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Dear Shareholders,

At the beginning of the year 2006, we started commercializing Dermylex™, the first product
originating from our laboratories that targets patients with mild to moderate psoriasis. We had made
the commitment of delivering the first sales of this product in 2006 and, on this front, we have good
news for you. Considering additional developments in Research & Development and for the
financing of the Company, we are now in a position to forecast a good year for Advitech in 2006.

Commercialization of Dermylex™

Since November 2005, we have signed four agreements in principle for the commercialization of
Dermylex™ and two of these, during the second quarter of 2006, have been transformed in definitive
agreements (for Canada with Jamieson Laboratories and France with Cothera). Also, we received the
first purchase orders for Dermylex™ and shipped the first order to our Canadian distributor, Jamieson
Laboratories, in early July and, since then, we have received prospective new purchase orders. So the
sales prospects for 2006 are now better than hoped and above Company expectations, as we had initially
planned to deliver the first significant orders only in the last quarter of 2006.

For Canada, the marketing plan orchestrated jointly by Jamieson Laboratories and Advitech is
forecasting the completion of the introduction phase in the province of Quebec for September 2006, and
October 2006 is the target for the remaining Canadian provinces. Dermylex™ will therefore be available
across Canada by the beginning of the last quarter of 2006.

On other markets, the situation is evolving in the same positive way, since Cothera, our French partner, is
about to finalize its launching plan for the last quarter of 2006. We are also about to finalize a launching
plan for the U.S. and Taiwan.

We are having ongoing discussions with new partners to extend Dermylex™ distribution to additional
geographical markets as of the beginning of 2007. We are therefore confident that we shall surpass the
objectives that we had set for 2006, and the planning for 2007 will be based mainly on sales growth and a
break-even situation for the Company operations.

Research and Development

As planned, we have released the first results on Atopic Dermatitis (Eczema), a third application
generated from our XP-828L technological platform, to complement the ones already published on
psoriasis and Crohn’s disease. These results are confirming the capacity of our technological platform to
deliver innovative products with a very good commercial potential. We also released in July additional
results confirming the efficacy of Dermylex™ on psoriasis. The peer-reviewed U.S. magazine Journal of
Cutaneous Medicine and Surgery has published an article on the open study on psoriasis and has
confirmed to the Company that it will publish a second article on the psoriasis double-blind, placebo-
controlled study.

Financing

As for the financing of the Company activities, at the end of June we finalized an interim financing round
planned during the first quarter of 2006, and we are in the process of preparing an additional financing
round for the last quarter of 2006, as presented in May at our Annual Shareholders’ Meeting. That round
will cover our needs until the end of 2007.

Financial Results

Our financial results are also in line with our expectations. We have succeeded in increasing our cash
position and in cutting back our operating loss. We will continue to manage the Company under very
strict controls, to keep an operating margin, and to increase our marketing expenses for the
commercialization of DermylexT"’I in the next few months, to meet our sales forecast.

Many thanks again for your interest in Advitech.

(Signed)
Renaud Beauchesne, MBA

President and Chief Executive Officer
August 22, 2006
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MANAGEMENT’S DISCUSSION & ANALYSIS

The following management’s discussion and analysis of results of operations and financial condition
should be read in conjunction with the unaudited interim financial statements of the Company and
related notes included elsewhere in this report. Those statements have been prepared in
accordance with Canadian Generally Accepted Accounting Principles. The unaudited interim
financial statements have not been examined by the Company’s external auditors. All amounts are
expressed in Canadian dollars.

The information contained in this management’s discussion and analysis report reflects all material

events occurring up to August 22, 2006, on which date it was approved by the Board of Directors.

OVERVIEW

Aadvitech is a biotechnology company specializing in the development of bioactive ingredients from
dairy proteins. Its core expertise lies in its ability to isolate, concentrate and purify proteins, bioactive
peptides, growth factors and other biological components from bovine milk and whey. Bioactive
components resulting from these patented processes are then used in the development of products
for specific health conditions. The Company’s technologies are focused on the areas of immunology
and inflammation.

Its main platform, XP-828L, is a patented growth factor complex aimed at treating mild-to-moderate
psoriasis, inflammatory bowel diseases and other chronic auto-immune-mediated inflammatory
diseases (IMID). Dermylex™ is the first commercial product from this platform. The first sales of
DermylexTM, intended for market tests, started during the first quarter of 2006 and the
commercialization and the first sales started during July 2006.

OUTLOOK FOR 2006

In 2006, the Company plans to continue its mission and specifically target the marketing of
innovative dermatological nutraceutical products which have been rigorously and
scientifically evaluated for their efficacy and safety. The 2006 business plan is focusses on
4 principal priorities:

» Launching and marketing DermylexTM, a patented growth factors complex destined
to be used in the treatment of mild-to-moderate psoriasis, in at least three territories.

» Initiating a financial program capable of effectively supporting this business plan.

» Optimizing the potential application of the platform in inflammatory bowel diseases
(IBD) and identifying interested partners to pursue the subsequent clinical
development and marketing.

; Evaluating new opportunities provided by our research program and partnerships,
specifically in dermatology.



OVERALL PERFORMANCE

During the first semester of 2006, Advitech reached its targets and concentrated its efforts on the
established priorities. Several tangible results were achieved during the quarter and include the first
market tests for Dermylex™ in both the US and Canada, the signing of three marketing and distribution
agreements for the product in three targeted markets, the first sales of Dermylex™ intended for market
tests, the completion of an interim financing and, finally, significant progress in our research &
development program related to potential new applications of the XP-828L platform.

Also, after the closing of the second quarter, Advitech has received and shipped, in July, a first
DermylexT"’I order to our Canadian distributor. Since then, we have received prospective new purchase
orders that should materialize during the second semester of 2006.

Sales and Commercial Activities

Dermylex™ is the first Advitech product resulting from the XP-828L platform. The product is for patients
suffering from mild-to-moderate psoriasis and is administered orally. Its efficacy has been demonstrated
by clinical studies involving 84 patients, which reinforces Advitech’s position as regards its targeted
markets. Potential revenues for this product are expected to be significant and the signing of the four
exclusive marketing agreements (in principle or definitive) confirms the commercial partners’ interest in
the product.

Until now, four agreements for marketing and distributing DermylexTM have been signed for the U.S., Canadian,
French and Taiwanese markets. More specifically, the Company announced in April of 2006 the signing of
agreement in principle in Taiwan and, in June, the Company announced that two in principle agreements
in Canada and in France had been transformed into two definitive marketing and distribution
agreements.

During the second quarter of 2006, the Company has expanded its business contact network and
pursued its discussions with commercial partners for Dermylex™ to extend Dermylex™ distribution to
additional geographical markets.

Definitive agreement with Jamieson Laboratories in Canada

On June 22, 2006, Advitech announced it had reached a definitive agreement with Jamieson Laboratories for
the distribution of Dermylex™ in Canada. The agreement was finalized following the conclusion of a market test
performed by Jamieson Laboratories. The test took place in pharmacies located in Toronto and Quebec City.
The market test demonstrated the definitive interest of patients in Dermylex™ and the results reported during
the test went beyond Advitech’s and Jamieson’s expectations. The introduction of Dermylex™ in Canada will be
initiated in the third quarter of 2006 and a special promotional and advertising campaign will support the product
launch.

This exclusive agreement for the Canadian market is valid for three years and includes minimum sales
requirements for 2006 and each of the following two years.

Definitive Agreement with Cothera S.A.S. in France

On June 12, 2006, Advitech announced that a definitive agreement had been signed with Cothera SAS for the
distribution of DermylexTM in the French market. An official announcement was made in La Rochelle, France
during a European convention on natural products. This agreement is important to Advitech as it will generate
sales in a major European market as early as the last quarter of 2006.

The French market is more and more interested in products such as Dermylex™. Co-therapies in conjunction
with pharmaceutical products are steadily increasing in number and this will be our marketing strategy for
DermylexTM in France. This agreement provides for a minimum sales requirement for 2006, is exclusive until
March 31, 2007, and is renewable for an additional two-year period, contingent on reaching minimum sales
objectives.



Agreement with Enbio-Life for Dermylex™ in Taiwan

On April 26, 2006, Advitech announced that it had reached an agreement in principle with Enbio-Life
Biotechnology & Medical Company Ltd, (“Enbio-Life”), a subsidiary of Yusheng Pharma. Enbio-Life is a
Taiwanese company that markets nutraceutical products in Taiwan, China and other Asian countries. This
agreement is for the Taiwanese market and Enbio-Life has an option for the market in China as well.

Enbio-Life agreed to make an undisclosed payment in May 2006 to secure the negotiation exclusivity and to
finalize a definitive marketing and distribution contract to be entered into between the parties during the third
quarter of 2006. This contract will give Enbio-Life the exclusive rights from Advitech to market in Taiwan products
using Dermylex™. This three-year contract will provide for minimum purchase requirements to be met by Enbio-
Life and royalties on sales generated by Enbio-Life to be paid to Advitech. Other terms and conditions of the
agreement were not disclosed.

This agreement provides Advitech with its first partnership in Asia and the possibility of entering new Asian
markets in the near future. New market studies on psoriasis show an increasing incidence of the disease in these
countries. Enbio-Life sells its products directly to hospitals and clinics which constitute the appropriate network for
Dermylex™.

Agreement with PhotoMedex in United States

Finally, as for PhotoMedex, we have not finalized discussions on a definitive distribution agreement.

Financing

As communicated during its annual General Meeting, the Company has finalized, during its second quarter, an
interim financing round that will permit the Company to pursue the implementation of its business plan. A more
significant financing round is also being prepared for the end of 2006.

This interim financing, that was recently announced, includes convertible debentures totalling $250,000 from
private investors, a $200,000 participative non-guaranteed loan from the Centre Québécois de Valorisation des
Biotechnologies (CQVB) and a loan of $100,000 from a government agency to finance Company marketing
expenses on the international market.

Research and Development

During the second quarter of 2006, the Company continued its pre-clinical research on ulcerative colitis
for which the first positive results were announced in the last quarter of 2005. The Company expects to
complete this work during the third quarter of 2006. The pre-clinical evaluation of a third potential
application for a derivative of the XP-828L platform, atopic dermatitis, has also been initiated and the first
results are expected to be announced in the third quarter of 2006.

Additionally, the Company conducted a detailed statistical analysis related to the data generated by the
clinical study of 2005. The mandate was carried out by statisticians from JSS Medical Research, a fully
integrated Contract Research Organization (CRO). The new analysis demonstrated statistically
significant results as well as important clinical trends related to the efficacy of Dermylex™ in the
treatment of mild-to-moderate psoriasis. When compared to the placebo group, the Dermylex™ treated
group showed a reduction in Psoriasis Area and Severity Index (PASI), itching sensation and Body
Surface Area (BSA).

»  An improvement in the PASI scores while on the Dermylex™ treatment, that approached
statistical significance after 56 days was observed, while no change occurred in the
placebo group. Moreover, almost 30% of the patients in the Dermylex™ treated group
achieved a mean PASI improvement of 59% after 112 days.

»  For the Dermylex™ treated group, intra-group absolute change in the itching sensation
was statistically reduced after 112 days compared to day 1.
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Company may not be able to locate alternative sources of supply in a reasonable time period, or at all. If
any of these events occur, the Company may not be able to continue to market certain of its products,
and its sales and profitability would be adversely affected.

The success of the Company is based on its ability to protect its technology through patents and trade
secrets. Because it also relies on licenses obtained from third parties, the Company is dependent, in part,
on its partners for the protection of the underlying technology used in the development of its products. No
guarantee can be made that these measures will be sufficient to protect any illegal appropriation or
infringement of its technology by a third party, which, therefore, represents a risk for the Company.

Although the Company is staffed by experienced senior management and personnel, it is substantially
dependent upon the services of a few key senior officers and scientific personnel. The loss of the
services of any of these staff members could have an adverse material effect on the business of the
Company.

In the coming months, the Company will need additional financing to pursue its operations. The ability of
the Company to obtain such financing within this period will depend in part upon prevailing capital market
conditions, as well as the business success of the Company. There is no guarantee that the Company
will be successful in obtaining additional funding.

The Company is also exposed to risks due to changes in the exchange rates of foreign currencies. In the
future, the Company expects to have a significant portion of its sales denominated in foreign currencies,
while its expenses will be primarily denominated in Canadian dollars and Euros. The Company’s
revenues and expenses, and its assets and liabilities, are recorded in Canadian dollars. Fluctuations
between the Canadian dollar and U.S. dollar or the Euro may have a material effect on its profitability. To
date, the Company has not engaged in exchange rate hedging.

The complete list of risk factors is provided in the final prospectus filed by the Company on June 30,
2004. A copy of this document and other financial documents are available on SEDAR at
www.sedar.com.

INFORMATION DISCLOSURE CONTROLS AND PROCEDURES

The preparation of the Quarterly Report is supported by a set of disclosure controls and procedures
under management’s responsibility.

During the last year, this control structure was reviewed and the effectiveness of its design and operation
was evaluated. This evaluation confirmed the effectiveness of the design and operation of disclosure
controls and procedures as at December 31, 2005. The evaluation was conducted in accordance with the
standards of a recognized control model adopted by the Company and the requirements of Multilateral
Instrument 52-109 of the Canadian Securities Administrators. The Company’s management can therefore
provide reasonable assurance that material information relating to the Company is reported to it on a
timely basis so that it may provide investors with complete and reliable information.

Lastly, this Quarterly Report was reviewed by the Audit Committee, and the Board of Directors, which
approved it prior to its publication.

FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements which reflect the Company's current expectations
regarding future events. These forward-looking statements involve risks and uncertainties. Actual results
may differ materially from those projected herein and depend on a number of factors, including, but not
limited, to the successful and timely completion of pre-clinical and clinical studies, uncertainties related to
regulatory process, the commercialization of products, the difficulty of predicting demand for products, the
impact of competitive products, the availability of raw materials, the protection of intellectual property and
fluctuations in operating results. The reader is cautioned not to rely only on these forward-looking
statements.

(Signed)

Isabelle Landry, CMA
Financial Director
August 22, 2006
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STATEMENT OF EARNINGS

Three-month period
ended June 30

Six-month period
ended June 30

2006 2005 2006 2005
(Unaudited)  (Unaudited) (Unaudited) (Unaudited)
Revenues
Products $ 4000 $ 194,011 $ 101,256 $ 274,896
Research contracts - 7,200 - 7,200
Royalties 5,039 25,110 65,905 101,259
9,039 226,321 167,161 383,355
Operating Expenses
Cost of products 2,177 125,022 66,083 179,344
Selling and marketing 108,541 80,256 212,426 174,878
Administrative costs 157,157 236,378 337,118 463,652
Research and development costs 131,587 309,617 264,799 773,137
Research and development grants and tax credits (44,043) (65,249) (69,318) (151,778)
Financial expenses 31,162 30,902 60,721 53,031
Depreciation of property, plant and equipment 7,267 9,596 14,534 19,014
Amortization of intangible assets and deferred costs 8,632 8,273 17,466 15,479
Stock-based compensation (Note 7) (34,547) 27,694 (15,902) 64,035
367,933 762,489 887,927 1590,792
Net loss $ (358,894) $ (536,168) $ (720,766) $ (1 207,437)
Further information on the earnings (Note 9)
Net loss per share, basic and diluted (Note 8) $ (0.006) $ 0.01) $ (0.02) $ (0.02)

STATEMENT OF DEFICIT

Three-month period
ended June 30

2006 2005
(Unaudited) (Unaudited)
Balance, beginning of the period $(8,916,497) $(7,210,886)

Net loss (358,894) (536,168)

$ (8,554,625)

Six-month period
ended June 30

2006
(Unaudited)

2005
(Unaudited)

(6,539,617)

(720,766)  (1,207,437)

Balance, end of the period $(9,275,391) $ (7,747,054)

$
$(9,275,391) § (7,747,054)

STATEMENTS OF CONTRIBUTED SURPLUS

Three-month period

Six-month period

ended June 30 ended June 30
2006 2005 2006 2005
(Unaudited) (Unaudited) (Unaudited)  (Unaudited)
Balance, beginning of the period $ 700287 § 504,264 [ 68116428 5% 957,923
Stock-based compensation (Note 7) (34,547) 27,694 (15,902) 64,035
Balance, end of the period $ 665740 $ 621,958 $ 665740 $ 621,958
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BALANCE SHEET

As at As at
June 30, 2006 December 31, 2005
(Unaudited) (Audited)
ASSETS
Current assets
Cash and cash equivalents $ 859,937 $ 686,742
Accounts receivable 88,714 418,424
Tax credits receivable 56,760 245,126
Inventories 80,636 26,778
Prepaid expenses 49,665 52,606
1,135,712 1,429,676
Property, plant and equipment 98,101 112,635
Intangible assets and deferred costs 145,389 139,456
1,379,202 1,681,767
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilities
Bank loan - -
Accounts payable and accrued liabilities 530,642 496,244
Current portion of long-term debt 16,813 36,086
547,455 532,330
Long-tem debt (Note 5) 151,167
Convertible debentures (Note 6) 872,321 677,510
1,570,943 1,209,840
Shareholders’ equity
Share capital (Note 7) 8,224,910 8,224,910
Contributed surplus 665,740 681,642
Equity component of convertible debentures 193,000 120,000
Deficit (9,275,391) (8,554,625)
(191,741) 471,927
$ 1,379,202 $ 1,681,767
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CASH FLOW STATEMENT

Three-month period Six-month period
Ended June 30 ended June 30
2006 2005 2006 2005

(Unaudited) (Unaudited) (Unaudited) (Unaudited)
OPERATING ACTIVITIES

Net loss $(358,894) $ (536,168) $(720,766) $(1,207,437)
Adjustments for items not affecting cash
Stock-based compensation (Note 7) (34,547) 27,694 (15,902) 64,035
Interest charged on convertible debentures 10,663 8,016 18,978 15,935
Depreciation of property, plant and equipment 7,267 9,596 14,534 19,014
Amortization of intangible assets and deferred costs 8,632 8,273 17,466 15,479

(366,879)  (482,589)  (685,690)  (1,092,974)

Changes in non-cash working capital items

Accounts receivable and prepaid expenses (27,424) (52,737) 332,651 (92,528)
Tax credits receivable 213,641 (65,249) 188,366 (151,778)
Inventories (45,747) 40,633 (53,858) 29,268
Accounts payable and accrued liabilities (25,895) (166) 34,398 (20,294)

114,575 (77,519) 501,557 (235,332)

(252,304)  (560,108)  (184,133) (1,328,306)

INVESTING ACTIVITIES

Additions to property, plant and equipment - - - (3,791)
Increase in intangible assets and deferred costs (16,985) (4,295) (23,399) (17,529)
(16,985) (4,295) (23,399) (21,320)

FINANCING ACTIVITIES
Repayment of long-term debt

- - (16,812) (33,625)
Long-term debt 400,000

- 400,000 -
Repayment of capital lease (1,003) (1,349) (2,461) (2,664)
398,997 (1,349) 380,727 (36,289)
Increase (decrease) in cash and cash equivalents from
continuing operations 129,708 (565,752) 173,195 (1,385,915)
Increase in cash and cash equivalents from discontinued
operations - - - 31,269
Increase (decrease) in cash and cash equivalents 129,708 (565,752) 173,195 (1,354,646)
Cash and cash equivalents - beginning of period 730,229 1,839,112 686,742 2,628,006
Cash and cash equivalents - end of period $859,937 $1,273,360 $859,937 $ 1,273,360
Additional information :Interest paid $ 21,779 $§ 22845 $ 44762 $ 37,730
Cash and cash equivalents
Cash $ 484,937 § 248,360 $484,937 $ 248,360
Temporary investments, prime rate less 2.20% 375,000 1,025,000 375,000 1,025,000

$ 859,937  $ 1,273,360 $ 859,937 § 1,273,360
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Notes to Financial Statements (Unaudited)
Six-month period ended June 30, 2006, and 2005

1. STATUTES AND NATURE OF ACTIVITIES

The Company is specialized in the research, development and commercialization of nutraceutical
ingredients and products.

The Company was created on June 30, 2004, pursuant to the Canadian Business Corporations Act (CBCA)
as a result of the amalgamation of Dupont Capital Inc., a capital pool company, and Advitech Solutions Inc.,
a company incorporated on May 31, 1995, under the CBCA.

2. GOING CONCERN

While the Financial Statements have been prepared on the basis of accounting principles applicable to an
ongoing concern, some conditions and events cast doubt upon the validity of this assumption.

As a development stage company, the Company's continued existence depends on its ability to develop
and commercialize its products, as well as to obtain financial support from its shareholders. As the
Company is at the beginning of its commercialization phase of new products, it may not have sufficient
funds to support its operations. The Company’s management is actively working on obtaining sufficient
additional financing to support its operations and its development.

If the ongoing concern assumption were not appropriate for these Financial Statements, adjustments would
be necessary in the carrying values of assets and liabilities, the reported net earnings and the balance
sheet classifications used.

3. SIGNIFICANT ACCOUNTING POLICIES

Unaudited Interim Financial Statements

The accompanying unaudited interim financial statements are prepared in accordance with Canadian
GAARP for interim financial statements and do not include all the information required for complete financial
statements. They are consistent with the policies outlined in the Company’s audited financial statements for
the year ended December 31, 2005. The unaudited interim financial statements and related notes should
be read in conjunction with the Company’s audited financial statements for the year ended December 31,
2005. All amounts are expresses in Canadian dollars.

Use of Estimates

The preparation of Financial Statements in conformity with Canadian generally accepted accounting
principles requires Management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the Financial
Statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from these estimates.
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Notes to Financial Statements (Unaudited)
Six-month period ended June 30, 2006, and 2005

4. CHANGES IN ACCOUNTING POLICIES

Change in Accounting Policies starting January 1, 2006

Handbook Section 3831, "Non-Monetary Transactions”, effective for transactions initiated in periods
beginning on or after January 1, 2006. This section prescribes to record non-monetary transactions at fair
value unless the transaction has no commercial substance, it is an exchange of inventory, it is a non-
monetary, non-reciprocal transfer to owners or it is not reliably measurable. The Company does not believe
that the adoption of this section will have a significant impact on the financials statements.

EIC 156, "Accounting by a Vendor for Consideration Given to a Customer (Including a Reseller of the
Vendor’s Product)" provides guidance to companies that give incentives to customers or resellers in the
form of cash, equity, free gifts, coupons and other. The adoption of EIC 156 is effective for all interim and
annual financial statements for fiscal years beginning on or after January 1, 2006.

Future Changes in Accounting Policies

Handbook Section 3855, "Financial Instruments — Recognition and Measurement"”, effective for interim
periods beginning on or after October 1, 2006. The section describes the standards for recognizing and
measuring financial assets, financial liabilities and non-financial derivatives. All financial assets, except for
those classified as held-to-maturity, and derivative financial instruments must be measured at their fair
value. All financial liabilities must be measured at their fair value if they are classified as held for trading
purposes, if not, they are measured at their carrying value. The Company is currently evaluating the impact
of the adoption of this new section on the financial statements.

Handbook Section 1530, "Comprehensive Income", and Section 3251, "Equity", effective for interim periods
beginning on or after October 1, 2006. Comprehensive income is the change in equity of an enterprise
during a period arising from transactions and other events and circumstances from non-owner sources. It
includes items that would normally not be included in net income such as changes in the foreign currency
translation adjustment relating to self-sustaining foreign operations and unrealized gains or losses on
available-for-sale financial instruments. This section describes how to report and disclose comprehensive
income and its components. Section 3251, "Equity", replaces Section 3250, ""Surplus", and describes the
changes in how to report and disclose equity and changes in equity as a result of the new requirements of
Section 1530, "Comprehensive Income". Upon adoption of this section, the financial statements will include
a statement of comprehensive income.

Handbook Section 3865, "Hedges", effective for interim periods beginning on or after October 1, 2006. This
section describes when hedge accounting is appropriate. Hedge accounting ensures that all gains, losses,
revenues and expenses from the derivative and the item it hedges are recorded in the statement of
earnings in the same period. The Company is currently evaluating the impact of the adoption on the
financial statements.
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Notes to Financial Statements (Unaudited)
Six-month period ended June 30, 2006, and 2005

5. LONG-TERM DEBT

On June 16, 2006, the Company signed a non-guaranteed participative loan of $200,000 with the Centre
Québecois de la Valorisation des Biotechnologies (CQVB). The CQVB loan will be paid in two instalments
based on pre-set conditions to be met by Advitech before September 30, 2006. The first instalment of
$150,000 was received on June 30, 2006. The loan, of a maximum term of five years, carries 12% interest
and a 12-month moratorium on capital repayment and interest payments, calculated from the closing date.
The interest accrued during the moratorium are capitalized on the balance of the participative loan. The
participative loan repayment will be done in 48 equal monthly payments starting from the 13" month
following the closing date. This loan also includes a royalty schedule on sales.

If the convertible debentures issued by the Company in 2004 and 2006 were to be repaid upon their
respective maturity dates, the Company would be required to repay the principal and interest, and the
amount to be repaid to the CQVB would correspond to a 20% composed annual yield on the loan, this yield
taking into consideration interest and royalties already paid.

As at June 30, As at December 31,

2006 2005

(Unaudited) (Audited)

Loan, without interest, repayable in January, 2006 $ 16,813 $ 33,625

Obligation under a capital lease for office equipment, 10.39%,

repayable in monthly instalments of $503, including interest,

matured in May 2006. i 2,461
Participative loan, with 12% interest, to be repaid in 48 equal

payments from the 13th month following the closing date 150,000 -

Capitalized interest on the participative loan 1,167 -

167,980 36,086

Current portion of long-term debt 16,813 36,086

$ 151,167 $ -

6. CONVERTIBLE DEBENTURES

On June 9 and 20, the Company issued new convertible debentures with private investors for a total
amount of $250,000. The debentures may be converted into common shares at a price per share of $0.15
until May 31, 2007 and at $0.20 between June 1, 2007, and May 31, 2008. In accordance with TSX
Venture Exchange policies, the conversion price will be increased by 10% for any subsequent period. If the
common shares trade at a price that exceeds by 35% the conversion rate applicable at that time for any
consecutive 20 trading day period, the Company may notify, within 5 days from the end of said 20 day
period, a holder of Convertible Debentures, of its intention to prepay the outstanding principal on the
Convertible Debentures and, in such event, within 30 days of being notified of a proposed repayment by
the Company, any holder of Convertible Debentures may convert the outstanding principal of its
Convertible Debentures into common shares of the Company at the conversion price then applicable. The
shares underlying the debentures are subject to resale restrictions for a period of 4 months following
issuance of the debentures.

The debenture capital is repayable upon maturity on June 1, 2011 and the 12% interest is payable monthly
from January 1, 2007.
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Notes to Financial Statements (Unaudited)
Six-month period ended June 30, 2006, and 2005

As at June 30,

As at December 31,

2006 2005
(Unaudited) (Audited)
Convertible debentures, 12% interest, unsecured, maturing in
February 2008. $750,000 $750,000
Convertible debentures, 12% interest, unsecured, maturing in
June 2011. 250,000 -
Less : Equity component of June, 2004 convertible debentures (120,000) (120,000)
Less : Equity component of June, 2006 convertible debentures (73,000) -
807,000 630,000
Interest charged on convertible debentures 65,321 47,510
$872,321 $677,510

7. SHARE CAPITAL

Authorized

Unlimited number of shares
Common Shares, voting, without par value
Preferred Shares, without par value and issuable in series

Issued
As at June 30, 2006 As at December 31,
(Unaudited) 2005 (Audited)
Outstanding common shares 54,799,818 54,799,818
Amount $8,224,910 $8,224,910

Stock Option Plan

The Company has a Stock Option Plan by reserving for issue under this plan 5,400,000 common shares.
Under the Company's stock option plan, the Board of Directors may grant, at its discretion, options to purchase
shares to certain employees, officers, directors and consultants of the Company. The exercise price is established

by the Board of Directors.

A summary of options issued under the Stock Option Plan is given below.

Six-month period Year ended
ended June 30, 2006 December 31, 2005
(Unaudited) (Audited)

Stock option plan Number Weighted Number Weighted
of shares average of shares average
exercise exercise
price price
Outstanding at the beginning of the period 3,863,476 $0.22 2,968,976 $0.23
—  Granted - - 938,000 $0.22
—  Exercised - - - -
—  Cancelled (1,080,880) $0.21 (43,500) $0.25
Outstanding, end of period 2,782,596 $0.23 3,863,476 $0.22
Exercisable, end of period 1,776,928 $0.23 1,518,809 $0.21
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The following table summarizes information about the Company’s stock options as at June 30, 2006.

Outstanding options
as at June 30, 2006
(Unaudited)

Exercisable options
as at June 30, 2006
(Unaudited)

Stock option plan Number Weighted Number Weighted
of shares average of shares average

remaining life remaining life

(years) (years)

—  Exercise price $0.15 228,572 1.9 228,572 1.9
—  Exercise price $0.20 76,190 26 76,190 26
—  Exercise price $0.22 1,114,834 3.6 563,502 3.6
—  Exercise price $0.25 1,363,000 3.0 908,664 3.0
2,782,596 3.2 1,776,928 3.0

8. LOSS PER SHARE

The following table shows the reconciliation between basic and diluted loss per share:

Three-month period
ended June 30

Six-month period
ended June 30

2006 2005 2006 2005
(Unaudited) (Unaudited) (Unaudited) (Unaudited)
Net loss $ (358,894) $ (536,168) $ (720,766) $ (1,207,437)
Weighted average number of outstanding 54,799,818 54,799,818 54,799,818 54,799,818
shares
Dilutive effect of stock options " - 32,143 - 16,072
Dilutive effect of convertible debentures" - - - -
Dilutive effect of other options and warrants"” - - - -
Weighted average number of outstanding 54,799,818 54,831,961 54,799,818 54,815,890
shares on a diluted basis
Net loss per share (in dollars)
Basic $ (0.006) $ (0.01) $ (0.01) $  (0.02)
Diluted $ (0006) $ (0.01) $ (0.01) $  (0.02)

(1) The calculation of the hypothetical diluted impact excludes all anti-dilutive stock options, other options

and warrants and convertible debentures. Certain stock options, other options and warrants and
convertible debentures are anti-dilutive because their exercise price is higher than the average market
value of the common share of the Company for each of the years presented in the table. The number
of excluded stock options is 3,043,892 for the quarter ended June 30, 2006 (3,150,619 in 2005). The
number of other excluded options and warrants is 739,978 for the quarter ended June 30, 2006
(14,859,416 in 2005). The number of excluded titles in relation to convertible debentures is 2,500,000
for the quarter ended June 30, 2006 (2,500,000 in 2005).
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9. FURTHER INFORMATION ON THE EARNINGS

Three-month period Six-month period
ended June 30 ended June 30
2006 2005 2006 2005

(Unaudited)  (Unaudited) (Unaudited)  (Unaudited)

Sales and marketing expenses

Non-refundable government assistance $ 6,410 $ 2,013 $ 6,410 $ 31,118
Financial expenses

Foreign exchange loss $ 2,751 $ 1,475 $ 3,554 $ 357

Interest revenues $ 3,485 $ 7477 $ 7,303 $ 19,036

10. INCOME TAX

The future income tax asset related to tax losses, non-deducted expenses and the difference between
non-depreciated capital cost of property, plant and equipment for tax purposes and net book value will be
recorded in the Financial Statements, resulting in an increase in earnings and shareholders’ equity, once
the Company concludes that these losses and tax benefits are likely to be utilized.

The permanent differences between statutory and actual tax rates are not significant.

11. EVENTUALITIES

A claim and lawsuit seeking damages and other relief are pending against the Company. It is impossible at
this time for the Company to predict with any certainty the outcome of such litigation. However,
management is of the opinion, based upon legal assessment and information presently available, that it is
unlikely that this litigation would be material in relation to the Company’s financial position. Should the
ultimate operational and financial impacts of this lawsuit differ from management's assessments and
assumptions, there could be a material adjustment to the Company's financial position and the results of its
operations.

12. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the current year's presentation.

The Company’s financial statement as at December 31, 2004, has been submitted for reclassification, as
presented in the 2005 Annual Report. Therefore, the net value of acquired assets upon the amalgamation
has been recorded under share capital rather than under the deficit. At the time of the amalgamation with
Dupont Capital Inc., the value increase of exchanged options was also entered by increasing the
contributed surplus and by reducing the share capital of the Company. Finally, the value of warrants
associated with units issued at the time of the initial public offering has been accounted for under the
contributed surplus of the Company and the value of the share has been revalued at a lower price for an
equivalent amount. Globally, the impact of this reclassification represents a share capital increase of
$ 651,950, a contributed surplus increase of $ 231,465, and a deficit increase of $ 883,415.

However, these reclassifications, that are having an impact on shareholders’ equity only, do not have any
impact on financial results, on cash flows or on the financial situation of the Company as at December 31,
2004, 2005, or June 30, 2006.
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