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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K

CURRENT REPORT
Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported):  November 13, 2006

BIO-key International, Inc.
(Exact name of registrant as specified in its charter)

Delaware 1-13463 1-1741861
(State or other jurisdiction of

incorporation)
(Commission File Number) (I.R.S. Employer Identification No.)

 

3349 Highway 138, Building D, Suite B
Wall, NJ 07719

(Address of principal executive offices)

(732) 359-1100
(Registrant’s telephone number, including area code)

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the
registrant under any of the following provisions (see General Instruction A.2 below):

❑ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

❑ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

❑ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

❑ Pre-commencement communications pursuant to Rule 13e-4(c) under Exchange Act (17 CFR 240.13e-4(c))
 

 

Item 2.02.              Results of Operations and Financial Condition.

On November 13, 2006, BIO-key International, Inc. (the “Company”) issued a press release announcing its financial results for its
third quarter ended September 30, 2006 and subsequently issued a second press release to correct statements made in the earlier
release. On the same date, the Company held a conference call to discuss these financial results. Copies of the press releases on
the transcript of the conference call are attached as Exhibit 99.1, Exhibit 99.2 and Exhibit 99.3, respectively to this Current Report on
Form 8-K and is incorporated herein by reference in their entirety.

The information, including the exhibit attached hereto, in this Current Report on Form 8-K shall not be deemed “filed” for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the liabilities of that
Section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933 or the Exchange Act, except
as otherwise expressly stated in such filing.
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Item 9.01.              Financial Statements, Pro Forma Financial Information and Exhibits.

(d)           Exhibits

99.1         Press Release, dated November 13, 2006, issued by the Company.

99.2         Press Release with corrections, dated November 13, 2006, issued by the Company.

99.3         Transcript of conference call conducted by the Company on November 13, 2006.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned hereunto duly authorized.

BIO-KEY INTERNATIONAL, INC.
Date: November 13, 2006

By: /s/ Francis J. Cusick
Francis J. Cusick
Chief Financial Officer

 

EXHIBIT INDEX

Exhibit No. Description
99.1 Press Release, dated November 13, 2006, issued by the Company.
99.2 Press Release with corrections, dated November 13, 2006, issued by the Company.
99.3 Transcript of conference call conducted by the Company on November 13, 2006.
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Exhibit 99.1

                                                   NEWS RELEASE
 Contacts: BIO-key International, Inc.

Mike DePasquale, CEO
732-359-1111

  
DRG&E
Gus Okwu, Managing
Director
203-752-0446

 

BIO-key International Reports Third Quarter 2006 Results
Continued Strong Revenue Growth

Gross Profit Improvement

WALL, NJ — November 13, 2006 — BIO-key International, Inc. (OTC Bulletin Board: BKYI), a leader in wireless public safety and
finger-based biometric identification solutions, today announced its financial results for the third quarter ended September 30, 2006.

Total revenue for the three months ended September 30, 2006 increased 29.9% to $4.2 million from $3.2 million reported in the
restated financial statements for the corresponding period in 2005.  Gross profit for the third quarter of 2006 increased 32.1% to $3.4
million from $2.6 million reported for the corresponding period in 2005.  BIO-key’s gross margin for the third quarter of 2006 improved
to 81.9% from 80.5% for the corresponding period in 2005.  Operating expenses for the third quarter of 2006 decreased 11.1% to
$4.1 million from $4.6 million reported for the third quarter of 2005.  The operating loss decreased by 66.5% to $681,000 compared to
$2.0 million in the corresponding period in 2005.

Net loss was $6.6 million for the third quarter ended September 30, 2006 compared to a net loss of $447,000 for the corresponding
period in 2005. The $6.6 million net loss amount, however, includes a $5.5 million item relating to the early extinguishment of debt.
The third quarter 2006 net loss per fully diluted share was $(0.14) compared to a net loss per fully diluted share of $(0.02) for the
corresponding period in 2005.

The increase in third quarter revenue was driven primarily by the completion of a long-term project and new contracts booked earlier
in the year, with related revenue recognized during the

 

third quarter coupled with strong maintenance revenue.  The Company had participated in the above-mentioned long-term project as
a subcontractor, and recognized revenue during the quarter of $773,000.  Gross profit during the third quarter increased as revenue
growth outpaced costs of revenues.  Operating expenses declined during the third quarter primarily due to managements continued
focus on cost reduction programs initiated during the fourth quarter of 2005.

 “We are very pleased with the solid and continued sequential and year-over-year growth we experienced in the third quarter as
confirmed by new contracts that were booked by our Law Enforcement and Fire Safety segments,” said Michael DePasquale, BIO-
key’s Chief Executive Officer.  “Some of these new contracts included: the Indiana University Police force committing to MobileCop®;
and Davenport (Iowa) Fire Department and Bakersfield (CA) committing to our Fire RMS® software.  Our Law Enforcement segment
generated a modest operating profit during the quarter while Fire Safety is making significant progress.  We believe that our recent
introduction of applications enhancing data sharing between multiple agencies on a regional basis will continue to position us as the
standard for innovative software and applications serving the first responder community.”

Total revenue for the nine months ended September 30, 2006 increased 3.0% to $11.2 million from $10.9 million reported for the
corresponding period in 2005.  Gross profit for the nine months ended September 30, 2006 increased 12.4% to $8.8 million from $7.8
million reported for the corresponding period in 2005.  Operating expenses for the nine months ended September 30, 2006
decreased 11.8% to $12.7 million from $14.4 million reported for the corresponding period in 2005.

Net loss was $11.5 million for the first nine months ended September 30, 2006 compared to a net loss of $1.4 million for the
corresponding period in 2005. The $11.5 million net loss amount, however, includes $7.8 million relating to the early extinguishment
of debt. The net loss per fully diluted share for nine months ended September 30, 2006 was $(0.25) compared to a net loss per fully
diluted share of $(0.09) for the first nine months of 2005.
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Liquidity and Capital Resources

Consolidated cash and cash equivalents at September 30, 2006 was $1.3 million.

As previously announced, BIO-key completed several initiatives during the third quarter of 2006 that restructured the balance sheet
and improved the Company’s liquidity.  These initiatives included the exchange of all of the Company’s subordinated notes to
preferred equity.  BIO-key also converted a portion of its senior debt to common equity and deferred several payments until final
maturity of the senior debt.  As a result, the Company’s debt obligations decreased from approximately $11 million to approximately
$5 million.  Another initiative completed during the third quarter was the previously announced common equity raise that netted the
Company $1.5 million.

DePasquale concluded, “We made great strides in the third quarter towards achieving our goal of profitability in the near future.  Our
existing investors confirmed their belief in the long-term strategy we have taken towards enhancing shareholder value by
recommitting in the restructuring that was completed during the quarter.  We continue to see additional opportunities in our sales
pipeline through year-end 2006 and beyond and will continue to evaluate other opportunities that will enable us to achieve our goals
economically and accretively.”

Conference Call Details

Additional information on revenue and the Company’s financial performance will be provided on BIO-key’s third quarter 2006
earnings conference call to be held on Monday, November 13  at 9:00 a.m. Eastern Time.  Dialing 303-262-2139 and asking for the
BIO-key call at least 10 minutes prior to the start time can access the conference call live.  The conference call will also be broadcast
live over the Internet by logging onto www.bio-key.com.  A telephonic replay of the conference call will be available through
November 20 , 2006 and may be accessed by dialing 303-590-3000 and using the pass code 11074899#.  Additionally, an archive of
the webcast will be available shortly after completion of the call on the Company’s website (www.bio-key.com) for a period of three
months.

 

About BIO-key

BIO-key International, Inc., headquartered in Wall, New Jersey, develops and delivers advanced identification solutions and
information services to law enforcement departments, public safety agencies, government and private sector customers.  BIO-key’s
mobile wireless technology provides first responders with critical, reliable, real-time data and images from local, state and national
databases.  BIO-key’s high performance, scalable, cost-effective and easy-to-deploy biometric finger identification technology
accurately identifies and authenticates users of wireless and enterprise data to improve security, convenience and privacy and to
reduce identity theft.  Over 2,500 police, fire and emergency services departments in North America use BIO-key solutions, making
BIO-key the leading supplier of mobile and wireless solutions for public safety worldwide.  (http://www.bio-key.com)

This news release contains forward-looking statements that are subject to certain risks and uncertainties that may cause actual results to differ materially from
those projected on the basis of these statements.  The words “estimate,” “project,” “intends,” “expects,” “believes” and similar expressions are intended to identify
forward-looking statements.  Such forward-looking statements are made based on management’s beliefs, as well as assumptions made by, and information
currently available to, management pursuant to the “safe-harbor” provisions of the Private Securities Litigation Reform Act of 1995.  For a more complete
description of these and other risk factors that may affect the future performance of BIO-key International, see “Risk Factors” in the Company’s Annual Report
on Form 10-KSB and its other filings with the Securities and Exchange Commission.  Readers are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of the date made.  The Company also undertakes no obligation to disclose any revision to these forward-looking
statements to reflect events or circumstances after the date made or to reflect the occurrence of unanticipated events.

# # #
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BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS

  
  
  

 
September 30, December 31,

2006 2005
(Unaudited)  

ASSETS:
Cash and cash equivalents $ 1,293,599 $ 1,422,827
Receivables

Billed, less allowance for doubtful receivables of $184,074 and $160,000,
respectively 3,721,544 1,635,371

Unbilled 38,776 201,942
Costs and earnings in excess of billings on uncompleted contracts 1,448,905 4,321,392
Inventory 26,588 8,760
Prepaid expenses 163,332 137,000

Total current assets 6,692,744 7,727,292
Equipment and leasehold improvements, net 464,417 548,267
Deposits 800,974 1,828,560
Intangible assets—less accumulated amortization 2,703,659 3,301,823
Deferred financing costs, net 231,879 1,562,338
Goodwill 11,389,654 11,389,654

Total non-current assets 15,590,583 18,630,642
TOTAL ASSETS $22,283,327 $26,357,934
      

LIABILITIES:
Current maturities of long-term obligations and related obligations, net of discount $ 1,481,611 $ 6,584,437
Accounts payable 1,151,100 833,608
Billings in excess of costs and earnings on uncompleted contracts 78,343 32,385
Accrued liabilities 4,778,872 5,520,515
Deferred rent 485,163 443,603
Deferred revenue 5,491,144 3,264,283

Total current liabilities 13,466,233 16,678,831
Warrants and long-term obligations 4,131,950 1,483,511
Redeemable preferred stock derivatives 1,387,238 —
Deferred rent 498,601 867,850
Deferred revenue 137,879 1,163,738

Total non-current liabilities 6,155,668 3,515,099
TOTAL LIABILITIES 19,621,901 20,193,930
      
Commitments and contingencies
      
Series B redeemable convertible preferred stock: authorized, 1,000,000 shares

(liquidation preference of $1 per share); issued and outstanding 1,000,000 and 0
shares of $.0001par value respectively, net 753,229 —

Series C redeemable convertible preferred stock: authorized, 600,000 shares
(liquidation preference of $10 per share); issued and outstanding 592,032 and 0
shares of $.0001 par value respectively, net 4,878,005 —

5,631,234 —
      

STOCKHOLDERS’ (DEFICIT)/EQUITY:
Preferred stock — authorized, 5,000,000 shares (liquidation preference of $100 per

share) Series A 7% Convertible; issued and outstanding 35,557 and 44,557
shares of $.0001 par value, respectively 4 4

Common stock — authorized, 170,000,000 shares; issued and outstanding;
53,956,837 and 46,306,589 shares of $.0001 par value, respectively 5,545 4,632

Additional paid-in capital 51,399,062 48,921,316
Accumulated deficit (54,374,419) (42,761,948)
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TOTAL STOCKHOLDERS’ (DEFICIT)/EQUITY (2,969,808) 6,164,004

TOTAL LIABILITIES AND STOCKHOLDERS’ (DEFICIT)/EQUITY $22,283,327 $26,357,934
 

 

 

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY CONDENSED
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

 
 
 
 
 

 

 

Three months ended
September 30,

Nine months ended
September 30,

 2006 2005 2006 2005
  (As restated)  (As restated)

Revenues
Services $ 3,226,184 $ 2,496,883 $ 8,397,122 $ 8,318,624
License fees and other 973,914 735,588 2,784,937 2,538,990

4,200,098 3,232,471 11,182,059 10,857,614
Costs and other expenses

Cost of services 612,441 503,843 2,024,655 2,373,535
Cost of license fees and other 148,275 125,633 361,334 658,875

760,716 629,476 2,385,989 3,032,410
Gross Profit 3,439,382 2,602,995 8,796,070 7,825,204
          
Operating Expenses

Selling, general and administrative 2,467,347 2,836,875 7,834,137 8,808,969
Research, development and engineering 1,653,238 1,799,845 4,830,186 5,545,386

4,120,585 4,636,720 12,664,323 14,354,355
Operating loss (681,203) (2,033,725) (3,868,253) (6,529,151)

Other income (deductions)
Derivative and warrant fair value adjustments 547,752 3,210,057 5,548,604 8,160,305
Interest income — 6,908 — 35,958
Interest expense (971,689) (1,605,771) (5,300,445) (2,992,780)
Loss on extinguishment of debt (5,493,701) — (7,815,717) —
Other (18,891) (24,816) (51,185) (45,348)

(5,936,529) 1,586,378 (7,618,743) 5,158,135
NET LOSS $(6,617,732) $ (447,347) $(11,486,996) $(1,371,016)

          
Basic and Diluted Loss to Common

Shareholders:
Net loss $(6,617,732) $ (447,347) $(11,486,996) $(1,371,016)
Convertible preferred stock dividends and

accretion (369,200) (72,632) (581,877) (261,152)
Net loss attributable to common shareholders $(6,986,932) $ (519,979) $(12,068,873) $(1,632,168)

          
Net Loss Per Share:

Basic $ (0.14) $ (0.01) $ (0.25) $ (0.04)
Diluted $ (0.14) $ (0.02) $ (0.25) $ (0.09)

          
Weighted Average Shares Outstanding:

Basic 50,733,960 45,476,802 48,752,262 45,129,000
Diluted 50,733,960 53,861,595 48,752,262 52,017,328
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Exhibit 99.2

TO BUSINESS EDITOR:

/C O R R E C T I O N — BIO-key International, Inc./

In the news release, BIO-key International (OTC Bulletin Board: BKYI) Reports Third Quarter 2006 Results, issued earlier
today by BIO-key International, Inc. over PR Newswire, we are advised by a representative of the company that the third paragraph,
first sentence, should read “Net Loss was $6.2 million...” rather than “Net Loss was $6.6 million...” The second sentence should read
“The $6.2 million net loss...” instead of “The $6.6 million net loss...”  The third sentence should read “The third quarter 2006 net loss
per fully diluted share was $(0.13)...” rather than “The third quarter 2006 net loss per fully diluted share was $(0.14)...”  In the seventh
paragraph, the first sentence should read “Net loss was $11.1 million...” rather than “Net loss was $11.5 million...”  The second
sentence should read “The $11.1 million net loss…” instead of “The $11.5 million net loss...”  The third sentence should read “The net
loss per fully diluted share for nine months ended September 30, 2006 was $(0.24)...” instead of “The net loss per fully diluted share
for nine months ended September 30, 2006 was $(0.25)...” as originally issued inadvertently.  Corrected tables follow:

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS

September 30, December 31,  

2006 2005  

(Unaudited)  

ASSETS:
Cash and cash equivalents $ 1,293,599 $ 1,422,827
Receivables

Billed, less allowance for doubtful receivables of $184,074 and $160,000, respectively 3,721,544 1,635,371
Unbilled 38,776 201,942

Costs and earnings in excess of billings on uncompleted contracts 1,448,905 4,321,392
Inventory 26,588 8,760
Prepaid expenses 163,332 137,000

Total current assets 6,692,744 7,727,292
Equipment and leasehold improvements, net 464,417 548,267
Deposits 800,974 1,828,560
Intangible assets-less accumulated amortization 2,703,659 3,301,823
Deferred financing costs, net 231,879 1,562,338
Goodwill 11,389,654 11,389,654

Total non-current assets 15,590,583 18,630,642
TOTAL ASSETS $ 22,283,327 $ 26,357,934
      
LIABILITIES:
Current maturities of long-term obligations and related obligations, net of discount $ 1,481,611 $ 6,584,437
Accounts payable 1,151,100 833,608
Billings in excess of costs and earnings on uncompleted contracts 78,343 32,385
Accrued liabilities 4,393,872 5,520,515
Deferred rent 485,163 443,603
Deferred revenue 5,491,144 3,264,283
Total current liabilities 13,081,233 16,678,831
Warrants and long-term obligations 4,131,950 1,483,511
Redeemable preferred stock derivatives 1,387,238 —
Deferred rent 498,601 867,850
Deferred revenue 137,879 1,163,738

Total non-current liabilities 6,155,668 3,515,099
TOTAL LIABILITIES 19,236,901 20,193,930
      
Commitments and contingencies
Series B redeemable convertible preferred stock: authorized, 1,000,000 shares (liquidation

preference of $1 per share); issued and outstanding 1,000,000 and 0 shares of $.0001 par
value respectively, net 753,229 —

Series C redeemable convertible preferred stock: authorized, 600,000 shares (liquidation
preference of $10 per share); issued and outstanding 592,032 and 0 shares of $.0001 par value
respectively, net 4,878,005 —

5,631,234 —
      
STOCKHOLDERS’ EQUITY:
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Preferred stock - authorized, 5,000,000 shares (liquidation preference of $100 per share) Series A
7% Convertible; issued and outstandin g 35,557 and 44,557 shares of $.0001 par value,
respectively 4 4

Common stock - authorized, 170,000,000 shares; issued and outstanding; 53,956,837 and
46,306,589 shares of $.0001 par value, respectiv ely 5,545 4,632

Additional paid-in capital 51,399,062 48,921,316
Accumulated deficit (53,989,419) (42,761,948)
TOTAL STOCKHOLDERS’ EQUITY (2,584,808) 6,164,004
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 22,283,327 $ 26,357,934

 

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

  Three months ended Nine months ended  

  September 30, September 30,  

  2006  2005 2006 2005  

  (As restated)  (As restated)   

Revenues
Services $ 3,226,184 $ 2,496,883 $ 8,397,122 $ 8,318,624
License fees and other 973,914 735,588 2,784,937 2,538,990

4,200,098 3,232,471 11,182,059 10,857,614
Costs and other expenses

Cost of services 612,441 503,843 2,024,655 2,373,535
Cost of license fees and other 148,275 125,633 361,334 658,875

760,716 629,476 2,385,989 3,032,410
Gross Profit 3,439,382 2,602,995 8,796,070 7,825,204
          
Operating Expenses

Selling, general and administrative 2,467,347 2,836,875 7,834,137 8,808,969
Research, development and engineering 1,653,238 1,799,845 4,830,186 5,545,386

4,120,585 4,636,720 12,664,323 14,354,355
Operating loss (681,203) (2,033,725) (3,868,253) (6,529,151)

          
Other income (deductions)

Derivative and warrant fair value adjustments 547,752 3,210,057 5,548,604 8,160,305
Interest income — 6,908 — 35,958
Interest expense (586,689) (1,605,771) (4,915,445) (2,992,780)
Loss on extinguishment of debt (5,493,701) — (7,233,743) —
Other (18,891) (24,816) (51,185) (45,348)

(5,551,529) 1,586,378 (7,618,743) 5,158,135
NET LOSS $ (6,232,732) $ (447,347) $ (11,101,996) $ (1,371,016)

          
Basic and Diluted Loss to Common Shareholders:

Net loss $ (6,232,732) $ (447,347) $ (11,101,996) $ (1,371,016)
Convertible preferred stock dividends and accretion (369,200) (72,632) (581,877) (261,152)
Net loss attributable to common shareholders $ (6,601,932) $ (519,979) $ (11,683,873) $ (1,632,168)

          
Net Loss Per Share:

Basic $ (0.13) $ (0.01) $ (0.24) $ (0.04)
Diluted $ (0.13) $ (0.02) $ (0.24) $ (0.09)

          
Weighted Average Shares Outstanding:

Basic 50,733,960 45,476,802 48,752,262 45,129,000
Diluted 50,733,960 53,861,595 48,752,262 52,017,328

 

Contacts: BIO-key International, Inc.
Mike DePasquale, CEO
732-359-1111
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DRG&E

Gus Okwu, Managing Director
203-752-0446
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Exhibit 99.3

BIO-KEY 3RD QUARTER EARNINGS CONFERENCE CALL

November 13, 2006, 9:00 AM ET

Operator:                                               Ladies and gentlemen, thank you for standing by and welcome to the Bio-Key Third Quarter Earnings Conference
Call.  At this time, all participants are in a listen only mode.  Following today’s presentation instructions will be given
for the question and answer session.  If anyone should require assistance during the conference, please press star
followed by the zero.  As a reminder, this conference call is being recorded today, Monday, November 13 of 2006.

I would now like to turn the conference over to Gus Okwu.  Please go ahead, sir.

Gus Okwu:                                      Thank you.  Good morning everyone.  Thank you for joining us on Bio-Key Inc’s Third Quarter Conference Call. 
Joining me today on the call are Tom Colatosti, Bio-Key’s Chairman, the Company’s CEO, Mike DePasquale, and
Bio-Key’s CFO, Frank Cusick.

The agenda for today will be as follows:  Mike will first offer some comments on industry trends and development,
and provide you with a more detailed look at Bio-Key’s financial results.  We will then open the call up for the
questions.

Today’s conference call may contain forward looking statements that are subject to certain risks and uncertainties that
may cause actual results to differ materially from those projected on the base of these statements.  The words
estimate, project, intends, expects, believes, and similar expressions are intended to identify forward looking
statements.  Such forward looking statements are made based on management’s beliefs, as well as assumptions
made by, and information currently available to management, pursuant to the Safe Harbor provisions of the Private
Securities Litigation Reform Act of 1995.

For a more complete description of these and other risk factors that may affect the future performance of Bio-Key
International, Inc., see risk factors in the Company’s annual report, Form 10KSB and its other filings with the
Securities and Exchange Commission.

We do caution not to place undue reliance on these forward looking statements, which speak only as of the date
made.  The Company also undertakes no obligation to disclose any revisions to these forward looking statements to
reflect events or circumstances after the date made or to reflect the occurrence of unanticipated events.

Bio-Key issued earlier this morning a press release with details of our quarterly financial and operating results.  This
document is available in the press release section of our web page at www.bio-key.com.  A replay of today’s call will
be available beginning one hour after completion of this call until 11:59 p.m. Eastern

1

 

Time on November 20 .  The replay may be accessed by dialing (303) 590-3000.  The access code of the replay is
11074899#.

Please note that information reported on this call speaks only as of today, November 13 , 2006; and, therefore,
you’re advised that time sensitive information may no longer be accurate as of the time of any replay.

I would finally advise that this conference call is being broadcast live through an Internet web cast system that can be
accessed on our web page at www.bio-key.com.

And now I’d like to turn the call over to Mike DePasquale.

Mike DePasquale: Thank you, Gus.  Good morning, ladies and gentlemen, and thank you for joining us for our third quarter 2006
earnings call.  On our last call we were able to report continued growth in our business, in contrast to many of our
peers, who reported negative organic growth and low visibility.

Our strategy of focusing on the public safety space and commercial market remains a key differentiator for the
Company.  We remain well positioned in the public safety marketplace, as confirmed by our third quarter results,
which I’ll walk you through in a few minutes.
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First responders throughout the country are becoming more acquainted with the breath of applications and advanced
software we provide, geared towards facilitating a more efficient working environment for those protecting us on a
daily basis.

We believe our recent and future success will be due to several trends that are currently driving the public safety
space.  These trends are a growing demand from government, at the federal, state, and local levels, for secure
access to information, expanding mobile and wireless connectivity, and remote ID of both first responders and
individuals at the point of contact.  We are one of the few companies whose product suite capably answers each of
these specific needs.

Additionally, we are at the leading front in developing robust and integrated software applications that enable data to
be shared across departments and agencies on a regional basis.  Contracts that we have won over the most recent
quarters indicate a growing interest amongst local agencies for greater data sharing capabilities.

We are also one of the first companies to incorporate fingerprint identification applications into the field; enabling
personnel to more securely access critical information and effectively manage their time.  Although adoption and
large scale deployment in the biometrics arena is lagging behind our previously stated objectives, this is an industry
wide issue that we believe will begin to address itself in the coming quarters and Bio-Key’s attempting to accelerate
the adoption cycle with an announcement we made last month at Oracle Open World. 

2

We’re offering our software development kit or SDK, as well as the client side of our application free to any
application developer interested in incorporating a finger biometrics access option into their solution.

We have also created a rapid deployment package that includes all of the software and services to quickly integrate
our VST or web key products into any application.  By offering the use of this technology to end users at no charge,
many companies can begin to consider this option for customers that may already have a finger scanner built into
their computer or are planning to acquire one in the near term.

Moving onto the government space, our three key programs that will accelerate the national adoption of finger
biometric technology, you’ve heard about these many times on our call and others are the transportation workers’
secure card, HSPD12 and first responder ID.  Bio-Key is involved in each of these initiatives along with a number of
system integrators and partners.  We’ve already validated our core biometric proprietary technology VST with the
National Institute of Standards and Technology, also known at NIST, through the fingerprint SDK test, earlier this
year, where we achieved great accuracy results using very large data sets collected by the government.  Those
results included a 99.33% average true [Inaudible] rate on the most relevant data set from US visit.  The NIST is a
federal technology agency that develops and promotes measurements, standards, and technologies, and they’ll play
an important role in biometrics going forward.

We are currently completing the standard interoperability validation testing for our biometric algorithm, which is also
being conducted by NIST.  This, along with our developing relationships with several middleware, logical, and
physical access control solution providers will set the stage for Bio-Key to participate on contracts with federal
agencies and contractors over and above our current participation in the FiXs federation with the key service
providers including Northrop Grumman, EDS, and SRA International.

In particular, as one of the largest suppliers of mobile and wireless solutions for first responders, we have a distinct
competitive advantage in this space.  Over the coming years every single police, fire, and EMT will hold a secure
credential that will include a biometric component and we would like nothing more than to have that be our Bio-Key
finger biometric product integrated into that credential.

Our joint venture identified and their strong relationship with Dell continues to build momentum.  And they are
deploying our biometric technology in a number of high profile accounts in various industries.  Directly, Bio-Key is
seeing activity in specific vertical industries, such as testing and certification, corporate network authentication, retail
POS, and banking.  For example, we have seen the successful deployment of our technology into over 650 testing
centers in over 60 countries with our partner Choice Point.  Our partnership with Choice Point has seen strong
demand in the testing and certification space with follow on transactions already announced with The Association of
American Medical Colleges, for their MCAT exam.
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Due of the chain of trust that begins once a candidate appears on the medical landscape, taking the MCAT, we’re
now engaged with these organizations, state medical boards and licensing organizations as well, that need to
maintain contact with the candidate.  Consequently, we now have follow on business opportunities that support our
strategy to become the dominant commercial identification credential software provider in this space.  The Bio-Key
enabled MCAT exam process is slated to be in full production starting January 2007, after several successful
nationwide trials.

Beyond offering simply a fingerprint algorithm to allow one-to-one matching of claimed ID to a person, our unique
differentiator of single finger, large scale, one to many allows fast, simple identity and alias checking, without the
cumbersome process of collecting more than two fingers.  Additionally, our patented web key platform, when layered
on top of this core capability, allows for credential and identity checks to take place from anywhere that a browser and
any one of 40 supported fingerprint readers can be connected to the Internet.

Our customers choose Bio-Key over lower priced competitive options, because a Bio-Key enrollment is truly a long
lived, highly accessible asset for commercial enterprise or government agencies to leverage.  That’s what separates
us from our commodity biometric competitors.

As Gus mentioned earlier today, we released our results for the 2006 third quarter and nine months ending
September 30 , 2006.  Our results continue to show steady growth in the public safety segment, highlighted by
modest operating profit reported by our law enforcement business unit, and continued improvement in fire safety and
EMS.

Total revenues for the three months ending September 30 , 2006 increased 30% to $4.2 million from $3.2 million
reported in the restated financial statements for the corresponding period in 2005.  Gross profit for the third quarter of
2006 increased 32% to $3.4 million from $2.6 million for the corresponding period in 2005.  Bio-Key’s gross margin
for the third quarter of 2006 improved to 81.9% from 80.5% for the corresponding period in 2005.

Operating expenses for the third quarter of 2006 decreased 11% to $4.1 million from $4.6 million for the third quarter
of 2005.  The Company’s operating loss decreased by 66% to $681,000 compared to $2 million for the corresponding
period in 2005.

Bio-Key’s net loss for the third quarter of 2006 was $6.6 million compared to a net loss of $447,000 for the third
quarter of 2005.  However, the $6.6 million net loss amount for the third quarter of 2006 includes a 5.5 million dollar
item relating to the early extinguishment of debt.  The third quarter 2006 net loss per fully diluted share was $0.14
compared to a net loss per fully diluted share of $0.02 for the corresponding period in 2005.
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Over the nine month period ended September 30, 2006 we reported an increase in total revenues of 3% to $11.2
million from $10.9 million reported for the corresponding period of 2005.  Gross margin for the nine months ended
September 30 , 2006 improved to 78.6% from 72% for the corresponding period of 2005.  Operating expenses for
the nine months ended September 30 , 2006 decreased 12% to $12.7 million from $14.4 million reported for the
corresponding period in 2005.

The Company’s operating loss decreased 41% to $3.9 million from $6.5 million for the corresponding period of 2005. 
Net loss for the nine months ended September 30 , ‘06 was $11.5 million compared to a net loss of $1.4 million for
the corresponding period in ‘05.  The $11.5 million dollar net loss amount for the nine months ended September 30 ,
2006 includes $7.8 million relating to the early extinguishment of debt.  The net loss per fully diluted share for the
nine months ended September 30 , 2006 was $0.25 compared to a net loss per fully diluted share of $0.09 for the
first nine months of 2005.

The increase in third quarter 2006 revenue was driven primarily by the completion of a long-term project and new
contracts booked earlier in the year with related revenue recognized during the third quarter, coupled with strong
maintenance revenue.  Included in the third quarter revenue total was $773,000 from a long-term project that the
Company had participated in as a subcontractor.  Gross profit during the third quarter increased, as revenue growth
outpaced cost of revenues.  Operating expenses declined during the third quarter of 2006 due to our continued focus
on cost reduction programs initiated during the fourth quarter of 2005.
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Some of the new contracts booked during the period included a commitment by the Indiana University Police
Department for our Mobile Cop software and commitments by the Bakersfield, California, Davenport, Iowa, and
Cleveland Heights fire departments for our Fire RMS records management solution.

We are clearly more than satisfied with the continued and consistent results being reported by our law enforcement
business unit, which generated a modest operating profit of $300,000 in the third quarter and the ever improving
quarterly performance of our fire safety unit.

We continue to see growing demand for our fire safety applications and especially since the integration of mobile
capabilities into this unit’s product suite.  And we also believe that our recent introduction of applications enhancing
data sharing between multiple agencies on a regional basis continue to position Bio-Key as the standard for
innovative software and applications serving the first responder community.

Turning to the balance sheet, as previously announced, we completed several initiatives during the third quarter that
restructured our balance sheet and provided us with additional liquidity.  These initiatives included the exchange of all
of Company’s subordinated notes to preferred equity.  We also converted a portion

5

of our senior debt to common equity and deferred several payments until final maturity of the senior debt. As a result,
the Company’s debt obligations decreased from approximately $11 million to approximately $5 million.

We also completed a previously announced common equity raise during the third quarter of ‘06 that netted the
Company approximately $1.5 million.  As a result, we now have greater flexibility.

In summary, we had a great quarter highlighted by strong sequential and year-over-year revenue growth, with
continued good visibility of our sales pipeline.  We continue to see operating improvements by each of our public
safety business units and believe that we are close to finally seeing some movement in the biometrics space due to
the recent changes aimed at moving a number of these major programs, such as secure credentialing for
government and transportation workers, and other programs like that.

The third quarter also saw us restructure our balance sheet in order to create some operating flexibility, as well as
improve our liquidity.  We also used the opportunity complete an equity raise that raised additional capital for growth
and allows us to concentrate our efforts on expanding our business.

Goals and objectives we cited on our last call remain in effect.  To improve our competitive position, improve our
access to capital, and move us closer to listing on a US national exchange.

With that said many thanks for listening.  Before we begin taking questions, I would like to remind you that a replay of
this teleconference will be available beginning an hour after we conclude the call.  We will provide that number again
at the end of the call.

Now let me turn it back to the operator for questions.

Operator:                                               Thank you. Ladies and gentlemen, at this time we’ll begin the question and answer session.  If you have a
question, please press the star key, followed by the one on your touchtone phone. If you’d like to decline from the
polling process, please press the star key, followed by the two.  You will hear a three tone prompt acknowledging
your selection.   Please ask one question, and one follow-up, and requeue for additional questions.  If you are using
speaker equipment, you will need to lift the handset before pressing the numbers.

One moment please for our first question.  Our first question comes from David Sterman from Jesup Lamont
Securities.

David Sterman:                Good morning.  How are you?

Mike DePasquale: Good morning, David.
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David Sterman:                Wondering if you could just, I guess first off, give a breakdown of the division — the revenue in each division for
the quarter?

Mike DePasquale: I think, Frank, I will turn that over to you.  Do you have that data available?

Frank Cusick:                        Yup.  I do.  Just a minute.  Okay.  The revenue in law enforcement was $2.8 million, fire safety was $1.2, and
biometrics was $100,000.

David Sterman:                Okay.  And I remember from the last quarter you had mentioned that the law division generated a modest
operating profit.  Do you think that was again the case this quarter?

Unidentified Company Participant:         Yes, it was.

David Sterman:                Okay.  Moving over, the $773,000 dollar project that you completed, should we assume that that strength is
therefore kind of a little bit of an aberration?  I guess I’m looking at Q4 now and the absence of that.  It should — you
know, you’ve been building sequentially here throughout the year, but looks like maybe there’ll be a pull back in Q4,
since that project is done.  Is that correct thinking?

Mike DePasquale: This is Mike.  That project and the $773,000 dollars was a single event clearly from, again, a long-term project that
we have been involved in for a number of years, but obviously we have other business we would hope and plan to
replace that amount going forward.

David Sterman:                Okay.  Could you give me a sense of share count with the Q3 financing that you did?

Mike DePasquale: Frank, I believe that it’s in the 53 million share range.  Is that correct?

Frank Cusick:                        Yeah.  The shares outstanding are 54 million at this point, so that’s we used —

David Sterman:                Okay.

Frank Cusick:                        — for the calculation.

David Sterman:                Okay.  And my final question, in the last quarter you had a couple of $500,000 dollar deals.  $500,000 plus deals.
Was wondering what that metric was this quarter?

Mike DePasquale: In terms of sales or bookings, we — you know, we have a number of deals in that range that will close, you know,
throughout the quarter.  Those tend to get delivered over multiple quarters.  So, for example, if you look back at the
last quarter, we closed a deal with Washington County, Minnesota.  That was about an $800,000 or $900,000
contract that all of the revenue will be delivered across three quarters.
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So that’s pretty common in this business.  There are some, again, large contracts that we can turn very quickly, but,
you  know, most of the $400,000, $500,000, $600,000, $700,000 or $800,000 contracts in public safety generally
take a couple of quarters to deliver.

David Sterman:     Okay.  Great.  I will step back in the queue.  Thank you.

Operator:               Thank you.  Our next question comes from Geary Siroonian, a private investor.

Geary Siroonian:        Good morning, Mike.  Hey, great job on another terrific quarter.  Wonderful growth.  I wonder if I could go back and
look at a couple of our big partnerships out there, and get some thoughts as to how significant they are, and where
they tend to lead?  We’ve had a long-term relationship with Oracle, a major participant in things like Oracle world,
and I guess my curiosity is why would a company like Oracle, of course, partner with us, and why not consider
actually acquiring us, since we play such a significant role in their business?

Mike DePasquale: That’s a great question, Geary.  Number one, you’re right.  I’ll confirm, of course, and we’ve confirmed this publicly
with some announcements just about a month ago at Oracle Open World.  We have a very tight and integrated
relationship with them.  We’ve developed and integrated into their fusion middleware, which is their — really their go
forward application suite that they’re bringing to market in a big way.  There are hundreds and hundreds of
application providers that participate in that program.
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And we are one of the only, if the only, finger biometric company that’s fully integrated and is promoted, you know, by
them and with them.  One of the reasons why we made the decision to accelerate our technology, in essence, almost
give it away on the front end for free to hopefully, again, get the market moving.

One of the reasons we did that is we believe that the visibility we’ll get with all of the application providers, just
connected with Oracle, could be significant.  And, you know, there’s no surprise that this industry, and when I talk
about biometrics as an industry and it’s not really an industry, it’s — biometrics are really becoming a feature and I
don’t think there’s going to be a biometric industry going forward, but there’s going to be plenty of technology, again,
that gets incorporated into applications.

But, you know, to go back on what I was saying, I think that we can create a significant opportunity by allowing these
application providers the ability, with very low cost of entry, to offer a biometric option as part of their access or
authentication offering for their application.  And, you know, we’re trying to do everything we can.

We co-developed our indexing technology that allows us to scale one to many finger matching to very large
populations with Oracle and so it’s significant, but,

8

again, going back to the original point I wanted to make. This industry’s in a malaise and things are taking much
longer at all levels across the business.  At the federal level, the state and local level, and the commercial
marketplace.  It’s taking longer than any of us would have imagined for finger biometrics to take hold.  Some of it,
again, I think has to do with the infrastructure, the fact that, you know, you need an appliance, and you have to have
a finger scanner.  That road block continues to get broken down, but we’re starting to see some real movement. 
Most of it is international, by the way.

I saw on Friday that Pay by Touch announced with Citibank in Singapore that they’re going to finally deploy a
biometric credit card.  That means that you will be able to transact as you would with a credit card, a physical credit
card.  You will be able to transact with your finger and pin alone.  You will not have to carry the card itself for a
transaction.  And they’re beginning that with 190,000 participants in Singapore.

So, you know, we’re starting to see some movement.  But it’s definitely happening more on the international front
than it is here domestically.  And, we all know that the federal government has been very, very slowing letting any of
these major programs move forward.  There are a lot of reasons.  We can, you know, probably talk about those for
the next two days, but that is a reality of the space that we’re operating right now.

Geary Siroonian:        Okay.  Regarding our offer to the open source of our technology, what’s — I know it’s still real early since we’ve
announced that, but what kind of response have we had so far?

Mike DePasquale: We got very, very good response right at the event, at the Oracle Open World event and I want to be cautious. 
We’re not open sourcing the technology.  What we’re doing is, again, we’re making it available at no cost.  Open
sourcing would put it into the public domain.

Geary Siroonian:        Okay.

Mike DePasquale: We’re certainly not ready to do that yet, although, you know, there could be an opportunity, if it makes sense, to
do that going forward.  But right now we want to make it easy for any application provider to deploy this down at the
end user level. There will be no cost at all for that end user to download the client and to use the biometric
technology.  All the application provider will need to do, or the vendor, or the company would need to do is buy the
back end matcher from Bio-Key and we size that based on the — you know, the magnitude of the population, and
they can be up, and running, and in business very quickly.

Geary Siroonian:        Okay.  And, if I could, one more question?  Regarding our police and fire business, we seem to be pretty
significant players there.  Do you have any sense of what our share in that business is at this point?
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Mike DePasquale: Well, as it relates to mobile and wireless access, that is, for example, police riding in cars with laptops, who are
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holding a handheld device, and accessing, you know, state and local databases, we are a dominant player. 
Probably the two largest players in that space are Motorola and Bio-Key.

Geary Siroonian:        Okay.

Mike DePasquale: In fire safety, in records management, we are absolutely the gorilla in the medium to high end of the market.  We
have most of the major cities in North America, including Toronto, Calgary up in Canada, San Francisco, LA, Orange
County, FDNY in New York using our solution on a daily basis.  And the real opportunity in fire is to bring all of those
applications now mobile and wireless, and we have significant experience and expertise in that area, and we think
that’s a big opportunity for us going forward.  And we’re starting to see really good growth in that market.

Geary Siroonian:        Okay.  So we have a significant share, but is it still a fairly young avenue of business for us in terms of where we
can go?

Mike DePasquale: I think there’s an awful lot of growth opportunity, but I think it’s — and, by the way, it’s a reasonably mature
market.  It’s not young.  But incorporating our other offerings, like, for example, our biometric technology for secure
access or our identity match platform for the identification of individuals on a mobile and wireless device, or to be able
to match fingerprints from crime scene, we believe that gives us tremendous expansion capability in that we already
have a captive base of some 2500 accounts that use our technology on a daily basis.

Geary Siroonian:        Terrific.  Great.  Well, thank you very much.  Appreciate it and good quarter, again.

Mike DePasquale: Thank you, Geary.

Operator:                                               Thank you.  Ladies and gentlemen, once again, if you have any further questions, please press the star key,
followed by the one at this time.  And, as a reminder, if you are using speaker equipment, you will need to lift the
handset.  One moment please.  Our next question comes from Richard Pew from Richard Pew Investment Counsel.

Richard Pew:                           Good morning, Mike.

Mike DePasquale: Good morning, Richard.

Richard Pew:                           I wanted to ask you about the pipeline.  I don’t know if you can be anymore specific than you have been already,
but you sort alluded to a pipeline, but didn’t get into any specifics at all.  What can you share with us?

Mike DePasquale: The only thing I can share with you, Richard, is that our pipeline is growing.  It’s growing in each of our verticals.  I
think we’ve already spoken an
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                                                                                                awful lot about biometrics. We have more and more, almost on a quarterly basis, we’re involved in more pilot
projects and early deployments.  Unfortunately, they’re not moving to run time as fast as we would like, but clearly
our business and potential and opportunity continues to grow there.  And in public safety, that also remains to be the
case.  We are growing and finding more and more opportunities and deals on a quarterly basis.  So our pipeline is
growing.

Richard Pew:                           My second question has to do with the Internet.  The only person I personally know who’s lost their identity had it
stolen, so to speak, and lost money as a result.  Lost it in Internet transactions, which seems to me to be an ideal
place for biometrics to take over and reduce that kind of theft.  Do you see anything development there or is it taking
just as long as the government to occur?

Mike DePasquale: It’s taking quite some time to occur.  I think that’s an area where the appliance plays a major role.  So, for example,
if you happen to have recently purchased a computer with a finger scanner in it, you’re already to go and you would
love to have, you know, secure access, convenient finger biometric access to perhaps your Fidelity account, or your
EBay account, or whatever.

But if you don’t have the appliance, then you need to acquire one. Now, they’re coming down in price and they’re
becoming more readily available, even in the retail space.  But it takes an infrastructure change for a large company
like Fidelity, or an EBay, or your bank to incorporate that technology and then drive it down to the field.

I think it’s just taking a little bit longer, because, again, the infrastructure required to pull it all off takes not only an
investment, but it takes a lot of support and it takes an awful lot of time.  I do believe, and there is not one bank that
we’ve been engaged with or not even — banks we meet at conferences, at the FAFE TIC, technology conferences,
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and the like that are not looking at biometrics, finger biometrics in particular, to play some role in their access and
authentication process going forward.

It’s just a question of who’s going to lead first and when it happens, it’s going to be explosive.  And it will happen
across the industry, but it is absolutely taking time.   And the Internet is a perfect place for that to start.

As I mentioned, you know, Pay by Touch is a company that’s raised a lot of money, gotten a lot of visibility in trying
to incorporate biometrics into the retail marketplace.  Even do it again over the Internet.  They made a major
announcement on a product that would incorporate full and secure access over the Internet for retail transactions. 
But, you know, clearly again, it is taking time and it’s happening on the international front faster than it’s happening
here in our own country.

Richard Pew:                           Is there anything you can do to accelerate that trend, other than what you’ve already done?
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Mike DePasquale: Well, you know, we’ve taken the first step and the first step is to make it really easy for these application providers,
these companies to incorporate finger biometrics into their solution set.  I think there’s quite a bit more that we can do
going forward.  Partnering more closely with the hardware manufacturers.  In fact, maybe even offering, you know,
somewhat of our own platform going forward, that would include hardware.  That might make it easy for individuals to
buy full and complete solutions.

So there are things that we are considering, but I think, at the end of the day, in order to this finger biometric
functionality, it’s going to require a package, a solution.  It’s going to have to be easy.  It’s going to have to be
supportable and it’s going to have to touch the consumer.  And, you know, that’s what we have our eyes on right
now.

Richard Pew:         All right.  Thank you.

Mike DePasquale: You’re welcome.

Operator:                                               Thank you.  Ladies and gentlemen, once again, if you have any further questions, please press the star key,
followed by the one at this time.  And, as a reminder, if you are using speaker equipment, you will need to lift the
handset.  We have a follow-up question from Geary Siroonian.  Please go ahead.

Geary Siroonian:        Yes.  Mike, can you also maybe elaborate a little bit on why you think this business is slow to take off?  Is it a
social acceptance or financial commitments that seem to be holding it back or something else?  Can you elaborate
on that a little bit?

Mike DePasquale: I think it’s a little of everything, but I still contend it’s the infrastructure required to move the technology down at the
consumer level.  So, for example, if you’re using passwords today as, you know, Fidelity uses, or pins, or even
tokens, then they may be using tokens for some high net worth applications, you know, you need — a password
system is controlled locally.  It’s controlled and managed internally.  A fingerprint biometric system, although it’s
managed internally, it’s much more secure, and much more convenient, requires, again, that that appliance is out at
the other end, right with the consumer or the end user.  So I think it’s just a matter of figuring that out.

The price of the device and the price of the sensor is coming down dramatically.  It’s going to come down even more. 
There are technologies that are coming out today that are very, very inexpensive that will get incorporated into
virtually all kinds of devices, and I think that will also drive the business.  But that, to me, is the biggest impediment
today, Geary, to widespread commercial deployment.

Geary Siroonian:        Okay.  Good.  Thank you.

Operator:                                               We have no further audio questions at this time.  Please continue.
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Mike DePasquale: Thank you again for participating in today’s call and we hope you will join us again for our next conference call to
discuss our fourth quarter and our year-end results.  Thank you very much.

Operator:                                               Thank you.  Ladies and gentlemen, this does conclude the Bio-Key Third Quarter Earnings Conference Call.  If
you’d like to listen to a replay of today’s conference, please dial 1-800-405-2236 and enter the access code of
11074899.  Once again that number is 1-800-405-2236 and enter the access code of 11074899.  Thank you.  You
may now disconnect.

END
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