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Diversinet Reports Third Quarter 2007 Financial Results 
 

Blue Cross of Northeastern Pennsylvania Wallet/Vault License Agreement and 
Equity Investment Highlight Q3 Results 

 
TORONTO, Canada, November 1, 2007 – Diversinet Corp. (OTCBB: DVNTF), a 
leading provider of wireless data application and security infrastructure products and 
services, today announced financial results for the third quarter of 2007.  During the 
quarter Diversinet’s revenues increased and cash used in operations was reduced as 
compared to the same prior year quarter.   
 
Revenues for the third quarter were $1,262,000, up 192 percent compared to $432,000 
for the third quarter of 2006 and up 24 percent compared to $1,017,000 in the second 
quarter of 2007.  Revenues for the nine months ended September 30, 2007 were 
$3,185,000, up 131 percent from $1,381,000 in the same period in 2006.  In August 2007 
Diversinet entered into a three year license and revenue share agreement to provide its 
MobiSecure Wallet and Vault mobile secure access solution to AllOne Health Group, 
Inc., a subsidiary of Blue Cross of Northeastern Pennsylvania.  Revenues generated from 
this agreement contributed significantly to third quarter results.  Cash used in operations 
for the quarter was $8,000 compared to $427,000 used in the prior year quarter and 
$653,000 used in the second quarter of 2007.  All dollar amounts are in U.S. dollars. 
 
The net loss for the third quarter of 2007 was $730,000, or $0.02 per share, compared to a 
net loss of $932,000 or $0.03 per share in the third quarter of 2006.  The net loss for the 
nine months ended September 30, 2007 was $2,107,000, or $0.06 per share, compared to 
a net loss of $2,401,000 or $0.08 per share in the similar nine months of 2006.  Included 
in the third quarter net loss are non-cash stock-based compensation, depreciation and 
amortization of $467,000 ($383,000 in the third quarter of 2006) and an accrual of legal 
costs of $375,000 relating to the settlement of the Instant Publisher lawsuit.  The Instant 
Publisher lawsuit initiated in 2000 was settled in October and represents the last 
outstanding legal action against the Company.  Cash and cash equivalents at September 
30, 2007 were $8,919,000 and $5,146,000 at December 31, 2006.   
 
Company, customer, and product solution highlights include: 
 

• In August 2007 Diversinet entered into a license and revenue share agreement to 
provide its MobiSecure Wallet and Vault mobile secure access solution to AllOne 
Health Group, to cross license certain software and share revenues from the sales of 
the combined software.  Under the three year agreement, Diversinet will receive a 
minimum of $2 million annually as a minimum commitment from AllOne.  
Diversinet and AllOne will initially focus on potential sales from the Blue Cross Blue 
Shield Association licensees and other customers looking to mobilize personal health 
records in the United States. 

 

• In August 2007 Diversinet completed a private placement of 6,756,757 common 
shares at $0.74 per common share, for gross proceeds of $5,000,000 to Hospital 
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Service Association of Northeastern Pennsylvania, d/b/a Blue Cross of Northeastern 
Pennsylvania (“BCNEPA”).  William Reed, executive vice president of BCNEPA has 
joined the Diversinet Board of Directors. 

 
“Our recent success with BCNEPA and Intersections demonstrates the value proposition 
our Wallet and Vault product creates for businesses looking to bring secure, value added 
applications to the mobile device.  We are finalizing the go-to-market product and expect 
to be live in early 2008”, stated CEO and Chairman of Diversinet Albert Wahbe.  
“Revenues and cash utilization will continue to fluctuate on a quarter to quarter basis 
until we go into full production with customers.  Cash used in operations of $8,000 
provides us with substantially improved results that should continue to improve as we 
drive additional future revenues.  We are continuing to build out our product offering and 
distribution network to deliver valuable customer applications in the marketplace.” 
 
About Diversinet 
Diversinet Corp. (OTCBB: DVNTF) is a leading provider of wireless authentication and access solutions 
that secure the personal identity, transactions and data of consumers over almost any mobile phone or 
handheld device.  Diversinet’s reliable, end-to-end OTP (one-time password) solutions enable cost-
effective strong authentication and instant and secure access to critical personal records, helping businesses 
reduce identity theft, expand customer offerings, increase revenues and comply with regulations.  Connect 
with Diversinet Corp. at www.diversinet.com.   
 

# # # 
 
Certain information included in this press release (as well as information included in oral statements or other written 

statements made or to be made by the company) contains statements that are forward-looking, such as statements 

relating to anticipated future revenues of the company and success of current product offerings. Such forward-looking 

information is made pursuant to the “safe harbor” provisions of the US Private Securities Litigation Reform Act of 

1995 and any applicable Canadian securities legislation and are subject to important risks, uncertainties and 

assumptions that could significantly affect anticipated results in the future and, accordingly, such results may differ 

materially from those expressed in any forward-looking statements made by or on behalf of the company. For a 

description of additional risks and uncertainties, please refer to the company’s filings (including its annual report and 

financial statements) with the Securities and Exchange Commission and SEDAR. 
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Diversinet Corp.   
CONSOLIDATED BALANCE SHEETS  

[expressed in United States dollars]   

   

 September 30 December 31 

 2007 2006 

 $ $ 

 (Unaudited) (Audited) 

ASSETS   

Current assets   

  Cash and cash equivalents 8,918,743 5,146,315 

  Accounts receivable, net (note 3) 217,129 154,109 

  Prepaid expenses 18,740 141,081 

  Total current assets 9,154,612 5,441,505 

   

Capital assets, net (note 4) 388,829 388,723 

   

Total assets 9,543,441 5,830,228 

    

LIABILITIES AND SHAREHOLDERS’ EQUITY  

Current liabilities   

  Accounts payable 157,237 172,291 

  Accrued liabilities (note 5) 885,011 633,661 

  Deferred revenue 240,495 938,550 

  Total current liabilities 1,282,743 1,744,502 

   

Commitments and contingencies (note 10)   

    
Shareholders’ equity   

  Share capital (note 6) 64,629,317 58,414,036 

  Contributed surplus 5,332,337 3,646,283 

  Share purchase warrants (note 6) 1,672,073 3,291,832 

  Deficit (61,852,308) (59,745,704) 
  Accumulated other comprehensive income:   

      Cumulative translation adjustment (1,520,721) (1,520,721) 

Total shareholders’ equity 8,260,698 4,085,726 

   

Total liabilities and shareholders’ equity 9,543,441 5,830,228 

 

See accompanying notes to interim consolidated financial statements. 
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Diversinet Corp. 

CONSOLIDATED STATEMENTS OF LOSS AND DEFICIT AND COMPREHENSIVE INCOME (LOSS) 

[expressed in United States dollars] 

(Unaudited)    

 Three months ended Nine months ended 

 September 30 September 30 

  2007 2006 2007 2006 

  $ $ $ $ 

     

     

Revenues 1,262,063 431,521 3,184,907 1,381,369 

Cost of revenues 64,238 245,196 167,134 990,755 

Gross margin 1,197,825 186,325 3,017,773 390,614 

     

Expenses     

  Research and development 465,137 342,671 1,570,202 515,479 

  Sales and marketing  420,132 111,820 979,631 511,436 

  General and administrative  1,055,941 654,614 2,557,624 1,687,270 

  Depreciation and amortization 30,028 42,759 86,702 121,531 

  1,971,238 1,151,864 5,194,159 2,835,716 

Loss before the undernoted (773,413) (965,539) (2,176,386) (2,445,102) 

Foreign exchange loss (gain) 28,172 (4,436) 75,672 3,174 

Interest income (71,203) (29,230) (145,454) (47,489) 

Loss for the period and comprehensive income (loss) (730,382) (931,873) (2,106,604) (2,400,787) 

     

Deficit, beginning of period (61,121,926) (57,763,901) (59,745,704) (56,294,987) 

Loss for the period  (730,382) (931,873) (2,106,604) (2,400,787) 

Deficit, end of period (61,852,308) (58,695,774) (61,852,308) (58,695,774) 

     

     

Basic and diluted loss per share (note 8) (0.02) (0.03) (0.06) (0.08) 

Weighted average common shares outstanding 37,059,788 32,717,313 35,108,539 28,630,938 

   

See accompanying notes to interim consolidated financial statements.   
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Diversinet Corp. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

[expressed in United States dollars] 

(Unaudited) 

 Three months ended Nine months ended 

 September 30 September 30 

  2007 2006 2007 2006 

  $ $ $ $ 

     

OPERATING ACTIVITIES     

Loss for the period (730,382) (931,873) (2,106,604) (2,400,787) 

Items not involving cash:     

  Depreciation and amortization 30,028 42,759 86,702 121,532 

  Stock-based compensation expense (note 7) 437,341 339,942 748,928 816,068 

Changes in non-cash operating working capital:     

   Accounts receivable (141,054) (127,252) (63,020) (139,250) 

   Prepaid expenses 17,667 22,134 122,341 64,609 

   Work in progress - 149,905 - (100,000) 

   Accounts payable (108,090) 12,294 (15,054) 60,782 

   Accrued liabilities 363,323 (41,088) 344,449 (30,085) 

   Deferred revenue 123,364 106,550 (698,055) 48,550 

Cash used in operating activities (7,803) (426,629) (1,580,313) (1,558,581) 

     

FINANCING ACTIVITIES     

  Issue of common shares, compensation options, warrants 4,973,379 1,061,287 5,439,549 5,055,236 

Cash provided by financing activities 4,973,379 1,061,287 5,439,549 5,055,236 

     

INVESTING ACTIVITIES     

  Purchase of capital assets (8,466) (57,704) (86,808) (62,346) 

Cash used in investing activities (8,466) (57,704) (86,808) (62,346) 

     

Net increase in cash and cash equivalents during the period 4,957,110 576,954 3,772,428 3,434,309 

     

Cash and cash equivalents, beginning of the period 3,961,633 4,212,917 5,146,315 1,355,562 

     

Cash and cash equivalents, end of the period 8,918,743 4,789,871 8,918,743 4,789,871 

     

Supplementary non-cash transactions     

   Issuance of shares to employees (note 6(a)(iii)) - - 131,019 - 

   Issuance of shares for public relations services (note 6(a)(iv)) 11,395 - 46,045 - 

     

Cash and cash equivalents include cash on account and short-term investments in money market instruments with original 
maturities of 90 days or less when acquired. 

See accompanying notes to interim consolidated financial statements. 
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DIVERSINET CORP. 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS 

(Unaudited) 

(Amounts expressed in US dollars) 

Three and nine months ended September 30, 2007 

 

Diversinet Corp. (the “Company”), an Ontario corporation, develops, markets and distributes wireless security infrastructure 
solutions and identity management solutions and professional services to the health services, financial services, software security, 
storage and memory manufacturers, entertainment and gaming and telecommunications marketplaces. 

 

1.  Significant accounting policies 

(a) Basis of presentation 

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with Canadian 
generally accepted accounting principles for interim financial statements and, accordingly, certain disclosures normally included 
in annual financial statements prepared in accordance with generally accepted accounting principles are not provided.  Other than 
the adoption of new accounting standards, these unaudited interim consolidated financial statements have been prepared 
following accounting principles consistent with those used in the annual audited consolidated financial statements and should be 
read in conjunction with the annual audited financial statements of the Company for the year ended December 31, 2006. 
 
In the opinion of management, the unaudited interim consolidated financial statements reflect all adjustments, which consist only 
of normal and recurring adjustments, necessary to present fairly the financial position at September 30, 2007 and the results of 
operations and cash flows for the three months and nine months ended September 30, 2007 and 2006.  Due to the nature of the 
Company’s sales cycle and the size of individual orders, the results reported in these interim unaudited consolidated financial 
statements should not be regarded as necessarily indicative of the results that may be expected for the entire period. 

 

(b) Adoption of new accounting standards 

Effective January 1, 2007, the Company adopted, the new recommendations of The Canadian Institute of Chartered Accountants’ 
Handbook Section 1530, Comprehensive Income (“Section 1530”) and Section 3855, Financial Instruments - Recognition and 
Measurement (“Section 3855”).  These new Handbook Sections apply to fiscal years beginning on or after October 1, 2006. 
 
Section 1530 establishes standards for reporting and presenting comprehensive income, which is defined as the change in equity 
from transactions and other events from non-owner sources.  Other comprehensive income refers to items recognized in 
comprehensive income that are excluded from net income calculated in accordance with generally accepted accounting principles. 
 
Under Section 3855, financial instruments must be classified into one of these five categories:  held-for-trading, held-to-maturity, 
loans and receivables, available-for-sale financial assets or other financial liabilities. All financial instruments, including 
derivatives, are measured in the balance sheet at fair value except for loans and receivables, held-to-maturity investments and 
other financial liabilities which are measured at amortized cost.  Subsequent measurement and changes in fair value will depend 
on their initial classification, as follows: held-for-trading financial assets are measured at fair value and changes in fair value are 
recognized in net income; available-for-sale financial instruments are measured at fair value with changes in fair value recorded 
in other comprehensive income until the investment is derecognized or impaired at which time the amounts would be recorded in 
net income. 
 
Upon adoption of these new standards, the Company continued to account for cash equivalents held at that date as held-for-
trading, which are measured at fair value with the resulting gain or loss recognized in the consolidated statement of operations.  
The Company has also classified its accounts receivable as loans and receivables, and its accounts payable and accrued liabilities 
as other financial liabilities, all of which are measured at amortized cost and consistent with the Company’s accounting policy 
prior to the adoption of Section 3855.  The Company had neither available-for-sale, nor held-to-maturity instruments during the 
nine months ended September 30, 2007. 

 

There are no significant non-financial derivatives that require separate fair value recognition on the unaudited interim 
consolidated balance sheet on the transition date and at September 30, 2007. 
 
Comprehensive income was added to the Company’s financial statements.  The Company had no comprehensive income 
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transactions during the nine months ended September 30, 2007.  For all periods presented, there is no difference between the 
Company’s comprehensive income and loss for the period.  The adoption of these standards had no impact on the Company’s loss 
for the three and nine months ended September 30, 2007.  Accumulated other comprehensive income forms part of shareholders’ 
equity. 

 

2.  Segmented information 

The Company operates in one reportable operating segment.  This segment derives its revenue from the sale of secured wireless 
and identity management solutions and related products and services.  As at September 30, 2007, 100% (100% - 2006) of the 
capital assets were located in Canada.  For the three month period ended September 30, 2007, one customer contributed 77%  
(three customers contributed 56%, 12% and 10% of the total revenue, for the same period in 2006). For the nine month period 
ended September 30, 2007, three customers contributed 32%, 31% and 25% of the total revenue (two customers contributed 67% 
and 11% of the total revenue for the same period in 2006). 
 
Revenue is attributable to geographic location, based on the location of the customer, as follows: 
 Three months ended September 30 Nine months ended September 30 

 2007 2006 2007 2006 

 $ $ $ $ 

United States  1,119,123 388,173 2,926,294 1,165,447 
Asia  32,940 34,050 98,201 172,050 

Canada  50,000 9,298 50,412 33,872 
Other  60,000 - 110,000 10,000 

  1,262,063 431,521 3,184,907 1,381,369 

 

Revenue is attributable to product and services as follows: 
 Three months ended September 30 Nine months ended September 30 

 2007 2006 2007 2006 

 $ $ $ $ 

Consulting services 432,063 431,521 1,272,107 1,381,369 
Licensing 830,000 - 1,912,800 - 

 1,262,063 431,521 3,184,907 1,381,369 

 
3.  Accounts receivable and allowance for doubtful accounts September 30, 2007 December 31, 2006 

 $ $ 

Accounts receivable:   
    Amount billed 247,129 174,109 
    Unbilled - - 
    Allowance for doubtful accounts (30,000) (20,000) 

 217,129 154,109 

 

Unbilled receivables represent the recognized sales value of customer contracts that had not been billed and were not billable to 
the customers at the balance sheet date.  The balances will be billed upon the fulfillment of certain conditions agreed between the 
parties.  The Company recognizes an allowance for doubtful accounts.  The allowance is assessed based on a variety of factors, 
including the length of time receivables are past due, circumstances relating to the customer, and historical experience. 

 
4.  Capital assets   September 30, 2007 December 31, 2006 

 
Cost Accumulated 

depreciation and 
amortization 

Net book value Net book value 

Computer hardware $1,266,901 $1,070,449 $196,452 $ 218,521 

Computer software 521,396 463,314 58,082 65,923 

Furniture and fixtures 320,024 215,891 104,133 79,896 

Leasehold improvements 36,060 5,898 30,162 24,383 

 $2,144,381 $1,755,552 $388,829 $ 388,723 



9 

 

5.  Accrued liabilities September 30, 2007 December 31, 2006 

 $ $ 

Compensation 113,845 252,928 

Professional fees 71,866 121,194 

Litigation provision 625,000 214,537 

Miscellaneous  74,300 45,002 

 885,011 633,661 

 

6.  Share capital 
(a)  Share capital and share purchase warrants: There are an unlimited number of authorized common shares with no par value. 
 
The following details the changes in issued and outstanding shares, compensation options and warrants: 

 Warrants Common shares 
 Number Amount Number Amount 

Balance, December 31, 2006  10,044,047 $ 3,291,832 33,413,005 $ 58,414,036 

Warrants cancelled and exercised (i) (1,143,000) (1,644,334) 350,000 210,000 

Stock options exercised and shares issued (ii) - - 615,063 495,901 

Employee bonus (iii) - - 146,000 131,020 

Public relations services (iv) 80,000 24,575 55,000 46,045 

Professional service (v) - - 150,000 125,250 

Private placement (vi)   6,756,757 4,965,253 

Board compensation (vii)   275,000 200,750 

Consulting services (viii)   56,250 41,062 

Balance, September 30, 2007 8,981,047 $ 1,672,073 41,817,075 $ 64,629,317 

 

(i) The values of vested warrants that expired and were unexercised during the period have been reclassified to contributed 
surplus.  During 2007, one director exercised 350,000 warrants into common shares (note 9(b)). 

(ii) During 2007, the Company granted options to certain employees, officers and directors under a stock option plan, enabling 
them to purchase common shares of the Company (note 6(b)).  On June 28, 2007, shareholders approved the reservation of 
additional common shares to increase the option pool to 4,600,000 common shares being reserved for issuance under the 
plan.  A total of 421,000 of the 615,063 options exercised in the nine month period ended September 30, 2007 represent 
options exercised by the former CEO in connection with his severance arrangement. 

(iii) During 2007 common shares were issued to employees in lieu of cash bonuses. 
(iv) On January 1, 2007, the Company entered into an agreement with an unrelated third party for public relations services.  In 

consideration for the services to be rendered in accordance with the agreement, 55,000 common shares were issued and 
80,000 common share purchase warrants were granted.  The common share purchase warrants vest quarterly and expire on 
December 31, 2008. 

(v) On April 2, 2007, Albert Wahbe entered into an agreement to serve as Chief Executive Officer until at least June 30, 2008.  
Compensation under this agreement is 25,000 common shares per month.  Share compensation for the three month period 
ended September 30, 2007 was $59,500 representing the issuance of 75,000 common shares during this quarter.  Under the 
same agreement, Mr. Wahbe is entitled to an additional 200,000 common shares of the Company annually, based on 
meeting targets to be established by the Board of Directors. 

(vi) On August 31, 2007 the Company completed a private placement for gross proceeds of $5,000,000 through the sale and 
issue of 6,756,757 shares at $0.74 per share.  Costs of the transaction totalled approximately $35,000 and were netted 
against share capital.  

(vii) On August 2, 2007, the Company issued common shares to each non-management Director in lieu of cash compensation.  
(viii) On April 15, 2007, James Wigdale entered into a consulting agreement to provide services in a sales capacity.  

Compensation under this agreement is $15,000 per month as well as participating in sales commissions based on revenues.  
For the first three months, in lieu of cash, Mr. Wigdale accepted 56,250 common shares.   

 

The following table summarizes information for warrants outstanding: 
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 Range of exercise price Number 
outstanding 

Weighted average 
remaining life (years) 

 

             $0.40 421,250 0.44  
 $0.62 - $0.75 3,394,998 0.75  
 $0.90 - $1.00 5,004,620 0.77  
 $1.20 - $2.00 160,179 0.87  

  8,981,047 0.75  

 

(b)  Stock options:  
Each stock option entitles the holder to purchase one common share of the Company.  A total of 4,600,000 common shares have 
been reserved to meet outstanding options, or future options to be granted, under the option plan.  A summary of the Company’s 
stock options outstanding and the changes during the nine month period ended September 30, 2007 is presented below: 

  Number 
outstanding 

 

 Outstanding, beginning of period 2,174,349  
 Exercised (615,063)  
 Cancelled (208,388)  
 Issued 2,001,952  

 Outstanding, end of period 3,352,850  

 Exercisable, end of period 1,397,540  

 

The following table summarizes information for stock options outstanding: 
 Range of exercise price Number 

outstanding 
Weighted average 

remaining life (years) 
 

 $0.40 - $0.75 1,168,901 2.73  
 $0.82 - $0.85 1,566,449 4.68  
 $0.90 - $2.45 617,500 3.26  

  3,352,850 3.74  

 

7.  Stock based compensation 

(a)  During the three and nine months ended September 30, 2007, the Company recorded stock-based compensation expense of 
$437,341 (2006 - $339,942) and $748,928 (2006 - $816,068) respectively, related to common shares, stock options and warrants 
granted to employees, officers, directors and consultants. 

 

(b)  The Company has granted 1,235,000 and 2,001,952 options during the three and nine months ended September 30, 2007 
respectively.  The weighted average estimated fair value at the date of the grant for options granted for the nine months ended 
September 30, 2007 was $0.69.  The fair value of each option granted was estimated on the date of the grant using the Black-
Scholes option pricing model with the following assumptions: 

 
Three months ended September 30 2007 2006 

Risk-free interest rate 4.0% 3.09% 
Volatility factor of the future expected market price 117% 150% 
Weighted average expected life of options 5 years 5 years 

 

8.  Basic and diluted loss per share 

Common shares issuable upon the exercise of options and warrants that could dilute basic loss per share in the future were not 
included in the computation of diluted loss per share because to do so would have been anti-dilutive for all periods presented. 

 

9.  Related party transactions 

During the three months and nine months ended September 30, 2007, the Company engaged in transactions in the normal course 
of operations with related parties.  These transactions are measured at the exchange amount, which is the amount of consideration 
established and agreed to by the related parties.  
 
(a)  During the third quarter of 2007 Albert Wahbe, C.E.O. and Chairman, received 75,000 common shares as part of his 
consulting agreement.  As of September 30, 2007, Mr. Wahbe owns 4,850,000 common shares, 4,600,000 common share 
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purchase warrants and 50,000 options, representing approximately 20% of the issued and outstanding common shares of the 
Company, assuming the exercise of such warrants and options.   
 
(b)  During January 2007, James Wigdale, Jr., one of our directors, exercised 350,000 warrants (at $0.60 per share) into common 
shares.  Furthermore, an additional 750,000 warrants held by Mr. Wigdale (at $2.00 and $2.05 per share) expired unexercised.  
During the second quarter, Mr. Wigdale began performing services in a sales capacity.  During the third quarter, the Company 
paid Mr. Wigdale $22,500 and issued him 56,250 common shares as part of his consulting agreement.  Furthermore, 25,000 
common shares and 50,000 options were issued to Mr. Wigdale as Director compensation.  As at September 30, 2007, a company 
controlled by Mr. Wigdale beneficially owns 3,909,462 common shares and 666,667 common share purchase warrants, and Mr. 
Wigdale directly owns 811,250 common shares, 300,000 common share purchase warrants and 50,000 options, together 
representing approximately 13% of the issued and outstanding common shares of the Company, assuming the exercise of such 
warrants and options.   
 
(c)  Subsequent to quarter end, in October 2007, Blue Cross of Northeastern Pennsylvania received 100,000 common shares in 
regards to compensation for William Reed’s participation on the Diversinet Board of Directors.  As at September 30, 2007, Blue 
Cross of Northeastern Pennsylvania owns 6,756,757 common shares representing approximately 16% of the issued and 
outstanding common shares of the Company. 

 

10.  Commitments and contingencies 
(a) Litigation: 

During fiscal 2000, the Company and its wholly owned Barbados subsidiary, The Instant Publisher Ltd., were sued by a company 
that alleged that the Company breached a dealer agreement entered into in 1995 by the Company’s former printing business, 
seeking damages of $1,533,950 and damages of $25,000,000 for loss of reputation and loss of opportunity, pre-judgment and 
post-judgment interest, and costs.  In October, the parties entered into a settlement and release whereby the Company agreed to 
pay the plaintiff $625,000 as full and complete settlement in the matter, including a court order dismissing the case.  As the 
amount of the settlement was estimable during the quarter ended September 30, 2007, the $625,000 is recorded in accrued 
liabilities at quarter end.  The amount was paid to the plaintiff during October 2007.   

 

(b) Lease commitments: 
Total future minimum lease payments including operating costs are as follows: 

 

 2007 $ 54,823  

 2008 211,399  

 2009 202,483  

 2010 202,483  

 2011 202,483  

 2012 67,494  

  $ 941,165  

 

During the three and nine months ended September 30, 2007, the Company recorded rent expense of $51,904 (2006 - $72,259) 
and $158,272 (2006 - $125,254), respectively. 



12 

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
The following Management’s Discussion and Analysis (“MD&A”), is intended to help the reader 

understand the results of operations and financial condition of Diversinet Corp. (“Diversinet” or the 

“Company”).  The MD&A should be read in combination with our unaudited condensed consolidated 

financial statements and the accompanying notes.  We report our unaudited consolidated financial 

statements in accordance with Canadian generally accepted principles (“GAAP”).  All dollar amounts in 

this MD&A are in United States, or U.S. dollars or unless otherwise stated. 

 

Certain statements in this MD&A contain words such as “could”, “expects”, “may”, “anticipates”, 

“believes”, “intends”, “estimates”, “plans”, and other similar language and are considered forward-

looking statements or information under applicable securities laws.  These statements are based on our 

current expectations, estimates, forecasts and projections about the operating environment, economies and 

markets in which we operate which we believe are reasonable but which are subject to important 

assumptions, risks and uncertainties and may prove to be inaccurate.  Consequently, our actual results 

could differ materially from our expectations set out in this MD&A.  In particular, see the Risk and 

Uncertainties section of this report, our Annual Report for the year ended December 31, 2006 (2006 

Annual Report), and our Quarterly Report for the period ended September 30, 2007, for factors that could 

cause actual results or events to differ materially from those contemplated in forward-looking statements.  

Unless required by applicable securities laws, we disclaim any intention or obligation to publicly update or 

revise any forward-looking statements, whether as a result of new information, future events or otherwise.  

You are cautioned not to place undue reliance on these statements, which speak only as of the date of this 

report which is as at November 1, 2007. 

 
EXECUTIVE OVERVIEW 
Our Business and Strategy 
Founded in 1997 and based in Toronto, Canada, Diversinet is a provider of personal authentication and 
security solutions for the wireless world.  Our software and solutions protect user identity and provide 
secure access for consumer and business applications using a variety of mobile phones, Personal Digital 
Assistants (“PDA”) and personal computers.  Our scaleable, open mobile security platform enables 
enterprises and service providers to rapidly develop, deploy and manage next-generation wireless security 
services.  Our technology simplifies what had previously been a complex set of technical problems in both 
information security and wireless data communications.  In January 2005, Diversinet began to focus on the 
evolving protection and trust needs of mobile users.  These financial results reflect this shift in focus and 
the time required to build up a customer base under this new strategy and a rebuilding of the sales and 
marketing strategy of the Company. 
 
Diversinet’s MobiSecure soft tokens and MobiSecure Authentication Service Center (“MASC”) enable 
heath care service providers, identity management service providers, financial service providers, mobile 
network operators and security service providers to rapidly develop, deploy and manage secure on-line 
services for mobile device and personal computer users worldwide.  Our MobiSecure soft tokens are 
securely provisioned and managed by MASC and are available on the leading intelligent mobile device 
platforms, including Symbian, Microsoft, RIM, Palm and Java-based phones as well as on personal 
computers running Microsoft Windows. 
 
Diversinet’s MobiSecure Wallet is a client-side secure container application, which can access or hold 
confidential personal information, such as user identification and access information via fax, email and 
SMS.  It operates in concert with the MobiSecure Vault, a server-side secure container application, and 
allows a user to access a host of personal information files.  Personal health records, financial information, 
payment information, entertainment or loyalty information can be accessed in real time, directly from a 
user’s mobile phone or other hand-held access device.  The MobiSecure Vault provides large file storage 
and backup to the MobiSecure Wallet and is accessible through web service interfaces and adaptors. 
 
Diversinet’s combination of client software and wireless provisioning services enables the issuance and 
management of mobile device authentication tokens and also creates a technology platform from which we 
can provide an entirely new and powerful set of capabilities in the mobile e-commerce environment in the 
form of digital identities, digital permissions and wireless wallets.  In addition to providing mobile device 
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security and provisioning solutions, Diversinet deploys an experienced professional services team for 
application development, consulting, training and technical support. 
 
2007 Quarterly Highlights 
In August 2007 we completed a private placement of 6,756,757 Diversinet common shares at $0.74 per 
share, for gross proceeds of $5,000,000 to Hospital Service Association of Northeastern Pennsylvania, 
d/b/a Blue Cross of Northeastern Pennsylvania (“BCNEPA”).  William Reed, executive vice president of 
BCNEPA has joined the Diversinet board of directors.  
 
We also signed a License and Revenue Share Agreement with AllOne Health Group, Inc., (“AllOne”) a 
wholly owned subsidiary of BCNEPA, to cross license certain software and share revenues from the sales 
of the combined software.  Under the three year agreement, Diversinet will receive $2 million annually as a 
minimum commitment from AllOne.  The agreement also contains commercial terms including software 
escrow, indemnification, support, and termination on change of control or material breach of the 
agreement.  We will be initially focusing on potential sales from the Blue Cross Blue Shield Association 
licensees exclusively with AllOne and other customers in the mobile personal health record market in the 
United States.   
 
During the second quarter of 2007, Albert Wahbe, the Company’s Chairman, was appointed Chief 
Executive Officer pursuant to a one year consulting agreement renewable for a further one year period at 
the discretion of the Board.  Mr. Wahbe’s compensation will consist of the issuance of up to 500,000 
common shares, 200,000 of which are subject to the achievement of certain target conditions to be 
established by the Board.  Mr. Wahbe brings seasoned leadership to Diversinet after a distinguished career 
as a senior executive at both Scotiabank and IBM.   
 
In May 2007 we entered into a three year license and value added reseller (“VAR”) agreement with 
Intersections Inc. (“Intersections”) for our MobiSecure Wallet and MobiSecure Vault mobile secure access 
solutions.  Intersections is a leading provider of identity theft protection and credit management solutions 
for consumers.  MobiSecure Wallet and MobiSecure Vault will provide Intersections with a mobile security 
platform to offer its users secure and immediate access to a host of personal, financial, and insurance 
identity information, as well as other critical privileged data, thereby extending its current core offering and 
creating a host of new services that build closer, more personal and ‘sticky’ relationships with their more 
than five million users. 
 
Under the Intersections arrangement, the Company has received cash payments totalling $839,000, which 
includes $675,000 relating to the license and VAR agreement for the first year and $164,000 for various 
statements of work.  Intersections intends to use the MobiSecure Wallet and MobiSecure Vault solution 
and re-brand it for a variety of new service and product offerings.  These will be available directly through 
Intersections’ Identity Guard® brand and through selected partners, opening up significant new distribution 
channels for Diversinet.  This agreement provides for additional license fees in years two and three of the 
agreement based on user deployment.  The agreement is cancellable by Intersections with 180 days notice. 
 
RESULTS OF OPERATIONS 
Revenues 
For the three months ended September 30, 2007, we reported revenues of $1,262,000 compared to revenues 
of $432,000 for the quarter ended September 30, 2006.  Revenues for the nine months ended September 30, 
2007 were $3,185,000 compared to $1,381,000 for 2006.  The Company currently generates its revenues 
from a small number of customers.  The timing of signing customer contracts and the revenue recognition 
associated with the customer contracts results in volatility in our revenues and operating income.  In 
December 2006 we entered into a consulting and licensing agreement with BCNEPA.  During 2007, this 
agreement has generated revenue of $1,003,000 (Q1 - $828,000, Q2 - $105,000, Q3 - $70,000) for the 
delivery of the solution to BCNEPA, including 100,000 tokens.  This agreement was terminated 
concurrently with the signing of the AllOne agreement.  In May 2007 we entered into a license and VAR 
agreement to provide our MobiSecure Wallet and MobiSecure Vault mobile secure access solution to 
Intersections.  In the nine months ended September 30, 2007 this agreement generated revenues of 
$791,000.  In August 2007 we entered into a license and revenue sharing agreement with AllOne to bundle 
certain software and share revenues from the sales of the combined software and a statement of work to 
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develop certain features for the product.  In the three months ended September 30, 2007 these agreements 
have generated revenues of $1,058,000.  These three arrangements accounted for approximately 84% of our 
revenues for the three months ended September 30, 2007 and approximately 87% of our revenues for the 
nine months ended September 30, 2007.  During the three and nine months ended September 30, 2006, we 
generated $210,000 and $846,000 representing 49% and 61% of our total revenues from development work 
we performed under our arrangement with RSA Security.  We continue to focus on the U.S. market where 
we derived 92% of our revenues for the nine months ended September 30, 2007 (84% for 2006).  
 
Cost of Revenues 
Our cost of revenues primarily represents the direct costs associated with customer support, training and 
implementation, and consulting services related to services performed under contract with our customers.  
There are no significant costs associated with the manufacturing of our software.  The Company does not 
allocate any indirect costs such as facilities, sales commissions and administrative costs to cost of revenues.   
 
Cost of revenues for the three months ended September 30, 2007 were $64,000 compared with $245,000 
for the three months ended September 30, 2006 and $167,000 compared with $991,000 for the nine months 
ended September 30, 2007 and 2006 respectively.  The Company’s lower cost of revenues in 2007 is the 
result of a higher level of license revenues in 2007.  The higher level of cost of revenues in 2006 primarily 
represents the significant costs incurred to perform the consulting services with RSA Security.  The 
Company is able to effectively redeploy its employees between its research and development projects, sales 
and marketing activities and customer service contracts on a continuous basis, thereby cost of revenues 
only represents costs related to employees while they are actively involved in customer projects.  
 
Research and Development 
Research and development expenses includes compensation of software development teams working on the 
continuing enhancement of our products, quality assurance and testing activities as well as legal costs 
incurred for patent registration activities and direct administrative costs incurred by the department.  The 
Company does not include an allocation of general operating expenses to its research and development 
expenses.  
 
Research and development expenses increased to $465,000 in the three months ended September 30, 2007 
from $343,000 in the three months ended September 30, 2006 and to $1,570,000 in the nine months ended 
September 30, 2007 from $515,000 in the nine months ended September 30, 2006.  During the first nine 
months of 2007 and 2006, the development department redeployed its resources to perform professional 
services work to modify our products as required under our customer agreements.  As a result, during the 
three and nine months ended September 30, 2007, $60,000 and 110,000, respectively, were allocated to 
cost of sales.  During the first nine months of 2006, product development costs of $730,000 (Q1 - 
$240,000, Q2 - $303,000, Q3 - $187,000) were reallocated from research and development to cost of 
revenues.  Research and development costs were also lower in the first nine months of 2006 by $158,000 
due to the recording of a prior year scientific research and development claim (“SR&ED”) that was 
received in 2006.  Research and development expenses for the nine months ended September 30, 2007, 
before the SR&ED credit and cost of revenues reallocation, increased by approximately $364,000 over 
2006 due to a 25% increase (25 people at the end of September 30, 2007 versus 20 people in 2006) in the 
number of employees in this department as well as higher spending on legal fees to register patent 
applications in the period. 
 
Sales and Marketing 
Sales and marketing expenses include compensation of sales and marketing personnel, public relations and 
advertising, trade shows, marketing materials and direct operating expenses incurred by the sales and 
marketing department.  The Company does not include an allocation of general operating expenses in its 
sales and marketing expenses. 
 
Sales and marketing expenses were $420,000 for the three months ended September 30, 2007 compared to 
$112,000 for the three months ended September 30, 2006.  Sales and marketing expenses were $980,000 
for the nine months ended September 30, 2007 compared to $511,000 for the nine months ended September 
30, 2006.  The increase in sales and marketing costs is primarily due to a 150% increase (10 people at the 
end of September 30, 2007 versus 4 people in 2006) in the number of employees in the department and a 
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higher level of commissions on the higher sales results.  In addition, during the first nine months of 2006, 
$115,000 (Q1 - $47,000, Q2 - $45,000, Q3 - $23,000) of salary expense was reallocated to cost of revenues 
for employees who were redeployed to the customer services department. 
 
General and Administrative 
General and administrative expenses include compensation expenses for corporate personnel and other 
general and administrative expenses such as facilities, travel and professional costs.  Corporate personnel 
include executive officers, business development, financial planning and control, legal, human resources 
and corporate administrative staff. 
 
General and administrative expenses were $1,056,000 for the third quarter of 2007 compared to $655,000 
incurred during the similar period of 2006.  General and administrative expenses were $2,558,000 for the 
nine months ended September 30, 2007 compared to $1,687,000 incurred during the nine months ended 
September 30, 2006.  The increase in the nine months ended September 30, 2007 is primarily due to the 
$512,000 severance payment to Mr. Moustafa, our former CEO and $375,000 relating to the Instant 
Publisher litigation settlement discussed below.  Included in general and administrative expenses are non-
cash charges related to stock-based compensation.  Under GAAP, the Company is required to estimate the 
fair value of stock-based compensation granted to employees and to expense the fair value over the vesting 
period of the stock options and warrant grants.  We have recorded stock-based compensation expense of 
$437,000 for the three months ended September 30, 2007 ($330,000 - 2006) and $749,000 for the nine 
months ended September 30, 2007 ($742,000 - 2006).   
 
Also included in the third quarter general and administrative expenses is a $375,000 accrual for legal 
expenses relating to The Instant Publisher Ltd. litigation.  Subsequent to quarter end, the parties entered 
into a settlement and release whereby we agreed to pay the plaintiff $625,000 as full and complete 
settlement in the matter.  During 2006, the Company had accrued Cdn$250,000 in regards to the lawsuit.  
The $625,000 is recorded in accrued liabilities at quarter end and was paid to the plaintiff during October 
2007. 
 
Depreciation and Amortization 
Depreciation and amortization expense in the third quarter of 2007 was $30,000 compared to $43,000 in 
the third quarter of 2006.  Depreciation and amortization expense for the nine months ended September 30, 
2007 decreased to $87,000 from $122,000 in the nine months ended September 30, 2006.  During the third 
quarter of 2007, capital assets additions of $8,000 relate to computer equipment.  During the first six 
months of 2007, $72,000 of office furniture and leasehold improvement purchases were incurred.  
 
Net Loss 
We reported a net loss of $730,000 for the three months ended September 30, 2007 compared to a net loss 
of $932,000 in the prior year’s third quarter.  The net loss for the nine months ended September 30, 2007 
was $2,107,000 compared to $2,401,000 for the nine months ended September 30, 2006.  Due to the 
significant increase in our revenues, the net loss has decreased despite increased expenses.  The large 
increase in expenses is due primarily to (i) the increase in our number of employees from 31 to 40 as the 
Company focuses on activities to generate and service revenues from our new product offerings, (ii) the 
one time severance expense of $512,000 related to the former CEO and (iii) $375,000 relating to litigation 
settlement. 
 
LIQUIDITY AND CAPITAL RESOURCES 
Cash and cash equivalents at September 30, 2007 were $8,919,000 compared with $5,146,000 at December 
31, 2006.  The net increase in cash and cash equivalents for the nine months ended September 30, 2007 of 
$3,773,000 is primarily due to our $5,000,000 private placement in Q3.   
 
The cash used for the three and nine months ended September 30, 2007 is mainly due to operating 
activities, which used cash in an amount of $8,000 and $1,580,000 respectively, which was offset by a 
private placement which provided net proceeds of $4,965,000.  Cash was also provided by the exercise of 
stock options and warrants contributing $8,000 and $474,000 for the three and nine months ended 
September 30, 2007.  The cash provided for the three and nine months ended September 30, 2006 is 
primarily due to a private placement of 1,538,461 units, at $0.65 per unit, for gross proceeds of $1,000,000 
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in July 2006 and a private placement of 6,680,001 units, at $0.60 per unit, for net proceeds of $3,994,000 in 
June 2006 which was offset by operating activities which used cash in an amount of $427,000 and 
$1,559,000, respectively. 
 
We believe that our cash and cash equivalents as at September 30, 2007 of $8,919,000 and cash generated 
from operations will be sufficient to meet our cash requirements for at least the next twelve months. 
 
In August 2007, we completed a private placement of 6,756,757 common shares, at $0.74 per share, for 
gross proceeds of $5,000,000 with Blue Cross of Northeastern Pennsylvania.  In connection with the 
transaction, we granted BCNEPA the right to sell its shares back to Diversinet for a period of 3 years in 
certain limited circumstances, including a “change of control” of Diversinet (as defined in the relevant 
share purchase agreement) or a termination of the License and Revenue Sharing Agreement by Diversinet.  
BCNEPA has also been granted certain rights to participate in future offerings and a right to designate one 
individual to be nominated for election to the board of directors.  BCNEPA, Albert Wahbe, Jay Wigdale 
and Lakefront Partners, LLC (“Lakefront”, a company controlled by Mr. Wigdale) have entered into a 
shareholders agreement in connection with the transaction pursuant to which Albert Wahbe and Jay 
Wigdale/Lakefront have agreed for a period of three years to vote their shares in favour of the election to 
the board of directors of Diversinet of a nominee of BCNEPA.  This transaction was effected as a private 
placement in accordance with Rule 506 of Regulation D promulgated under the U.S. Securities Act of 
1933, as amended.  We are using the net proceeds for working capital and for general corporate purposes. 
 
On July 26, 2006, we completed a private placement of 1,538,463 units, at $0.65 per unit, for gross 
proceeds of $1,000,000 and issued 96,154 units for consulting services related to the private placement.  
Each unit is comprised of one common share and one common share purchase warrant.  The warrant will 
be exercisable to purchase one common share for each whole warrant at a price of $1.00 and expire on July 
26, 2008.  This transaction was effected as a private placement in accordance with Rule 506 of Regulation 
D promulgated under the U.S. Securities Act of 1933, as amended.  We are using the net proceeds for 
working capital and for general corporate purposes. 
 
On June 30, 2006, we completed a private placement of 6,680,001 units, at $0.60 per unit, for gross 
proceeds of $4,008,000.  Each unit is comprised of one common share and one common share purchase 
warrant.  One half of the warrant will be exercisable to purchase one common share for each whole warrant 
at a price of $0.75, the other half warrant at $0.90, and both expire on June 30, 2008.  This transaction was 
effected as a private placement in accordance with Rule 506 of Regulation D promulgated under the U.S. 
Securities Act of 1933, as amended.  We are using the net proceeds for working capital and for general 
corporate purposes. 
 
We have incurred operating losses in each of the last ten fiscal years.  We have sustained our business 
during this period through a series of common share issuances through private placements, and through our 
employee share option plan.  We cannot provide assurance that we will be able to raise sufficient funds in 
the future to sustain our operations beyond the next twelve months. 
 
OFF-BALANCE SHEET ARRANGEMENTS 
We do not have any off-balance sheet arrangements that have had, or are reasonably likely 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. 
 
TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS  
We are committed under operating leases for a total amount of approximately $941,000. The minimum 
payments due in each of the following years are as follows:  
 
Contractual obligations Less than 1 year 2-3 years 4-5 years More than 5 years Total 
  Operating lease obligations $215,600 $404,966 $320,599 - $941,165 

Total $215,600 $404,966 $320,599 - $941,165 
 
RELATED PARTY TRANSACTIONS 
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During the second quarter of 2007 Albert Wahbe was appointed Chief Executive Officer pursuant to a one 
year consulting agreement renewable for a further one year period at the discretion of the Board of 
Directors.  Mr. Wahbe’s compensation will consist solely of the issuance of 300,000 common shares of 
Diversinet annually and up to an additional 200,000 common shares of Diversinet annually based on 
meeting targets to be established by Diversinet’s Board of Directors.  Mr. Wahbe is entitled to Cdn$4,000 
per month in personal expenses.  During the second and third quarter of 2007 Mr. Wahbe received 75,000 
common shares as part of his consulting agreement.  As of September 30, 2007, Mr. Wahbe owns 
4,850,000 common shares, 4,600,000 common share purchase warrants and 50,000 options, representing 
approximately 20% of the issued and outstanding common shares of the Company, assuming the exercise 
of such warrants and options.   
 
During January 2007, James Wigdale, Jr., one of our directors, exercised 350,000 warrants (at $0.60 per 
share) into common shares.  Furthermore, an additional 750,000 warrants held by Mr. Wigdale (at $2.00 
and $2.05 per share) expired unexercised.  During the second quarter, Mr. Wigdale began performing 
services in a sales capacity.  During the third quarter, the Company paid Mr. Wigdale $22,500 and issued 
him 56,250 common shares as part of his consulting agreement.  Furthermore, 25,000 common shares and 
50,000 options were issued to Mr. Wigdale as Director compensation.  As at September 30, 2007, a 
company controlled by Mr. Wigdale owns 3,909,462 common shares and 666,667 common share purchase 
warrants, and Mr. Wigdale owns 811,250 common shares, 300,000 common share purchase warrants and 
50,000 options, together representing approximately 13% of the issued and outstanding common shares of 
the Company, assuming the exercise of such warrants and options.   
 
Subsequent to quarter end, in October 2007, BCNEPA received 100,000 common shares in regards to 
compensation for William Reed’s participation on the Diversinet Board of Directors.  As at September 30, 
2007, BCNEPA owns 6,756,757 common shares representing approximately 16% of the issued and 
outstanding common shares of the Company.   
 
UNAUDITED QUARTERLY SELECTED FINANCIAL INFORMATION 
The following table presents unaudited selected financial data for each of the last eight quarters ended 
September 30, 2007: 
 

 Revenue 
for the 
period 

Loss from 
continuing 
operations 

Loss (income) 
from 

discontinued 
operations 

Loss 
(income) 

for the 
period 

Loss per 
share from 
continuing 
operations  

Loss 
per 

share 

 ($000’s) ($000’s) ($000’s) ($000’s) ($) ($) 

September 30, 2007 1,262 730 - 730 0.02 0.02 
June 30, 2007 1,017 1,045 - 1,045 0.03 0.03 
March 31, 2007 905 331 - 331 0.01 0.01 
December 31, 2006 286 1,050 - 1,050 0.03 0.03 
September 30, 2006 432 932 - 932 0.03 0.03 
June 30, 2006 477 747 - 747 0.03 0.03 
March 31, 2006 473 722 - 722 0.03 0.03 
December 31, 2005 159 1,057 (28) 1,029 0.03 0.03 
 
APPLICATION OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES 
The preparation of financial statements in conformity with GAAP requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets 
and liabilities at the date of the financial statements as well as the reported amounts of revenues and 
expenses during the reporting period.  Significant estimates are used in determining the allowance for 
doubtful accounts, revenue recognition and litigation provisions.  In making such estimates and 
assumptions, management consults with employees knowledgeable in the area; gathers relevant 
information; where appropriate, seeks advice from qualified third parties; and, makes judgments, which in 
the opinion at that time, represent fair, balanced and appropriate conservative estimates and assumptions.   
 
CHANGES IN ACCOUNTING POLICIES 
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Effective January 1, 2007, the Company adopted, the new recommendations of The Canadian Institute of 
Chartered Accountants’ Handbook Section 1530, Comprehensive Income (“Section 1530”) and Section 
3855, Financial Instruments - Recognition and Measurement (“Section 3855”).  These new Handbook 
Sections apply to fiscal years beginning on or after October 1, 2006.  Section 1530 establishes standards for 
reporting and presenting comprehensive income, which is defined as the change in equity from transactions 
and other events from non-owner sources.  Other comprehensive income refers to items recognized in 
comprehensive income that are excluded from net income calculated in accordance with generally accepted 
accounting principles. 
 
Under Section 3855, financial instruments must be classified into one of these five categories:  held-for-
trading, held-to-maturity, loans and receivables, available-for-sale financial assets or other financial 
liabilities. All financial instruments, including derivatives, are measured in the balance sheet at fair value 
except for loans and receivables, held-to-maturity investments and other financial liabilities which are 
measured at amortized cost.  Subsequent measurement and changes in fair value will depend on their initial 
classification, as follows: held-for-trading financial assets are measured at fair value and changes in fair 
value are recognized in net income; available-for-sale financial instruments are measured at fair value with 
changes in fair value recorded in other comprehensive income until the investment is derecognized or 
impaired at which time the amounts would be recorded in net income. 
 
Upon adoption of these new standards, the Company continued to account for cash equivalents held at that 
date as held-for-trading, which are measured at fair value with the resulting gain or loss recognized in the 
consolidated statement of operations.  The Company has also classified its accounts receivable as loans and 
receivables, and its accounts payable and accrued liabilities as other financial liabilities, all of which are 
measured at amortized cost and consistent with the Company’s accounting policy prior to the adoption of 
Section 3855.  The Company had neither available-for-sale, nor held-to-maturity instruments during the 
nine months ended September 30, 2007. 
 
There are no significant non-financial derivatives that require separate fair value recognition on the 
unaudited interim consolidated balance sheet on the transition date and at September 30, 2007. 
 
Comprehensive income was added to the Company’s financial statements.  The Company had no 
comprehensive income transactions during the nine months ended September 30, 2007.  For all periods 
presented, there is no difference between the Company’s comprehensive income and loss for the period.  
The adoption of these standards had no impact on the Company’s loss for the three and nine months ended 
September 30, 2007.  Accumulated other comprehensive income forms part of shareholders’ equity. 
 
CHANGES IN INTERNAL CONTROLS OVER FINANCIAL REPORTING 
During the nine months ended September 30, 2007, we did not make any significant changes in, nor take 
any corrective actions regarding, our internal controls or other factors that could significantly affect these 
controls.  We periodically review our internal controls for effectiveness and conduct an evaluation of our 
disclosure controls and procedures each quarter.  Other important accounting policies are described in note 
1 to our 2006 Annual Report. 
 
RISKS AND UNCERTAINTIES 
Our Company is subject to a number of risks and uncertainties that could cause actual results to differ 
materially from those predicted or anticipated.  These risks are described in our annual Form 20-F filed 
with the SEC in the United States at www.sec.gov and filed on SEDAR in Canada at www.sedar.com.  We 
encourage you to review these filings in order to evaluate an investment in our securities.  Some key risks 
that could cause actual results to differ materially from those predicted or anticipated are listed below. 
 
Financial resources: Although we have made progress in developing our solutions and have completed 
initial consumer deployments, our revenue from operations is not sufficient to cover our operating expenses 
at present and is unlikely to be sufficient within fiscal 2007.  We have historically obtained funding for 
operations from private placements, but there is no assurance we will be able to do so again in the future or 
on terms favourable to the Company, despite the progress of the business.  Our failure to either raise capital 
when needed or to generate revenues would leave us with insufficient resources to continue our business.   
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Variability of performance:  Our quarterly and annual operating results have varied substantially in the past 
and are likely to vary substantially from quarter to quarter and year to year in the future due to a variety of 
factors.  In particular, our period-to-period operating results are significantly dependent upon the sale of 
license agreements and the continued success in providing professional services.  In this regard, the 
purchase of our solutions often requires our customers to make a significant capital investment, which 
customers may view as a discretionary cost and, therefore, a purchase that can be deferred or cancelled due 
to budgetary or other business reasons.  Furthermore, our ability to continue providing professional services 
is dependent upon being able to provide value added resources at reasonable rates.  Estimating future 
revenues is also difficult because we ship our products upon receipt of a signed license agreement and, 
therefore, we do not have a backlog.  Thus, quarterly and annual license revenues are heavily dependent 
upon agreements finalized and software shipped within the same quarter or year.  We expect these revenue 
patterns to continue for the foreseeable future, until recurring revenue becomes a significant portion of total 
revenue.  Despite the uncertainties in our revenue patterns, our operating expenses are based upon 
anticipated revenue levels and such expenses are incurred on an approximately rateable basis throughout 
the quarter.  As a result, if expected revenues are delayed or otherwise not realized in a quarter for any 
reason, our business, operating results and financial condition would be adversely affected in a significant 
way.   
 
Liquidity of our common shares: If our common shares should become ineligible for continued quotation 
on the Over the Counter Bulletin Board or a public trading market does not continue for any reason, holders 
of our common shares may have difficulty selling their shares.  Our common shares became ineligible for 
continued quotation on the NASDAQ SmallCap Market and are now trading on the Over the Counter 
Bulletin Board; therefore holders of our common shares will have difficulty selling their shares.  Our 
common shares were quoted on the NASDAQ SmallCap Market from June 1995 through late April 2003.   
Our common shares may continue to be penny stock, which may adversely affect the liquidity of our 
common shares.  The United States Securities and Exchange Commission has adopted regulations that 
define a penny stock to be any equity security that has a market price, as defined in those regulations, of 
less than $5.00 per share, subject to certain exceptions.  Our common shares are currently penny stock.   
 
Commercial deployment: The ability of the Company to continue operations is also dependent on the 
acceptance of its security and identity management solutions and the adoption of transaction-based 
applications over wireless networks as an accepted method of commerce in sufficient volume for us to 
generate enough revenues to fund our expenses and capital requirements.  The wireless mobile commerce 
market is in a very early stage and it may not develop to a sufficient level to support our business. 
 
Dependence on key customers; concentration of credit: The loss of any key customer and our inability to 
replace revenues provided by a key customer may have a material adverse effect on our business and 
financial condition.  Our customer base includes large financial institutions and security providers.  As a 
result, we maintain individually significant receivable balances due from them.  If these customers fail to 
meet their payment obligations, our operating results and financial condition could be adversely affected.  
As at September 30, 2007, three customers accounted for 32%, 31% and 25% of our total 2007 year-to-date 
consolidated revenues. 
 
Foreign exchange:  Our functional currency is the U.S. dollar.  Sales generated outside Canada are 
generally denominated in U.S. dollars.  During the nine months ended September 30, 2007, we incurred a 
portion of our expenses in U.S. dollars and Canadian dollars.  Changes in the value of the Canadian 
currency relative to the U.S. dollar may result in currency losses that may have an adverse effect on our 
operating results.  During the nine months ended September 30, 2007 and fiscal 2006 we maintained a 
portion of our cash resources in both U.S. and Canadian dollar term deposits. The Company does not have 
any foreign currency derivative instruments outstanding at September 30, 2007. 
 
Litigation: Our Company has been named as a defendant in various proceedings arising in the course of our 
Company’s activities and arising from transactions relating to a previous business operated by our 
Company.  Litigation arising from these matters may be time consuming, distracting and expensive.  An 
adverse resolution to any of these proceedings may have a material adverse impact on our business and 
financial condition.  During fiscal 2000, the Company and its wholly owned Barbados subsidiary, The 
Instant Publisher Ltd., were sued by a company that alleged that the Company breached a dealer agreement 



20 

entered into in 1995 by the Company’s former printing business and is seeking damages of $1,533,950 and 
damages of $25,000,000 for loss of reputation and loss of opportunity, pre-judgment and post-judgment 
interest, and costs.  Subsequent to quarter end, the parties entered into a settlement and release whereby the 
Company agreed to pay the plaintiff $625,000 as full and complete settlement in the matter, including a 
court order dismissing the case.  The $625,000 is recorded in accrued liabilities at quarter end and was paid 
to the plaintiff during October 2007.   


