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LETTER TO SHAREHOLDERS

As we enter the fourth quarter, we are extremely encouraged by the signs we see in the
marketplace. The level of interest in Bioscrypt’ technology and the number of pilots and
projects we are working on is unprecedented, and we are confident that many of these
opportunities will translate into revenue in the months and quarters ahead.

There is no doubt that we have established ourselves as a leader in the fingerprint
authentication arena, as evidenced by the Company•s domination in the 2002 Fingerprint
Verification Competition (FVC2002). This independent test of fingerprint algorithms measured
both speed and accuracy, with Bioscrypt winning 19 gold and 5 silver medals out of the 24
categories evaluated. The results of this competition are expected to be highly influential on
government and commercial organizations looking to deploy fingerprint solutions in the
future, and have significantly raised the profile of Bioscrypt within the biometrics industry.

In the past quarter, NKL/Fire King announced the selection of Bioscrypt•s technology to control
access to their safes for all cash management markets. NKL Safes® is a leading provider of
secure cash management solutions, whose clients include Yum! Brands, Inc. (Pizza Hut®, KFC®,
Taco Bell®, etc.), McDonald•s Corporation, Kaiser Permanente® and Starbucks Corporation.
This partnership represents a huge revenue opportunity for us, considering the potential
number of franchisees within their client base.

The Company also announced the introduction of the V-Station’, a versatile and fully
featured fingerprint biometrics terminal, and the latest addition to Bioscrypt•s Veri-Series
product line of biometric-based facility access readers. The V-Station satisfies a market need
for large physical access installations that require the flexibility of keypad, proximity or
smartcard access. We are already seeing tremendous demand for this product, which started
shipping in October. 

Our distribution relationships with leading security integrators continue to thrive and grow.
Through our relationship with Synel Industries Ltd., Bioscrypt technology was chosen to
provide physical access security to NATO bases in Turkey. The Company welcomed GE
Interlogix, CASI division, a global electronic security technology company, as an official
Bioscrypt Distributor, thereby enabling the company to offer, market and support Bioscrypt•s
Veri-Series line of fingerprint-based biometrics products through its extensive dealer network.  

During the quarter, we undertook a thorough review of all aspects of our operations and
determined that restructuring was necessary if the Company was to remain competitive and
financially strong.  As a result, we have taken measures to reduce our operating expenses by
over 15% relative to the third quarter. This is being accomplished through workforce
reductions and various other cost savings initiatives, including a 10% reduction in salary for
myself, and the forfeiture of fees by all board members. Despite the difficult steps we have
taken on expenses, we continue to be confident and optimistic about the business as we
enter the fourth quarter and look forward to 2003.

Once again, I would like to extend my thanks to our employees, our shareholders and other
business partners for their support and patience as we move forward to realize the full
potential of Bioscrypt.

Sincerely,

Pierre Donaldson
President and CEO
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS THREE AND NINE MONTHS ENDED September 30, 2002(U.S. Dollars; Canadian GAAP)

The following discussion and analysis should be read in conjunction with the unaudited
Consolidated Financial Statements of Bioscrypt Inc. (•BioscryptŽ or the •CompanyŽ) for the
nine months ended September 30, 2002. It should also be read in conjunction with the
audited annual Consolidated Financial Statements and the Management•s Discussion Analysis
(MD&A) for the fiscal year ended December 31, 2001 included in the Company•s most recent
Annual Report to Shareholders. Except for the historical information contained herein, the
discussion in this Quarterly Report contains certain forward-looking statements that involve
risks and uncertainties, such as statements of the Company•s plans, objectives, strategies,
expectations and intentions. The words •mayŽ, •wouldŽ, •couldŽ, •willŽ, •intendŽ, •planŽ,
•anticipateŽ, •believeŽ, •estimateŽ, •expectŽ and similar expressions, as they relate to the
Company, or its management, are intended to identify such forward-looking statements. 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, but not limited to, risks
and uncertainties such as recent operating losses, potential fluctuations in quarterly results,
management of growth, dependence on management and key employees, risks related to
acquisitions, dependence on a limited number of products, risks associated with distribution
channels, potential for undetected errors in software, risks associated with international sales
and exchange rate fluctuations, reliance on third-party relationships, protection of intellectual
property, rapid technological change, risks associated with emerging markets, potential
volatility of share prices, and limited financial resources, which risks and uncertainties are
discussed in the prospectus of the Company dated January 11, 2002 filed with the Ontario
Securities Commission. 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.

Results of Operations 
Effective January 1, 2002 the Company adopted the U.S. dollar as its reporting and functional
currency. Accordingly, historical figures previously reported in Canadian dollars were translated
into U.S. dollars using the exchange rate in effect on December 31, 2001, which was Canadian
$1.00 = U.S.$0.6278. The following table sets forth, for the periods indicated, the results of
operations of the Company in thousands of U.S. dollars:

Three Months Ended Nine Months Ended
September 30, September 30,

2002 2001 2002 2001
Revenue 1,711 1,303 4,227 3,513
Cost of Revenue 1,104 1,092 2,798 2,868
Gross Margin 607 211 1,429 645
Operating expenses 2,159 1,857 5,766 5,736
Loss from operations (1,552) (1,646) (4,337) (5,091)
Amortization 278 2,455 852 7,173

Loss before other (1,830) (4,101) (5,189) (12,264)
Other (1) (168) 90 212 191
Net loss (1,998) (4,011) (4,977) (12,073)

Loss per share … basic and diluted (4.6c) (11.0c) (11.4c) (33.6c)
(1) Other represents the net of interest income, interest expense and foreign exchange gain (loss)

Revenue
Bioscrypt•s revenues are generated principally from (i) product sales of biometrics readers
used to control physical access and (ii) licensing, royalties and services relating to the
Company•s software algorithms to either manufacturers of biometric sensors, who in turn sell
to manufacturers of wireless and network access devices (cell phones, PDA•s, laptop
computers, etc.), or directly to these device manufacturers. With the introduction of its new
product offerings, particularly the V-Smart’ and V-Station’, the Company•s prospects are
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now large multi-site projects. This has resulted in a longer and more detailed sales cycle but
ultimately provides a backlog of orders, as installations will be rolled out in several phases.

Total revenues of $4.23 million generated in the nine months ended September 30, 2002
represent an improvement of 20.3% from the same period last year. Product sales revenues for
the nine months ended September 30, 2002, constitute 96.1% of total revenues down from
96.6% in the same period last year. License, royalties and services revenues increased to $0.17
million, representing 3.9% of total revenues, from $0.12 million, or approximately 3.4% of total
revenues, in the first nine months of fiscal year 2001. This increase is primarily due to new
licensing deals and increasing royalty payments associated with shipment of bioscrypt on
board’-enabled sensors through agreements with major manufacturers such as AuthenTec.

In the three months ended September 30, 2002, total revenues of $1.71 million represent an
improvement of 31.4% from the same period last year. Product sales revenues for the three
months ended September 30, 2002 were 98.2% of total revenues an increase from 96.4% in
the same period last year. License, royalties and services revenues decreased to 1.8% of total
revenues from 3.6% of total revenues, in the three months ended September 30, 2001.

Cost of Revenue
The Company•s gross margin in the first nine months of fiscal 2002 has improved dramatically from
the first nine months of fiscal 2001 as a result of improved product margins through manufacturing
efficiencies and improved component pricing. Additional gains were realized as a result of changes
in the mix of product sales from the discontinued V2100 to the Veri-Series product line. The
Company expects to reach product margins in the 35% to 37% range by end of year. In the nine
month period ended September 30, 2002, product gross margin improved to 31.5% from 15.5%
in the same period of fiscal 2001. In the three month period ended September 30, 2002, product
gross margin improved to 34.3% from 13.0% in the same period of fiscal 2001.

Expenses
Research and Development.Research and development expenditures consist largely of
salaries for technical personnel, the cost of related engineering materials, software tools and
support. Research and development expenditures were approximately $1.29 million for the
nine months ended September 30, 2002 compared to approximately $1.59 million for the
same period in the prior year. For the quarter ended September 30, 2002 research and
development expenditures were approximately $0.39 million versus $0.46 million for the
comparable period in the prior year. The decreases are primarily a result of attrition and
realignment of functional headcount within the Company. 

Selling, general and administration. Selling, general and administration includes salaries,
commissions and other personnel related costs, bad debt expenses, travel expenses,
advertising programs and other promotional activities associated with selling and marketing
the Company•s products as well as professional fees and other administrative expenses.
Selling, general and administration expenditures were approximately $4.10 million for the nine
month period ended September 30, 2002 compared to approximately $3.78 million for the
same period in the prior year. For the quarter ended September 30, 2002 selling, general and
administration expenditures were approximately $1.39 million versus $1.19 million for the
comparable period in the prior year. The increase resulted from additions to the sales force
compliment as well as additional marketing activities such as advertising and tradeshows to
increase the reach and exposure of the Company•s product offerings. 

Restructuring.The Company intends to reduce operating expenses by over 15% relative to its
current level. This will be accomplished through a reduction in workforce and various other cost
savings initiatives, including a 10% reduction in salary for Pierre Donaldson, president and CEO,
and the forfeiture of fees by all directors. An amount of $0.38 million was charged to income in
the quarter ended September 30, 2002. It relates to a charge for employee severances and costs
for redundant facilities. 

Amortization. For the nine month period ended September 30, 2002, the amortization expense
amounted to $0.85 million compared with $7.17 million recorded in the nine month period ended
September 30, 2001. For the quarter ended September 30, 2002 amortization expense was
approximately $0.28 million versus $2.46 million for the comparable period in the prior year.
Amortization of fixed assets increased due to an increase in fixed assets. The overall reduction in



4

amortization is predominantly due to the adoption of the new accounting rules with respect to the
amortization of goodwill and intangibles as described Note 2 to the Consolidated Financial Statements.

Other. Interest income decreased to approximately $0.13 million for fiscal 2002 compared to
approximately $0.34 million in the prior year. For the quarter ended September 30, 2002 interest
income was approximately $0.04 million versus $0.05 million for the comparable period in the
prior year. The decrease is due to lower interest rates and lower cash balances. Interest expense
for fiscal 2002 primarily relates to interest for capital leases. Interest expense for 2001 relates
primarily to convertible debt in Biometric Identification, Inc. (•BIIŽ) prior to the finalization of
the acquisition. The Company recorded approximately $0.09 million of foreign exchange gain for
the period ended September 30, 2002 versus a loss of approximately $0.08 million for the same
period in the prior year. For the quarter ended September 30, 2002 a foreign exchange loss of
$0.20 million was recorded versus a gain of $0.04 for the comparable period in the prior year.

Net Loss. For the nine months ended September 30, 2002, the Company recorded a loss of
$4.98 million or 11.4 cents per share, compared with a loss of $12.1 million or 33.6 cents per
share, recorded for the same period last year. For the quarter ended September 30, 2002 the
Company recorded a loss of $2.0 million or 4.6 cents per share, compared with a loss of $4.01
million or 11.0 cents per share for the comparable period in the prior year. 

Liquidity and Capital Resources
Net cash used in operating activities in the nine month period ended September 30, 2002 was
$4.52 million versus $7.31 million from the same period in the previous year. The decrease in
cash burned is a result of higher gross margins, expense controls implemented by the Company
and working capital management. For the quarter ended September 30, 2002, cash used in
operating activities was $1.64 million versus $1.66 million in the comparable period.

Cash used in investing activities in the nine month period ended September 30, 2002
decreased to $0.19 million from $2.39 million in the same period of the prior year. The
decrease is due to fixed assets purchased for new premises and funds used toward the BII
acquisition in the prior year. For the quarter ended September 30, 2002, cash used in
operating activities was $0.06 million versus $0.35 million in the comparable period. The
decrease is due to funds used toward the BII acquisition in the prior year.

Cash used in financing activities in the nine month period ended September 30, 2002 was
$0.03 million versus cash generated of $0.07 million in the previous period. For the quarters
ended September 30, 2002 and 2001 cash used in financing activities was insignificant. Cash
used in financing activities represents repayment of obligations under capital leases. Cash
provided from financing activities represents proceeds from the exercise of stock options.
There were no stock options exercised in the nine month period ended September 30, 2002.

At September 30, 2002, the Company had cash of approximately $4.91 million dollars, versus
$5.06 million at September 30, 2001. 

Accounting Policies
The Company has adopted the Canadian Institute of Chartered Accountants new Handbook
Section 3062 - Goodwill and Other Intangible Assets. Effective January 1, 2002 all goodwill will
no longer be required to be amortized but will be subject to an annual impairment test in
accordance with the provisions of this Section. As of September 30, 2002, the Company
completed the assessment of the quantitative impact of the transitional impairment test on
its financial statements. In the third quarter of 2002, an impairment of $10.0 million was
charged to the opening deficit as of January 1, 2002, as required by the transitional provisions
of Section 3062, relating to impaired goodwill.

Outlook
The Company has provided an update to its fourth quarter and full year guidance expecting
revenue and gross margin to grow between 17-34% and 2-3% respectively, relative to the
third quarter. Operating expenses are expected to decrease by over 15% from their levels in
the third quarter. Management believes that with its current cash position, coupled with the
fourth quarter and fiscal 2003 business plan expectations, the Company will not require
additional financing in the foreseeable future. It is anticipated that the Company will burn a
decreasing amount of cash on a quarterly basis for the first two to three quarters of 2003 and
will achieve operating profitability on a quarterly basis in the second half of 2003.
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BIOSCRYPT INC.
CONSOLIDATED BALANCE SHEETS

September 30, December 31,
(Unaudited) 2002 2001
(in U.S. dollars) (Note 2)

Assets
Current Assets

Cash $ 4,911,204 $ 9,649,771 
Accounts receivable 1,148,557 1,654,609 
Inventory 1,597,834 852,810 
Prepaid expenses and deposits 387,017 314,645 

8,044,612 12,471,835 

Fixed Assets 753,924 744,671
Deferred Development and Pre-operating Costs 107,212 406,990 
Intangibles (Note 2) 7,592,996 17,961,549 

$ 16,498,744 $31,585,045 

Liabilities and Shareholders• Equity
Current Liabilities

Accounts payable and accrued liabilities $ 1,836,464 $ 1,891,099
Current portion of obligations under capital leases 7,568 32,131
Current portion of deferred tenant inducement 32,532 32,532

1,876,564 1,955,762

Obligations Under Capital Leases – 5,093
Deferred Tenant Inducement 76,675 101,070

1,953,239 2,061,925 

Shareholders• Equity (Note 3)
Share capital 44,438,893 38,246,180
Compensation warrants 414,717 …
Special warrants – 6,607,430
Deficit (30,308,105) (15,330,490)

14,545,505 29,523,120
$16,498,744 $31,585,045
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BIOSCRYPT INC.
CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT

Three months ended September 30, Nine months ended September 30,
(Unaudited) 2002 2001 2002 2001
(in U.S. dollars) (Note 2) (Note 2)

Revenue
Product sales $ 1,681,285 $ 1,255,454 $ 4,061,854 $ 3,393,432
License, royalties and services 30,000 47,327 165,650 119,698 

1,711,285 1,302,781 4,227,504 3,513,130 

Cost of Revenue
Product sales 1,104,386 1,091,979  2,783,723 2,866,380  
License, royalties and services – 64 14,763 1,790  

1,104,386 1,092,043 2,798,486 2,868,170  

Gross Margin 606,899 210,738 1,429,018 644,960  

Expenses
Research and development 393,919 463,920 1,285,483 1,585,585  
Selling, general and administration 1,387,824 1,194,437 4,102,812 3,775,657 
Restructuring 377,718 … 377,718 _
Writedown of assets – 198,778 – 374,984  

2,159,461 1,857,135 5,766,013 5,736,226  

Loss Before Amortization and Other (1,552,562) (1,646,397) (4,336,995) (5,091,266)

Amortization
Fixed assets 55,406 51,521  184,021  137,551  
Deferred development and 

pre-operating costs 99,926 99,926  299,778 299,778  
Intangibles 122,851 2,303,720  368,553 6,735,583 

278,183 2,455,167 852,352  7,172,912 

Loss Before Other (1,830,745) (4,101,564) (5,189,347) (12,264,178)

Other
Interest income 35,078 53,996 125,892 335,557  
Interest expense (305) … (2,251) (69,285)
Foreign exchange gain (loss) (202,407) 36,299 88,091 (75,180)

(167,634) 90,295  211,732 191,092  

Net Loss (1,998,379) (4,011,269) (4,977,615) (12,073,086)

Retained Earnings (Deficit) 
Beginning of Period (18,309,726) (7,805,715) (15,330,490) 256,102 

Goodwill transitional 
impairment charge (Note 2) (10,000,000) … (10,000,000) …

Deficit End of Period $ (30,308,105) $ (11,816,984) $ (30,308,105) $(11,816,984)

Loss Per Share
Basic and diluted (4.6c) (11.0c) (11.4c) (33.6c)
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BIOSCRYPT INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three months ended September 30, Nine months ended September 30,
(Unaudited) 2002 2001 2002 2001
(in U.S. dollars) (Note 2) (Note 2)

Net Inflow (Outflow) of Cash
Related to the Following Activities:

Operating
Net loss $ (1,998,379) $ (4,011,269) $ (4,977,615) $(12,073,086)
Items not affecting cash:
Amortization:

Fixed assets 55,406 51,521 184,021 137,551 
Deferred development 

and pre-operating costs 99,926 99,926 299,778 299,778 
Intangibles 122,851 2,303,720 368,553 6,735,583 
Deferred tenant inducement (8,132) (8,131) (24,395) (20,898)

Writedown of assets – 198,778 – 374,984 
(1,728,328) (1,365,455) (4,149,658) (4,546,088)

Changes in non-cash operating 
working capital items:
Accounts receivable 134,595 (335,153) 506,052 (607,072)
Inventory (362,655) 278,075 (745,024) (204,294)
Prepaid expenses and deposits (111,483) 1,218 (72,372) (354,546)
Accounts payable and 

accrued liabilities 428,354 (258,728) (54,635) (1,630,418)
Deferred revenue – 24,868 – 35,238 

(1,639,517) (1,655,175) (4,515,637) (7,307,180)

Investing
Purchase of fixed assets (63,415) (77,427) (193,274) (447,901)
Acquisition less cash acquired – (273,505) – (1,940,904)

(63,415) (350,932) (193,274) (2,388,805)

Financing
Issue of common shares – 9,448 – 81,865 
Repayment of obligations 

under capital leases (2,861) (13,316) (29,656) (13,316)
(2,861) (3,868) (29,656) 68,549 

Net decrease in cash (1,705,793) (2,009,975) (4,738,567) (9,627,436)
Cash at Beginning of Period 6,616,997 7,066,779 9,649,771 14,684,240 
Cash at End of Period $ 4,911,204 $ 5,056,804 $ 4,911,204 $ 5,056,804  

Supplementary Information
Interest paid during the period $ 305 $ 12,959 $ 2,251 $ 69,285
Interest received during the period$ 35,078 $ 71,790 $ 125,892 $ 335,557
Assets acquired under capital leases$ – $ 56,019 $ – $ 56,019
Tenant inducements $ – $ – $ – $ 162,632
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NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION
These interim unaudited consolidated financial statements include the accounts of Bioscrypt Inc. (•BioscryptŽ
or the •CompanyŽ) and its wholly-owned subsidiaries. These consolidated financial statements have been
prepared by management in U.S. dollars in accordance with Canadian generally accepted accounting
principles with respect to the preparation of interim financial information. Accordingly, they do not include
all information and notes as required in the preparation of annual consolidated financial statements. 

In the opinion of management, all adjustments considered necessary for fair presentation of the Company•s
financial position, results of operations and cash flows have been included. Operating results for the interim
period presented are not necessarily indicative of the results to be expected for any subsequent quarter or
for the full fiscal year ending December 31, 2002.

The accounting policies used in the preparation of these unaudited interim financial statements are
consistent with those used in preparing the annual financial statements. These interim consolidated financial
statements should be read in conjunction with the consolidated financial statements for the year ended
December 31, 2001, as set out in the 2001 Annual Report. Note disclosures have been presented for material
updates to the information previously reported.

2. ACCOUNTING CHANGES
Foreign currency translation
Effective January 1, 2002 the Company adopted the U.S. dollar as its reporting and functional currency.
Accordingly, using the translation of convenience method, historical figures previously reported in Canadian
dollars were translated into U.S. dollars using the exchange rate in effect on December 31, 2001, which was
Canadian $1.00 = U.S.$0.6278. Commencing January 1, 2002, current monetary assets and liabilities of the
Company, which are denominated in foreign currencies, are translated into U.S. dollars at exchange rates in
effect at the balance sheet dates. Revenues and expenses are translated at rates of exchange prevailing on
the transaction dates. Any resulting foreign currency translation gains or losses are included in the
consolidated statements of earnings in the current period.

Intangibles
In 2001, the Canadian Institute of Chartered Accountants (•CICAŽ) issued a new Handbook Section 3062 -
Goodwill and Other Intangible Assets. Goodwill and intangible assets with indefinite useful lives are no longer
amortized but instead are tested for impairment at least annually by comparing their fair values with their
book values. The new standard does not change the accounting for intangible assets with determinable lives,
which continue to be amortized over their estimated useful lives and are tested for impairment by comparing
their book values with the undiscounted cash flows expected to be received from their use. Effective upon
adoption of the standards on January 1, 2002, the Company discontinued amortization of existing goodwill
on a prospective basis.

The following table presents the effect on each of the previous periods as if the Company had retroactively
adopted the change in accounting policy of not amortizing goodwill.

Three months ended September 30, Nine months ended September 30,
2002 2001 2002 2001

Net Loss, as reported $ (1,998,379) $ (4,011,269) $ (4,977,615) $(12,073,086)
Add back:

Goodwill amortization – 2,180,869 – 6,367,030
Adjusted loss for the period $ (1,998,379) $(1,830,400) $ (4,977,615) $ (5,706,056)
Basic and diluted loss 
per share, as reported (4.6c) (11.0c) (11.4c) (33.6c)

Adjusted loss for the period (4.6c) (5.0c) (11.4c) (15.9c)

As of September 30, 2002, the Company completed the assessment of the quantitative impact of the
transitional impairment test on its financial statements. In the third quarter of 2002, an impairment of
$10,000,000 was charged to the opening deficit as of January 1, 2002, as required by the transitional
provisions of Section 3062, relating to impaired goodwill.
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Stock-Based Compensation Plans and Other Stock-Based Payments
Effective January 1, 2002, the Company adopted the new CICA standard for stock-based compensation
and other stock-based payments, Section 3870. This Handbook section establishes standards for the
recognition, measurement and disclosure of stock-based compensation and other stock-based payments
made in exchange for goods and services provided by employees and non-employees. This standard
requires that a fair-value-based method of accounting be applied to all stock-based payments to non-
employees and to employee awards that are direct awards of stock that call for settlement in cash or
other assets or are stock appreciation rights that call for settlement by the issuance of equity
instruments. However, the new standard permits the Company to continue its existing policy of recording
no compensation cost on the grant of stock options to employees. No restatement of prior periods was
required as a result of the adoption of the new standard. 

3. SHAREHOLDERS’ EQUITY
Share Capital
A summary of the changes during the nine month period ended September 30, 2002 in common shares
is as follows:

Number Amount
Balance, December 31, 2001 36,556,306 $ 38,246,180
Special warrants exercised 7,277,212 6,607,430
Special warrants issue costs … (414,717)
Balance, March 31, June 30 and September 30, 2002 43,833,518 $ 44,438,893

Compensation warrants
In connection with the special warrants offering completed January 11, 2002 the Company issued to the
Agents of the special warrants offering 727,721 compensation options. Each compensation option is
exercisable at any time until November 12, 2003 for one common share, at an exercise price of
$1.74 Canadian per common share. An agent may, in lieu of satisfying the exercise price of the compensation
options in cash, elect to receive on exercise the number of common shares determined by multiplying the
number of compensation options exercised by the amount by which the market price of the common shares
at time of exercise exceeds the exercise price and dividing the product so obtained by the market price at
the time of exercise. The Company has calculated the fair value of these compensation options at $414,717
using the Black-Scholes option pricing model with the following assumptions:

Risk-free interest rate 5.01%
Volatility factor of the future expected market price 100%
Dividend yield 0%
Weighted average expected life of the options 22 months

Fixed Stock Option Plans
For stock options granted to employees in fiscal 2002, had the Company determined compensation cost
based on the fair values at the dates of grant, the Company•s net loss would have been reported as the pro
forma amounts indicated below:

Three months ended September 30, 2002 Nine months ended September 30, 2002
Net loss $ (1,998,379) $ (4,977,615)
Pro forma loss $ (2,047,305) $ (5,092,734)
Pro forma basic and diluted loss per share (4.7c) (11.7c)

The fair value of each option granted was estimated on the date of the grant using the following
assumptions: 

Risk-free interest rate 4.49% to 5.15%
Volatility factor of the future expected market price 100%
Dividend yield 0%
Weighted average expected life of the options 5 years

For purposes of the pro forma disclosures, the estimated fair value of the options is amortized to expense
over the options• vesting period on a straight-line basis. The pro forma disclosure omits the effect of awards
granted before adoption of Section 3870.
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A summary of the changes during the nine month period ended September 30, 2002, expressed in
Canadian dollars, and the status of the Primary Stock Option Plan, Second Stock Option Plan and Third
Stock Option Plan is presented below:

Canadian dollars
Number of Weighted Avg.

Primary Stock Option Plan Options Exercise Price
Outstanding at December 31, 2001 1,909,954 $ 2.20
Granted 132,500 $ 1.61
Exercised … $ …
Cancelled/Expired (24,917) $ 2.81
Outstanding at March 31, 2002 2,017,537 $ 2.15
Granted 80,000 $ 0.98
Exercised … $ …
Cancelled/Expired (128,817) $ 2.90
Outstanding at June 30, 2002 1,968,720 $ 2.06
Granted 698,000 $ 0.98
Exercised … $ …
Cancelled/Expired (382,000) $ 2.90
Outstanding at September 30, 2002 2,284,720 $ 1.59
Options exercisable at September 30, 2002 1,111,962 $ 1.94
Options available for issuance at September 30, 2002 809,080
Second Stock Option Plan
Outstanding at December 31, 2001 and September 30, 2002 450,000 $ 5.25
Options exercisable at September 30, 2002 337,500 $ 5.25
Third Stock Option Plan
Outstanding at December 31, 2001 493,333 $ 3.89
Granted … $ …
Exercised … $ …
Cancelled/Expired (43,333) $ 3.89 
Outstanding at March 31, 2002 and June 30, 2002 450,000 $ 3.89
Granted … $ …
Exercised … $ …
Cancelled/Expired (317,000) $ 3.89 
Outstanding at September 30, 2002 133,000 $ 3.89
Options exercisable at September 30, 2002 66,000 $ 3.89

4. SEGMENTED INFORMATION
The Company operates in one industry segment, which is the development and licensing of advanced biometric
technologies to original equipment manufacturers and other customers requiring state of the art user
authentication. Substantially all revenue is derived from sales to customers in the Americas. The Americas entails
countries in North and South America. All assets of the Company, which support the revenues of the Company,
are also located in the Americas. The distribution of net revenue by location of customers is as follows:

Three months ended September 30, Nine months ended September 30,
2002 2001 2002 2001

Net revenue:
Americas $ 1,443,544 $ 971,679 $ 3,271,881 $ 2,772,080
Asia 58,685 185,313 275,334 348,033
Europe 128,572 55,826 290,049 178,108
Middle East 49,605 50,028 234,147 81,230
Other 30,879 39,935 156,093 133,679

Total revenue $ 1,711,285 $ 1,302,781 $ 4,227,504 $ 3,513,130  

5. COMMITMENTS
As at September 30, 2002 the Company has commitments to purchase approximately $1,941,000 of inventory.
The Company has entered into commitments for premises, equipment and vehicles with minimum future
lease payments as follows:
2002 $ 41,710
2003 400,886
2004 428,445
2005 434,007
2006 329,238
Thereafter 296,016

$ 1,930,302
The Company has letters of credit outstanding for approximately $395,000 relating to premises.




