
For the nine month period ended September 30, 2006, revenues were $12.63 million, an
increase of $1.49 million or 13% from the same period in the prior year. For the three month
period ended September 30, 2006, revenues were $3.82 million, a decrease of $0.32 million or
8% from the same period in the prior year. As compared to the second quarter of fiscal 2006
revenue decreased by 20% or $0.98 million. The decreases in revenue are primarily due to the
shortfall in EMEA region and licensing activity.
Product revenue, for the nine and three-month periods ended September 30, 2006, accounted
for 95% and 97% of total revenue respectively. Software license, royalty and services revenue,
for the nine and three-month periods ended September 30, 2006, accounted for 5% and 3%
of total revenue respectively. 
In terms of product sales, the Veri-Series product line revenue increased 25% on shipments
of approximately 12,800 units for the nine month period ended September 30, 2006. The
average selling price (“ASP”) declined by approximately 4% resulting from a change in the
mix of readers sold. For the three month period ended September 30, 2006 revenue increased
5% on shipments of approximately 4,030 units. The ASP declined by 1%. Revenue from the
MV-Series line of embedded solutions decreased by 1% on shipments of approximately
23,400 units for the nine month period ended September 30, 2006. The ASP decreased by
approximately 5% as the number of units required by our largest OEM customer was larger
than in previous quarters and represented a greater percentage of sales. For the three month
period ended September 30, 2006 revenue from the MV-Series line decreased 11% on 
shipments of approximately 8,350 units. The ASP was reduced by 6% due to larger than 
usual sales to an OEM customer in this period. 
Software license, royalty and services revenue increased by $0.09 million to $0.67 million for the
nine month period ended September 30, 2006. Software license, royalty and services 
revenue decreased by $0.23 million to $0.12 million for the three month period ended
September 30, 2006. Software license, royalty and services revenue has not met management’s
expectations. OEM licensing has not grown as anticipated, due to delays in deployment of the
product on additional platform lines by our largest OEM partner. Expansion of the OEM product
onto additional platforms is progressing and the impact of this will be seen in increased 
revenues in upcoming quarters. The sales cycle for Bioscrypt’s enterprise product is long and
many key opportunities that the Company was working on did not close in the quarter.
Management believes several of these will close in the fourth and coming quarters. The 
integration of the enterprise version of VeriSoft into Lenel’s On-Guard product to provide Door
to Desktop‘ access control has significantly strengthened Bioscrypt’s opportunity funnel for the
enterprise version.  Management believes sales of the enterprise version of the product will
grow as a result of this channel, our other partners and our direct sales efforts.
The Company has seen a decline in the international market, primarily in Europe and,
accordingly, the Company is performing a strategic review of this market. For the nine and
three month periods ended September 30, 2006 revenue outside of the Americas decreased
by $0.08 million and $0.56 million respectively. As a percentage of sales revenue outside of the
Americas was 26% for the nine month period ended September 30, 2006, a 4 % decrease from
the same period in the prior year. For the three month period ended September 30, 2006,
sales outside of the Americas, as a percentage of revenue, decreased 12 % to 19% as compared
to the same period in the prior year.
For the nine month period ended September 30, 2006 one customer accounted for 21% of
revenue as compared to 19% for the comparable period in the prior year. For the three month
period ended September 30, 2006 two customers accounted for 25% of revenue as compared
to one customer for 19% in the comparable period in the prior year. In addition, Bioscrypt’s
five largest customers accounted for 37% and 36% respectively of the Company’s total 
revenue for the nine month period ended September 30, 2006.

Cost of Revenues and Gross Margin
Cost of revenues consists primarily of hardware manufacturing costs, including the 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 nine month period ended
September 30, 2006 gross margin increased 22% or $1.06 million relative to the comparable
period in the prior year. The increase was a result of the increase in product margins and an
increase in software license, royalty and services revenue. For the three month period ended
September 30, 2006 gross margin decreased 14% or $0.25 million relative to the comparable
period in the prior year. The decrease was a result of the decrease in software license, royalty
and services revenue. As a percentage of revenue, overall gross margins were 47% and 42% for
the nine and three month periods ended September 30, 2006 respectively. This represents a 4%
increase and 3% decrease for the nine and three month periods ended September 30, 2006
respectively as compared to the same periods in the prior year. Hardware margin increased 4%
to 44% for the nine month period ended September 30, 2006 as compared to the prior year.
Hardware margins increased 1% to 41% for the three month period ended September 30, 2006
as compared to the prior year. Hardware margins are not at the level management would have
anticipated however this is primarily due to a write-down of the discontinued MV-Lite product.

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 $3.03 million for the nine month period ended September 30, 2006 compared to
approximately $2.46 million for the comparable period in the prior year. The increase is due to
payroll costs for employee redundancies and the relative cost of the Canadian based 
engineers due to the appreciation of the Canadian dollar. In addition, the Company has
incurred approximately $0.13 million in fiscal 2006 for standard approvals for its new
Restriction of Hazardous Substances (“RoHS”) compliant product. For the three month period
ended September 30, 2006 research and development expenditures were approximately $1.07
million as compared to $0.80 million for the comparable period in the in the prior year. This
increase is due to the relative cost of the Canadian based engineers similar to as mentioned
above and further approval costs incurred for the Company’s RoHS compliant product. As a 
percentage of sales, research and development expenditures increased 2% to 24% for the nine
month period ended September 30, and increased 9% to 28% for the three month period ended
September 30, 2006. Both increases are a result of the revenue shortfall in third quarter fiscal 2006.
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 $5.19
million for the nine months ended September 30, 2006 compared to approximately $4.62 million
for the comparable period in the prior year. For the three month period ended September 30,
2006 selling, general and administration expenses were approximately $1.65 million as compared
to $1.40 million for the comparable period in the in the prior year. These increases are primarily
due to an increase in sales and marketing headcount and the relative cost of the Canadian

MANAGEMENT�S DISCUSSION AND ANALYSIS

Q3 Q3 Q2 Q2 Q1 Q1 Q4 Q4
2006 2005 2006 2005 2006 2005 2005 2004

Revenue $3,816 $4,133 $4,797 $3,511 $4,020 $3,504 $4,545 $3,949

Cost of Revenue 2,208 2,274 2,500 1,993 2,045 2,059 2,564 2,337

Gross Margin 1,608 1,859 2,297 1,518 1,975 1,445 1,981 1,612

Operating Expenses 2,714 2,203 2,864 2,457 2,642 2,429 2,416 1,786

Stock Compensation 
Expense 222 197 207 231 162 184 194 246

Loss Before Amortization
and Other (1,328) (541) (774) (1,170) (829) (1,168) (629) (420)

Amortization 586 579 588 700 584 81 616 66

Loss Before Other (1,914) (1,120) (1,362) (1,870) (1,413) (1,249) (1,245) (486)

Other Income (Expense)(1) 67 144 75 (99) 39 (20) 100 419

Net Loss 
For The Period $(1,847) $(976) $(1,287) $(1,969) $(1,374) $(1,269) $(1,145) $(67)

Net Loss Per Share � 
Basic and Diluted $(0.03) $(0.02) $(0.02) $ (0.03) $(0.02) $ (0.02) $(0.02) $ (0.00)

(1)Other represents the net of interest income, interest expense and foreign exchange gain/loss



(unaudited) Three months ended Sept. 30, Nine months ended Sept. 30,
(in U.S. dollars) 2006 2005 2006 2005

Net Inflow (Outflow) of Cash

Related to the Following Activities:

Operating

Net loss $ (1,847,093) $ (975,739) $ (4,508,861) $ (4,213,773)

Items not affecting cash:

Amortization:

Fixed assets 83,265  89,232 254,744  207,140

Intangible assets 502,636  489,373 1,502,955  1,152,411

Deferred tenant inducement (14,328) 57,674 (42,984)  20,808

Write off of previous leasehold
improvements � � �  37,634

Write off of previous deferred 
tenant inducement � � �  (27,111)

Stock compensation 222,383 197,277 591,590  613,056

Loss on disposal of fixed assets (749) � 7,145 105

(1,053,886) (142,183) (2,195,411)  (2,209,730)

Changes in non-cash operating 
working capital items:

Accounts receivable 587,293 (341,124) 1,113,686 219,627

Inventory (448,772) (216,936) (158,089) (838,432)

Prepaid expenses 
and deposits 1,281 (24,340) (107,582)  (59,767)

Accounts payable and 
accrued liabilities 398,897 (131,762) 362,345  592,854

Deferred revenue 5,253 (101,147) 1,577  (179,622)

(509,934) (957,492) (983,474)  (2,475,070)

Investing

Purchase of fixed assets (53,594) (285,957) (123,290)  (582,446)

Purchase of intangible 
assets (19,680) (40,654) (54,356)  (203,148)

Aquisition net of cash acquired � (252,849) �  (718,705)

(73,274) (579,460) (177,646)  (1,504,299)

Financing

Issuance of common shares 351 � 351 14,543

Net decrease in cash (582,857) (1,536,952) (1,160,769)  (3,964,826)

Cash at Beginning of Period 6,546,393 9,629,107 7,124,305 12,056,981

Cash at End of Period $ 5,963,536 $ 8,092,155 $ 5,963,536  $ 8,092,155

Supplementary Information

Interest paid during 
the period $ 2,397  $ 2,954 $ 19,915  $ 3,333

Interest received during 
the period $ 77,206  $ 57,562 $ 209,927  $ 177,260

Fixed assets acquired 
through tenant 
inducement $ � $ � $ �  $ 182,910

Tenant inducement $ � $ � $ � $ 132,316

(unaudited) Sept. 30, Dec. 31,
(in U.S. dollars) 2006 2005

ASSETS

Current Assets

Cash $ 5 ,963,536 $ 7,124,305

Accounts receivable 2,860,732 3,974,418

Inventory 2,290,922 2,132,833

Prepaid expenses and deposits 339,645 232,063

11,454,835 13,463,619

Fixed Assets 970,835 1,109,434

Intangible Assets 5,481,470 6,930,069

Goodwill 6,978,742 6,978,742

$ 24,885,882 $ 28,481,864

LIABILITIES AND SHAREHOLDERS� EQUITY

Current Liabilities

Accounts payable and accrued liabilities $ 2,769,527 $ 2,407,182

Deferred revenue 5,253 3,676

Current portion of deferred tenant 
inducement 57,312 57,312

2,832,092 2,468,170

Deferred Tenant Inducement 181,489 224,473

3,013,581 2,692,643

SHAREHOLDERS� EQUITY

Share Capital (Note 3) 65,954,868 66,026,367

Warrants 59,420 59,420

Contributed Surplus 2,840,792 2,177,352

Deficit (46,982,779) (42,473,918)

21,872,301 25,789,221

$ 24,885,882 $ 28,481,864

CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT

CONSOLIDATED STATEMENTS OF CASH FLOWS

CONSOLIDATED BALANCE SHEETS

(Restated - Note 2)

(unaudited) Three months ended Sept 30, Nine months ended Sept. 30,
(in U.S. dollars) 2006 2005 2006 2005

Revenue
Product sales $ 3,700,530 $ 3,790,094 $ 11,960,214 $ 10,563,203
License, royalties 

and services 115,888 342,537 673,310 584,676
3,816,418 4,132,631 12,633,524 11,147,879

Cost of Revenue
Product sales 2,185,815 2,272,679 6,700,038 6,325,126
License, royalties 

and services 22,226 473 52,605 473
2,208,041 2,273,152 6,752,643 6,325,599

Gross Margin 1,608,377 1,859,479 5,880,881 4,822,280
Expenses

Research and 
development 1,067,143 803,083 3,027,065 2,463,417

Selling, general and 
administration 1,646,973 1,400,058 5,193,702 4,624,340

Stock compensation 222,383 197,277 591,590 613,056
2,936,499 2,400,418 8,812,357 7,700,813

Loss Before Amortization 
and Other (1,328,122) (540,939) (2,931,476) (2,878,533)

Amortization
Fixed assets 83,265 89,232 254,744 207,140
Intangible assets 502,636 489,373 1,502,955 1,152,411

585,901 578,605 1,757,699 1,359,551
Loss Before Other (1,914,023) (1,119,544) (4,689,175) (4,238,084)
Other

Interest income 77,206 57,562 209,927 177,260
Interest expense (2,397) (2,954) (19,915) (3,333)
Foreign exchange 

(loss) gain (7,879) 89,197 (9,698) (149,616)
66,930 143,805 180,314 24,311

Net Loss (1,847,093) (975,739) (4,508,861) (4,213,773)
Deficit, Beginning of Period (45,135,686) (40,355,268) (42,508,213) (37,149,734)
Change in accounting 

policy (Note 2) � � 34,295 32,500
Deficit, End of Period $(46,982,779) $(41,331,007) $ (46,982,779) $ (41,331,007)
Loss Per Share
Basic and diluted $ (0.03) $ (0.02) $ (0.08) $ (0.07)
Basic and diluted 

weighted average 
number of shares 58,868,341 58,921,782 58,903,630 58,170,697

(Restated - Note 2)(Restated - Note 2)

based employees due to the appreciation of the Canadian dollar.  As a percentage of sales, selling,
general and administration expenses were constant at 41% for the nine month period ended
September 30, and increased 9% to 43% for the three month period ended September 30, 2006.
The increase is a result of the revenue shortfall in third quarter fiscal 2006.
Stock compensation for the nine month period ended September 30, 2006 was $0.59 million 
versus $0.61 million in the comparable period in the prior year. For the three month period 
ended September 30, 2006 stock compensation was $0.22 million versus $0.20 million in the 
comparable period in the prior year.
Amortization for the nine month period ended September 30, 2006 was $1.76 million versus 
$1.36 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
Areté Associates in December 2004 and other purchased source code which is being amortized
over ten years. For the three month period ended September 30, 2006 amortization was 
$0.59 million versus $0.58 million in the comparable period in the prior year. 
Other. Interest income was approximately $0.21 million for the nine month period ended
September 30, 2006, an increase of $0.03 million from the comparable period in the prior year. For
the three month period ended September 30, 2006 interest income was approximately $0.08 an
increase of $0.02 million from the comparable period in the prior year. The small increases are 
primarily due to higher interest rates and the resulting return on invested cash, despite lower 
average cash balances. Interest expense for the nine and three month periods ended September
30, 2006 was nominal. Finally, the Company had a nominal foreign exchange impact for the nine
and three month periods ended September 30, 2006. This is compared to a foreign exchange loss
of $0.15 million and $0.09 million for the nine and three months 0ended September 30, 2005
respectively. The change is due to lower Canadian dollar net assets as compared to 2005.

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 assemble 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 $0.03 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 $0.25 million and $0.09 million for the nine and three months 
ended September 30, 2005, respectively.

Outstanding Share Data
As of October 20, 2006 the Company had 58,868,933 common shares outstanding.
As of October 20, 2006, 2,701,470 issued stock options were outstanding and are exercisable for
common shares of Bioscrypt Inc. on a one-for one basis.
As of October 20, 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.


